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25 Cents Per Gallon Doubles Tax Revenue for Highways
By Danni Chen

In contrast to earlier this year, November has seen consecutive days of falling oil prices. This drop has led to lower
costs for consumers at the pump. With the annual growth rate of investment in public infrastructure slowing,
some have suggested that now is the time to increase the federal gas tax. Recently, a former Secretary of
Transportation urged the Administration to seize the opportunity to raise the gas tax. In the past, President Trump
has endorsed an increase of 25 cents per gallon. The last increase in the federal gas tax was a quarter century ago
in 1993 to 18.4 cents per gallon.

Here, PWBM estimates the amount of additional revenue that is gained by increasing the gas tax by 25 cents per
gallon. To estimate the impact of a larger gas tax on revenue, we use the Energy Information Agency’s (EIA)
forecast of both retail gasoline price and gasoline consumption. We then adjust gasoline consumption in

response to the increased after-tax price of gasoline based on elasticity estimates from the literature.1

The red line in Figure 1 is the forecasted retail gasoline price inclusive of all state and federal taxes, including the
proposed 25 cents per gallon increase. Under current law, the federal gas tax is projected to raise an average of

$23.7 billion per year from 2018 to 20282 and is represented by the dark blue area. The downward slope of the
revenue area reflects forecasted changes to gas consumption due to both changes in the fuel efficiency of
automobiles and gas price increases. We forecast the additional 25 cents per gallon tax will raise an additional
$31.8 billion per year on average. With the increase, the federal gas tax will generate a total of $55.5 billion per
year in average revenue, or $549 billion over the standard 10-year budget window.

Figure 1: Estimates of Federal Gas Tax Revenue Under Current Law and with
New Tax and Gas Price with New Tax
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1. We use estimated elasticities from Coyle, David, Jason DeBacker, and Richard Prisinzano. “Estimating the
Supply and Demand of Gasoline Using Tax Data.” Energy Economics 34, no. 1 (January 1, 2012): 195–200. In

http://budgetmodel.wharton.upenn.edu/issues/2018/5/25/recent-rise-in-gas-prices-offsets-some-households-gains-from-tax-cuts
https://www.marketwatch.com/story/oil-prices-under-pressure-with-record-skid-set-to-continue-2018-11-13
https://usafacts.org/metrics/30898
https://www.washingtonpost.com/outlook/2018/11/12/oil-wages-climate/?utm_term=.14f640de0f04
https://www.cnbc.com/2018/11/08/ray-lahood-to-trump-raise-federal-gas-tax-to-pay-for-infrastructure.html
https://www.axios.com/trump-endorsed-25-cent-gas-tax-hike-1518638785-7554ca1b-6111-4276-b6e5-b42929e0b453.html?utm_source=twitter&utm_medium=social&utm_campaign=organic
https://www.eia.gov/outlooks/aeo/data/browser/#/?id=3-AEO2018&region=1-0&cases=ref2018&start=2016&end=2050&f=A&linechart=ref2018-d121317a.28-3-AEO2018.1-0~ref2018-d121317a.47-3-AEO2018.1-0&map=ref2018-d121317a.4-3-AEO2018.1-0&ctype=linechart&sourcekey=0
https://www.eia.gov/outlooks/aeo/data/browser/#/?id=2-AEO2018&region=1-0&cases=ref2018&start=2016&end=2050&f=A&linechart=ref2018-d121317a.58-2-AEO2018.1-0&map=ref2018-d121317a.4-2-AEO2018.1-0&ctype=linechart&sourcekey=0
https://pwbm.squarespace.com/s/Data_25-Cents-Per-Gallon-Doubles-Tax-Revenue-for-Highways.xlsx


http://budgetmodel.wharton.upenn.edu/issues/2018/11/15/25-cents-per-gallon-doubles-tax-revenue-for-
highways

Published on
11/15/18

2 / 2

applying these elasticities, we assume that retailers pass the entire tax to consumers, which is a standard
assumption consistent with the intense price competition in this market.  ↩

2. CBO forecasts a slightly larger average of $24.2 billion per year over the same time period.  ↩

https://www.cbo.gov/publication/53651

