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GasolineExciseTaxes,1933-2000

byBrianFrancis

he Federal excisetax on gasolineis currently
T 18.4 cents per gallon. This excise tax gener-

ates over $20 hillion per year in tax revenue.
Revenues are currently 170 times the amount gener-
ated in 1933, thefirst year of the Federal gasoline
excise tax. Recepts from this tax are the major
source of revenue for the Highway Account and the
Mass Transit Account, which together make up the
Highway Trust Fund. These taxes are used as a type
of user fee. However, in recent years, the gasoline
excise tax and the tax on other motor fuels have been
used for additional purposes, for example, to reduce
the Federal Budget deficit.
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The Federal excise tax on gasoline was first pro-
posad in 1914 when the Ways and Means Committee
of the U.S. House of Representatives recommended
a 2-cents-per-gallon tax. The bill failed, but President
Woodrow Wilson proposed the levy be adopted the
following year. Once again, the gasoline tax failed to
pass Congress. It was not until 1919, when Oregon
became the first State to pass an excise tax on
gasoline, that taxes on gasoline became common.
Within 10 years, every State in the Union had
adopted a gasoline excise tax [1]. Every State
currently imposes an excise tax on gasoline, though
the rates vary. In 1999, these taxes generated $29
billion[2].

The Revenue Act of 1932 was passed by Con-
gress to uphold U.S. credit and balance the Federal
Budget [3]. The Act ingtituted a Federal excise tax
on gasoline of 1 cent per gallon and reinstated a
whole series of excise taxes that had been in effect
during World War 1, and a few of which are dill in
effect. The gasoline excise tax was by far the most
lucrative, generating $125 million initsfirst year.
Figure A shows the excise taxes, the amount of
revenueraised in 1933, and their current status.
These excise taxes comprised over 15 percent of the
$1.6 billion of internal revenue collected for Fiscal
Year 1933.

Brian Francisis an economist with the Special Studies
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Federal Excise Taxes, Fiscal Year 1933
Money amounts are in whole dollars

Excise tax Receipts in In effect

FY 1933 FY 2001

TOtaAl e 247,751,425 N/A
GaSOlNE....ccveicieeceeee s 124,929,412 Yes
Electrical energy........coeeveeeeeeeiiieecee e 28,562,739 No
Lubricating 0ilS............ccoieeiiiiiiieeeecee e, 16,232,925 No
Tires and inner tubes...........c.cccoeeeeee. 14,980,085 Yes?
Other automobiles and motorcycles.... 12,573,922 Yes?
Toilet preparations, etC...........ccccuveeveeeeieeeneenn. 9,602,539 No
Articles made of fur...........ccccoeiieiicciiicecees 7,546,274 No
Brewers’ wort, malt, grape concentrate, etc...... 5,707,905 No
Soft drinkS.....ocoouiiiiieeeieceee s 4,186,447 No
Candy and chewing gum..........cccceveeeiiieeiieeenns 4,150,228 No
Parts or accessories for automobiles................ 3,597,276 No
JEWEIIY .o 3,068,494 No
Matches 2,871,992 No
SPOrting 0OOAS........cccuieeeieeciieeeie e 2,701,680 Yes3
Radio sets, phonograph records, etc................. 2,206,763 No
Mechanical refrigerators............cccceevieeiiieenenn, 2,111,869 No
AULOMODIIE trUCKS ... eeeeeeeeeeeeeeeeseeeseeeen 1,654,040 Yes’
Firearms, shells and cartridges......................... 896,833 Yes
Cameras and |enSes..........cccceeeveeeveeecieecieenens 170,002 No

1 Limited to heavy tires.

2 Limited to luxury cars and “gas guzzlers.”

3 Limited to bows, arrows, and sport fishing equipment.
“Limited to heavy trucks and trailers.

At itsintroduction, the Federal gasoline excise
tax was consgdered temporary. Indeed, the Senate
Finance Committee s report of May 10, 1933, stated:

Your committee is of the opinion that the
gasoline tax should be reserved for the States
after June 30, 1934. It would be entirely appro-
priate, therefore, for this committee, which
originated the Federal gasoline tax as a tempo-
rary expedient, to recommend its repeal [4].

In the early 1930's, the gasoline tax was
viewed as a revenue source for the States, since it
was the States that built and maintained highways
at that time. Moreover, the gasoline tax provided
a significant portion of State revenues. Sales
taxes and |otteries were not in use by States in the
early part of the 20" century, and income taxes
were relatively new. However, the Federal gaso-
line excise tax was not repealed, and, in fact, the
rate has periodically increased throughout the
years, as shown in Figure B.
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Legislative History

1932 — Revenue Act of 1932 creates gasoline excise tax at 1 cent per gallon.

1940 — Revenue Act of 1940 increases gasoline excise taxto 1.5 cents per gallon.

1951 — Revenue Act of 1951 increases gasoline excise tax to 2 cents per gallon.

1956 — Highway Revenue Act of 1956 creates the Highway Trust Fund and increases gasoline excise tax from 2 to 3 cents per gallon.

1959 - Federal-Aid Highways Act increases gasoline excise tax to 4 cents per gallon.

1964 — Urban Mass Transportation Act of 1964 creates Mass Transit Account.

1982 — Surface Transportation Assistance Act of 1982 increases gasoline excise tax to 9 cents per gallon.

1986 — Congress establishes the Leaky Underground Storage Tank Trust Fund (LUST), equal to 0.1 cent per gallon of gasoline.

1990 — LUST expires August 31, 1990.

1990 — Omnibus Reconciliation Act of 1990 increases the gasoline excise tax from 9 to 14 cents per gallon and LUST is reinstated.

1990 — Revenue Reconciliation Act of 1990 first designates receipts from gasoline excise tax to be used for Federal budget deficit
reduction.

1991 - Gasoline excise tax increases to 14.1 cents per gallon.

1993 — Omnibus Reconciliation Act of 1993 increases amount of gasoline excise tax used for Federal budget deficit reduction.

1994 — Gasoline excise tax increases to 18.4 cents per gallon.

1996 — LUST expires.

1997 — LUST reinstated October 1, 1997.

1997 — Taxpayer Relief Act of 1997 transfers 4.3 cents per gallon for deficit reduction to the General Fund.

1998 — Transportation Equity Act for the 21st Century regulates the highway trust fund balances.

TheHigruy Raue AG
The Highway Revenue Act of 1956 authorized the

creation of the Highway Trust Fund. Revenue _ .
allocated to this fund was to be derived from receipts | 1€ Highway Trust Fund

X i X [Money amounts in millions of dollars]
collected under various highway-user excise taxes.

Certain percentages of receipts from taxes on Item FY 1999 actual | FY 2000 estimate
gasoline, diesel and special motor fuels, tread rubber,
tires and inner tubes, trucks, etc. were transferred Balance, Start Of YEar.........oocorvrsreen 17,529 11,831
from the General Fund of the Treasury to the newly Receipts:
Cr%taj nghway Trug Fund Highway aclcount ............................... 33,821 29,638
The Mass Transit Account for expenditures was Ba“l":‘::;’z:j‘;;‘:;ﬁ;s """"""""""" 2?;‘;2 2‘2‘23
. . (10] 3 1R , .
established by the Urban Mass Transportation Act of Aooronriati
. . . PPropriations...........ceeveveeincniciinnenn | -33,627 -36,711
1964 The gaml Ine excise tax was |ncrea$j from 5 Balance, end of year...........cccoceevvrenenn ] -11,831 -14,207
Cmts to 9 Cmts pa gal I onasa ra'llt Of the S"lrface ' Budaet of the United States Government FY2001. Appendix. pace 761. A
Tran$0rtat| on A$ Stance ACt Of 1982 The ACt description of the Highway Trust Fund taxes can also be found in Francis, Brian,
provi ded that 1 cent of the 5-cent increase be allo- “Excise Taxes 1995-1997,” Statistics of Income Bulletin, Volume 11, Number 4,

cated for mass-transit purposes. The actual amount SPring 1998,

for the Highway Trust Fund for FY 1999 and esti-

mates for FY 2000 are shown in Figure C.
of 1990, the Omnibus Budget Revenue Reconciliation

| ncreasi ngt heFeder d &sdl | neExcl seTax Act of 1990 (OBRA90) increased gasoline tax by 5
Rie cents from 9.1 cents per gallon to 14.1 cents per
Table 1 gives a complete time series of the Federal gallon. The Act specified that 11.5 cents per gallon
excise tax on gasoline receipts, as well as the rate of go to the Highway Trust Fund and that 2.5 cents per
tax as of January 1 of each year. The tax rate has gallon be used for deficit reduction. OBRA90 also
reached the current level of 18.4 cents per gallon reinstated the Leaky Underground Storage Tank

through a series of incremental increases. At the end Trust Fund (LUST) at 0.1 cent per gallon. 141
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The Omnibus Reconciliation Act of 1993
(OBRA93) returned the 2.5-cent increase under
OBRA90 to the Highway Trust Fund beginning
October 1, 1995. OBRA93 also provided for a4.3-
cent permanent increase in  the gasoline excise tax to
be dedicated to deficit reduction. These 4.3 cents
added to the 2.5 cents of OBRA90 meant that 6.8
cents of the gasoline excise tax was dedicated to
deficit reduction, between October 1, 1993, and
October 1, 1995. In the Taxpayer Relief Act of
1997, Congress decided to be consistent with the user
tax principle of highway motor fud taxes; the existing
4.3-cents-per-gallon General Fund excise tax on
highway motor fuels (for deficit reduction) was
transferred to the Highway Trust Fund. In FY 2000,
the 18.4-cents-per-gallon gasoline tax was all ocated
asfollows. 18.3 centsto the Highway Trust Fund,
and 0.1 cent to LUST [5].

Two legidative changes to the Highway Trust
Fund resulted from the Transportation Equity Act for
the 21% Century (TEA-21): no interest earnings on
fund balances were to accrue beginning in 1999, and
$8.2 hillion in highway account cash balances were
transferred to the General Fund. TEA-21 a0 revised
the Internal Revenue Code to extend the scheduled
expiration of the Highway Trust Fund excise taxes
generally, from September 1999 to September 2005.

S ateandLocal Gisd i neTaxes

State and local motor fuel excise taxes generated
$7.5billion in the 3rd quarter of FY 2000. This
amount exceeded taxes and fees raised from to-
bacco, acohol, and driver’slicenses [6]. State
gasoline excise tax rates are listed in Table 2 [7].
Their gasoline excise tax rates (in 2000) ranged from
4 cents per gallon in Floridato 32 cents per gallon in
Connecticut. Four States (California, Nevada,
Oklahoma, and Tennessee) have provisions in ther
tax codes to offset any decrease in the Federal gasoline
excise tax by a corresponding increase in the State
gasoline excise tax, keeping the combined Federal-
State gasoline excise tax constant [8].

Recent Trendof Gasdl i neExci seTax Rt esand
Roaps

In Fiscal Year 2000, the gasoline excise tax provided
the Federal Government with over $20 hillionin
revenue. Figure D shows receipts since 1960, in
current dollars, along with the tax rate per gallon.
Figure E shows both gasoline excise tax receipts and

therate per gallon in 1982-84 dollars. In FigureD,
the tax rate coincides closdly with the level of
receipts. Figure E shows that revenues were $7
billion or higher in real termsthrough the 1960’ s until
the late 1970’ s when they began to decrease, until
rate increases starting in 1984 brought revenues up to
their current levels.

Sunmar y

The gasoline excise tax has provided ardiable
source of revenue to Federal and State coffers
throughout most of the 20" century. Federal receipts
have reached the level of $20 billion per year since
1997. Most of these funds are distributed through the
Highway Account and the Mass Transit Account of
the Highway Trust Fund. State gasoline excise taxes
generated $29 hillion in 1999.
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Gasoline Excise Tax, Rate of Tax and Receipts, Fiscal Years 1960-1999, Current Dollars

Tax rate per gallon
Receipts (billions of dollars) perg

(in cents)
250 1 7 20.0
71 18.0
20.0 | 7 16.0
1 14.0
15.0 1 1 12.0
71 10.0
10.0 - 1 8.0
71 6.0
5.0 7 4.0
1 2.0
0.0 0.0

1960 1962 1964 1966 1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998

Fiscal year

‘ —®—Receipts —® Taxrate

Gasoline Excise Tax, Rate of Tax and Receipts, Fiscal Years 1960-1999, Constant Dollars (1982-84 =
100)

) . Tax rate per gallon
Receipts (billions of dollars)

(in cents)
16.0 7 16.0
14.0 T, 1 14.0
12.0 1 1 12.0
10.0 1 71 10.0
80 r 7 8.0
6.0 [ 7 6.0
40 1 7 4.0
20 1 1 2.0
0.0 0.0

1960 1962 1964 1966 1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998

Fiscal year

—8— Receipts —&— Taxrate 143
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SOURCE: IRS, Statistics of Income Bulletin,
Winter 2000-2001, Publication 1136 (Rev. 2-2001).
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Table 1.--Gasoline Excise Tax Receipts, Fiscal Years 1933-1999

) Receipts (thousands Tax rate per gallon Receipts (thousands Tax rate per gallon
Fiscal year of dollars) (in cents) Year of dollars) (in cents)
(1) (2) (3) (4
124,929 1.0 2,932,894 4.0
202,575 1.0 3,030,792 4.0
161,532 1.0 3,283,715 4.0
177,340 1.0 3,430,076 4.0
196,533 1.0 3,547,678 4.0
203,648 1.0 3,741,160 4.0
207,019 1.0 3,927,535 4.0
226,187 1.0 4,087,669 4.0
343,021 15 3,980,412 4.0
369,587 15 4,180,860 4.0
288,786 15 4,322,077 4.0
271,217 15 4,444,484 4.0
405,563 15 4,525,065 4.0
405,695 15 4,218,147 4.0
433,676 15 4,007,956 4.0
478,638 15 4,214,373 4.0
503,647 15 4,904,580 4.0
526,732 15 9,021,518 9.0
569,048 15 9,062,387 9.0
713,174 2.0 8,854,674 9.0
890,675 2.0 8,925,028 9.0
835,610 2.0 9,167,139 9.1
953,201 2.0 9,725,089 9.1
1,030,397 2.0 9,465,647 9.1
1,458,217 3.0 14,468,500 14.1
1,636,629 3.0 14,759,324 14.1
1,700,253 3.0 14,753,020 14.1
2,015,863 4.0 19,794,300 18.4
2,370,303 4.0 19,918,500 18.4
2,406,001 4.0 19,653,800 18.3
2,497,316 4.0 20,836,000 18.4
2,618,370 4.0 20,644,998 18.4
2,687,135 4.0 21,236,659 18.4
2,824,189 4.0 n.a. 18.4

n.a.--not available
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Table 2.--State and Federal Gasoline Excise Tax Rates for Fiscal Year 2000

Total tax Excise tax Additional tax
State Notes
(in cents) (in cents) (in cents)
@ (2) (3) (4)
Alabama L. 18.0 16.0 2.0 Inspection fee
Alaska... 8.0 8.0
Arizona. 18.0 18.0 (2)
Arkansas 3... 19.7 195 0.2 Environmental surcharge
California.. 18.0 18.0 Sales tax applicable
Colorado.. 22.0 22.0
Connecticut.... 32.0 32.0
Delaware 23.0 23.0 Plus 0.5 percent gross receipts tax ‘
District of Columbia..........c.cccvveevciincncnnnn 20.0 20.0
Florida .. 13.3 4.0 9.3 Sales tax added to excise '
Georaia. 7.5 7.5 Sales tax applicable (3 percent)
Hawaii * 16.0 16.0 Sales tax applicable
26.0 25.0 1.0 Clean water tax°
19.3 19.0 0.3 Sales tax applicable, environmental fee 2
15.0 15.0 Sales tax applicable 2
20.0 20.0
20.0 20.0 (3)
Kentucky.. 16.4 15.0 1.4 )
LOUISIANAL ...t 20.0 20.0
22.0 22.0
Marvland.. 235 235
Massachusetts.. 21.0 21.0 @)
Michiaan.. 19.0 19.0 Sales tax applicable
Minnesota... 20.0 20.0
Mississippi.. 18.4 18.0 0.4 Environmental fee
Missouri 17.1 17.0 0.1 Inspection fee
Montana... 27.0 27.0
Nebraska. 24.8 23.9 0.9 Petroleum fee *
Nevada .. 24.0 24.0
New Hampshire. 18.7 18.0 0.7 Qil discharge cleanup fee
New Jersey. 10.5 105 Plus a 2.75-percent gross receipts tax
New Mexico 18.0 17.0 1.0 Petroleum loading fee
New York. 8.0 8.0 Sales tax applicable *
North Carolina... 22.3 22.0 0.3 Inspection tax '
North Dakota.. 21.0 21.0
22.0 22.0 Plus 3 cents commerical
17.0 16.0 1.0 Environmental fee
Oreqon ... 24.0 24.0
Pennsylvania.. 259 12.0 13.9 Qil franchise tax
Rhode Island 29.0 28.0 1.0 LUST tax
South Carolina.. 16.0 16.0
SUth DAKOA .- 220 220
Tennessee © 214 20.0 14 Petroleum tax and environmental fee
20.0 20.0
24.8 245 0.3
Vermont... 20.0 19.0 1.0 Petroleum cleanup fee ¢
VRGN oo 17.5 17.5 )
Washinaton.... 23.0 23.0 0.5-percent privilege tax
West Virainia. 25.4 20.5 4.9 Sales tax added to excise
Wisconsin - 25.8 25.8 &)
Wyomina 14.0 13.0 1.0 LUST tax
Federal....oiiiiiiiiiiii 18.4 18.3 0.1 LUST tax °

1 Tax rates do not include local option taxes. In AL, 1 to 3 cents; HI, 8 to 11.5 cents; IL, 5 cents in Chicago and 6 cents in Cook County (gasoline only).
2 Carriers pay an additional surcharge equal to AZ, 8 cents; IL, 6.3 cents (gasoline), 6.0 cents (diesel); IN, 11 cents; KY, 2 percent (gasoline), 4.7 percent (diesel); and

NY, 22.21 cents (gasoline), 23.21 cents (diesel).

3 The Arkansas gasoline and gasohol tax rate increased to 20.5 cents on July 1, 2000, and the diesel tax rate increased to 22.5 cents on April 1, 2000. The Kansas tax

increased by 1 cent on July 1, 2000.

“ Portion of the rate is adjustable based on maintenance costs, sales volume, or cost of fuel to State government.

5 Local taxes for gasoline and gasohol vary from 5.5 cents to 17 cents. Plus a 2.07-cent-per-gallon pollution tax.
NV, 1.75 to 7.75 cents; OR, 1 to 2 cents; SD and TN, 1 cent; and VA, 2 percent.
6 Tax rate is reduced by the percentage of ethanol used in blending (reported rate assumes the maximum 10-percent ethanol).
7 Taxrate is based on the average wholesale price and is adjusted quarterly. The actual rates are: KY, 9 percent; MA, 19.1 percent; and NC, 17.5 cents plus 7 percent.
8 Large trucks pay a higher tax, VT-total 25 cents per gallon, VA-additional 3.5 cents.
SOURCE: Compiled by Federation of Tax Administrators from various sources.




