State Gas Tax'
This IPRO report presents an overview of recent state action on gasoline rates and explores policy

alternatives.

Background

Gasoline taxes have long been considered a “non-starter” issue, because consumer sensitivity
over high prices bars politicians from increasing taxation levels.” For this reason, U.S. gasoline taxes
are the lowest of any industrialized nation, with a national average of 47.4 cents per gallon (cpg).’
The national average consists of a federal tax of 18.4 cpg, an average state tax is 18.5 cpg, and an
average 10.5 cpg consisting of local taxes and miscellaneous environmental fees.* Thus, mean state
gas taxes are just under twenty cents per gallon.

However, concerns about infrastructure quality have increased demand for state spending on
highways and roads following the collapse of I-35W Bridge in Minneapolis in 2007. Since 2008, six
state governments have increased state gasoline taxes an average of 6.25 cpg, and legislation has
been introduced in another nine to raise tax levels in 2010.” The generated funds are usually ear
marked specifically for road and bridge construction and maintenance. Periods of historically high
gas prices and increased environmental concern of gasoline combustion have also influenced the
gasoline tax debate.

Costs and Benefits
Economics
Costs

A gas tax will involve transferring money from consumers to the government. This lowers
consumers’ ability to purchase goods and may lead to further decline in the economy.® Increased
costs for goods may occur on several levels including increased shipping costs for out of state goods
as well as higher costs of production for the agricultural industry.

Another argument against the gas tax is its regressive nature. A gas tax would place more of
a burden on the poor relative to the rich, as the rich tend to spend a lower proportion of their
income on gas.” As the poor would pay the same rate as the rich, a gas tax would be a burden on
less wealthy individuals.

A gas tax will have a higher impact on consumer spending because demand for gasoline is
inelastic in the short term, meaning that consumers will still purchase a similar amount of gasoline,
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despite the higher prices.’ The inelasticity of demand for fuel means that an increase in price will
necessarily result in a reduction of consumption elsewhere, causing economic decline overall.

Fuel demand may become more elastic in the long run as more fuel efficient alternatives are
developed. As fuel efficiency for vehicles increases, the revenue from gas taxes will decrease. If the
government depends upon a certain percent of revenue from gas taxes, this revenue source would
be depleted over time.’

Benefits

The increase in individuals’ fuel expenses would range from $33-$100 per year per
individual."’ Furthermore, the tax would not need to apply to all individuals in society since it
requires that individuals use fuel to be taxed. In this way, the tax may be termed a “user fee.”"!

Should the cost nevertheless be too significant for drivers, the increased cost of driving may
result in less driving, which would reduce traffic congestion and could also reduce costs associated
with automobile accidents."

The highway system in Iowa is in need of repairs and is estimated to require $21 billion in
the 20-year period between 1994 and 2013."” The lowa Department of Transportation has
estimated a budget shortfall of $12 billion over this period.14 Gas tax money is constitutionally
required to go to road and bridge repair, and would be contribute to overcoming the budget
shortfall.” Road and bridge repairs and maintenance have farther reaching implications on the level

of safety, as proper highway maintenance will help prevent automobile accidents.

Environment
Costs

While an increase in the gas tax may not necessarily harm the environment, the benefits to
the environment gas tax proponents may claim are undercut by the short-term inelasticity of
demand for gasoline. Since people will use the same amount of gasoline despite an increase in price,
there will be no significant, positive effect on the environment in the short run.'
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Benefits

A gas tax would raise the cost of driving, which may lead to decreased fuel consumption. A
decrease in fuel consumption would result in a reduced level of carbon emissions and lower
pollution."” Furthermore, a gas tax would raise the cost of fuel, promoting efforts to seek more fuel-
efficient vehicles or alternative forms of transportation that do not require gasoline. Use of these
alternatives would result in reduced emissions from gasoline use. Both of these benefits assume

elasticity of demand for gasoline and are therefore long-term impacts.

State Tax Rates
Figure 1: Gas Taxes Nationwide (Includes Federal Tax of 18.4cpg)”
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Figure 1 denotes the state and national tax rates for the 50 states. It indicates that Iowa is on par
with regional trends, but has a lower rate than all neighboring states, excluding Missouri. The
spatial distribution of tax rates is important for shipping purposes.
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Figure 2: Gasoline Taxes as of January 2010 (Includes Federal Taxes of 18.4cpg)”
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Figure 2 ranks the 50 states and the District of Columbia by state and federal taxation levels. It

shows that Iowa is well below the national average; ranked 30" overall.
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Figure 3: State Action on State Fuel Taxes”
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Figure 3 shows state action on gasoline taxes since 2008. Six states have increased their gasoline tax
rates, denoted in green in the upper portion of the table. Connecticut and Idaho are the only states
that have decreased their tax rates, shown in red. The lower portion of the table includes proposed
legislation from the past two years. Every proposal on taxation rates lobbied for an increased rate,
shown in green. States depicted without color do not deal directly with an increase or decrease in
rate, but legislate on the topic.

Iowa

In 2009, Representative Brian | Quirk introduced HSB 164 which sought to increase the
state tax on gasoline by four cents per gallon upon passage, and another four cents beginning
January 1, 2010.*" The generated funds would be directed to TIME-21 fund for transportation
infrastructure. Political insiders have cited this bill will likely be debated by the 2011 Iowa
Legislature. Governor-Elect Terry Brandstad has characterized the gasoline tax increase as a “user
fee” and part of a “pay as you go system,” but cites the economic recession as a barrier to current
implementation.22 Furthermore, given Iowa’s lower than average tax rates, if Iowa were to raise the

gas tax by 7 cents per gallon it would be commensurate with the national average.

This report was prepared in November 2010 by the Iowa Policy Research Organization (IPRO), a
non-partisan public policy undergraduate research group at the University of lowa. For additional
research on this or other issues, please visit our website at http://www.uiowa.edu/~ipro/ or contact

us at caroline-tolbert@uiowa.edu.
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