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Taxing Petrol and Diesel

Colm Farrell
Key Point

Under the polluter pays principle, tax rates on diesel and petrol fuels should be at a rate which is
commensurate with the total environmental costs they incur. This suggests that the excise

differential between the two fuels in favour of diesel should be unwound gradually.

Taxing Petrol and Diesel

The OECD has published its most recent environmental taxes data in ‘Taxing Energy Use 2018’. The
effective tax rates for gasoline and diesel are shown in table 2 for the OECD 35 countries'. The
countries are also ranked from highest to lowest respective of the price per tonne of carbon dioxide

(EUR per t/C0O2).

Taxing Petrol

Ireland has an effective tax rate on gasoline (petrol) of €260.2 per tonne of CO2, which is 13% above
the OECD 35 average (€230.3). Ireland has the sixteenth highest effective tax rate on petrol in the
OECD. The three highest tax rates on gasoline are found in United Kingdom (€353.4), the
Netherlands (€339.2) and Turkey (€337.6). Ireland’s tax on gasoline for road use is almost fourteen

times higher than that of the United States which is ranked as the lowest in the OECD 35.

Taxing Diesel

Ireland’s effective tax rate on diesel is €180.0 per tonne of CO2. This is 17% above the OECD average
of €154.1 (less New Zealand). Ireland has the eleventh highest tax on diesel in the OECD. The three
highest effective tax rates are found in the United Kingdom (€299.9), Switzerland (€267.1), and Israel
(€251.1). New Zealand has the lowest effective tax rate on diesel in the OECD at €1.3 per tonne of
CO2.

! Latvia became a member on 1 July 2016
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Tax Differential - Petrol and Diesel

The difference in the effective tax rates for petrol and diesel reflects the energy and environmental
policies in place in various countries. Across the OECD, petrol is taxed on average 49% higher than

diesel®. Ireland’s average effective tax rate on petrol is 45% more than diesel.
The OECD finds:

“At the current state of equipment and technology, diesel usually emits higher levels of harmful air
pollutants per litre than gasoline, and also the carbon content of diesel per litre is higher. This
suggests that on environmental grounds diesel should be taxed at rates which are at least as high as

those of gasoline” (OECD, (2018: 39), ‘Taxing Energy Use 2018’).

Only two countries, the United States and Mexico, have higher effective tax rates on diesel relative
to petrol. In 2015, the United Kingdom had the third lowest tax differential on petrol and diesel in
the OECD at 18%, preceded by Switzerland (14%) and Iceland (5%).

Emissions and Consumers

Since 2008 — when taxes on vehicles were changed to reflect CO2 emissions - Irish consumers have
increasingly sought to purchase diesel vehicles, which have lower taxation rates than petrol
equivalents. The tax system has been effective in encouraging consumers to purchase new low-
carbon cars. The average emissions of new cars purchased in 2017 was 112.7 g CO2 /km’. This is a
reduction of one-third relative to the level in 2007. However, diesel vehicles have higher emissions

of air pollutants, fine particulate matter, and nitrogen oxides.

As of data up to 2016, Ireland continues to have the highest percentage (70%) of diesel vehicles in
the new passenger car fleet in the EU”. Vehicle licensing figures show that this share decreased to 65
per cent in 2017 among new private cars. Table 1 shows that the number of private licensed diesel
cars remained unchanged in 2017 relative to 2016, while electric vehicles (EVs) increased by 80%,

from 608 to 1,092.

% As petrol is taxed at such a higher rate (more than 100 times) than diesel in New Zealand relative to the rest
of the OECD, it is excluded from the calculation of this average.

* From 2020 onwards, EU Regulation 433/2014 sets a target of 95 g CO2 /km for the average emissions of the
new car fleet (SEAI).

4 European Environment Agency (2017), ‘Monitoring CO2 emissions from new passenger cars and vans in 2016’
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https://www.eea.europa.eu/publications/co2-emissions-new-cars-and-vans-2016
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Table 1
All Private Cars (New and Second-hand) Licensed by Fuel Type and Year
Change % Change
2016 2017 2016 - 2017 2016 - 2017

Diesel 155,206 155,212 6 0.0

Petrol 52,087 55,855 3,768 7.2
Hybrid 4,160 7,392 3,232 77.7
Electric 608 1,092 484 79.6
Other fuel types 8 2 -6 -75.0

All fuel types 212,069 219,553 7,484 3.5

(Source: CSO, (2018) Vehicle licensing statistics)

The number of EVs has increased three-fold in three years. Hybrid licenses also increased to 7,392 —

a significant increase of 78% on the previous year.

European Context and Budgetary Changes

A comparison of EU excise tax rates in July 2017 showed that Ireland had the 7™ highest rate of
excise duty on diesel in the EU28 at €479.02 per 1,000 litres. Changes to the taxation of cars from
2008 onwards resulted in a dramatic shift in consumer purchases in favour of diesel cars over
petrol. The rate of excise on petrol is €58.7c, including 4.6c carbon charge per litre, while the excise
on a litre of diesel is €47.9c¢, including 5.3c carbon charge. This is a differential of 23 per cent. The
last increase in excise on motor fuels was applied in Budget 2012. The UK has no excise differential
on petrol and diesel. The excise differential in favour of diesel arguably does not capture the

negative externalities associated with this fuel type.

The Tax Strategy Group (TSG) papers for Budget 2018 outlined a pathway towards the gradual
equalisation of excise duty for petrol and diesel by 2022. Equalising the excise rates over a 5 year
period would yield, on average, an additional €67.4m (VAT Exclusive) per annum by 2022. A straight-
forward increase in diesel excise of 10 cent would yield €251 million. Cross-border price comparisons
from September 2017 show that auto diesel was 12 cent cheaper to purchase in Ireland relative to
Northern Ireland®. Total taxes and duties on diesel were also 17 cent lower than in Northern Ireland.
These cross border price dynamics need to be considered in the context of any changes to excise

duties.

> The Euro exchange rate used on the survey date was 0.8870 sterling.


http://www.cso.ie/en/releasesandpublications/er/vlftm/vehicleslicensedforthefirsttimedecemberandyear2017/
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Conclusion

Under the polluter pays principle, tax rates on diesel and petrol fuels should be at a rate which is

commensurate with the total environmental costs they incur. This suggests that the excise

differential between the two fuels in favour of diesel should be unwound gradually.




Table 2 — Petrol and Diesel, EUR per tonne CO2 (2015)
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Gasoline (Petrol) Diesel

Ranking | Country Euro per t/CO2 | Ranking | Country Euro per t/CO2
1 United Kingdom 353.4 1 United Kingdom 299.9
2 Netherlands 339.2 2 Switzerland 267.1
3 Turkey 337.6 3 Israel 251.1
4 Italy 3223 4 Italy 231.8
5 Israel 308.3 5 Iceland 217.0
6 Switzerland 303.3 6 Sweden 202.9
7 Finland 301.6 7 Turkey 198.0
8 Greece 296.6 8 Finland 190.1
9 Germany 289.8 9 Norway 186.9
10 Norway 288.1 10 Netherlands 181.1
11 Sweden 276.9 11 Ireland 180.0
12 France 276.3 12 Germany 176.7
13 Portugal 273.2 13 France 175.9
14 Belgium 272.4 14 Slovenia 162.2
15 Denmark 268.5 15 Austria 159.7
16 Ireland 260.2 16 Korea 158.4
17 Korea 259.7 17 Belgium 156.8
18 Slovenia 241.1 18 Denmark 155.1
19 Iceland 228.6 19 Portugal 151.0
20 Austria 228.0 20 Czech Republic 150.8
21 Slovak Republic 227.8 21 Estonia 147.6
22 Czech Republic 208.4 22 Slovak Republic 138.3
23 Luxembourg 204.6 23 Hungary 137.7
24 Spain 201.9 24 Poland 131.1
25 Estonia 187.2 25 Luxembourg 125.9
26 New Zealand 184.8 26 Latvia 125.1
27 Japan 183.3 27 Spain 124.4
28 Latvia 182.1 28 Greece 124.0
29 Poland 176.8 29 Japan 96.9
30 Hungary 176.2 30 Mexico 87.6
31 Chile 159.1 31 Australia 81.6
32 Australia 115.1 32 Chile 34.9
33 Mexico 77.0 33 United States 21.8
34 Canada 30.7 34 Canada 10.6
35 United States 19.1 35 New Zealand 1.3

(Source: OECD (2018), Taxing Energy Use 2018)



http://www.oecd.org/tax/tax-policy/taxing-energy-use-2018-9789264289635-en.htm

