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Among the revenue raising provisions included in the deficit-reducing proposal of the National
Commission on Fiscal Responsibility and Reform is a record 15-cent increase in the federal gasoline tax
to be gradually implemented between 2013 and 2015. Currently, the federal gasoline tax rate is 18.4
cents per gallon on regular unleaded gasoline and 24.4 cents per gallon on diesel.! The proposed increase
would bring the total federal gasoline tax to 33.4 cents per gallon on regular unleaded gasoline and 39.4
cents per gallon on diesel (an increase of 82% in the tax on regular gasoline and 61% on diesel). This
would be the largest federal fuel tax increase in U.S. history.

The hidden nature of gasoline taxes and the volatility of gasoline prices make it an easy target among
policymakers looking to raise tax revenues. Unlike retail sales taxes that are added on top of posted
prices, the gasoline tax is included in the price and retailers are required to post the full price of gasoline,
including all taxes. Additionally, because gasoline prices fluctuate significantly on a weekly and even
daily basis, gasoline tax increases are easier to hide from consumers who might perceive the price
increase as a normal, market-driven fluctuation.

History of the Gasoline Tax
President Herbert Hoover implemented the [FTRTSIRN TN SR PAT NS08 PR Ir T P
first federal gasoline tax in 1932 at 1 cent |EcET e 1T TrTr Ty T uIrre ramms e

per gallon, intending to balance the budget $0.35
with the additional tax revenue (Fig.1). Lo il be e lrgest increnne \$0'331 5030
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Estimated Revenues from the Proposed Gasoline Tax Increase

According to the proposal, if Americans’ driving behavior and fuel consumption remain relatively
unchanged, the additional gas tax will generate an estimated $25.6 billion annually in tax revenue, once
fully implemented.3 When estimating the effects of this tax, however, policymakers tend to ignore the
indirect economic effects of the tax and possible changes in consumer behavior. Increases in gasoline
prices reduce consumption over the long run, which means that actual revenues would fall short of the
estimated $25.6 billion. According to a 2008 CBO study, a 10% increase in the price of gasoline can lead
to about a 4% decrease in consumption over the long term.# Using this relationship and current gasoline
prices, a 5.5% increase in the price of regular unleaded gasoline due to the new tax would reduce
consumption by about 2.2%.

State Gasoline Tax Rates

Consumers are required to pay more
than just the federal gasoline tax when
they fill up at the pump. Individual
states have the authority to- levy
additional taxes on gasoline. These
taxes - which typically come in the
form of excise taxes and sometimes
additional sales taxes - can be
implemented as cents per gallon, as an
ad valorum rate, or both, and the taxes
can occur at either the wholesale or
retail level. The American Petroleum
Institute (API) reports that all 50 sefre After tax sefore After tax sefre After tax
states impose differing excise taxes. In California Alaska U.S. average
addition, 11 states levy sales taxes,
which amount to taxes on taxes

Federal and State Taxes as % of Regular Gasoline
Prices (california & Alaska Aug 2010; U.S. average Sep 2010)

Source: U.S. Energy Information Administrationn, American Petroleum Institute

because they apply to the full cost of a gallon of gasoline, which includes Federal and State excise taxes.>
According to the U.S. Energy Information Administration (EIA), as of September 2010, total state taxes on
regular gasoline averaged 29.0 cents per gallon (California’s 46.6 cents tax is the highest and Alaska’s 8
cents tax is the lowest).® The average total tax burden on a gallon of regular gasoline is 47.4 cents per
gallon (California’s total of 65 cents is the highest and Alaska’s 26.4 cents is the lowest).”

The Highway Trust Fund

The proposal calls for new revenues from the 15-cent gasoline tax to be devoted to the Highway Trust
Fund (HTF). The HTF was created in the 1950s to fund the construction and repair of interstate
highways. Today, about 45% of all highway spending comes from the HTF.8 Of the 18.4 cents per gallon
federal tax, 99.5% (18.3 cents) is earmarked for the HTF.? In recent years, the HTF has increasingly fallen
short of funds necessary to support transportation outlays, which has prompted bailouts from general
revenues of the federal government.10 In 2008 and 2009, taxpayer bail outs of the HTF amounted to $8
billion and $7 billion, respectively.!!
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Rather than increase the gasoline tax, it has been suggested that repealing the Davis-Bacon Act could free
up additional resources and result in a similar improvement in the Highway Trust Fund.12 The Davis-
Bacon Act, enacted under the New Deal, mandates federal projects pay workers the prevailing wage in
the region where the work is executed. Because this mandate usually results in inflated wages for federal
transportation projects, repealing it would significantly reduce the cost of these projects and improve the
solvency of the HTF as well as reduce the burden on federal, state and local government budgets.

Factors Affecting Gasoline Prices
Three main components contribute to the retail price of
gasoline: crude oil, manufacturing and marketing, and
taxes. The single biggest component of the price of
gasoline—accounting for 2/3 the total cost—is crude oil
(Fig. 3). If the 15-cent increase in the Commission’s report
H?;,}grﬁﬁ}gfggd is adopted, the cost of regular gasoline would rise by 5.5%
S to $2.86 and total taxes paid would rise 32% to almost

22% Tax $0.62 (based on September 2010 prices).

What are we paying for
in a gallon of gasoline?

he new pr & nrice of a

17.5% Tax

The Economics of the Gasoline Tax
The demand for gasoline is relatively inelastic in the short
run (meaning people do not significantly reduce their
consumption in response to a price increase), so an
increase in the gasoline tax should increase tax revenue.
When gasoline prices surged to record levels in 2006 and
Graphic Created by Joint Economic Committee Republican staff | 2007, studies showed that consumers responded in the
source: American Petroleum Institute short term by saving less. From the fourth quarter of 2006
to the fourth quarter of 2007, the decline in savings alone
covered 55.8% of the increase in gasoline spending.13 In the long run, however, the demand for gasoline
is made more elastic by behavioral adjustments in response to price increases such as: reduced driving,
use of transportation not affected by gasoline prices, and purchases of more fuel efficient cars.

Crude 0il Crude Qil

An increase in the gasoline tax also indirectly increases the price of goods and services. This is because
rising gasoline prices contribute to higher transportation costs, which raises expenses at all stages of
production. In addition to more costly gas, consumers will face higher prices for basic items like food and
clothing. It is estimated that a one cent increase in the price of gasoline costs consumers $4 million each
day.* Wal-Mart estimated that, in 2007, the increase in gasoline prices tightened the average family
budget by $7.00 per week, or $364 per year. 15

The effect of rising gasoline prices on family budgets was evident in the summer of 2008 as record high
gasoline prices have been listed among the probable causes of the financial crisis. A recent report by the
[llinois General Assembly’s Commission on Government Forecasting and Accountability found that rising
gasoline prices were met by a decline in non-gasoline purchases and non-gasoline tax revenues. While
the state’s gasoline tax structure (a 5% sales tax on gasoline in addition to Illinois’ 19-cent per gallon
excise tax) meant that revenues increased 2% due to rising gasoline prices, a decline in non-gasoline
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purchases resulted in a 7.7% drop in non-gasoline revenues. The net result was a loss in revenue for the
state. While other factors certainly attributed to the 7.7% decline, the increase in the price of gasoline
was a significant factor.16

Micro and Macro Effects of the Proposed Tax Increase

JEC staff calculations, based on 2008 data from the Federal Highway Administration and the API, estimate
that the 15-cent gasoline tax would cost the average driver an extra $86 per year.17 In addition to directly
paying the 15-cent tax when they fill up their tanks, consumers will also feel the impact of the tax through
higher prices on goods and services as a result of increased transportation costs pushing up prices.
Raising the gasoline tax is yet another means of taking money away from individuals and putting into the
hands of government officials who believe they can spend it more efficiently. All taxes have negative
impacts on the economy and a new gasoline tax is not immune from these negative spillover effects.
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