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Impact of rising gas prices on local economy

MADISON, Wis.—Wisconsin consumers are spending about $1 billion in added gas expenditures for their personal vehicles, due to a 34 percent increase in gas prices over the last year.  This dramatic rise in spending on fuel will have significant impacts on local communities as consumers make increasingly tough spending decisions.

According to the Labor Department’s most recent survey (2002) on consumer spending, the average American household spent about 16 percent of their income on transportation costs, with only 2.5 percent of their income going to pay for gasoline and motor oil. Even with a 34 percent increase in fuel prices, Wisconsin households are now spending about one percent of their income just for the higher price of gasoline. Assuming that consumption patterns don’t change, the average household will now spend about 3.3 percent of their income on gasoline and motor oil.  Wisconsinites could spend about $1,687 for fuel this year, or $435 more then they did last year. 

As dramatic as that sounds, it’s still less than households spend on entertainment or dining out. If fuel prices are adjusted for inflation, they are actually historically low, according to Andy Lewis, University of Wisconsin-Extension community development specialist. Current gas prices are less than many of the peak prices in the past. Looking at the bigger picture however, the 2,084,544 households in Wisconsin are likely to spend an additional $906,776,640 on gas for their automobiles this year. 

“That’s close to a billion dollars they won’t be spending in their communities on other purchases,” says Lewis.

Lewis and other researchers at the UW-Extension Center for Community Economic Development checked these figures against transportation data for the state of Wisconsin, as well as gas sales that were subject to State motor-fuel taxes. 

The Federal Highway Administration reports that there were 2.52 billion gallons of gasoline sold in Wisconsin in 2002 (3.2 billion gallons if you include all motor fuels). That same level of fuel consumption in the state multiplied by the 54 cent increase amounts to $1.4 billion in added expenditures for gasoline purchases in the state. Because of the tourism industry in Wisconsin, there might be slightly more gasoline being purchased by non-state residents than Wisconsin residents purchasing gas in other states. 

“Based on three different ways of examining fuel expenditures,” Lewis says, “we think it’s safe to assume that about $1 billion will be leaving the state of Wisconsin over the next year as a result of increased household expenditures on gasoline”

To put this into perspective, according to the Wisconsin Department of Transportation, the 71 public transit systems in Wisconsin received $96.7 million in state support in 2002 (one-tenth the estimated increase in the Center’s analysis). Wisconsin ranks tenth among states in the level of transit operating aids funded with State assistance. This state aid funds 42 percent of the operating costs for the largest transit systems in Milwaukee and Madison. It also covers 35 to 37 percent of the operating costs for the other 24 urban bus systems and 43 shared-ride taxi systems. 

Said another way, Lewis offers, “the increased fuel costs in Wisconsin are more then triple the total amount of operating expenses for the 71 public transit systems in the state.”

Based on average auto mileage, fuel efficiency and the number of automobiles reported in the census, Center researchers were able to estimate the impact of higher gas prices at the municipal and county level. (Insert a customized chart including your communities from the Excel worksheet at: http://www.uwex.edu/ces/cced/documents/fuel_all.xls )
In Dane County alone, they estimate that households will spend an additional $93.2 million this year for gas, based on the increase of 54 cents per gallon.  This money will not go to support area businesses, as it flows out of the state to other states and countries where oil is produced and refined.

For information on estimates for any Wisconsin village, city, or County, see: http://www.uwex.edu/ces/cced/documents/fuel_all.xls.

While commuting accounts for only 14.8% of driving trips, every $0.50 per gallon gasoline price increase costs Wisconsin workers an estimated $316 million annually. To see how these costs vary across the state based on actual commuting data, see Map 1 (Insert image from the web at: http://www.uwex.edu/ces/cced/mwe/wi_increased_commuting_costs.jpg )
Obviously, this analysis examines only the transportation portion of the energy equation. Wisconsin residents are also facing higher costs for heating fuel, electricity, agricultural production costs, and more.

While gas prices may only increase by pennies for the remainder of the summer, those pennies add up to amounts that illustrate our dependency on oil. While Wisconsin residents may only be spending three percent of their income on fuel this year that adds up to $1 billion that can’t be spent at local businesses. 

To further put this leakage into perspective, one could compare the added fuel expenditures to a recent economic stimulus package. When the federal income tax rates were adjusted in 2001 for the first time in eight years, it was argued that this tax cut would stimulate the local economy. The Tax Foundation estimates that the federal tax cut pumped about $1.9 billion into the Wisconsin economy for the fiscal years 2001-2002 (Or about $944 million per year). The resulting stimulation to the Wisconsin economy has been more then offset by the $1 billion in added annual gas expenditures, which largely leaked out of the state’s economy.

In a fossil-fuel dependent state like Wisconsin, communities could minimize this leakage by promoting fuel-efficient transportation alternatives, and by creating jobs locally that minimize commuting distances. Lewis says, “Communities interested in adding jobs and income in their region need to focus on more than just the inflow of dollars coming into the community. They also need to consider the basic community economic development strategy of plugging leakages out of the local community’s economy.”
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