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Georgia Tech's Patrick McCarthy says higher gas prices are not an economic burden. Americans still buy gas-guzzling cars. (Zachary D. Porter/Daily Report)


	

Monday, May 15, 2006
Cut income taxes, not gas taxes, economist says
Patrick S. McCarthy cites studies that show the cost per mile of driving, adjusted for inflation, is the same as it was 30 years ago. He suggests an income tax rebate
By Philippa Maister, Staff Reporter

As the price of gas keeps rising, Gov. Sonny Perdue will hear more calls to suspend the state gas tax, an action he took following Hurricane Katrina last year.

Bad idea, said a Georgia Tech economist, who said it would send the wrong signal to consumers about energy use and perhaps encourage people to drive more—exactly what they shouldn’t do if gas prices are rising.

"From an economic standpoint, there are good reasons why you have gas taxes," said Patrick S. McCarthy, chair of Georgia Tech’s School of Economics and an expert on transportation economics and government regulation.

Gas taxes serve a function, he said. The primary purpose of the gas tax is to generate revenue for infrastructure from those individuals who are benefiting from the use of the roads. Gas taxes pay for the state highway system. Indirectly, they may also regulate congestion by at least limiting the amount that people drive.

Already, he said, the system is out of whack from an economic point of view. Georgia’s low gas tax—a 7.5 percent per gallon excise tax on fuel at the pump—which is one component of the cost per mile of car travel, does not reflect the true cost of driving and its congestion costs. He said there’s an argument to be made that the tax, among the lowest in the nation, should be raised—not cut—although he is not advocating this. 

McCarthy cites studies that show the cost per mile of driving, adjusted for inflation, is the same as it was 30 years ago.

"The fundamental principle of a tax is that whoever benefits should pay. Eliminating the gas tax is a short-term solution to help individuals deal with slightly higher prices," McCarthy said. 

"From an economist’s point of view, you want to get prices right. When price goes up, that’s a signal that a resource is becoming scarce." 

People respond to price increases by making decisions that change the amount of that resource that they use, he said. 

If you really want to help people hurt by higher gas prices, it would be more efficient from an economic point of view to return some of the money they spend on gas in the form of an income tax rebate, McCarthy said.

That way, drivers would continue to receive accurate gas price signals and respond appropriately, while the blow to their pocketbooks would be softened. In addition, money from an income tax rebate is likely to be spent on a number of things besides gas, which can benefit the economy, he noted. 

McCarthy added he’s not convinced that higher gas prices are a real economic burden. The proof is that Americans continue to purchase gas-guzzling cars.

However, if gas prices stay high, consumer behavior may change, he said. If history is any lesson, Americans won’t drive too much less, but they may switch to smaller cars. 

"In the 1970s, when gas prices rose, in the long run people started to buy smaller cars. In my view, that’s when the U.S. automobile industry got into difficulties because of competition from smaller, more economical Japanese cars." 

Staff Reporter Philippa Maister can be reached at pmaister@alm.com.



