Want to tax sin? Tax Pollution!

Statement of Cyrus Reed, Director, Texas Center for Policy Studies

May, 2004

The Texas Legislature is considering a variety of options to reduce local property taxes and raise revenues for school kids. These include a variety of so-called “sin” taxes, including cigarrette taxes and a cut from video slot machines. Today, I wanted to talk about taxing another economic, environmental and health “sin”. That “sin” is pollution. 

The principle is simple. Just as we tax cigarrettes to raise revenues and discourage smoking, we can tax pollution to encourage cleaner production and raise revenues. When you consider the enormous health care costs – including sick kids and lost school days -- that Texans and their government incur because of illnesses related to air pollution, making consumers and businesses  that pollute pay a portion of the cost of our public schools is fair and is just good economics. We already tax pollution in Texas to some extent through emission fees, petroleum delivery fees and other revenue raisers used to fund specific environmental program. But we could do more as many countries and other states do. Ireland taxes its dirtier fuels at a higher rate, while Germany taxes power plant emissions. Denmark has considered an extra  tax on mopeds. The entire European Union is considering a far-reaching pollution tax plan to reduce global gas warming emissions, while reducing payroll and income taxes. 

In the House, Representative Lon Burnam introduced legislation last month – filed as HB 34 and HB 35 (attached) -- to raise some $1.2 billion over the biennium for public schools. Unfortunately, the House did not provide an opportunity to hear the bills in committee, nor did the House allow more than a single ammendment to be offered on the floor. Representatives Burnam’s $1.2 Billion Tax Plan has three elements: A coal tax, an energy inefficiency tax and a motor vehicles sales tax surcharge on high-polluting new passenger vehicles (Figure 1). All three will help raise revenues and encourage a better environment and economy. 

Let’s start with the coal tax. Texas uses more than 100 million short tons of coal per year – more than any other state –and mines more than 50 million short tons right here in Texas. Yet  coal production or use does not pay its fair share of revenues to the state. Natural gas is taxed through a state severance tax of 7.5 percent; oil production is taxed through a 4.6 percent severance tax, gas and diesel are taxed through price hikes at the pump. Just last fiscal year, oil and gas provided over $1.5 billion to the Great State of Texas (Figure 2). Most other coal-producing state get significant revenues – Wyoming and Montana some $100 million per year, West Virginia about $160 million per year -- from its coal production through severance taxes and reclamation fees. In Texas, there is no tax on coal use or extraction, other than a small per-acreage reclamation fee which raises less than $500,000 per year.Yet coal is by far the dirtiest electricity producer. Some 85 percent of all air pollution coming from power plants is from burning coal and lignite. More mercury comes from Texas coal-burning power plants than from power plants in any other state. 

Representative Burnam’s tax plan would tax all coal used in Texas at 7.5 percent of its purchase price, in the process raising some $135 million per year based on current coal usage. It’s time to finally tax coal in Texas. With new coal mines being permitted and more coal power plants being built in Texas, it is likely that the amount of coal burned in the short-term will increase. Taxing coal will not in the short term affect its use, particularly as gas and oil prices continue to climb. What it will do is raise revenues. 

Secondly, an energy inefficiency tax would charge electricity generators a tax based upon 0.60 cents times the pounds of  nitrogen oxide generated per megawatt times the total amount of megawatts generated. In other words, electrical utilities that burn their energy sources more efficiently and produce less pollution would be taxed at a lower rate than those utilities that generate energy less efficiently. In the process, there would be a fiscal incentive for generators to improve their efficiency and reduce emissions of nitrogen oxide. 

According to the latest Texas emissions inventory, power plants generated over 287,000 tons of nitrogen oxide, directly contributing to smog formation in Texas. An energy inefficiency tax would help reduce ozone pollution and help cities meet air quality standards. In the short term, based upon today’s emission rates, the tax would raise some $350 million dollars per year. Based upon these estimates, and assuming the full cost were passed onto consumers, the average consumers’ electricity bills would increase by a monthly average of $1.30. However, if the legislation allowed it, those who switched to cleaner sources for their electricity could reduce their bills. 

Finally, Representative Burnam’s plan would place a sales tax surcharge on high-polluting vehicles. Those vehicles – including cars, SUVs and light-duty trucks – with a “Bin” number of 8,9,10 or 11 – as determined by the EPA -- would pay an additional one and two percent surcharge on the purchase prices of their vehicles depending upon their fuel economy. As an example, a passenger car in Bin No. 11 emits 12 times the amount of particulates and 45 times more the amount of nitrogen oxides as a passenger car with a Bin No. 2 rating. Yet the sales tax rate is the same. Texas already has the beginnings of such a system. Last legislative session, in order to fund the Texas Emissions Reduction Plan, we added a 2.5 percent sales surcharge on some heavy-duty diesel trucks. The high-polluting auto tax embraces the same concept. Tax high-polluting vehicles at a higher rate than lower-polluting vehicles to encourage consumers to look at lower-polluting vehicles and raise revenues from pollution. We believe that such a measure would raise at least $100 million a year. 

Taken together these three pollution sin taxes would raise nearly $1.2 billion over the biennium. While they are not the solution to public school finance, they could be part of the solution, while also moving Texas toward a more sustainable economy. 

POLLUTION SIN TAXES 

Implement a coal use tax on all coal, including lignite, burned in Texas.

· Reason: Coal – the dirtiest fuel -- in Texas should provide revenues to the state just as oil and gas do.

· Projected revenues during the biennium:  $270 million.

· Where the money would go:  Foundation School Fund

· Equity Issues: Would likely raise utility bills, but since coal is only about 40 percent of energy used and just one factor, the total increase would be small.

Charge owners of new high-polluting vehicles a motor vehicle surcharge of one to two percent

· Reason: Consumers should have incentives to buy vehicles that pollute less, and disincentives for those that pollute more.

· Projected revenues during the biennium: $200 million. 

· Where the money would go: Foundation School Fund

· Equity Issues: Most high-polluting vehicles are large luxury cars: cars used for agricultural, construction or other business work would still be exempt.

Charge a minimal electric generator inefficiency tax.

· Reason:  Producers -- and consumers -- of electricity in Texas should have incentives to generate or buy power from sources that pollute less, or not at all.

· Projected revenues during the biennium:  $700 million.   

· Where the money would go:  Foundation School Fund 

· Equity Issues: Average bill would rise about $1.60 per month, but consumers choosing “green” power could avoid emissions fee altogether. 
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