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Social Costs of Road Transport and Taxes on Road Transport

Akira OKADA*

This paper indicates a direction of tax reform on road transport through the concept of
social costs of transport. It compares estimations in the existing literature on the external
cost of road transport in Japan against current fuel tax rates on gasoline and diesel oil, and
finds that the rates cannot cover external marginal cost caused by fuel consumption and
vehicle-km of travel and that taxes on road transport as a whole currently cover about only
30% of their external costs. This paper then states two points on the direction of how to
reform taxes on road transport: First, vehicle excise duties should be changed to an
incremental fuel tax or a tax on vehicle-km of travel. Second, the tax rate should be raised
to cover the external cost of road transport.
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