IEEJ: January © 1IEEJ 2025

December 26, 2024

A Study on the Future of the Gasoline Tax —
in light of the move toward abolishing the provisional tax rate
in the ruling coalition’s FY2025 Tax Reform (Proposals)

Junko Ogawa*
Executive Economist, Climate Change Group, Climate Change and Energy Efficiency Unit
The Institute of Energy Economics, Japan

On December 20, 2024, the Liberal Democratic Party (LDP) and Komeito published their outline of the FY2025
Tax Reform (Proposals).' This is an important document that indicates the direction of tax reform in the coming
fiscal year and after, and it is published every December. The latest proposal incorporatesi a move toward
abolishing the provisional tax rate for gasoline tax (also commonly known as local gasoline tax), which was agreed
upon by the LDP, Komeito, and the Democratic Party for the People in December of the same year. This came as a
big surprise for the author, who has been following the trends of energy-related taxes for many years. This is because
of the perception that this provisional tax rate, the so-called "tax rate for the time being," while considered a
temporary measure, had been implicitly understood to be effectively a permanent tax rate. Therefore, this decision
can be regarded as one of the historical turning points in Japan's energy-related tax system. In this paper, I will look
back on the history of the gasoline tax and consider the future of the gasoline tax.

Taxes on oil have been repeatedly introduced and abolished for various reasons since the Meiji era, but the
original form of the current gasoline tax dates back to the gasoline tax (general account revenue) introduced 75
years ago in 1949, It was introduced for the purpose of supporting the nationwide construction of roads, which were
a key infrastructure during the postwar reconstruction period, and in 1954 it was made a specific road-related
revenue. The provisional tax rate was introduced in 1974 by Kakuei Tanaka's administration to compensate for the
"Oil Shock," rising fiscal demand, and the shortage of funds for road development. Subsequently, after Japan had
gone through a period of economic growth, this tax was raised in 1993 to the current rate of 48.6 yen per liter
(statutory tax of 24.3 yen, provisional tax of 24.3 yen). In the interim, a consumption tax was introduced in 1989,
and the consumption tax was levied on retail prices including the gasoline tax, resulting in a double taxation situation
(so-called "tax on tax"). To summarize, the current burden associated with the gasoline tax per liter is 59.18 yen,
consisting of the gasoline tax (48.6 yen) and the local gasoline tax (5.2 yen), as well as the consumption tax levied
on these taxes (5.38 yen).

With regard to the provisional tax rate, discussions have been held in the past concerning the fact that road
development has been completed to a certain degree and that other public investments with large multiplier effects
(such as social security and measures to address the declining birthrate) should be made. There was a period when
the provisional tax rate was abolished. Before the provisional tax rate extension measure expired at the end of March
2008, the Democratic Party (at the time) had announced the policy of abolishing the provisional tax rate, and the
ordinary Diet session convened in January of the same year was described as the "Gasoline Diet session," with the
ruling and opposition parties becoming embroiled in the debate. Taking advantage of the divided Diet at the time,
in which the majority of the House of Representatives was the ruling party, and the majority of the House of
Councillors was the opposition party, the Democratic Party brought about the revocation of the provisional tax rate.
This created a situation in which the provisional tax rate was abolished for only one month, but Yasuo Fukuda's
administration put to a second resolution and revived bills related to the provisional tax rate," alongside converting
specific road-related revenue into general account revenue.* This also created a social phenomenon in which long
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snaking queues formed at gas stations in the city as people tried to purchase cheap gasoline before the time-limited
abolition of the provisional tax rate came to an end. Although the provisional tax rate was abolished only for a short
period of one month, it was sufficiently effective to make the public aware of the burden imposed by the gasoline
tax. About a year after that, the Democratic Party came into power. While there were several factors underpinning
this, including criticism of the LDP and the economic downturn caused by the "Lehman Shock," we can point to
the Democratic Party's pledge to immediately abolish the provisional gasoline tax rate as one of the factors that
boosted support for the party. However, the government under the Democratic Party ultimately failed to abolish the
provisional gasoline tax rate. If the provisional tax rate were abolished, tax revenues were expected to decrease by
approximately 2.5 trillion yen"! for both national and local governments combined, and there were concerns that
this would increase the fiscal deficit and affect the funding of social security costs. Moreover, it was difficult to
reconcile opinions within the party and with the relevant organizations (there was a mixture of opinions—those in
favor of abolishing the provisional tax rate, and those opposing it due to concerns about the impact on finances and
the environment). Consequently, the Democratic Party gave up on abolishing the provisional tax rate, which resulted
in criticism that it had failed to keep its campaign promise.

One of the reasons for the then-Democratic Party's failure to abolish the provisional tax rate is, as mentioned
above, the characteristic of gasoline as a highly taxable commodity from the perspective of securing tax revenue.
Gasoline has low price elasticity (details on the price elasticity of energy are covered in the September 2024 issue),
and demand is unlikely to fall significantly even if the tax rate were increased; this means that stable tax revenue
can be secured. In addition, gasoline is an essential energy source that supports daily life and logistics, and is used
by a wide range of consumer groups, creating a broad tax base. On the other hand, it also offers the advantage of
low tax collection costs as the tax is paid by importers and refiners. Due to these characteristics that make it an
excellent taxable commodity, gasoline boasts the highest tax revenue of all individual commodity taxes in Japan
and has long supported Japan's finances.

As described above, in light of the difficulty of abolishing the provisional gasoline tax rate due to the fiscal and
political implications, we can liken the recent decision to the act of moving a massive rock in Japan's energy-related
tax system. It is also highly significant as it highlights the need to review the energy tax system in tandem with the
changing times. For example, the bill' on the abolition of the provisional tax rate, dated December 24 and currently
being deliberated in the plenary sitting of the House of Representatives, states its purpose as follows: "[Previous
section omitted] In light of the significant changes in the socio-economic situation since the establishment of the
special tax rate in question, the bill provides for the abolition of the special tax rate in question and measures to
establish a tax system that contributes to the realization of a decarbonized society." As this purpose suggests, in
order to drive forward the transition to a decarbonized society, in the next stage, it may be necessary to take the
abolition of the provisional tax rate as an opportunity to reconsider the statutory tax on gasoline itself. For example,
from the perspective of realizing a decarbonized society, as set forth in the abovementioned purpose, it is possible
to consider changing the basis for taxation from conventional kiloliters (KL) to carbon content. If we were to
calculate the statutory tax portion (24,300 yen/KL) based on carbon dioxide emissions, it would be 10,611 yen/t-
CO2Viit (12,533 yen/t-CO?2 if the statutory tax for a local gasoline tax of 4,400 yen/KL were included); this is a high
taxation level that is comparable to global standards. As of 2024, for instance, there are only seven countries in the
world with a carbon tax rate exceeding 10,000 yen/t-CO2, and the price of emissions rights under the EU Emissions
Trading System (EU ETS) is below 10,000 yen.*

This proposal also offers another significant advantage, in that it can clearly present carbon prices to consumers
without changing the way in which consumers shoulder the burden. There are also similar cases overseas, including
Sweden reducing energy tax by 50% while simultaneously introducing a carbon tax,* and Finland ensuring fiscal
neutrality by replacing energy tax with a carbon tax.* Of course, there are also challenges, such as verification from
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the taxation perspective of whether the basis for taxation can be changed in light of the purpose of the gasoline tax
law, how the use will be affected by changing to a carbon content basis, and how to address the issue of consistency
with other domestic carbon price levels in the future.* However, even when taking these points into account, there
is much room for the reevaluation and reconstruction of existing energy-related taxes when considering measures
toward decarbonization. In particular, the change in the basis for taxation from KL to t-CO2 discussed in this paper
will make it possible to visualize carbon prices without significantly changing both the revenue scale and burden of
the gasoline tax. In addition, in recent years, there have been moves to impose additional tariffs on countries with
insufficient carbon costs, such as the EU's Carbon Border Adjustment Measures (CBAM). Generally speaking,
presenting the existing energy taxes on the basis of carbon content could potentially strengthen the ability to respond
to such measures.

The ideas presented in this paper are based on the perspective of a researcher who has studied energy-related
taxes primarily from the perspectives of climate change and energy policy. As explained above, there is a broad
range of issues that should be considered, including the perspective of the taxation system and giving consideration
to stakeholders who are impacted. However, I believe that the reexamination of these existing policies is worthy of
consideration in advancing Japan's future decarbonization policies.
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