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Congress is now considering repealing the 4.3 cent federal tax imposed under the 1993 budget
plan championed by the Clinton Administration. Gasoline prices at service stations across the coun-
try have risen sharply over the last few months, raising concerns over the impact of these rising
prices on already strained family budgets. Nationally, since the beginning of the year, gas prices
have risen approximately 16 cents. In California, where prices have risen even more dramatically,
gasoline now costs more than $2 a gallon in some areas.

While recent gas price hikes are an unwelcome added cost to family budgets, they actually are far
exceeded by the total gas taxes paid by Americans. Combined federal and state gas taxes per gallon
of gasoline now average 37.7 cents, more than twice the recent short-term spike caused by market
conditions. These taxes raise the cost of driving a car an average of $310 per year. In response to the

~ growing public concern over prices and the economic impact of the tax burden, Senator Phil
Gramm (R-TX) introduced a bill on May 2 which would repeal the 1993 federal fuel tax of 4.3
cents applying to gasoline and diesel. Senate Majority Leader Robert Dole (R-KS) also is expected
soon to offer a bill that will repeal the gas and diesel tax and possibly may roll back the 4.3 cent tax
on jet fuel as well.

Eliminating the 1993 gas tax is a good start. While gasoline would still be subject to a 14 cent fed-
eral tax, as well as substantial state taxes, repealing the 4.3 cent tax would benefit the economy by
reducing transportation costs. It also would help family budgets.

Unlike the rest of the federal gasoline tax, the 4.3 cent levy is not earmarked for transportation
costs. It flows instead into general revenues. As Senator Dole has said, at least the previous gasoline
taxes “helped build highways and bridges, but this tax was just for deficit reduction. It doesn’t do a
thing for highways or bridges....If we repeal this tax, it’ll be 4 cents cheaper at the pump. If we can
find an offset, then we should repeal this tax.” Melvin Sherbert, Chairman of the Legislative Com-
mittee of the National Service Station Dealers and owner of two service stations himself, confirmed
that tax savings would be passed on directly to consumers. Sherbert testified on May 3 before the
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Senate Finance Committee that “We would pass the savings on because we are just waiting to lower
prices [because] that helps us sell more gas while still making the same profit [per gallon].”1

The poor and lower middle class would be the biggest beneficiaries of this repeal. Susan Perry,
Senior Vice President of the American Bus Association, testified on May 3 before the Senate Fi-
nance Committee that as the result of higher fuel costs since the imposition of the fuel tax, “there
are fewer bus stops [and] the very poor, very elderly and very rural are mostly affected” because
they disproportionately ride buses and fuel costs are passed on to passengers.” Moreover, since the
fuel tax is a flat 4.3 cents per gallon, it is regressive. Because three-quarters of those Americans
earning less than $10,000 per year commute to work in privately owned autos, a flat tax rate falls
disproportionately on these poor as a percent of their income.’ Indeed, 1987 Bureau of Labor statis-
tics data show that the poorest 20 percent of Americans devote 8.8 percent of their expenditures to
gasoline and motor oil while the wealthiest 20 percent devote only 3.1 percent of their expenditures
to gasoline and motor oil.

The benefit to the economy of repealing the fuel tax would be significant. Carol Hallett, President
and Chief Executive Officer of the Air Transport Association of America, testified that the airline
“industry estimates that passing on this [4.3 cents per gallon tax] cost results in five million fewer
passengers a year [due to higher ticket prices. This] correlates to a loss of 1 passenger per flight.
This statistic alone is enough to drop many flights into the loss column, and will surely result in air-
lines cutting back.” And according to the trucking industry, the 4.3 cent tax adds about $600 per
truck annually to the cost of operations.” These costs in turn are largely passed on to consumers in
the form of higher priced products.

The burden of this tax for 1996 is $5.3 billion for gasoline alone and $7.4 billion total, based on
Department of Energy daily use estimates.’ Too often ignored, however, is the regional and state
disparity in the impact of this tax. To assess the state-by-state impact of the 4.3 cent tax on motor,
distillate, and jet fuel, we calculated the tax for each state based on Department of Energy state sum-
maries of usage patterns for 1993, the most recent year for which complete data are available.

While the pattern among states may have changed slightly between 1993 and today, the estimates of
the tax burden in general would be higher than our state-by-state figures because of increases in con-
sumption.” According to this calculation, the drain on California alone is $772 million based on
1993 usage, while New York and Pennsylvania combined, with about the same number of people,
have a cost of $586 million.
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“Table 1

Estimated Revenue Raised By 4.3¢ per Gallon Federal Gas Tax, 1996
(Based on 1993 Usage Patterns)
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$17,900,000
Washington $103,700,000 $14,100,000 $157,900,000

$118,900,000
us. $4,928400,000  $940,400,000 $968,200,000 $6,837,000,000

Source: Based on DOE Energy Information Agency's 1995 State Energy Data Report, citing 1993 state consumption patterns.







