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FROM THE PRESIDENT

IF ONLY WE KNEW...

A month or so ago, | participated in a fascinating conference organized
by Fortune magazine, which was attended by interesting people from the
United States and around the world. During a panel discussion on climate
change in which | participated, one of the speakers correctly pointed out
that global warming was an “externality”—that is, a consequence of fossil
fuel use that doesn’t get factored into energy producers’ or users’ decisions.
If we only knew, he said, how much the environmental and other unpriced
consequences of gasoline consumption were, for instance, we could tax it appropriately and
let the market then decide how much should be used. He thought $7.00 per gallon might be
the appropriate tax and some others nodded approvingly.

What a wonderful moment to be the president of Resources for the Future! On my way
to the conference, | had used the flying time to get caught up on recent research done by my
colleagues. One of the things | had just read dealt with, of all things, the “optimal” tax on
gasoline. My colleague lan Parry, in collaboration with Kenneth Small of the University of
California at Irvine, has been reviewing the literature on the adverse consequences of gasoline
use—environmental, security, congestion, and safety-related. They find, as you will see in the
article in this issue, that the tax that would “internalize” all these negative effects would be
about $1 per gallon in the United States and about $1.35 per gallon in the United Kingdom
(whence Mr. Parry originally hails). As I pointed out to the conferees, this would be about
two-and-a-half times the current average combined federal and state taxes on gasoline in the
United States (40¢ per gallon) and less than half of the present federal tax on gasoline in the
United Kingdom ($2.80 per gallon).

Three quick caveats are in order. First, Parry and Small are very careful to point out that
attaching dollar values to things like the health consequences of polluted air, the time lost
sitting in stalled traffic, or the macroeconomic benefits of reducing our use of imported oil is
tricky work. Not surprisingly, their findings on optimal taxes are sensitive to the values for
these things they find in the open literature. Second, democracies tax for reasons wholly
unrelated to negative externalities. As we are reminded each April 15th in the United States,
for example, we tax labor even though we want to encourage, not discourage, its supply. Ditto
with taxes on capital. Third, we ought to be concerned not only with efficient but also
equitable taxation. Thus, it matters greatly upon whom the burden of taxes falls and whether
any glaring inequities can be addressed through income transfers or other means. This issue
pops up in any discussion of the attractiveness of higher gas taxes.

My point is that we don’t need to guess wildly at externality values. Economists and
policy analysts at RFF, universities, and other research organizations work hard to uncover the
valuations that people place on environmental and other unpriced consequences, and they
make them available to all participants in policy debates. If decisionmakers will listen, and
treat these values cautiously, the resulting decisions will be better informed and, for that

reason, just plain better.

As you read this, RFF’s 50th anniversary celebration will be days away (October 15th).
Let me take this opportunity, then, to thank those of you who have contributed in one way or
another to making this milestone possible. Whether by working on the RFF staff, by assigning
RFF materials for classroom use, by writing to us with suggestions for improvement or by sending
financial support, you have played a role in our success. With a great deal of hard work on our
part, and continued help from you, as well, the next 50 years will be even better than the first!
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