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The Billion Dollar Fiscal Cliff Behind California's
2035 EV Mandate

In 2020, California Governor Gavin Newsom announced a new plan to ban the sale of new gasoline-
powered vehicles by 2035." Californians responded enthusiastically, tripling their purchase of
electric vehicles(EVs) in the three years following the announcement.? By the end of 2023, over 1.1
million battery electric vehicles (BEVs) were on California roads,® while the state’s taxable gasoline
consumption dropped by 1.8 billion gallons*“. SeeFigure 1.

Figure 1: Number of BEV and Taxable Gasoline Gallons, 2015-2023
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While this shift marks a significant victory for environmental goals, it presents a looming fiscal
challenge. California currently collects approximately 60 cents in excise tax for every gallon of
gasoline sold,® contributing an estimated $8.2 billion® to the state’s $S208 billion” budget for the
2023-2024 fiscal year. With fewer gasoline-powered cars on the road, the state faces a future of
dwindling fuel tax revenues.

To date, California has managed to offset the decline in gasoline consumption by incrementally
raising the excise tax, from 47.4 cents three years ago to the current 59.6 cents per gallon. This
has kept revenue losses marginal, from $8.5 billion® to $8.2 billion. However, Californians already
pay the highest gas taxes in the nation,® and further rate hikes could face significant public and
political resistance. As electric vehicle adoption accelerates, the resulting decline in fuel tax
revenue could create a substantial fiscal gap, threatening the funding of critical infrastructure
projects such as road maintenance and highway expansions, which rely heavily on these funds.

To illustrate the potential long-term fiscal impact, consider a scenario where 50 percent of all cars
in California are electric by 2035. Assuming a steady annual increase in the number of EVsand no
significant change in the total vehicle population, we can project the number of electric and non-
electric vehicles each year. Using the average taxable gasoline consumption per non-electric car
from 2021-2023 as a baseline, we can estimate the annual taxable gasoline gallons over time.

Figure 2 reveals a stark reality: if the excise tax rate remains constant at 59.6 cents per gallon, fuel
tax revenue could be halved by 2035, resulting in a cumulative revenue loss of $26 billion. To
counterbalance this loss through tax increases alone, the gas tax would need torise to a
staggering $1.15 per gallon by 2035. Such an increase would likely be untenable for many residents,
especially those in lower-income brackets, who are already burdened by the high cost of living in
California.

To mitigate this potential shortfall, policymakers may have to explore alternative revenue sources.
One approachistolevy additional taxes or fees on electric vehicles, which are currently exempt
from fuel taxes. For example, California imposes an annual $108 registration fee on EVs."” Another
proposal gaining traction is the introduction of a per-mile fee for electric vehicles, a system
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already under consideration in states like Minnesota." This could ensure that EV owners contribute
to the maintenance of the roads they use, aligning with the “user pays” principle that underpins
current fuel taxes.”? However, these measures would need to be carefully calibrated to avoid
discouraging the adoption of electric vehicles, which remains a key component of the state’s
climate strategy.

Figure 2: Projected Fuel Tax Revenue and Revenue-Neutral Tax Rate
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