CAN Policy Statement

Fuel Tax Policies

Last Revised: 28 August 2009

CAN Policy:

CAN (Cycling Advocates’ Network of New Zealand) recommends a revenue neutral
programme of increasing petrol excise tax, introducing diesel excise tax, reducing both
company and income taxes to encourage more sustainable travel for people and goods.

Background:

New Zealand has the 6" cheapest fuel of the 30 OECD (Organisation for Economic Co-
operation and Development) countries (see Figure 1). New Zealand has one of the highest
rates of car ownership in the world (NZTS, 2002) with the number of registered private
motor vehicles having increased by 12 percent from 2003 to 2.3 million vehicles in 2008
(NZTA, 20009).
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Figure 1: Petrol Prices and Taxes in OECD Countries (MED, 2009a)

According to EECA (2009), the transport sector consumes more energy than any other
sector, representing 44% of NZ's total energy use. Transport is the fastest growing sector
in terms of energy use with its growth often outstripping the growth rate of the Gross
Domestic Product (GDP). Since 1990, emissions from the transport sector have been
growing at a rate of 3.1% each year with some reduction in the rate of growth
corresponding to higher fuel prices between 2005 and 2006 (EECA, 2007).
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A report by the OECD (2000) concludes that "The rate of increase in transport's impacts is
much beyond what the planet can tolerate; it is therefore unsustainable.”

By raising prices on less sustainable products and practices, taxes and charges can be
effective in influencing consumer behaviour towards sustainability. This will influence
consumers only if the financial stimulus is strong enough to enter the decision-making
process. Taxes and charges may be more effective as part of a wider tax reform strategy.
For example, countries such as Austria, Finland, Germany and Sweden have tax-shifting
programmes to introduce more environmental taxes in place of those on capital and
labour. In cases of disadvantaged groups of consumers, taxes can be graduated
according to consumption levels, combined with compensation for poorer households or
accompanied by offsets in different areas of taxation (OECD, 2008).

CAN recommends that the NZ Government should embark on such a tax-shifting
programme by increasing the excise tax on petrol, introducing a new levy on diesel and
reducing income and company tax rates as a compensation to individuals and industry.
Such measures would make the use of transport fuel more expensive with a compensating
reduction in the tax burden on individuals and companies. Those tax changes could be
structured so that they are revenue-neutral for the Government but give individuals and
industry incentives to travel less, reduce freight, and use more efficient modes or more
efficient vehicles. As such, this proposal would help implement the government's Energy
Efficiency and Conservation Strategy, the 2002 NZ Transport Strategy and the targets and
goals set out in the draft Updated NZ Transport Strategy (UNZTS, 2008).

Since July 2007, petrol has been subject to an excise tax of 42.524 cents/litre, with the
income going to the Crown bank account and the National Land Transport Management
Fund. Diesel is not subject to excise because road user charges are levied on diesel
vehicles, with the revenue collected dedicated to the National and Regional Land
Transport funds (MED, 2009b).

CAN's proposal is to add an additional 20 cents/litre excise going to the Crown bank
account for both petrol and diesel in year one. As this is subject to GST, the pump price of
fuel would thus increase by 22.5 cents/litre. In the following year, an additional 10
cents/litre of excise is proposed to be added.

At the same time, CAN proposes that Government lowers income and company tax rates
as a compensation to individuals and industry so that the tax take is roughly maintained. It
can be expected that such a measure would result in less fuel consumption and more use
of sustainable transport modes including walking, cycling and public transport. As
individuals and companies have an incentive to become more sustainable, those who
make appropriate travel choices will be rewarded by monetary savings as their tax burden
is reduced, whilst those who maintain their current travel or transport habits pay more.

CAN believes that:

e Petrol and diesel excise should be increased by 20 cents/litre in year one and by an
additional 10 cents/litre in year two.

e  Simultaneously, Government should lower income and company tax rates so that the
overall tax take is revenue neutral.

e This tax-shift would help achieve Government's targets of lower transport energy
consumption and increased use of sustainable transport modes including walking and
cycling.
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CAN'’s Vision:
Cycling is used as a means of transport by most people for some trips each month.

CAN'’s Objectives:

80% of people cycle for some trips each month by 2020.

20% of all trips are by cycle by 2020.

90% of those who cycle are satisfied with their cycling experience by 2020.

Rates of fatality and injury for cycling are below that for cars (currently 5 per 100
million km) by 2020.

Cycling is perceived as positive by 90% of the general population by 2020.
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