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The predominant method of paying for transportation has been through
gasoline taxes, at a specified amount per gallon. However, in some jurisdictions
sales tax, property taxes, impact fees, use taxes, and other taxes have been
used. Gas taxes raise significant revenue, which has a direct nexus to
transportation, and are levied at the federal, state and local levels. Traditionally,
like many other taxes, it has been politically difficult to increase the tax rate.
Therefore, despite inflation, rising gas prices, and growing needs, the tax
rate/gallon has generally stayed stagnant and has not kept up with the demands
for funding transportation systems.*

In 1997, the Florida MPO Advisory Council completed a review of future
transportation projects and found that Florida’s planned transportation needs
were underfunded by $22.3 Billion. By August 2002, it increased to $37.7 Billion,
and as of October 2008, it had mushroomed to $62.5 Billion.? This can be
accounted for in growing needs, the higher cost of construction, and the
continuing of a backlog of previously unfunded projects. It is clear that the tax
structure being used to fund transportation does not come close to meeting the
present, let alone future needs.’

Even on a federal level, the gas tax is not working. U.S. Secretary of
Transportation Mary Peters stated that “the tax is no longer adequate to fund
transportation, but political lines break down around what to do about it.” Also,
that a new source of funding is a better answer.* “The purchasing power of the
fuel tax is declining, and every indication is that it is going to continue to decline
in the future.”

The situation is now being exacerbated in that gas tax revenues are
declining.® There are numerous factors on why, which this paper will explore.
Ultimately, the realization must be made that to meet the growing needs of
transportation, w must move beyond the gas tax, or we will continue to fall behind
in providing the transportation services demanded by residents and business.
The failure to address these needs will also result in overall loss of economical
development throughout the United States.



But why are gas tax revenues declining? Part of it is simply economics.
As prices go up, demand goes down. As the cost of gas increased over
$3/gallon, and then over $4/gallon, people modified their driving habits and
consumed less gasoline. Since gas tax is not indexed to the price of gas, like
sales tax is, when the price of gas goes up, gas tax as a percentage of the price
goes down. Therefore, it has no way to participate in the higher receipts on
rising prices.

Let’s take a further look at how radical changes in gas prices can cause a
decline in gas revenues. You would think that once gasoline drops in cost you
would see gas tax receipts return to their prior levels because of higher
consumption levels. That is not necessarily true. This is partially due to how
drivers may modify their driving habits. ’

When gas prices rise, besides driving less, which reduces vehicle miles
traveled (VMT), people will look at (invest in) other ways to reduce their
transportation cost. A common method people use to reduce vehicle miles
traveled is to learn to plan trips, so, much more is accomplished each time a trip
Is taken.

Another method is to switch to more fuel-efficient vehicles, or ultimately,
vehicles that do not run on gasoline. Cars, like the Hummer, which get less than
14 miles/gallon, are becoming dinosaurs. Already GM has discontinued some
Hummer models that have a high fuel consumption. People are trading them in
for cars that provide at least 20 miles/gallon to as much as 55 miles/gallon. Fuel
efficient cars, hybrids, biodiesel fuel vehicles, and ultimately electric and
hydrogen cell vehicles, will permanently reduce gas tax revenues since they do
not use as much, if any, gasoline. The first of these electric cars is projected to
be mass produced by 2010, and hydrogen cell vehicles could be mass produced
soon afterwards.?

While gasoline consumption and gas tax receipts will continue to slip, a
VMT charge may not. So, the revenue to maintain or build the roads will drop,
but usage, causing more wear and tear on the roads, will increase when these
newer vehicles become more common. Logically, consideration of a form of
VMT pricing to substitute for the gas tax may be appealing in addressing funding
needs. It could give some stabilization to the revenue stream.



Remember, economics dictate that people will seek out inexpensive
alternatives when available to save money. Therefore, affordable transportation,
like affordable housing, needs to be factored into the dilemma. Coupled with the
concept of making transportation a multi-modal system, we now have begun
providing potentially less expensive and more convenient methods of
transportation that minimize the use of vehicles and gasoline consumption.

Walking, bicycling, and mass transit all reduce gas usage, and thereby gas
tax revenues. Yet, each mode costs money to create, often funded by gasoline
taxes. Walking and bicycling provide a limited impact in reducing VMT due to
their inability to cover much distance in a quick time. However, it does, even to a
small extent, have a negative impact on gas tax revenues.

The major competition of the car is mass transit. Community shuttle
buses, local buses, bus rapid transit (BRT), light rail and commuter rail are all
becoming less expensive and more convenient for the consumer to use
compared to the car when gas prices go up. Mass Transit’s present limitation is
the time and convenience factor in their use. But, when coupling higher gas
prices with improvements to transit systems, and acceptance of use, itis
becoming a more attractive and competitive alternative.

The problem with mass transit is that only approximately 30% of the cost of
its operation comes from the fare box.? It is possible that we could establish a
goal of bringing it to 50% at the fare box, but it is still being subsidized. Gas tax
revenue may be a portion of this subsidy. But if gas taxes continue to go down, it
may bring into jeopardy the ability to fund mass transit through gasoline tax
revenues.'® Each passenger that rides mass transit is using their vehicles less,
which (depending upon the vehicles) burns up less gas, which subsidized transit
less each day.**

There are also two major social issues that are playing a part in reducing
the use of gas-guzzling cars: dependence on foreign oil and climate change.
Back in the 1970s, the U.S. was importing 25% of its oil needs. Today that
percentage is moving up to approximately 70%.** Much of that imported oil
comes from countries which have not necessarily had the best relationships with
the United States. Venezuela, Russia, and the entire Middle East are a hot bed
of political and economic unrest.’®* They may not always be on favorable terms
with the United States, and therefore, can exert huge pressures on their own
which may create political and economic instability here. Such instability would
contribute to even higher prices of gasoline, which would increasingly trigger



potentially lower consumption, and ultimately even lower gasoline tax revenues.
In the true sense, it has become a Homeland Security problem.*

To address the situation, many have looked to increase U.S. oil
production, but not only will that take years to develop, there is only so much oil
potentially to tap (a potential of 1.2% increase of the U.S. Annual Oil
Consumption by 2030)." This is making the United States overly dependent on
unfriendly nations. Alternatively, technology and political forces have been
working to reduce our dependency on oil. Transportation is the number one
usage of oil (using greater than 2/3's of U.S. Petroleum Supply*®), so to reduce
foreign dependency logically we must reduce our reliance on oil in transportation.

Reducing our dependency on foreign oil would require more fuel efficient
vehicles, hybrid vehicles, alternative fuel vehicles, mass transit, and alternative
modes of transportation that are not reliant on gasoline. Each one, however,
reduces gasoline usage, thereby, reducing gas tax revenues.’” These revenues
are often needed to subsidize different modes of transportation. As the reader
can see, these repeating issues are coming full circle.

As a final point, climate change could be the final nail in the coffin. Even
without high gas prices and dependency on foreign oil, the use of burning
gasoline in vehicles damages our environment.’® Greenhouse gas emission’s
(GHG) affects the air we breathe, ozone depletion, and rises global
temperatures, and 1/3 of GHG emissions comes from the transportation sector.
The State of Florida has established a target of reducing GHG emissions to 80%
of the year 1990 level by the year 2050.%°
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This is a very ambitious goal, especially with the significant growth that is
expected to take place during this time. Achieving this will require dramatic
changes in transportation systems and behavior. Pricing will need to play a
major role in this.

Additionally, as temperatures rise, it is projected that ocean and Gulf of
Mexico waters will rise one to six feet in the next fifty years due to melting polar
ice caps.?’ This will result in the States bordering major bodies of salt water
being permanently flooded and threatens the water supplies because of salt
water intrusion. Alligator Alley, a major east-west thoroughfare across south
Florida, which Florida may lease through a public-private partnership, may be
under water by the time that lease expires if the water level rises as much as



feared.

Transportation, and the burning of gasoline, is almost the largest
contributor to GHG in the U.S.?? Therefore, we have created a safety and health
risk, which can be reduced by stopping or at least reducing the burning of fossil
fuels.

The result is, for many who care about the environment, putting more
reliance in transportation modes that reduce greenhouse gases and finding ways
to use less gasoline. Again, this results in the loss of gas tax revenues, and
probably less VMT.

Therefore, due to these factors, gasoline usage and gas tax revenues will
continue declining. This decline will result in gas tax revenues becoming
unstable and unreliable as a source to fund transportation modes. What are
some solutions we can look at?

One being researched around the country is VMT pricing, which is being
explored in several states such as Oregon and lowa.”®* However, it needs to be
studied in states like Florida and Arizona, who will always have a sizeable mix of
out of state visitors and vehicles. It would also need to be implemented on all
vehicles using a method to track miles traveled. Based upon prior observations,
it appears to be a more stable source of revenue than gas tax, and we can
collect revenues on all vehicles irrespective of their power source. Therefore, it
can be fairer and more equitable. The question remains, however, as to whether
the political will is there to establish VMT pricing structures so adequate funds
are generated to meet transportation needs.

Another option is to increase user fees on mass transit. However, that
may have limited benefits if in trying to cover the cost of operating the system
results in lower revenue by lost ridership. If the benefits outweigh the detriments,
then it should be considered.* “The hard part of Transit Funding is finding that
sweet spot when you’re not punishing the people who need it most, but you're
getting enough out of riders to make the whole package work,” says Bob
Dunphy, senior resident fellow for transportation and infrastructure at the Urban
Land Institute.

Finally, application of a sales tax or other recurring dedicated revenue
sources could be used to subsidize transportation. The difficulties of using these
sources are that there are competing interests in their use. There also may not



be a direct nexus between the tax source and transportation, unlike gasoline
taxes and VMT pricing, with the exception of using sales tax (as opposed to a
gas tax) on gasoline sales. These factors may make it politically unacceptable
unless the public’s needs and demands outweigh other concerns.

In conclusion, there are numerous problems with continuing to rely on
gasoline taxes to fund our transportation needs. It already does not fund our
present needs, and will even be less effective in the future.” Time to find other
ways to pay for transportation is not on our side. Major decisions will have to be
made and implemented now to avoid a bad situation becoming far worse.
Considering how long it takes to construct any new transportation project, we
have already taken too long to meet our present needs, let alone future ones.
Therefore, action needs to be taken now to fix this problem before the money
runs out.

This will require leadership at the federal, state and local levels. It will also
require public support. Given the importance of transportation, concerns over
our dependence on foreign oil and threats associated with climate change, this is
an opportunity to bring about meaningful change that can result in a more
effective transportation system, a stronger economy and a sustainable
environment.
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