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INTRODUCTION 

I n  September 1977, t h e  Federal  Energy Adminis t ra t ion ("FEA") 

issued i t s  "Findings  and Views Concerning t h e  Exemption 

of Wotor Gasolin'e from t h e  Mandatory Petroleum Al loca t ion  

and P r i c e  Regulat ions"  ( h e r e i n a f t e r  r e f e r r e d  t o  a s  "September 

k e p o r t " ) .  The r e p o r t  conta ined F E A ' s  f i n d i n g s  p r e r e q u i s i t e  

under t h e  Emergency Petroleum Al loca t ion  Act ("EPAA") t o  

submission t o  t h e  Congress by t h e  F E A  Administrator  o f  a  

proposal  t o  decont ro l  ga so l ine .  

Although the  proposal  could have been submitted by FEA t o  

t he  Congress i n  September 1977, upon t h e  completion of t h e  

~ e ~ t e r n b e r  Report ,  FEA de fe r r ed  any a c t i o n  on t h e  proposal 

i n  order  t o  a f f o r d  t h e  Federal  Energy Regulatory Commission 

("FERC"), which was a c t i v a t e d  a long wi th  t h e  r e s t  of t h e  
. , 

Department of Energy ("DdE") on October 1 ,  1977, an opportu- 

n i t y  t o  consider  t h e  proposal  under s e c t i o n s  402 (c )  and 404 

of t h e  Department of Energy Organizat ion Act (",DOE A c t " ) ,  

P u b .  L .  95-91 ( s e e  - 4 2  F R  54423, October 6 ,  1977) .  Sec t ion  

4 0 2 ( c ) ( l )  of t h e  DGE Act r e q u i r e s  t h e  FERC t o  "cons ider"  and 

make recommendations with r ega rds  t o  any energy a c t i o n  proposed 

by the  Sec re t a ry  of  Energy ( " t h e  S e c r e t a r y " )  t o ,  among o ther  

t n i n g s ,  exempt any r e f i n e d  petroleum product  from p r i c e  or  

a l l o c a t i o n  c o n t r o l s .  



E f f e c t i v e  October 1 ,  1977, a l l  f unc t ions  p rev ious ly  performed 

by FEA and n o t  t r a n s f e r r e d  t o  t h e  FERC were t r a n s f e r r e d  

t o  the  S e c r e t a r y  by t he  DOE Act and Executive Order No. 12009 v 2 

( 4 2  FR 46267, September 1 5 ,  1977) .  Sec t ion  7 0 5 ( b ) ( l )  of 

the .  DOE A.ct p rov ides  i n  p a r t :  

The p rov i s ions  of t h i s  Act s h a l l  not 
a f f e c t  any proceedings . . . pending a t  t h e  
time t h i s  Act t akes  e f f e c t  be fo re  any depar t -  
men t ,  agency, commission, or  component t h e r e o f ,  
f u n c t i o n s  of  which a r e  t r a n s f e r r e d  by t h i s  Act; 
b u t  such proceedings . . . t o  t h e  e x t e n t  t n a t  
t h e y  r e l a t c  t o  f u r ~ c t i o n s  s o  k rdnsfe r red ,  s h a l l  
be cont inued.  . . . 

Pursuant  t o  t h e  above p rov i s ions ,  t h e  motor ga so l ine  

decont ro l  proceeding,  begun by t h e  F E A  p r i o r  t o  t he  

a c t i v a t i o n  of t h e  DOE, was continued and t r a n s f e r r e d  t o  

t h e  Sec re t a ry .  

After  r ece iv ing  t h e  decont ro l  proposal  on October 1 ,  1977, 

PERC ke ld  pub1 i c  hea r ings ,  rece ived  w r i t t e n  comments, and 

consu l ted  with the  S e c r e t a r y ,  pursuant  t o  s e c t i o n  404 of 

t h e  DOE Act,  on va r ious  a s p e c t s  of  t h e  proposal .  On March 

29, 1978, t h e  FERC t r ansmi t t ed  t o  t he  Sec re t a ry  

i ts  f i n a l  concurrence on t h e  proposed exemption of motor 

g a s o l i n e  from petroleum a l l n c a t i o n  and p r i c e  c o n t r o l s .  

Because of  t h e  l eng th  of time t n a t  ha s  e lapsed because 

of t h e  FERC review process ,  we have reexamined the September 

Report t o  determine whether t h e  o r i g i n a l  f i n d i n g s  and con- 

c l u s i o n s  a r e  s t i l l  v a l i d .  We have determined t h a t  t h e  supply/  

S-2 ' 



demand balance and o ther  f a c t o r s  bear ing  on t h e  exemption 
- -. 

of motor g a s o l i n e  from t h e  r e g u l a t i o n s  a r e  e s s e n t i a l l y  

the  same a s  presented i n  t he  September Report - and t h a t  t n e  

r a t i o n a l e  f o r . t h e  exemption i s  t h e r e f o r e  s t i l l  sound. How 

e v e r ,  r ecen t  even t s  and r ecen t  r e v i s i o n s  i n  macroeconomic 

f o r e c a s t s  change some of t h e  under lying assumptions of t h e  

September Report.  There fore ,  we have prepared t h i s  supple-  - 
ment t o  t h e  September Report which p r e s e n t s  more up-to-date 

e s t i m a t e s  of t h e  supply/demand balance and o the r  f a c t o r s  

bear ing on decon t ro l .  For e a s e  of r e f e r e n c e ,  a l l  t a b l e s  

and c h a r t s  conta ined i n  t h i s  supplement bear t h e  same 

i d e n t i f i c a t i o n  number a s  t h e i r  c o u n t e r p a r t s  i n  the.September 

Report.  A l l  d a t a  preserited r e p r e s e n t s  t he  most' recent-  da t a  

a v a i l a b l e  t o  DOE. 



EXECUTIVE SUMMARY 

A l l  of t h e  conc lus ions  p resen ted  i n  t h e  September Report 

remain v a l i d .  I n  summary, we conclude,  a s  FEA d id  i n  t h e  

September Report ,  t h a t  motor g a s o l i n e  i s  n o t ,  and w i l l  not  

be through 1975, i n  s h o r t  supply;  t h a t  compet i t ion and market 

f o r c e s  a r e  adequate  t o  p r o t e c t  consumers from undue p r i c e  

i n c r e a s e s ; . a n d  t h a t  exempting motor g a s o l i n e  from p r i c e  and 

a l l o c a t i o n  c o n t r o l s  w i l l  no t  have an adverse  impact on t h e  

supply  of  any o i l  o r  r e f i n e d  petroleum product  s u b j e c t  t o  

t h e  EPAA anci w i l l  no t  r e s u l t  i n  i n e q u i t a b l e  p r i c e s  f o r  any 

c l a s s  o f  user o f  such o i l  or  product .  F i n a l l y ,  we conclude 

t h a t  t h e  exemption of motor g a s o l i n e  from a l l o c a t i o n  and p r i c e  

c o n t r o l s  i s  c o n s i s t e n t  with and prov ides  f o r  t he  a t t a inmen t ,  

t o  t he  maximum e x t e n t  p r a c t i c a b l e ,  of t h e  o b j e c t i v e s  of 

s e c t i o n  4 ( b ) ( l )  of t h e  EPAA. 

Af te r  d e c o n t r o l ,  t h e  Department of Energy w i l l .  con t inue  t o  

survey g a s o l i n e  supply ,  deniand and p r i c e s  and ana lyze  and 

pub l i sh  t h e  a v a i l a b l e  informat ion.  Should this cont inu ing  

survey and a n a l y s i s  r evea l  t h a t  t h e  p r i c e s  o r  supply  of motor 

g a s o l i n e  a r e  such a s  t o  i n v a l i d a t e  any of  t h e  f i n d i n g s  o f  

t h i s  r e p o r t ,  t h e  S e c r e t a r y  would cons ider  complete o r  p a r t i a l  

r e impos i t ion  of p r i c e  o r  a l l o c a t i o n  c o n t r o l s .  



CHAPTER I 

INTRODUCTION 

3 There are no changes to the September Report. 
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CHAPTER I1 

BACKGROUND 

S i n c e  S e p t e m b e r  1 9 7 7 ,  t h e  A d m i n i s t r a t o r  o f  t h e  E n v i r o n -  

m e n t a l  P r o t e c t i o n  Agency ( "EPA" ) has g r a n t e d  w a i v e r s  

t o  r e f i n e r s  f rom t h e  " l e a d  phasedown" s c h e d u l e  r e q u i r e d  

b y  t h e  EPA. W a i v e r s  h a v e  b e e n  g r a n t e d  t o  r e f i n e r s  whose  

r e f i n e r i e s  p r o d u c e  a p p r o x i m a t e l y  two  t h i r d s  o f  t h e  N a t i o n ' s  

m o t o r  g a s o l i n e  s u p p l y .  The n e t  e f f e c t  o f  t h i s  a c t i o n  

h a s  b e e n  t o  improve  t h e  moto r  g a s o l i n e  s u p p l y  s i t u a t i o n  

f o r  1 9 7 8  a n d  1 9 7 9 .  T h e s e  w a i v e r s  were n o t  t a k e n  i n t o  

a c c o u n t  i n  t h e  S e p t e m b e r  R e p o r t  b u t  a r e  f a c t o r e d  i n t o  

t h e  new s u p p l y  p r o j e c t i o n s  c o n t a i n e d  i n  C h a p t e r  I V .  

I n  a d d i t i o n ,  t h e  Bureau  o f  Census now estimates t h a t  

t h e r e  are a p p r o x i m a t e l y  1 8 0 , 0 0 0  r e t a i l  o u t l e t s ,  a n  i n c r e a s e  

o f  1 , 0 0 0  o v e r  t h e  e s t i m a t e  c o n t a i n e d  on  p a g e  1 3  o f  t h e  

S e p t e m b e r - R e p o r t .  No o t h e r  changes a r e  n e c e s s a r y  t o  

C h a p t e r  11, 



H I S T O R I C  CONDITIONS 
( 1 9 6 8 - 1 9 7 7 ) -  

Because t h i s  chapter  of t he  - September Report d e a l t  with 

h i s t o r i c  d a t a ,  a l l  t h a t  i s . n e c e s s a r y  is t o  update the  

da t a  presented in t h i s  chapter  t o  r e f l e c t  a c t u a l  d a t a  now 

a v a i l a b l e  through the  end of 1977. The extended da t a  show 

a  cont inuing d e c l i n e  of the  number of l e s s e e  d e a l e r s  suppl ied 

by r e f i n e r s  and a  cont inuing increase  in the  share  of t o t a l  

gasoline.  s a l e s  by non-najor r e f i n e r s .  

Following a r e  updated t a b l e s  and c h a r t s  a s  well  a s  pages 

on which n a r r a t i v e  changes a r e  requ i red  a s  a  r e s u l t  of 

d a t a  updates.  Nar ra t ive  changes from the  September -- -- 

Report a r e  underscored. To avoid d u p l i c a t i o n ,  updates 

have not  been made t o  those c h a r t s  and t a b l e s  in  Chapter 

I11 whon tho  same d a t a  in Chapter TV a r e  11pdat.ed. 



TABLE 111-1 

MOTOR GASOLINE DEMAND AND STOCKS --- ------- 

S t o c k s  
Demand ( 0 0 0  BBLS) Number o f  D a y s  

( 0 0 0  BBL/Day) ------- Dee. 3 1  ------ ---- of S u p p l y  

SOURCE: B u r e a u  o f  M i n e s  - 1 9 6 8  t h r o u g h  A p r i l  1 9 7 7  

E n e r g y  I n f o r m a t i o n  A d m i n i s t r a t i o n  ( E I A )  f o r  
May 1 9 7 7  t h r o u g h  December 1 9 7 7 .  



TABLE 111-2  

AVERAGE ANNUAL DOMESTIC PRODUCTION OF 
REF I NERPRODUCTSATREFTNERIESFOR 1 9  6  8-19 7  7  --- -- ---- 

( T h o u s a n d s  o f  B a r r e l s  p e r  d a y )  

Motor   isti till ate . R e s i d u a l .  J e t  **Othe r  
G a s o l i n e  F u e l  O i l  ------- ----- F u e l O i l  F u e l  P r o d u c t s  ---- --- --- 

I Q t r .  6 , 2 1 3  2 , 8 7 5  1 , 0 3 5  8 9 3  2 , 2 9 9  
I1 Q t r .  6 , 6 9 5  2 , 6 2 6  914  8 54 2 , 5 2 0  

I11 Q t r .  6 , 8 3 0  2 , 7 9 0  87 0  8 3 9  2 , 6 2 8  
IV Q t r .  6 , 3 6 6  2 , 9 9 2  1 , 0 6 8  8  52 2 , 4 0 4  

AVERAGE 6 , 5 2 7  2 , 8 2 0  97 1 8 5 9  2 , 4 6 3  

I Q t r .  5 , 9 5 0  2 , 5 0 5  1 , 0 0 3  8 0 5  2 , 1 5 1  
11 Q t r .  6 , 4 3 3  2 , 6 7 0  1 , 0 9 2  8 4 9  2 , 4 1 5  

I11 Q t r .  6 , 6 8 9  2 , 6 9 4  1 , 0 5 2  8 2 4  2 , 5 8 0  
IV Q t r .  6 , 3 5 8  2 , 8 0 8  1 , 2 2 0  8 6 5  2 , 3 0 1  

AVERAGE 6 , 3  58  2 , 6 6 8  1 , 0 7 0  8  36 2 , 3 6 2  

I Q t r .  6 , 2 8 5  2 , 6 8 8  1 , 3 5 6  8 5 5  1 , 9 6 4  
I1 Q t r .  6 , 2 9 0  2,4:96 1 , 1 8 2  8  56 2 , 1 1 0  

I11 Q t r .  6 , 9 0 0  2 , 6 6 3  1 , 1 6 1  917  2 , 4 2 2  
I V  Q t r .  6 , 5 9 9  2 , 7 6 4  1 , 2 4 5  8 59 2 , 2 0 0  

AVERAGE 6 , 5 1 8  2 , 6 5 3  1 , 2 3 5  87  1 2 , 1 7 4  

I Q t r .  6 , 4 7 0  2  , 8.2 6 1 , 3 7 3  9 1 1  2 , 1 7 6  
I1 Q t r .  6 , 8 8 0  2 , 7 5 9  1 , 2 6 0  9 0 2  2 , 4 0 3  

I11 Q t r .  7 , 0 6 7  2 , 9 6 3  1 , 3 0 6  9 5 5  2 , 1 3 6  
IV Q t r .  6 , 9 3 1  3 , 1 4 4  1 , 5 6 8  9 0 3  2 , 3 5 7  

AVERAGE 6 , 8 3 8  2 , 9 2 4  1 , 3 7 7  9 1 8  2 , 2 6 8  

I Q t r .  6 , 8 7 2  3 , 4 1 9  1 , 8 5 2  9 4 8  2 , 6 3 9  
I1 Q t r .  7 , 0 2 1  3 , 1 0 8  1 , 6 9 1  989  2 , 8 1 1  

I11 Q t r .  7 , 1 6 7  3 , 2 5 9  1 , 7 0 2  994  2 , 9 9 6  
IV Q t r .  7 , 0 6 7  3 , 3 1 5  1 , 7 4 4  967  2 , 8 5 3  

AVERAGE 7 , 0 3 3  3 , 2 7 2  1 , 7 4 6  974  2 , 8 2 5  

T o t a l  A l l  
P r o d u c t s  ----- 

* E ' x c l u d e s  ker 'oser le  
* *  I n c l u d e s  k e r o s e n e  

* * *  P r e l i m i n a r y  

SOURCE: B u r e a u  o f  M i n e s  



TABLE 111-3 

CRUDE AND PRODUCT IMPORTS FOR 1968-1977 ---------- - - - - - - --- --- 
(Thousands of b a r r e l s  per day )  

Motor ~ i s t i . l l a t e  
Gasol ine  Fuel  O i l  

Year -- ---- Impor ts  I m ~ o r  t s  
A____ 

Residual  
Fuel  O i l  
Impor ts  - -- 

Crude 
O i l  
Impor ts  

.Tota l  
Product  
Inpor ts  --- 

T o t a l  
Pe t ro leu l  
Impor ts  . 

Source:  Bureau of Mines 



TABLE 111-4 

MIXED BARREL PRICES AND MARGINS ------- 

(dollars per barrel) 

Average Mixed Aver age Refiner/Distr ibutor 
Barrel Price Crude Cost Margin 

SOURCE: Energy Information Administration based on 
FEA Form P-302-M-1. 



TABLE 111-5 

REFINER/DISTRIBUTOR MARGIN FOR MOTOR GASOLINE ---------- ----- 

(cen t s  p e r  g a l l o n )  

C P I  * h i 1  * 
Year -- Margin D e f l a t e d  --- D e f l a t e d  -.--.--... ,*-- 

SOURCE: P l a t t ' s  O i lg ram,  FEA, Lundberg Survey ,  I n c ,  
Bureau o f  Labor S t a t i s t i c s  

...- 

* Expressed  i n  r e a l  1968 d o l l a r s .  



TABLE 111-6  

RETAIL DEALER MARGIN FOR MOTOF? GASOLINE 

( c e n t s  p e r  g a l l o n )  

Yea r  -- -- M a r g i n  Marg in*  --.- 

1 9 6 8  6 . 5  6 . 5  

1 9 6 9  6 . 7  6 . 4  

1 9  70 6 . 7  6 . 0  

S o u r c e :  P l a t t s  O i l g r a n ,  FEA, L u n d b e r g  S u r v e y ,  
I n c .  
Burgau of 1,ahnr S t . a t . i  st . ics .  

* M a r g i n  e x p r e s s e d  i n  r e a l  1 9 6 8  d o l l a r s .  
(CPI  d e f l a t e d ) .  



i n v e s t m e n t  l e v e l s  f o r  t h e  r e f i n e r s ,  d i s t r i b u t o r s  and 
. . 

r e t a i l e r s  a r e  a d d r e s s e d  in  t h e  d i s c u s s i o n  of  p r o f i t -  

a b i l i t y  i n  Chapter  I V .  

MARKET STRUCTURE -- - ------- 
T h i s  s e c t i o n  a d d r e s s e s  t h e  a d e z a c y  -- af  marke t  f o r c e s  

i n  motor g a s o l i n e  r e f i n i n g  and marke t ing  t o  p r e s e r v e  t h e  

c o m p e t i t i v e  v i a b i l i t y  o f  i ndependen t  r e f i n e r s  and m a r k e t e r s ,  

and t h e r e b y  e n s u r e  consumers  an a d e q u a t e  s u p p l y  of  motor 

g a s o l i n e  a t  e q u i t a b l e  p r i c e s  f o l l o w i n g  exemption o f  motor 

g a s o l i n e  from r e g u l a t i o n s .  

T r e n d s  i n d i c a t e  t h a t  non-major r e f i n e r s  have 

i n c r e a s e d  t h e i r  s h z r e  o f  t o t a l  g a s o l i n e  s a l e s  e v e r y  

yea r  s ince  1972 e x c e p t  f o r  t h e  yea r  1973. The g roup  

s h a r e  of t o t a l  g a s o l i n e  s a l e s  h a s  r j s e n  from 2 6 . 4  

p e r c e n t  i n  1972 to 29.3 percent i n  1477. These t r e n d c  

a r e  d i s c u s s e a  i n  d e t a i l  by: 

o  ~ e s c r  i b i n g  t h e  r e f i n i n g  and d i s t r i b u t i o n  

sys tem f o r  motor g a s o l i n e ;  

o  T r a c i n g  t h e  marke t  s t r u c t u r e  of  t h e  

r e f i n i n g  an6 m a r k e t i n g  segments  b e f o r e  

t h e  p e r i o d  of a l l o c a t i o n  and p r i c e  c o n t r o l s ;  

and,  

o  Examining t h e  changes  i n  marke t  s h a r e  

e x p e r i e n c e d  by d i f f e r e n t  c l a s s e s  of r e f i n e r s  

and m a r k e t e r s  d u r i n g  t h e  p e r i o d .  of c o n t r o l s .  



' A t  t h e  time EPAA was e n a c t e d ,  t h e r e  w e r e  f i f t e e n  

l a r g e  i n t e g r a t e d  ( o r  m a j o r )  r e f i n e r s ,  f o u r  l a r g e  inde-  

p e n d e n t  r e f i n e r s ,  and more t h a n  1 0 0  s m a l l  i n d e p e n d e n t  

r e f i n e r s .  S i n c e  1 9 7 3 ,  t h e r e  h a v e  b e e n  a  few c h a n g e s ,  

however ,  f o r  c o n s i s t e n c y  o f  a n a l y s i s ,  r e f i n e r  s h a r e s  

d a t a  is b a s e d  on December 1973  c l a s s i f i c a t i o n s .  

The l a r g e  i n t e g r a t e d  r e f i n e r s '  m a r k e t  s h a r e  o f  

m o t o r  g a s o l i n e  s a l e s  i n c r e a s e d  s l i g h t l y  i n  1 9 7 3 ,  and t h e n  

d e c l i n e d  a p p r o x i m a t e l y  3  p e r c e n t  by 1976 .  C o n v e r s e l y ,  

t h e  s h a r e s  o f  l a r g e  i n d e p e n d e n t  and s n a l l  r e f i n e r s  g r a d u a l l y  

i n c r e a s e d  from less t h a n  26 p e r c e n t  i n  e a r l y  1 9 7 %  t o  o v e r  

29 p e r c e n t  o f  s a l e s  a t  t h e  r e f i n e r  l e v e l  i n  1977 ( see  

T a b l e  1 1 1 - 7 ) .  A l t h o u g h  t h e  a l l o c a t i o n  and p r i c e  r e g u l a t i o n s  

h e l p e d  t o  p r e s e r v e  t h e  s h a r e s  o f  t h e  i n d e p e n d e n t  and 

s m a l l  r e f i n e r s  d u r i n g  t h e  embargo-caused  n a t i o n a l  c r u d e  

o i l  s h o r t a g e  i n  1 9 7 4 ,  t h e  o v e r a l l  t r e n d  s i n c e  1 9 7 1  and 

s i n c e  t h e  a d o p t i o n  o f  t h e  FEA's E n t i t l e m e n t s  P rogram 

i n d i c a t e s  t h a t  t h e s e  r e f i n e r s  a r e  a b l e  t o  m a i n t a i n  t h e i r  

m a r k e t  s h a r e  when t h e y  h a v e  e q u a l  a c c e s s  t o  a  c o m p e t i t i v e l y  

p r i c e d  c r u d e  o i l  supp ly .  

T a b l e  111-8 shows t h e  m a r k e t  s h a r e s  o f  u n l e a d e d  

motor  g a s o l i n e  s a l e s  by r e f i n e r s  s i n c e  1974 .  L a r g e  

i n d e p e n d e n t  and s n a l l  r e f i n e r s  h a v e  a  s m a l l e r  s h a r e  o f  

t h c  u n l e a d e d  sales t h a n  of t h e  t o t a l  motor  g a s o l i n e  s a l e s  



TABLE 111 -7  

REFINER SHARES (PERCENT) OF TOTAL MOTOR GASOLINE SALES ----- --- - -  - -  --- -.- _-- -- --- 

T o t a l  'Motor  
L a r g e  L a r g e  G a s o l i n e  S a l e s  
I n t e g r a t e d  I n d e p e n d e n t  S m a l l  ( M i l l i o n s  o f  

Q u a r t e r  ---- R e f i n e r s  ------ R e f i n e r s  --- --- R e f i n e r s  G a l l o n s )  --- 
1 9 7 2  -- 
J a n - M a r  7 4 . 1  
Apr - Ju r i e  7 4 . 0  
J u l y - S e p t  1 3 . 6  
O c t - D e c  7 2 . 8  
ANNUAL 7 3 . 6  

1 9 7 3  .-- 
Jan-Mar  
A p r - J u n e  7 5 . 0  
~ u l y - ~ e p t  7 5 . 0  
O c t - D e c  7 3 . 3  
ANNUAL 7 4 . 1  

2 9 7 4  -- 
J an -Mar  7 2 . 8  
A p r - J u n e  7 3 . 6  
J u l y - S e p t  7 4 . 4  
O c t - D e c  7 2 . 6  
ArJNUAL 7 3 . 3  

1 9 ? 5  -- 
J an -Mar  7 1 . 5  
A p r - J u n e  7 2 . 0  
J u l y - S e p t  7 3 . 4  
O c t - D e c  7 1 . 5  
ANNUAL 7 2 . 1  

1 9 7 6  --- 
Jan-Mar  
Apr - J u n e  7 1 . 3  
J u l y - S e p t  7 1 . 4  
O c t - D e c  7 0 . 7  
ANNUAL 7 1 . 0  

1 9 7 7  -- 
J an -h l a r  7 0 , 7  
A p r - J u n e  7 0 . 9  
J u l y - S e p t  7 1  :O 
O c t - D e c  7 0 . 3  
ANNUAL 7 0 . 7  

S o u r c e :  EIA R e f i n e r  S u r v e y  (P-305-S-0 a n d  P-306-M-0) 

NOTE: I n c l u d e s  d a t a  f o r  U.S. T e r r i t o r i e s  ( e . g . ,  P u e r t o  R i c o  a n d  
V i r g i n  I s l a n d s )  a s  well  a s  f r o m  t h e  50  U n i t e d  S t a t e s .  
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TABLE 111 -8  

REFINER SHARES (PERCENT) OF UNLEADED MOTOR GASOLINE SALES ---- ---------------- ------ 

T o t a l  U n l e a d e d  
L a r g e  . L a r g e  G a s o l i n e  S a l e s  
I n t e g r a t e d  I n d e p e n d e n t  S m a l l  ( M i l l i o n s  o f  

Q u a r t e r  -- R e f i n e r  -- R e f i n e r s  R e f i n e r s  G a l l o n s )  --- ---- 

J an -Mar  9 4 . 7  
A p r - J u n e  8 7 . 4  
J u l y - S e p t  8 0 . 4  
Oc t -Dec  8 0 . 3  
ANNUAL 8 2 . 2  

Jan-Mar  8 0 . 8  
A p r - J u n e  8 0 . 8  
J u l y - S e p t  8 1 . 2  
O c t -Dec  8 0 . 3  
ANNUAL 8 0 . 8  

Jan-Mar  7 8 . 4  
A p r - J u n e  7 8 . 9  
J u l y - S e p t  7 9 . 1  
O c t -Dec  7 8 . 6  
ANNUAL 7 8 . 8  

Jan-Mar  7 8 . 5  
A p r - J u n e  7 8 . 6  
J u l y - S e p t  7 7 . 7  
Oc t-Dec 7 7 . 6  
ANNUAL 7 7 . 9  

SOURCE: EIA R e f i n e r  S u r v e y  (P-305-S-0 a n d  P-306-it!-0) 

NOTE: I n c l u d e s .  d a t a  f o r  U.S. T e r r i t o r i e s  ( e . g . ,  P u e r t o  R i c o  a n d  
V i r g i n  I s l a n d s )  as  w e l l  as  f r o m  t h e  50 U n i t e d  S t a t e s .  



volume, b u t  t h e y  have been g a i n i n g  s h a r e s  r e l a t i v e  t o  

t h e  l a r g e  i n t e g r a t e d  r e f i n e r s  s i n c e  1972. The re  is 

no ev i -dence  of a  s h o r t a g e  of  un leaded  motor g a s o l i n e  

s u p p l i e s  a t  t h e  r e f i n e r  s u p p l y  l e v e l  f o r  m a r k e t e r s  

no rma l ly  s e r v e d  by l a r g e  independen t  and s m a l l  

r e f i n e r s .  

To p r o t c c t  i ndcpcndcn t  g a ~ o l i n e   jobber^ aE 

w e l l  a s  r e t a i l e r s  d u r i n g  t h e  embargo, s u p p l i e r -  

p u r c h a s e r  r e l a t i o n s h i p s  were f r o z e n  a s  of  1572,  t h e  

l a s t  y e a r  i n  which a  r e a s o n a b l y  normal marke t  s i t u a -  

t i o n s  e x i s t e d .  D e s p i t e  t h i s  f r e e z e ,  however,  a  

s t r o n g  consumer f o c u s  on low-p r i ce  o u t l e t s  caused  

s i g n i f i c a n t  changes  in  t h e  marke t  s h a r e s  o f  v a r i o u s  

d i s t r i b u t i o n  c h a n n e l s ,  r e f l e c t i n g  a  t r e n a  t h a t  had 

s t a r t e d  b e f o r e  a l l o c a t i o n  c o n t r o l s .  

Dur ing  1974-1976, r e f i n e r  and jobber  volumes 

s h i f t e d  toward l o w e r - c o s t ,  h igher -volume,  and s e l f -  

s e r v i c e  r e t a i l  o u t l e t s .  S i n c e  branded l e s s e e  and 

open d e a l e r s  g e n e r a l l y  o p e r a t e d  t h e  h i g h e s t - c o s t ,  

lowest-volume o u t l e t s ,  t h e y  were t h e  most s e v e r e i y  

a f f e c t e d .  

R e f l e c t i n g  t h e  above'  t r e n d s  (see  T a b l e  111-4), 

t h e  s a l e s  of nonbranded p r o d u c t  by independen t  

m a r k e t e r s  i n c r e a s e d  - 4 .5  p e r c e n t a g e  p o i n t s  from 1974 
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t o  -- 1977. T h i s  r e f l e c t s  t h e  r e c o v e r y  of  t h e  nonbranded 

s e c t o r  from t h e  d e p r e s s e d  s a l e s  l e v e l  of  1973. From 1972 

t o  1977 ,  - d i r e c t  r e f i n e r  s a l e s  t o  l e s s e e  and open d e a l e r s  

have dropped  by n e a r l y  -- 11 p e r c e n t a g e  p o i n t s ,  from 47.7 

t o  --- 37.0 p e r c e n t  of  r e f i n e r  s a l e s .  T h i s  d r o p  o c c u r r e d  

i n  n e a r l y  a l l  r e g i o n s  among d e a l e r s  o f  bo th  l a r g e  i n t e -  

g r a t e d  and o t h e r  r e f i n e r s  ( s e e  T a b l e '  111-10) .  Conve r se ly ,  

d i r e c t  s a l e s  t h rough  r e f  i n e r - o p e r a t e d  o u t l e t s ,  w h f e h  

have h i g h e r  a v e r a g e  s a l e s  volumes,  have s t e a d i l y  

i n c r e a s e d  s i n c e  1 9 7 2 .  A s  indicated! i n  T a b l e  111-11, this 

t r e n d  h a s  o c c u r r e d  i n  n e a r l y  a l l  r e g i o n s  and among bo th  

l a r g e  i n t e g r a t e d  and o t h e r  r e f i n e r s ,  b u t  t h e  l a r g e s t  

growth h a s  been r e a l i z e d  on t h e  p a r t  o f  s m a l l  and 

i n d e p e n d e n t  r e f  l n e r s  r a t h e r  tk.an l a r g e  i n t e g r a t e d  

r e f  l n e t - s .  

I n  t e r n s  of  t h e  a b s o l u t e  number of d e . a l e r s  

a f f e c t e d ,  t h e  t r e n d  away from l e s s e e  d e a l e r s  is by . 

f a r  t h e  most s i g n i f i c a n t .  The number o f  l e s s e e  

d e a l e r s  s u p p l i e d  d i r e c t l y  by r e f i n e r s  h a s  been de- 

c l i n i n g  s i n c e  1972,  t h e  e a r l i e s t  p e r i o d  f o r  which ' 

comple t e  marke t  s t r u c t u r e  d a t a  a r e  a v a i l a b l e .  Re- 

f i n e r s  s u p p l i e d  112,000 l e s s e e  d e a l e r s  i n  t h e  f i r s t  

q u a r t e r  of 1972 ,  b u t  l e s s  t h a n  63,000 by t h e  f o u r t h  

q u a r t e r  1977,  a d r o p  of 43 .8  p e r c e n t .  T h i s  t r e n d  away 

from l e s s e e  d e a l e r s  was e v i d e n t  among a l l  r e f i n e r s .  



TABLE 111-10  

Q 

R e f i n e r  
G r o u p  

a n d  Yea r  

REFINER GIRECT SUPPLIES OF GASOLINE TO OPEN AND LESSEE 
DEALERS-BY-CE~SVSREGIGNTVC)LUMESINMILSIONS-OFGALLO~~S) -- ------------ 

L a r g e  
I n t e g r a t e d  
R e f i n e r s  

1 9 7 2  
1 9 7 3  
1 9 7 4  
1 9  75  
1 9 7 6  
1 9 7 7  

1 9 7 6  
Jan-Mar  
A p r - J u n e  
J u l y - S e p t  
Oct-Dec 

1 9 7 7  
Jan-Mar  
A p r - J u n e  
J u l y - S e p t  
Oc t-Dec 

O t h e r  
R e f i n e r s  

1 9 7 2  
1 9  73  
1 9 7 4  
1 9 7 5  
1 9 7 6  
1 9 7 7  

C e n s u s  R e g i o n  -------.------ 
T o t a l *  N o r t h e a s t  N o r t h  Cen  t r  a 1  S o u t h  West 

1 9 7 6  
Jan-Mar  1 , 1 0 4  
A p r - J u n e  1 , 2 4 5  
J u l y - S e p t  1 , 2 2 1  
Oct -Dec  1 , 1 4 8  

1 9 7 7  
Jan-Mar  9 9 3  
A p r - J u n e  1 , 1 2 2  
J u l y - S e p t  1 , 1 2 2  
Oc t-Dec 1 , 0 8 4  

SOURCE: E I A  R e f i n e r  S u r v e y  (P-305-S-0 a n d  P-306-M-0).  
* R e g i o n s  w i l l  n o t  sum s i n c e  t o t a l  i n c l u d e s  d a t a  f o r  U.S. T e r r i t o r i e s  

( e . g . ,  P u e r t o  R i c o  a n d  V i r g i n  I s l a n d s )  a s  wel l  a s  f r o m  t h e  50  s t a t e s .  
NOTE: F i g u r e s  may n o t  a d d  d u e  t o  r o u n d i n g .  



TABLE 111-11 

GASOLINE SALES THROUGH REFINER OPERATED OUTLETS 
BYCENSUS-REG I ON-(V~ZUMEINMT-CLIONSOF-GALLONS 

R e f i n e r  
C e n s u s  Reg i o n  - 

T o t a l *  N o r t h e a s t  Nor t h  Cen  t r  a1 S o u t h  West G r o u p  
a n d  y e a r  

La rge  
I n t e g r a t e d  
R e f i n e r s  

1 9 7 2  3 , 3 2 8  455  
1 9  7 3  3 , 7 9 9  5  58 
19 7.4- 3 , 6 9 9  576  
1 9 7 5  4 , 5 0 1  6  22 
1 9 7 6  5 , 4 1 5  7 8 5  
1 9  77 5 , 7 7 6  8 34 

1 9 7 6  
J an -Mar  
A p r - J u n e  
J u l y - S e p t  
Oc t-Dec 

1 9 7 7  
J a n - M a r  
A p r - J u n e  
J u l y - S e p t  
act-Dec 

O t h e r  
R e f i n e r s  ' 

1 9 7 2  3 , 7 6 1  87  4  
1 9  73  4 , 4 6 0  9  62 
1 9 7 4  4 , 9 3 1  1 , 0 5 8  
1 9 7 5  6 , 2 9 1  1 , 2 7 2  
1 9 7 6  7 , 3 7 9  1 , 4 1 2  
1 9  77 8 , 1 4 6  1 , 4 7 6  

1 9 7 6  
Jan-Mar 
A p r - J u n e  
J u l y - S e p t  
Oc t - D e c  

1 9 7 7  
J an -Mar  
A p r - J u n e  
J u l y - S e p t  
O c t - D e c  

SOURCE: EIA R e f i n e r  S u r v e y  (P-305-S-0 a n d  P-306-M-0) 
* I n c l u d e s  d a t a  f o r  U.S. T e r r i t o r i e s  ( e . g . ,  P u e r t o  R i c o  a n d  V i r g i n  

I s l a n d s )  a s  wel l  a s  f r o m  t h e  50  U n i t e d  S t a t e s .  
NOTE: F i g u r e s  may n o t  a d d  d u e  t o  r o u n d i n g .  
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The  m o s t  n o t i c e a b l e  s h i f t s ,  however  w e r e  among t h e  

* 
. l a r g e  i n t e g r a t e d  r e f i n e r s  who i n  1 9 7 2  d e p e n d e d  more  

h e a v i l y  t h a n  o t h e r  r e f i n e r s  o n  t h e  m a r k e t i n g  o f  

b r a n d e d  g a s o l i n e  t h r o u g h  i n d e p e n d e n t  d e a l e r s .  T h e s e  

r e f i n e r s  a c c o u n t e d  f o r  9 4 . 6  p e r c e n t  o f  t h e  r e d u c t i o n  i n  

1;t lessee  d e a l e r s  s u p p l i e d  by  r e f i n e r s  b e t w e e n  --- 1 9 7 2  --.------- a n d  1 9 7 7 .  

T a b l e  111-12  a n d  F i g u r e  111-11 show t h e  number o f  lessee 

d e a l e r s  s u p p l i e d  by  e a c h  o f  t h e  t h r e e  c l a s s e s  o f  r e f i n e r s  

f r o m  1 9 7 2  t h r o u g h  1 9 7 7 .  

F o l l o w i n g  t h e  p r i c e  r i s e s  o f  l a t e  1 9 7 3 ,  t h e .  t r e n d  . 

t o w a r d  l o w e r - p r i c e ,  h i g h e r - v o l u m e  r e t a i l  o u t l e t s  a c c e l e r -  

a t e d  a s  a  r e s u l t  o f  s h a r p l y  i n c r e a s e d  consumer  p r i c e  

s e n s i t i v i t y .  Nonbranded  i n d , e p e n d e n t s  a n d  r e f i n e r -  

o p e r a t o r s  o p e r a t e d  m o s t  o f  t h e s e  newer  h i g h e r  vo lume  

o ' u t l e t s  a n d  m a i n t a i n e d  h i g h e r  a v e r a g e  s a l e s  p e r  s t a t i o n  

( T a b l e  1 1 1 - 1 3 ) .  B o t h  h a v e  i n c r e a s e d  t h e i r  m a r k e t  

s h a r e s  s i n c e  l a t e  1 9 7 4  ( T a b l e s  111-14  a n d  1 1 1 - 1 5 ) .  

D u r i n g  t h i s  same p e r i o d ,  t h e  m a r k e t  s h a r e  o f  b r a n d e d  

i n d e p e n d e n t  r e t a i l e r s ,  who h a v e  l o w e r  a v e r a g e  s a l e s ,  

d e c r e a s e d  f rom a p p r o x i m a t e l y  79 p e r c e n t  t o  a p p r o x i m a t e l y  

70 p e r c e n t .  

D .  Summary - - - - --- .- 

A t  t h e  r e f i n e r y  l e v e l ,  t h e  s m a l l  a n d  i n d e p e n d e n t  

r e f i n e r s  h a v e  i n c r e a s e d  t h e i r  s h a r e .  o f  m o t o r  g a s o l i n e  

s a l e s  f r o m  1 9 7 2  t h r o u g h  1 9 7 6 ,  i n d i c a t i n g ,  t h a t  t h e s e  



TABLE 111-12  

NUMBER OF LESSEE DEALER RETAIL OUTLETS SUPPLIED DIRECTLY --.------- ------ --- 
BY REFINER ----- v 

--------------------------------- ------ 
A v e r a a e  M o n t h l v  Number o f  O u t l e t s  S u ~ ~ l i e d  bv: 

L a r g e  L a r g e  
I n t e g r a t e d  I n d e p e n d e n t  S m a l l  A l l  

Q u a r t e r  R e f i n e r s  ---- R e f i n e r s  ---- R e f i n e r s  --- - R e f i n e r s  

Jan-Mar 100, 3 0 8  5 , 3 7 4  6 , 3 6 5  1 1 2 , 0 4 7  
A p r - J u n e  9 9 , 7 8 5  5 , 1 4 7  6 , 4 1 5  1 1 1 , 3 4 8  
J u l y - S e p t  9 9 , 3 4 4  4 , 8 1 4  6 , 4 0 8  1 1 0 , 5 6 5  
Oct -Dec  9 8 , 4 2 6  4 , 6 1 8  6 , 3 2 6  1 0 9 , 3 7 0  

Jd1.1-Mdl '  96,565  4 , 3 5 8  6 , 8 7 2  1 0 7 , 7 9 5  
A p r - J u n e  9 4 , 5 2 5  4 ,.292 6 , 7 0 6  1 0 5 , 5 2 3  
J u l y - S e p t  9 1 , 7 2 6  3 , 3 5 9  6 , 4 2 9  1 0 1 , 5 1 4  
Oct -Dec  8 9 , 5 8 1  3 , 2 2 9  6 , 1 6 8  9 8 , 9 7 9  

Jan-Mar  t l b ,884  2 , 9 5 2  S,8U9 9 5 , 6 4 5  
Apr-June 8 4 , 9 7 1  2 , 8 0 6  5 , 6 6 4  9 3 , 4 4 2  
J u l y - S e p t  8 3 , 5 4 9  2 , 6 0 0  5 , 6 4 4  9 1 , 7 9 3  
Oct -Dec  8 1 , 3 3 1  2 , 4 5 7  5 , 4 8 9  8 9 , 2 7 0  

Jan-Mar  7 9 , 1 4 1  2 , 7 1 0  4 , 9 5 8  a 6 , 8 1 6  
A p r - J u n e  7 8 , 4 2 5  2 , 5 6 1  4 , 9 6 4  8 5 , 8 5 0  
J u l y - S e p t  7 7 , 5 6 6  2 , 4 9 3  4 , 7 7 1  8 4 , 8 3 1  
Oc t -Dec  '75 ,941  2 , 4 2 8  4 , 5 5 8  8 2 , 9 5 7  

Jan-Mar 7 4 , 0 2 8  2 , 5 7 4  4 , 3 7 1  8 0 , 9 7 4  
A p r - J u n e  7 1 , 4 4 9  2 , 4 9 8  4 , 4 2 3  ') , '] 

J u l y - S e p t  6 8 , 1 7 8  2 , 4 4 9  4 , 1 2 6  7 4 , 7 5 4  
Oc t -Dec  6 6 , 1 7 4  2 , 4 1 8  3 , 6 7 4  7 2 , 2 6 7  

Jan-Mar  6 2 , 9 6 0  2 , 3 7 3  3 , 4 4 5  6 8 , 7 7 8  
A p r - J u n e  6 1 , 6 5 8  2 , 3 0 8  3 , 2 0 8  6 7 , 1 7 4  
J u l y - S e p t  6 0 , 2 4 2  2 , 2 5 6  3 , 1 0 3  6 5 , 6 0 1  
Oc t -Dec  5 7 , 2 9 8  2 , 2 2 4  3 , 0 3 7  6 2 , 5 6 0  

SOURCE: E I A  R e f i n e r  S u r v e y  (P-305-S-0 a n d  P-306-!,I-0). 

NOTE: I n c l u d e s  d a t a  f o r  U.S. T e r r i t o r i e s  ( e . g . ,  P u e r t o  R i c o  a n d  
Virgin I s l a n d s )  a s  w e l l  a s  f r o m  t h e  50 U n i t e d  S t a t e s .  

S - 2 4  
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TABLE 1 1 1 - 1 3  

NUMBER OF GASOLIPjE SERVICE STATIONS AND AVERAGE PIONTHLY -------------------- ------ 
SALES BY MARKETER TYPE* - -------- 

Non- 
U . S .  R e f .  / b r a n d e d  B r a n d e d  
T o t a l  M r k t r s .  I n d e p e n d .  I n d e p e n d .  ----- - ------- --------------------------- 

-----------------. November 1 9 7 4 * *  ---------- 
No. o f  
S t a t i o n s  2 0 1 , 2 5 8  1 3 , 9 5 8  8 , 4 0 0  1 7 8 , 9 0 0  

A v e r a g e  S a l e s  
( g a l l o n s  p e r  
s t a t i o n )  2 8 , 1 2 3  5 6 , 8 1 3  5 5 , 5 0 0  2 4 , 6 0 0  

-------- ------ J a n u a r y  1 9 7 6  ----- ------------ 
No. o f  
S t a t i o n s  1 9 2 , 3 5 0  1 6 , 0 5 0  1 1 , 3 0 0  1 6 5 , 0 0 0  

A v e r a g e  S a l e s  
( g a l l o n s  p e r  
s t a t i o n )  2 6 , 9 1 6  6 3 , 8 6 3  5 6 , 8 1 4  2 3 , 6 0 6  

-- -------------- ----- --- J u l y  1976**  
N o s  of  
S t a t i o n s  1 8 7 , 5 0 0  1 7 , 3 0 0  1 0 , 4 0 0  1 5 9 , 8 0 0  

Average  S a l e s  
( g a l l o n s  p e r  
s t a t i o n )  3 2 , 4 3 8  6 6 , 3 5 8  5 8 , 0 7 7  2 7 , 6 8 5  

---- -------- J a n u a r y 1 9 7 7  -- - -------- 
No. o f  
S t a t i o n s  1 8 0 , 2 5 0  1 6 , 7 5 0  1 1 , 4 0 0  152,101)  

A v e r a g e  S a l e s  
( g a l l o n s  p e r  
s t a t i o n )  3 0 , 4 7 4  6 5 , 0 1 3  5 2 , 2 8 1  2 5 , 6 2 8  . 

Yu* 1 9 7 7 A A  --- -.-- ------ ---- --------- 
[Go. o f  
S t a t i o n s  1 8 4 , 0 5 8  1 6 , 3 5 8  1 2 ,  G O O  1 5 5 , 7 0 0  

A v e r a g e  S a l e s  
( g a l l o n s  per 
s t a t i o n )  3 5 , 5 8 7  7 4 , 2 1 4  5 7 , 7 5 0  2 9 , 7 0 5  

SOURCE: B u r e a u . o f  C e n s u s  R e t a i l  S u r v e y  a n d  EIA R e f i n e r  
S u r v e y  ( F o r m  P-306-M-0). 

* T h e s e  n u m b e r s  h a v e  b e e n  r e v i s e d  s i n c e  t h e  p r e l i m i n a r y  
r e p o r t  t o  r e f l e c t  u p d a t e s  t o  d a t a  b a s e .  

** Due t o  s e a s o n a l i t y ,  i t  is b e s t  t o  c o m p a r e  J a n u a r y  1 9 7 6  
t o  J a n u a r y  1 9 7 7 .  O t h e r  m o n t h s  h a v e  b e e n  i n c l u d e d  f o r  
c o m p l e t e n e s s .  

S-26 



TABLE 111-14  - 

GALLONAGE SALES THROUGH SERVICE STATIONS BY MARKETER TYPE ------ -----.-------------- 

1 9 7 4  O c t o b e r  
November 
December 

1 9 7 5  J a n u a r y  
F e b r u a r y  
March  
A p r i l  
May 
J u n e  
J u l y  
A u g u s t  
S e p t e m b e r  
O c t o b e r  
November 
December 

1 9 7 6  J a n u a r y  
F e b r u a r y .  
March  
A p r i l  
May 
J u n e  
J u l y  
Augtis t ,  
S e p t e m b e r  
O c t o b e r  
November 
December 

1 9 7 7  J a n u a r y  - 

F e b r u a r y  
March  
Apr il 
May 
J u n e  
J u l y  
A u g u s t  ( P )  

M i l l i o n s  o f  G a l l o n s  S o l d  bx S e r v i c e  S t a t i o n s  ------------ --- -- -- --- 

Non- 
U.S. Ref  ./ b r a n d e d  B r a n d e d  

------ T o t a l  --- klr k t r  s _ _ _  I n d e p e n d .  _ I n d e p e n d .  

5 , 7 1 6  8 1 2  417  4 , 4 8 7  
5 , 6 6 0  7 9 3  466 4 , 4 0 1  
5 , 8 0 3  8 4 8  520  4 , 4 3 5  
5 , 5 0 6  8 2 7  5 0 5  4 , 1 7 4  
5 , 1 4 9  8 2 7  466  3 , 8 6 9  
5 , 6 1 8  9 4 0  53  3  4 , 1 8 1  
5 , 5 7 3  8 8 4  5 5 8  4 , 1 3 1  
5 , 9 1 6  9 5 2  564  4 , 4 0 0  
5 , 9 5 9  9 3 8  5 7 5  4 , 4 4 6  
6 , 1 5 3  9 5 8  5 8 1  4 , 6 1 4  
6 , 0 5 0  9 8 6  606  4 , 4 5 6  
5 , 6 5 0  9 4 9  572  4 , 1 2 9  
5 , 7 9 3  1 , 0 1 0  6 0 5  4 , 1 7 8  
5 , 5 3 6  9 8 2  596  3 , 9 5 8  
5 , 8 5 3  1 , 0 8 5  639  4 , 1 2 9  
5 , 5 6 2  1 , 0 2 5  64 2  3 , 8 9 5  
5 , 2 4 7  9 6 5  5 8 5  3 , 6 9 7  
5 , 7 9 4  1 , 0 9 2  614  4 , 0 8 8  
5 , 9 0 9  1 , 0 6 8  643  4 , 1 9 8  
5 , 9 1 4  1 , 0 8 2  6 6 1  4 , 1 7 1  
5 , 5 7 0  1 , 1 0 0  618  4 , 2 5 2  
6 , 1 7 6  1 , 1 4 6  604  4 , 4 2 4  
6 , 1 1 0  1 , 1 5 2  G 1 0  4 , 3 4 8  
5 , 7 7 9  1 , 1 0 7  606  4 , 0 6 6  
5 , 9 3 4  1 , 1 5 2  614  4 , 1 6 8  
5 , 8 1 9  1 , 1 1 5  602  4 , 0 5 6  
6 , 1 3 4  1 , 2 0 4  692  4 , 2 3 8  
5 , 5 8 3  1 , 0 8 9  536 3 , 8 9 8  
5 , 3 9 8  1 , 0 3 3  572  3 , 6 9 3  
5 , 8 8 5  1 , 1 6 3  6 1 5  4  , l u 7  
6 , 1 1 2  l , l 6 d  674  4 , 2 7 0  
6 , 1 6 3  1 , 2 0 7  602- 4 , 2 7 0  
6 , 2 4 2  1 , 2 0 7  679  4 , 3 5 6  
6 , 5 3 2  1 , 2 1 4  6 9 3  4 , 6 2 5  
6 , 5 7 3  1 , 2 5 8  6 8 5  4 , 6 3 0  

(P) P r e l i m i n a r y  



TABLE 111-15  

U.S. MARKET SHARES OF GASOLINE SERVICE STATIONS 

1 9 7 4  O c t o b e r  
November 
December  

1 9 7 5  J a n u a r y  
F c b r u a r y  
March  
A p r i l  
May 
J u n e  
J u l y  
A u g u s t  
S e p t e m b e r  
O c t o b e r  
November 
December  

1 9 7 6  J a n u a r y  
F e b r u a r y  
March  
A p r i l  
M d  y 
J u n e  
J u l y  
A u g u s t  
S e p t e m b e r  
O c t o b c r  
November 
December  

1 9 7 7  J a n u a r y  
F c b r u a r y  
March  
Apr  il 
May 
J u n e  
J u l y  
A u g u s t  (I?) 

P e r c e n t  o f  S a l e s  b y  T y p e  o f  S e r v i c e  S t a t i o n  -- 
Non- 

U .  S. Ref ./ b r a n d e d  B r a n d e d  
T o t a l  I l r k t r s .  I n d e p e n d .  I n d e p e n d .  .----------------------- 

1 0 0 . 0  1 4 . 2  7 . 2  7 8 . 5  
1 0 0 . 0  1 4 . 0  8 . 2  7 7 . 8  
1 0 0 . 0  1 4 . 6  9 . 0  7 6 . 4  
1 0 0 . 0  1 5 . 0  9 . 2  7 5 . 8  
-1, 0 U . 0 1 5 . 6  9 . 4  75 .0  
1 0 0 . 0  1 6 . 1  9 . 5  7 4 . 4  
1 0 0 . 0  1 5 . 9  1 0 . 0  7 4 . 1  
1 0 0 . 0  1 6 . 1  9 . 5  7 4 . 4  
1 0 0 . 0  1 5 . 7  9 . 7  7 1 . 6  
1 0 0 . 0  1 5 . 6  9 . 4  7 5 . 0  
1 0 0 . 0  1 6 . 3  1 0 . 0  7 3 . 7  
1 0 0 . 0  1 6 . 8  1 0 . 1  7 3 . 1  
1 0 0 . 0  1 7 . 5  1 0 . 4  7 2 . 1  
1 0 0 . 0  1 7 . 8  1 0 . 7  7 1 . 5  
1 0 0 . 0  1 8 . 5  1 0 . 9  6 0 . 6  
1 0 0 . 0  1 8 . 5  1 1 . 5  7 0 . 0  

, 100 .0  1 8 . 4  11.1 7 0 . 5  
1 0 0 . 0  1 8 . 8  1 0 . 6  7 0 . 6  
1 O L ) .  0 1 8 . 1  1 0 . 9  7 1 . 0  
1 0 0 . 0  18: 7 1 1 . 2  7 0 . 5  
1 0 0 . 0  1 8 . 4  1 0 . 4  7 1 . 2  . 

1 0 0 . 0  1 8 . 6  9 . 8  7 1 . 6  
1 0 0 . 0  1 8 . 8  1 0 . 0  7 1 . 2  
1 0 0 . 0  1 9 . 1  1 0 . 5  7 0 . 4  
1 r l  n . a 1 9 . 4  1 0 . 4  7 0 . 2  
1 0 0 . 0  19.2  1 0 . 3  7 0 . 5  
1 0 0 . 0  1 9 . 6  11.3 6 9 . 1  
1 0 0 . 0  1 9 . 5  1 0 . 7  6 9 . 8  
1 0 0 . 0  1 9 . 5  1 0 . 8  6 9 . 7  
1 0 0 . 0  1 9 . 8  1 0 . 4  6 9 . 8  
1 0 0 . 0  1 9 . 1  1 1 . 0  63.9 
1 0 0 . 0  1 9 . 6  11.1 69.3.  
1 0 0 . 0  1 9 . 3  1 0 . 9  6 9 . 8  
1 0 0 . 0  1 8 . 9  1 0 . 6  7 0 . 5  
1 0 0 . 0  1 9 . 2  1 0 . 4  7 0 . 4  

( P )  P r e l i m i n a r y  



CHAPTER I V  --- 
IMPACT OF THE EXEMPTION OF MOTOR GASOLINE 

ONSUPPLY/DEMAND -- PRICE AND MARKET STRUCTURE ---.------ 

We b e l i e v e  t h e  d i s c u s s i o n  i n  Chap te r  I V  of  t h e  ---- September 

Repor t  c o n t i n u e s  t o  r e p r e s e n t  a  g e n e r a l l y  a c c u r a t e  rev iew of  

t h e  s u p p l y  f a c t o r s  which w i l l  r e s t r a i n  t h e  r e t a i l  p r i c e  o f  

motor g a s o l i n e  e i t h e r  w i t h  o r  w i t h o u t  d e c o n t r o l ,  a s  w e l l  a s  

t h o s e  f a c t o r s  which c o u l d  e x e r t  upward p r e s s u r e  on g a s o l i n e  

p r i c e s .  We a l s o  b e l i e v e  t h a t  t h e  c o n c l u s i o n s  i n  t h e  September 

Repor t  - t h a t  s u p p l y  w i l l  be a d e q u a t e  t o  meet demand th rough  

1979,  and t h a t  t h e  p r i c e  i n c r e a s e s  a s s o c i a t e d  w i t h  d e c o n t r o l  

w i l l  be s m a l l  i n  comparison w i t h  i n c r e a s e s  which w i l l  occur  

under  c o n t i n u e d  c o n t r o l s ,  have been s t r e n g t h e n e d  by t h e  r e c e i p t  

of  a d d i t i o n a l  d a t a  and t h e  r e s u l t s  o f  a more up-to-date  demand 

p r o j e c t i o n  based on such  d a t a .  

I n  summary, most r e f i n e r s  c o n t i n u e  t o  have l a r g e  amounts 

( a round  $ 1  b i l l i o n  a s  of  J a n u a r y  1978)  o f  unrecovered  

o r  "banked" c o s t s  t h a t  cou ld  be pas sed  th rough  on g a s o l i n e ,  

s u g g e s t i n g  t h a t  t h e  t o t a l  g a s o l i n e  marke t  a t  t h e  r e f i n e r  

l e v e l  is i n  e q u i l i b r i u m .  Average r e t a i l  marg ins  a l s o  

c o n t i n u e  t o  be below t h e  amount a l l owed  by r e g u l a t i o n s .  

Ample s u p p l i e s  and s t o c k s  of g a s o l i n e  c o n t i n u e  t o  e x i s t ,  

p r o v i d i n g  t h e  b a s i s  f o r  c o m p e t i t i o n  i n  t h e  pe t ro l eum 

i n d u s t r y .  The A p r i l  1978 - Lundberg L e t t e r  i n d i c a t e s  

t h a t  t h e  consumer p r i c e  index  p u b l i s h e d  by t h e  Bureau 



of  Labor S t a t i s t i c s  is running ahead of the  n a t i o n a l  

r e t a i l  ga so l ine  p r i c e  index. A l l  t hese  f a c t o r s  suggest  

t h a t  compet i t ion ,  r a the r  than p r i c e  c o n t r o l s ,  is the  

p r i n c i p a l  f a c t o r  in the  marketplace r e s t r a i n i n g  gas01 ine  

p r i c e s ,  and t h a t ,  t h e r e f o r e ,  the  removal of pri'ce c o n t r o l s  

should not  have a  s i g n i f i c a n t  inpact  on the  p r i c e  or 

cupply of motor ga so l ine .  

Revised Sup~Ly/Demand ----- P r o j e c t i o n s  

In  t h i s  Supplement, we have made an e f f o r t  t o  update - -- 
t h e  economic f o r e c a s t  upon which F E A ' s  a n a l y s i s  of the  

v i a b i l i t y  of motor ga so l ine  decon t ro l  was based. The 

S z t e n b e r  Report r e 1  ied on economic f o r e c a s t s  c o n s i s t e n t  - -- -- 
with t he  P r e s i d e n t ' s  o v e r a l l  economic o b j e c t i v e s ,  and 

appeared a t  t h a t  time t o  r e p r e s e n t  the  most r e a l i s t i c  

"worst  case"  s cena r io  of high motor ga so l ine  demand in  

1979. The nacroeconomic f o r e c a s t  used in the  a n a l y s i s  

conta ined in t h e  September Regort (Data Resources, Inc .  
-~ -.- -- 

C E A S P I R I T )  r e f l e c t e d  economic t a r g e t s  e s t a b l i s h e d  i n . e a r l y  



1977. The Supplemen't, however, updates the high demand 

"worst  case"  p r o j e c t i o n  t o  r e f l e c t  a  supply/denand a n a l y s i s  

performed by t h e  Energy Information Adminis t ra t ion based 

on macroeconomic f o r e c a s t s  which approximate the  Council 

of Economic Advisers '  more r ecen t  f o r e c a s t  of o v e r a l l  

economic a c t i v i t y  (Data Resources, Inc .  OPTIMG325). 

A Macroeconomic Appendix ( I - A )  has been included in t he  

Supplement .-- which compares the  key assumptions of the 

C E A S P I R I T  and OPTIM0325 f o r e c a s t s  with the  recen t  CEA 

f o r e c a s t  of economic a c t i v i t y .  Chapterc IV of the  

Supplement con ta in s  t a b l e s ,  numbered t o  correspond with 

those  in the  -- September Report ,  - which have been updated t o  

r e f l e c t  t h e  OPTIM0325 f o r e c a s t ,  and annotated t o  i n d i c a t e  

the  r e s u l t i n g  minor adjus tments .  

The rev i sed  DOE f o r e c a s t s  based on OPTIM0325 conta in  s eve ra l  

key changes in assumptions. The OPTIM . f o r e c a s t  con t a in s  

a  lower g ros s  na t i ona l  product  ("GNP") growth r a t e  in  1978 

and 1979 than the  CEASPIRIT-based f o r e c a s t  used in the  

September Report. In  add i t i on  t o  updating the  da t a  base ,  

our f o r e c a s t  incorpora tes  new information which' p o i n t s  

toward more ga ins  in motor v e h i c l e  f u e l  e f f i c i e n c y  than 

o r i g i n a l l y  p red i c t ed ,  and excludes  from a n a l y s i s  the 

proposed crude o i l  e q u a l i z a t i o n  tax  ("COET"), upon which 

Congress has not ye t  completed i ts  cons ide ra t i on .  



W i t h  r e s p e c t  t o  G N P  g r o w t h  r a t e s ,  t h e  OPTIM p r o j e c t i o n  

is 4 . 8  p e r c e n t  i n  1978  and  1 9 7 9 ,  w h e r e a s  t h e  CEASPIRIT 

p r o j e c t i o n  was 5 . 8  p e r c e n t  i n  1 9 7 8  and  5 . 4  p e r c e n t  i n  1979 .  

A s .  t o  g a i n s  i n  moto r  v e h i c l e  f u e l  e f f i c i e n c y ,  t h e  r e v i s e d  

m o t o r  g a s o l i n e  demand p r o j e c t i o n  a c c o u n t s  f o r  improved  

e f f i c i e n c y  i n  l i g h t  t r u c k s ,  w h i c h  was n o t  i n c l u d e d  i n  t h e  

S e  t e m b e r  R e p o r t .  The a d j u s t m e n t s  f o r  i n c r e a s e d  a u t o  a n d  2-- - 
l i g h t  t r u c k  f u e l  e f f i c i e n c y  t o t a l  3 1 7 , 0 0 0  and  5 2 5 , 0 0 0  b a r r e l s  

p e r  d a y ,  r e s p e c t i v e l y ,  i n  1 9 7 8  and  1979 .  I n  c o m p a r i s o n ,  t h e  

S e p t e m b e r  - R e p o r t ,  wh ich  b a s e d  i ts  f u e l  e f f i c i e n c y  a d j u s t m e n t  

s o l e l y  on p a s s e n g e r  c a r s ,  p r o j e c t e d  a  demand r e d u c t i o n  o f  

2 0 0 , 0 0 0  a n d  3 4 4 , 0 0 0  b a r r e l s  p e r  d a y  i n  1 9 7 8  and 1979  d u e  t o  

i n c r e a s e d  f l e e t  e f f i c i e n c y .  

T h e  S e p t e m b e r  R e p o r t  a s sumed  t h a t  COET would b e  implemented  --- - 
i n  J a n u a r y  1 9 7 8 ,  wh ich  would  h a v e  r a i s e d  c r u d e  o i l  c o s t s  a n d  

s u b s e q u e n t l y  r e f i n e d  p r o d u c t  p r i c e s ,  and  would t h e r e b y  h a v e  

r e d u c e d  p e t ' r o l e u m  p r o d u c t  demand. W h i l e  w e  c o n t i n u e  t o  

b e l i e v e  t h a t  COET w i l l  be  e n a c t e d ,  it c l e a r l y  was n o t  

e n a c t e d  on  t h e  s c h e d u l e  p r o p o s e d  by  t h e  P r e s i d e n t ,  and  i t  

w i l l  n o t  l i k e l y  h a v e  a  m a j o r  i m p a c t  d u r i n g  t h e  p e r i o d  

c o v e r e d  by  t h i s  a n a l y s i s .  I f  it is implemented  i n  t h e  n e a r  

f u t u r e ,  i t s  e f f e c t  would b e  t o  improve  s t i l l  f u r t h e r  t h e  

s u p p l y / d e m a n d  b a l a n c e  p r o j e c t e d  i n  t h i s  S u p p l e m e n t .  



We have a l s o  r e v i s e d  t h e  e s t i m a t e  of  i n c r e a s e  i n  , t h e  use  o f  

d i e s e l  f u e l  i n  pas senge r  c a r s  based on more r e c e n t  i n f o r m a t i o n .  

The a s sumpt ions  i n  t h e  September  - _Report  - of  16 ,500  and 35,000 

b a r r e l s  pe r  day i n  1978 and 1974,  r e s p e c t i v e l y ,  a r e  r e v i s e d  

downward t o  3 ,000 ,and 15,000 b a r r e l s  pe r  day i n  1978 and 1979. 

I n  g e n e r a l ,  our  r e v i s e d  motor g a s o l i n e  and o v e r a l l  pe t ro l eum 

p r o d u c t  demand p r o j e c t i o n s  u s i n g  OPTIM0325 do n o t  d i f f e r  

g r e a t l y  from t h o s e  p r e s e n t e d  i n  t h e  - September  Repor t .  The 

n e t  r e s u l t  of  a l l  changes  is t o  r e v i s e  upward from 7 .4  

m i l l i o n  b a r r e l s  per  day  t o  7 . 5  m i l l i o n  b a r r e l s  per  day 

t h e  demand f o r e c a s t  f o r  motor g a s o l i n e  i n  1979. T o t a l  

demand f o r  a l l  pe t ro l eum p r o d u c t s  i n  1979 is a l s o  r e v i s e d  

upward, from 20.4 t o  20.7 m i l l i o n  b a r r e l s  per  day.  The 

demand p r o j e c t i o n s  p r e s e n t e d  h e r e  r e p r e s e n t  t h e  Energy 

I n f o r m a t i o n  A d m i n i s t r a t i o n ' s  h i g h  e s t i m a t e s  of  t h e  demand 

which c o u l d  r e a s o n a b l y  be e x p e c t e d ,  under a  c o n s e r v a t i v e  

s e t  of ? s sumpt ions ,  in  the e v e n t  of motor g a s o l l n e  d e c o n t r o l .  

Somewhat lower  demand p r o j e c t i o n s  would, i n  our  o p i n i o n ,  

r e p r e s e n t  t h e  "mos t ly  l i k e l y "  c a s e .  

I n  p r e p a r i n g  t h i s  - Supplement ,  we have a l s o  reexamined f a c t o r s  

which might  i n f l t . ~ e n c e  p a r t i c u l a r l y  t h e  p r o j e c t e d  s u p p l y ,  

demand and p r i c e  of un leaded  motor g a s o l i n e  i n  t h e  e v e n t  

of  d e c o n t r o l .  The Supplement  --.--- a d d s  f o u r  a d d i t i o n a l  t a b l e s  

t o  Chap te r  I V  which a s s i s t  t h i s  a n a l y s i s .  T a b l e  1.V-24 

compares  t h e  r e t a i l  p r i c e  f o r  l e a d e d  and unleaded  r e g u l a r  

g a s o l i n e  i n  1'975, 1976 and 1977. T a b l e  IV-25.compares  

S-33 
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r e t a i l  d e a l e r  marg ins  f o r  l e a d e d  and unleaded  r e g u l a r  

g a s o l i n e  i n  t h o s e  y e a r s .  T a b l e  IV-26 compares r e f i n i n g  

and d i s t r i b u t i o n  marg ins  ove r  c r u d e  c o s t s  f o r  l e a d e d  
', 

and unleaded  r e g u l a r  g a s o l i n e  i n  t h o s e  y e a r s .  Tab le  IV-27 

p r o j e c t s  motor g a s o l i n e  demand, p r o d u c t i o n ,  impor t s  and 

s t o c k s .  

Leaded/Unleaded P r i c e  D i f f e r e n t i a l  ---- 
With r e s p e c t  t o  t h e  p r i c e  of un leaded  g a s o l i n e ,  EPA h a s  

e x p r e s s e d  conce rn  t h a t  i f ,  i n  t h e  e v e n t  o f  d e c o n t r o l ,  t h e  

c u r r e n t  d i f f e r e n t i a l  between l e a d e d  and unleaded  g a s o l i n e  

p r i c e s  were t o  i n c r e a s e  s t i l l  f u r t h e r ,  i t  might  c a u s e  an 

i n c r e a s e d  number of  m o t o r i s t s  t o  use  l e a d e d  g a s o l i n e  i n  c a r s  

d e s i g n e d  f o r  un leaded  gas01  i n e .  

The re  is no e v i d e n c e  a v a i l a b l e  f rom whlch it. can be con-. 

elusively s t a t e d  t h a t  d e c o n t r o l  will. o r  w i l l  not i n f l u e n c e  

p r i c e s  f o r  un leaded  g a s o l i n e  and/or  t h e  l eaded /un leaded  

d i f f e r e n t i a l  a t  t h e  r e t a i l  l e v e l .  Nor is it l i k e l y  

t h a t  such c o n c l u s i v e  e v i d e n c e  cou ld  be o b t a i n e d  i n  a  

c o n t r o l l e d  marke t .  However, i n f o r m a t i o n  t h a t  is c u r r e n t l y  

a v a i l a b l e  s u g g e s t s  t h a t  marke t  f a c t o r s  o t h e r  t h a n  p r i c e  

r e g u l a t i o n s  a r e  c o n t r o l l i n g  un leaded  g a s o l i n e  p r i c e s  

a t  t h e  r e t a i l  l e v e l  and t h a t  t h e  d i f f e r e n t i a l  w i l l  n o t  

l i k e l y  i n c r e a s e  a f t e r  d e c o n t r o l :  

-- Given t h a t  r e f i n e r s  have s u b s t a n t i a l  banked c o s t s ,  

i t  is c l e a r  t h a t  r e f i n e r s  a r e  n o t  be ing  c o n s t r a i n e d  
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by p r i c e  c o n t r o l s .  I f  r e t a i l e r s '  marg ins  were a t  

maximum a l l o w a b l e  l e v e l s  s o  t h a t .  t h e y  cou ld  n o t  

r a i s e  p r i c e s  t o  marke t  c l e a r i n g  l e v e l s ,  one o f  two 

phenomena would o c c u r :  (1)  s h o r t a g e s  would 

d e v e l o p ,  a s  demand would be g r e a t e r  t h a n  s u p p l y  

. a t  t h e  c o n s t r a i n e d  p r i c e ;  o r  ( 2 )  t o  o p t i m i z e  . 

p r o f i t s ,  r e f i n e r s  would r a i s e  p r i c e s  t o  b r i n g  'sup- 

p l i e s  i n  l i n e  w i t h  demand. S i n c e  s u p p l i e s  a r e  

a d e q u a t e ,  and r e f i n e r s  have n o t  been c o n s t r a i n e d  

from r a i s i n g  p r i c e s ,  DOE b e l i e v e s ,  an e q u i l i b r i u m  a t  

bo th  t h e  r e f i n e r .  and r e t a i l e r  l e v e l  c u r r e n t l y  e x i s t s .  

- - The a v e r a g e  maximum a l l o w a b l e  margin f o r  a l l  g a s o l i n e  

. i s  e s t i m a t e d  t o  be 10 .3  c e n t s  pe r  g a l l o n  ( d e t e r m i n e d  
. . 

by add ing  t h e  7.3 c e n t s  pe r  g a l l o n  e s t i m a t e d  t o  be  

' t h e  a v e r a g e  d e a l e r ' s  May 1 5 ,  1973 marg in ,  based on 

P l a t t ' s  O i l g r a n  p r i c e  d a t a ,  and t h e  a d d i t i o n a l  3  c e n t s  

p e r  g a l l o n  maximum a l lowed by t h e  r e g u l a t i o n s  t o  cover  

i n c r e a s e d  non-product  c o s t s ) .  The a v e r a g e  a c t u a l  marg in  

i n  1977 f o r  f u l l  s e r v e  un leaded  g a s o l i n e  a t  t h e  r e t a i l  

l e v e l  is. e s t i m a t e d  t o  have been 9 . 8  c e n t s  p e r  g a l l o n  . 

( T a b l e  IV-25) ,  and f o r  s e l f  s e r v e  is e s t i m a t e d  t o  

be a b o u t  5 .8  . c e n t s  pe r  g a l l o n .  Thus,  t h e  b e s t  a v a i l a b l e  

a a t a  on a v e r a g e  d e a l e r  marg ins  show unleaded  g a s o l i ~ e  

t o  be s e l l i n g  from 0.5 t o  4.5 c e n t s  below t h e  maximums 

a l lowed  by t h e  r e g u l a t i o n s .  

- - The a v e r a g e  d e a l e r  margin o f  9 . 8  c e n t s  f o r  f u l l -  

s e r v e  un leaded  g a s o l i n e  h a s  d e c r e a s e d  from 10.3 

S-35 
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c e n t s  p e r  g a l l o n  i n  t h e  l a t t e r  h a l f  of  1975 and 

1 0 . 0  c e n t s  i n  1976 ( T a b l e  IV-25).  Thus,  t h e  d a t a  

show t h a t  t h e  d i f f e r e n t i a l  between a c t u a l  f u l l  

s e r v e  un leaded  g a s o l i n e  marg ins  and a l l o w a b l e  

marg ins  is i n c r e a s i n g .  

-- I n  F e b r u a r y  1977 r e f i n e r s  were g i v e n  g r e a t e r  f l e x i b i l i t y  

t o  s h i f t  c o s t s  from leaded t o  u n l e a d e d -  gaso l  i n e  and 

responded  by i n c r e a s i n g  t h e  d e a l e r  tankwagon p r i c e  

d i f f e r e n t i a l  by 1 . 4  c e n t s  p e r  g a l l o n .  R e t a i l  . p r i c e s  

i n c r e a s e d  o n l y  1 . 2  c e n t s  i n d i c a t i n g  i n a b i l i t y ,  because  

o f  marke t  c o n s t r a i n t s ,  f o r  r e t a i l e r s  t o  p a s s  t h rough  

t h e  e n t i r e  amount. 

These f a c t s  s u g g e s t  t h e r e  is no marke t  o p p o r t u n i t y  t o  i n c r e a s e  

un leaded  g a s o l i n e  p r i c e s  i n  comparison t o  l e a d e d  g a s o l i n e  

p r i c e s .  

~ v e n  i f  r e t a i l  f u l l  s e r v e  un leaded  g a s o l i n e  marg ins  were a t  

o r  n e a r  r e g u l a t o r y  a l l o w a b l e  maximums (which would mean t h a t  

r e t a i l e r s  would be r e s t r a i n e d  from p a s s i n g  th rough  a l l  non- 

p r o d u c t  co ' s t  i n c r e a s e s  and from i n c r e a s i n g  t h e i r  f u l l  

s e r v e  un leaded  g a s o l i n e  m a r g i n s ) ,  upward p r e s s u r e  on f u l l  

s e r v e  un leaded  g a s o l i n e  p r i c e s  c o u l d  be reduced  t o  t h e  e x t e n . t  

t h a t  l ower -p r i ced  s e l f - s e r v e  un leaded  g a s o l i n e  is a v a i l a b l e  

and e x e r t s  downward c o m p e t i t i v e  p r e s s u r e .  L a t e s t  a v a i l a b l e  



d a t a  (January 1978) i n d i c a t e  t h a t  s e l f  se rve  unleaded p r i c e s  

a r e  about four  cen t s  per ga l l on  lower than f u l l  se rve  unleaded 

p r i c e s .  

There is no prov is ion  in the  c u r r e n t  p r i c i n g  r egu la t i ons  t h a t  

p r e s c r i b e s  a  .maximum p r i c e  d i f f e r e n t i a l  between leaded and 

unleaded gaso l ine  p r i c e s .  T h i s  f a c t ,  coupled w i t h  the apparent  

f a c t  t h a t  unleaded gaso l ine  is g e n e r a l l y  not  s e l l i n g  a t  maximum 

a l lowable  pr i ' ces ,  would suggest  t h a t  the  market is c u r r e n t l y  

e s t a b l i s h i n g  the  leadeu/unleaded d i f f e r e n t i a l  and the  d i f f e r e n -  

t i a l  should not change s i g n i f i c a n t l y  because of aecon t ro l .  

Furthermore, a  r e l a t i onsh ip ' be tween  f u e l  swi tching and the  

p r i c e  d i f f e r e n t i a l  has not  ye t  been e s t a b l i s h e d .  And, even 

i f  it is e s t a b l i s h e d  t h a t  the  p r i c e  d i f f e r e n t i a l  is a  

mot ivat ing f a c t o r  t o  cause f u e l  swi tching in v io la t , ion  of 

EPA r e g u l a t i o n s ,  it is not  c l e a r  whether DOE should use i t s  

r e g u l a t o r y  a u t h o r i t y ,  , ,  such a s  it may be, t o  address  the  

leaded/unleaded d i f f e r e n t i a l  or whether E P A  should a t t empt  

t o  address  the  f u e l  switching s i t u a t i o n  in some o ther  manner. 



C u r r e n t l y ,  a  j o i n t  EPA/DOE s t u d y  is under way t o  d e t e r m i n e  

t h e  e x t e n t  of  f u e l  s w i t c h i n g  and whether  p r i c e  is a  m o t i v a t i n g  

f a c t o r .  I t  is n o t  e x p e c t e d  t h a t  t h e  s t u d y  w i l l  shed  much 

a d d i t i o n a l  l i g h t  on t h e  i s s u e  of  whether the  d i f f e r - e n t i a l  

w i i l . '  i n c r e a s e  a f  t e r  d e c o n t r o l .  However, i f  i t  is de t e rmined  

t h a t  c u r r e n t  d i f f e r e n t i a l s  a r e  a  m o t i v a t i n g  f a c t o r  i n  

s u b s t a n t i a l  £"e l  s w i t c h i n g ,  DOE w i l l  c o n s i d e r  w i t h  EPA t h e  

a p p r o p r i a t e  remedy t o  p r e v e n t  v i o ' l a t i o n s  of EPA r e g u l a t i o n s .  

A t  t h e  r e f i n e r  l e v e l ,  between t h e  second h a l f  of 1975 and 

1977,  t h e  a v e r a g e  margin f o r  un leaded  g a s o l i n e  i n c r e a s e d  

1 . 2  c e n t s  pe r  g a l l o n  r e l a t i v e  t o  t h e  margin fo r  l e a d e d  

r e g u l a r  g a s o l i n e  ( T a b l e  IV-26) .  T h i s  1 . 2  c e n t s  i n c r e a s e ,  

however,  can  be a t t r i b u t e d  t o  a  r e g u l a t o r y  change d e s i g n e d  

t o  e n a b l e  r e f i n e r s  t o  r e c o v e r  t h e  h i g h e r  c o s t s  of r e f i n i n g  

un leaded  g a s o l i n e .  I n  Feb rua ry  1977,  r e f i n e r s  were g r a n t e d  

f l e x i b i l i t y  t o  a l l o c a t e  c o s t  i n c r e a s e s  f r e e l y  w i t h i n  t h e i r  
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t o t a l  g a s o l i n e  poo l .  Al though r e f i n e r s  s h i f t e d  1 .4  c e n t s  

o f  c o s t s  on t h e  a v e r a g e  t o  un leaded  g a s o l i n e  a f t e r  t h i s  

change ,  t h e y  s t i l l  d i d  n o t ,  i n  g e n e r a l ,  i n c r e a s e  un leaded  

g a s o l i n e  p r i c e s  t o  c e i l i n g  l e v e l s ,  a s  most r e f i n e r s  s t i l l  

have s u b s t a n t i a l  unrecovered  o r  "banked" c o s t s  a t t r i b u -  

t a b l e  t o  gaso1in.e t h a t  would presumably  have  been passed  

th rough  on unleaded  g a s o l i n e  i f  c o m p e t i t i v e  c o n d i t i o n s  would 

have a1  lowed.. 

Banked c o s t  d a t a  s u b m i t t e d  by r e f i n e r s  t o  DOE i n d i c a t e s  t h a t  

two l a r g e  r e f i n e r s  had no banked c o s t s  i n  J a n u a r y  1978.  

These two r e f i n e r s  a c c o u n t  f o r  13  p e r c e n t  of  g a s o l i n e  s a l e s  

by t h e  t o p  30 r e f i n e r s .  G a s o l i n e  banks  f o r  t h e  o t h e r  . t o p  

30 r e f i n e r s  were a lmos t  $ 1  b i l l i o n  i n  J a n u a r y  1978,  which 

is a p p r o x i m a t e l y  $ 1 0 0  m i l l i o n  h i g h e r  t h a n  banks  i n  J a n u a r y  

1977. S u b s t a n t i a l  banked c o s t s  h e l d  by r e f i n e r s  which s u p p l y  

most of  t h e  g a s o l i n e  marke t  i n d i c a t e  t h a t  r e f i n e r s  i n  g e n e r a l  

a r c  n o t  bc ing  c o n c t r a i n c d  by t h c  p r i c i n g  r c g u l a t i o n o ,  

E f f e c t  on S u p p l i e s  o f  G a s o l i n e  and Othe r  P r o d u c t s  

With r e s p e c t  t o  t h e  p r o j e c t e d  f u t u r e  s u p p l y  o f  un leaded  

g a s o l i n e ,  ou r  r e v i s e d  a n a l y s i s  i n c o r p o r a t e s  t h e  impact  

of  t h e  EPA's w a i v e r s  t o  t h e  l e a d  phasedown s c h e d u l e .  The 

g a s o l i n e  s u p p l y  a n a l y s i s  p r e s e n t e d  i n  t h e  September  R e p o r t  - 
\ 

was based  on t h e  assumpt ion  t h a t  t h e  usage  of  l e a d  i n  t h e  

p r o d u c t i o n  of  g a s o l i n e  i n  1378 and 1979 would be reduced  



1 2  

t o  0 .8  grams per  g a l l o n  on t h e  a v e r a g e  f o r  a  r e f i n e r ' s  

t o t a l  g a s o l i n e  p o o l  on t h e  b a s i s  t h a t  t h e  EPA would g r a n t  

no w a i v e r s  t o  i ts l e a d  phasedown s c h e d u l e .  However, t h e  

0 . 8  grams pe r  g a l l o n  r e q u i r e m e n t  now h a s  been waived 

f o r  r e f i n e r s  whose r e f i n e r i e s  produce  abou t  t w o - t h i r d s  

o f  t h e  d o m e s t i c  motor g a s o l i n e  supp ly .  

C u r r e n t l y  t h e  a v e r a g e  l e a d  l e v e l  is a b o u t  1 .30  grams p e r  

g a l l o n .  I n  D O E ' S  upda ted  a n a l y s i s ,  i n  an a t t e m p t  t o  a r r i v e  

a t  a  r e a l i s t i c  "wors t  c a s e "  p r o j e c t i o n  of motor g a s o l i n e  

s u p p l y ,  t h e  a v e r a g e  l e a d  l e v e l  i n  1978 and 1979 is e s t i m a t e d  

a t  1 .20  grams p e r  ga l ' l on .  An e v a l u a t i o n  of  g a s o l i n e  s u p p l y  

u s i n g  a  1 .20  grams p e r - g a l l o n  assumpt ion  r e s u l t s  i n  a p r o j e c t e d  

p o s s i b l e  s h o r t f a l l  of 30,000 b a r r e l s  p e r  day i n  c a t a l y t i c  

r e f o r m i n g  c a p a c i t y  o r  abou t  a  t o t a l  g a s o l i n e  s h o r t f a l l  of  

of  50,000 t o  60,000 b a r r e l s  pe r  day  d u r i n g  t h e  peak d r i v i n g  

p e r i o d  of 1979. However, DOE a l s o  p r o j e c t s  t h a t  s t o c k s  

o f  n o t o r  g a s o l i n e  w i l l  be a d e q u a t e  t h rough  1979 ( a b o u t  275 

m i l l i o n  b a r r e l s  d u r i n g  t h e  1979 peak d r i v i n g  s e a s o n ;  s e e  

T a b l e  lv-27) t o  e n s u r e  t h a t  t o t a l  g a s o l i n e  s u p p l y  mee t s  

p r o j e c t e d  demand. A s t o c k  drawdown i n  t h e  summer of  1979 

t o  cover  t h e  motor g a s o l i n e  p r o d u c t i o n  s h o r t f a l l  s h o u l d  



not  c o n s t r a i n  petroleum indus t ry  marketing a c t i v i t i e s .  Moreover, 

a  s h o r t f a l l  of t h i s  magnitude could a l s o  be met through product  

imports .  A t  p r e sen t ,  approximately 60,000 b a r r e l s  per day 

of unleaded gaso l ine  can be produced fo r  U.S. consumption 

in  r e f i n e r i e s  loca ted  in s e v e r a l  European c o u n t r i e s .  

Our rev i sed  a n a l y s i s  a l s o  i n d i c a t e s  t h a t  p ro jec ted  1979 

demand fo r  products  o ther  than gaso l ine  w i l l  ;be about 200,000 

b a r r e l s  per day higher than es t imated i n  t h e  September Report .  

To meet t h i s  increased demand, an a d d i t i o n a l  200,000 b a r r e l s  

per day of r e s i d u a l  f u e l  o i l  w i l l  have t o  be imported. Excess 

foreig 'n r e f i n i n g  capac i ty  t o  produce heavy f u e l  o i l s  is  more 

than adequate t o  meet t h i s  p ro jec ted  increase  i n  import requ i re -  

ments. Our update of F E A ' s  petroleum product supply a n a l y s i s  

i n d i c a t e s  t h a t  r e f  i.nery y i e l d s  w i l l  remain wi th in  h i s t o r i c a l l y  

demonstrated ranges fo r  a l l  products .  We have a l s o  reviewed 

a c t u a l  t r ends  i n  the  growth of demand fo r  petroleum produc ts  

o the r  than motor ga so l ine  in r e v i s i n g  i t s  p r o j e c t i o n  of t o t a l  

product  demand., The r e s u l t s  of t h i s  review do not  a l t e r  t h e  

conc lus ions  of t h i s  motor g a s o l i n e  decont ro l  a n a l y s i s .  
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I t  should be noted t h a t  the  s h o r . t f a l l s  p ro jec ted  above i n  

domestic s u p p l i e s  of ga so l ine  and r e s i d u a l  f u e l  o i l  would not . 

be t h e  r e s u l t  of decont ro l  but  w i l l  occur w i t h  or wi thout  

c o n t r o i s .  The purpose of t he  a n a l y s i s  is t o  determine whether 

t he re  might be shor tages  of supply s e r i o u s  enough to  r e q u i r e  

the  con t inua t ion  of c o n t r o l s .  A s  noted,  the  a v a i l a b i l i t y  of 

imported products  t o  meet any p r o j e c t  s h o r t f a l l  -- which 

imports  would be required w i t h  or without c o n t r o l s  -- w i l l  

be adequate t o  maintain a  supply/demand balance a t  p r i c e  

l e v e l s  approximately equal  t o  what they would be under c o n t r o l s .  

E f f e c t  on Increased Refi'nery Investments --- ----- - 
F i n a l l y ,  we cont inue t o  suppor t  the  conclus ion reached i n  

t h e  September -- Report t h a t  decon t ro l  could r e s u l t  in some 

increased investment in r e f i n e r y  expansion and improvements 

and  t h a t .  t . h . i s  c n i ~ l d  r e s r ~ l  t i,n p r i c e  increases of up to 

one-half t o  one cen t  per ga l l on .  (See ,  e . g . ,  September 

Report a t  8 2 ,  138 . )  However, we be l i eve  the  po in t  r e q u i r e s  

e l a b o r a t i o n  and c l a r  i f  i c a t i o n .  

A t  t he  p re sen t  time, r e f i n e r  p r i c e  r e g u l a t i o n s  al low r e f i n e r s  

t o  pass  through t h e i r  increased d e p r e c i a t i o n  c o s t s  incurred 

s i n c e  May 1973. T h i s  a l lows them, i n  e f f e c t ,  t o  pass  through 

over time the  value  of c a p i t a l  improvements made t o  p l a n t  

and equipment. However, i t  does not  al low r e f i n e r s  t o  include 

in t h e i r  c o s t  passthrough computation an amount r ep re sen t ing  

a  r a t e  of r e t u r n  on c a p i t a l  investment.  

S-42  
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The e f f e c t  of  t h e  d e c o n t r o l  of  p r o d u c t s  o t h e r  t h a n  g a s o l i n e  

was t o  a l l o w  r e f i n e r s  t o  r ecove r  a s  much of  a  r e t u r n  a s  

t h e  m a r k e t p l a c e  would a l l o w  on a b o u t  40 p e r c e n t  of  t h e i r  

i n v e s t m e n t .  However, abou t  60  p e r c e n t  o f  t h e i r  i nves tmen t  

c o s t s  were p robab ly  a l l o c a t e d  t o  g a s o l i n e  and o t h e r  

c o n t r o l l e d  p r o d u c t s ,  t o  which t h e  p r o h i b i t i o n  on a  r e t u r n  

on inves tmen t  a p p l i e d .  With t h e  d e c o n t r o l  of  g a s o l i n e ,  

o n l y  a b o u t  10 p e r c e n t  of t h e  p r o d u c t  d e r i v e d  from a  

b a r r e l  of c r u d e  o i l  w i l l  remain s u b j e c t  t o  c o n t r o l s ;  t h u s ,  

r e f i n e r s  w i l l  be a l lowed t o  r ecove r  a s  much of  a r e t u r n  

a s  t h e  n a r k e t p l a c e  . w i l l  a l l o w  on 90 p e r c e n t  of t h e i r  

i n c r e a s e d  inves tmen t  c o s t s .  We be1 i e v e  t h a t  t h i s  enhanced 

a b i l i t y  o f  r e f i n e r s  t o  p a s s  t h rough  a  r e t u r n  on i n v e s t m e n t  

w i l l  r e s u l t  in  some a d d i t i o n a l  r e f i n e r y  m o d i f i c a t i o n  and 

expans ion  t h a t  would n o t  occu r  a b s e n t  d e c o n t r o l ,  a l t h o u g h  

t h e  amount of such i n c r e a s e d  inves tmen t  is i m p o s s i b l e  

t o  q u a n t i f y .  

Al though t h e  banks of  most r e f i n e r s  a l l o w  them c u r r e n t l y  

t h e  f l e x i b i l i t y ,  i f  compe t ' i t i ve  c o n d i t i o n s  p e r m i t ,  t o  

r a i s e  t h e i r  p r i c e s  t o  r e c o v e r ,  i n  e f f e c t ,  a  r e t u r n  on 

i n v e s t m e n t ,  w e  b e l i e v e  t h a t  t h e  r e ~ n o v a l  of  r e g u l a t o r y  

r e s t r i c t i o n s  on t h e  p a s s t h r o u g h  of  a  r e t u r n  on inves tmen t  

shou ld  p r o v i d e  an improved c l i m a t e  f o r  r e f i n e r y  i n v e s t m e n t s .  

T h i s  is because  i n v e s t o r s  w i l l  have g r e a t e r  a s s u r a n c e  

t h a t ,  i f  g e n e r a l  marke t  c o n d i t i o n s  t i g h t e n  i n  t h e  f u t u r e  
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o r  i f ,  f o r  a  v a r i e t y  of  c o m p e t i t i v e  r e a s o n s ,  t h e  bank 

of  un recove red  c o s t s  of t h e  r e f i n e r  i n  q u e s t i o n  is reduced  

t o  z e r o  (wh ich ,  a s  n o t e d ,  is  c u r r e n t l y  t h e  c a s e  w i t h  two 

major  r e f i n e r s )  , t h e y  w i l l  never  t h e l e s s  be a b l e  t o  p a s s  

t h rough  a l l  of t h e i r  i n v e s t m e n t  c o s t s .  Thus,  we b e l i e v e  

t h e  removal of c o n t r o l s  w i l l  c a u s e  some m a r g i n a l  r e f i n e r y  

i n v e s t m e n t  o p p o r t u n i t i e s  t o  be t a k e n  when t h e y  o t h e r w i s e  

would not. 

I t  shou ld  a l s o  be made c l e a r  t h a t  t h e  t y p e s  of  r e f i n e r y  

i n v e s t m e n t s  we e x p e c t  t o  be made a s  a  d i r e c t  r e s u l t  of  

d e c o n t r o l  do n o t  i n c l u d e  t h o s e  t h a t  w i l l  have t o  be made 

over  t h e  n e x t  two y e a r s  t o  produce  t h e  volumes of un leaded  

and  low l e a d  g a s o l i n e  t h a t  w i l l  be r e q u i r e d  under t h e  

E P A ' s  l e a d  phasedown s c h e d u l e .  These i n v e s t m e n t s  a r e  

i n  e f f e c t  mandated by c u r r e n t  e n v i r o n m e n t a l  r e g u l a t i o n s  

and w i l l  be made whether  o r  n o t  d e c o n t r o l  o c c u r s .  We d o ,  

however,  e x p e c t  t h e  d e c o n t r o l  01 g a s o l i n e  t o  encourage  

inves tmen t  i n  d i s c r e t i o n a r y  r e f i n e r y  m o d i f i c a t i o n s  and 

improvements,  such  a s  t h e  a d d i t i o n  o f  d e s u l f u r  i z a t i o n  

and c o k i n g  and c r a c k i n g  equipment  n e c e s s a r y  t o r  American 

r e f i n e r s  t o  meet t h e  world-wide t r e n d  toward t h e  p r o d u c t i o n  

of r e l a t i v e l y  more of t h e  heavy ,  h i g h  s u l f u r  c r u d e  o i l s .  

I n  t h e  September  R e p o r t ,  FEA conc luded  t h a t  t h e  i n v e s t m e n t s  - - 
made a s  a  r e s u l t  of d e c o n t r o l  c o u l d  r e s u l t  i n  p r i c e s  one- 

h a l f  t o  one c e n t  per  g a l l o n  h i g h e r  t han  t h e y  would be under 

S-44 
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continued con t ro l s .  I t  should be pointed ou t  t h a t  t h i s  

f i g u r e  is a  maximum, and t h a t  i t  would represen t  a  major 

i nc rea se  over c u r r e n t  l e v e l s  of investment. Moreover, 

notwi ths tanding one misstatement t o  the  con t r a ry  on page 

182 of t h e  September Report ,  t h e  maximum p r i c e  i nc rea se  

of one-half t o  one-cent would be above the  --- ac tua l .  p r i c e  

l e v e l s  t h a t  could be expected i f  p r i c e  c o n t r o l s  continued 

in  e f f e c t ,  not  an increase  over l e v e l s  t h , a t  would be 

permi t ted  i f  c o n t r o l s  were in e f f e c t .  A s  noted above, 

a c t u a l  p r i c e  l e v e l s  c u r r e n t l y  a r e  well  below the  p r i c e s  

allowed by c u r r e n t  r egu la t i ons  and a r e  expected to  remain 

so a t  l e a s t  through 1 9 7 9 .  There fore ,  even w i t h  s u b s t a n t i a l  

new r e f i n e r y  investment a s  a  r e s u l t  of decon t ro l ,  motor 

.: gaso l ine  p r i c e s  could in the  fo re seeab le  f u t u r e  s t i l l  

remain below the  c e i l i n g  l e v e l s  imposed by r egu la t i on .  



TABLE I V - 1  

PROJECTED DOMESTIC PETROLEUM PRODUCT 
DEMAND ASSUMING NO PRICE INCREASE DUE TO EXEMPTION 

( T h o u s a n d s  o f  b a r r e l s  p e r  d a y )  

M o t o r  G a s o l i n e  6 , 9 7 8  7 , 1 7 8  7 , 3 0 0  7 , 5 0 0  
L e a d e d  5 , 6 1 7  5 , 3 1 9  4 , 7 0 0  4 , 3 0 0  

U n l e a d e d  1 , 3 6 1  1 , 8 5 9  2 , 6 0 0  3 , 2 0 0  

M i d d l e  D i s t i l l a t e s  3 , 1 3 0  3 , 3 4 5  3 , 5 0 0  3 , 7 0 0  
( e x c l u d i n g  k e r o s e n e )  

R e s i d u a l  F u e l  2 , 7 8 6  3 , 0 4 8  3 , 5 0 0  3 , 6 0 0  

J e t  F u e l  9  87 1 , 0 3 7  1 , 1 0 0  1 , 1 0 0  

O t h e r  P r o d u c t s  3 , 5 6 2  3 , 8 1 4  4 , 1 0 0  4 , 4 0 0  

T o t a l  D o m e s t i c  
Demand 1 7 , 4 4 3  1 8 , 4 2 2  1 9 , 5 0 0  2 0 , 5 0 0  

E x p o r t s  & C r u d e  
O i l  L o s s e s  

T o t a l  Demand 1 7 , 6 6 7  1 8 , 6 5 2  1 9 , 7 0 0  2 0 , 7 0 0  
- - - - - -- - - - -- .--- * P r o j e c t i o n s  a r e  r o u n d e d  t o  t h e  n e a r e s t  1 0 0 , 0 0 0 .  

NOTE: Numbers  may n o t  sum t o  t o t a l s  b e c a u s e  o f  r o u n d i n g .  

SOURCE: D a t a  f o r  1 9 7 6  a n d  1977  a r e  a c t u a l  demands  a s  
r e p o r t e d  i n  t h e  M o n t h l y  --- -- E n e x  -- Review.  Demand p r o j e c t i o n s  
f o r  1 9 7 8  a n d  1 9 7 9  a r e  d e r i v e d  f rom E I A ' s  S h o r t - t e r m  P e t r o - .  
l e u m  Demand M o d e l ,  b a s e d  o n  m a c r o e c o n o m i c  f o r e c a s t s  by  D a t a  
R e s o u r c e s ,  I n c .  w h i c h  a p p r o x i m a t e  t h e  m o s t  r e c e n t  f o r e c a s t s  
o f  o v e r a l l  e c o n o m i c  a c t i v i t y  by  t h e  C o u n c i l  o f  Economic  
A d v i s e r s  ( D R I ' s  OPTIM0325 m a c r o e c o n o m i c  s i m u l a t i o n ) .  J e t  
f u e l  demand p r o j e c t i o n s  a r e  p r e p a r e d  by  t h e  Economic  R e g u l a -  
t o r y  A d m i n i s t r a t i o n ,  b a s e d  on  f o r e c a s t s  by t h e  F e d e r a l  A v i a t , i o n  
A d m i n i s t r a t i o n  a n d  t h e  A i r  T r a n s p o r t  A s s o c .  o f  A m e r i c a .  P r o d u c t  
p r i c e s  a r e  a s s u m e d  t o  r e m a i n  c o n s t a n t  i n  r e a l  t e rms.  T h i s  
p r i c e  a s s u m p t i o n  d i f f e r s  f rom t h e  h i g h e r  p r i c e s  u s e d  i n  t h e  
S e p t e m b e r  1 9 7 7  ------ F i n a l  R e p o r t ,  s i n c e  t h e  i m p a c t  o f  t h e  
P r e s i d e n t ' s  p r o p o s e d  c r u d e - o i l  e q u a l i z a t i o n  t a x  h a s  b e e n  
e x c l u d e d  f r o m  t h i s  S-lement. ---- T h e  l o w e r  p r i c e s  u s e d  h e r e  
r e s u l t  i n  a n  i n c r e a s e  i n  p r o - j e c t e d  p r o d u c t  demand. G a s o l i n e  
demand e s t i m a t e s  f o r  1 9 7 8  a n d  1 9 7 9  i n c l u d e  3 , 0 0 0  a n d  1 5 , 0 0 0  
b a r r e l  p e r  d a y  downward a d j u s t m e n t s ,  r e s p e c t i v e l y ,  f o r  
d i e s e l i z a t i o n .  D i s t i l l a t e  demand i n c l u d e s  a  c o r r e s p o n d i n g  
upward  a d j u s t m e n t .  G a s o l i n e  demand p r o j e c t i o n s  a l s o  i n c l u d e  
a  3 1 7 , 0 0 0  a n d  5 2 5 , 0 0 0  b a r r e l  p e r  d a y  downward a d j u s t m e n t  f o r  
i n c r e a s e d  f u e l  e f f i c i e n c y  i n  1 9 7 8  a n d  1 9 7 9 ,  r e s p e c t i v e l y .  



TABLE IV-2 

U.S. PETROLEUM SUPPLY ANALYSIS 

(Thousands of b a r r e l s  pe r  d a y )  

R e f i n e r y  C a p a c i t y *  

P e r c e n t  U t i l i z a t i o n * *  

A n t i c i p a t e d  U t i l i z a t i o n  

Domestic Crude * * *  

F o r e i g n  Crude * * * *  

P r o d u c t  I m p o r t s  

R e s i d u a l  Fue l  

O the r  I m p o r t s  

N a t u r a l  Gas L i q u i d s  

T o t a l  Supply  17 ,667  18,652 19,700 20,700 

-- ------- 
* E T A  e s t i m a t e s  do not i n c l u d e  Puerto Rico  and V i r g i n  

I s l a n d s ,  which c o n t r i b u t e  a p p r o x i m a t e l y  1 m i l l i o n  
b a r r e l s  per  day a d d i t i o n a l  c a p a c i t y  b u t  whose p r o d u c t  
sh ipmen t s  t o  t h e  U.S. a r e  c o n s i d e r e d  a s  impor t s .  These  
e s t i m a t e s  r e v i s e d  i n  J u l y  1977 from t h o s e  p rov ided  i n  
t h e  J a n u a r y  1 4 ,  1977 " F i n d i n g s . "  

**Based on c r u d e  i n p u t s  o n l y .  
***Revised A p r i l  1978 t o  t a k e  i n t o  a c c o u n t  l a t e s t  a v a i l a b l e  

d a t a .  
****Est imated  t o  e x c l u d e  i n p o r t s  f o r  t h e  S t r a t e g i c  Pe t ro l eum 

Reserve  and s t o c k  b u i l d u p s .  
*****Inc ludes  p r o c e s s i n g  g a i n  and o t h e r  hydrocarbon  i n p u t s .  

NOTE: Numbers may n o t  sum t o  t o t a l s  because  o f  round ing .  
P e r c e n t a g e s  based on unrounded numbers. 

Source: DOE 



TABLE IV-3 

DOMESTIC REFINERY CAPACITY UTILIZATION 

P e r c e n t  C r u d e  I n p u t  P e r c e n t  C r u d e  I n p u t  
Y e a r  -- t o  C a p a c i t y  -.---- ---- ---- .- ----- Year  - t o  C a p a c i t y  

1 9 7 2  8 8 . 4  1 9 7 8  8 7 . 7  p r o j e c t e d  

1 9 7 3  8 9 . 8  1 9 7 9  9 0 . 8  p r o j e c t e d  

* R e v i s e d  f r o m  S e p t e m b e r  1 9 7 7  F i n a l  R e p o r t  t o  i n c l u d e  a c t u a l  ---.- 
data ,  

SOURCE: U.S. B u r e a u  o f  M i n e s ,  1968-1976 .  
EIA E s t i m a t e s ,  1977-1979 .  



ANALYSIS OF U.S. GASOLINE SUPPLY 
( T h o u s a n d  o f  b a r r e l s  p e r  d a y )  

R e f i n e r y  C a p a c i t y  

P e r c e n t  U t i l i z a t i o n  

C r u d e  O i l  Demand 

I m p o r t  

G a s o l i n e  Y i e l d s  
f r o n .  C r u d e  O i l  

P e r c e n t  G a s o l i n e  
Y i.e 1 d  

NGL's Used a t  R e f i n e r i e s  7 2 5  ' 6 5 9  601) . 600  

G a s o l i n e  I m p o r t s  ---- 1 3 1  ---- 2 1 5  --- 2 i) 0  --- 206  

T o t a l  G a s o l i n e  S u p p l y  6 , 3 7 7  7  ,2'4 8 7 , 3 0 0  7 , 5 0 0  

NOTE: Numbers  may n o t  sum t o  t o t a l s  b e c a u s e  o f  r o u n d i n g .  
P e r c e n t a g e s  b a s e d  on  u n r o u n d e d  n u m b e r s .  

S o u r c e :  DOE 



TABLE IV-6 

PERCENTAGE INCREASES I N  REFINING CAPACITY 
AND REFINED PRODUCT DEMAND 

R e f i n e r y  C a p a c i t x  - 6.8 2 . 4  -- 1 . 6  

T o t a l  P r o d u c t  Demand: 5 . 6  5 . 9  4 . 6  

G a s o l i n e  2.5 2.0 2 . 1  

M i d d l e  D i s t i l l a t e s  

R e s i d u a l  F u e l  

J e t  F u e l  5 . 1  3 . 6  4 . 1  

O t h e r  P r o d u c t s  '7 . 1 8 . 0  6 . 5  

NOTE: P e r c e n t a g e  b a s e d  on n u m b e r s  p r e s e n t e d  i n  Table IV-1 a n d  
IV-2 b e f o r e  r o u n d i n g .  

S o u r c e :  DOE 



TABLE I V - 7  

PROJECTED PEAK PERI.OD DEMAND FOR MOTOR GASOLINE 
( T h o u s a n d s  o f  b a r r e l s  p e r  d a y )  

T o t a l  Peak  U n l e a d e d  L e a d e d  
Denand ---- Demand ( %  o f  T o t a l )  Demand ---------- ---- 

June-Aug.  77 7 , 4 7 3  2 , 0 0 3  ( 2 6 . 8 % )  5 , 4 7 0  

June-Aug.  7 8  7 , 8 0 0  2 , 8 0 0  ( 3 6 . 0 % )  5 , 0 0 0  

June-Aug.  79 7,951) 3 , 4 0 0  ( 4 3 . 0 % )  4 , 5 5 0  

SOURCE: Unrounded  t o t a l  g a s o l i n e  demand e s t i m a t e s  a r e  
mu1 t i p l  i e d  b y  p e r c e n t a g e  f a c t o r s  f o r  u n l e a d e d  
demand i n  o r d e r  t o  e s t i m a t e  u n l e a d e d  and  l e a d e d  
g a s o l i n e  demands .  T h e  1 9 7 7  t o t a l  g a s o l i n e  demand 
is f r o m  t h e  B u r e a u  o f  ~ i n e s .  The  1977  u n l e a d e d  
g a s o l i n e  p e r c e n t a g e  o f  t o t a l  demand is d e r i v e d  
f r o m  E I A ' s  S u r v e y  o f  R e f i n e r s '  S a l e s  o f  P e t r o l e u m  
P r o d u c t s .  T h e .  1978-1979 p r o j e c t e d  u n l e a d e d  p e r -  
c e n t a g e s  o f  t o t a l  demand w e r e  p r o v i d e d  by  t h e  
E n v i r o n m e n t a l  P r o t e c t i o n  Agency .  



TABLE IV-8 

PROJECTED U.S. PETROLEUM REFINING CAPACITY', 
1976-79 

(Thousands of barrels per day) 

Year - - PAD DISTRIBUTION --------.- - A  - TOTAL 

Percent 
Growth -1979 
over 1976 7.8 3.6 15.6 7.3 14 ..9 

SOURCE: 'FEA Trends in. Refinery Capacity and Utilization, 
June, 197-7, and DOE updates to projections. 



TABLE IV-9 

CATALYTIC REFORMING CAPACITY NEEDED TO MEET PROCECTED 
PEAK PERIOD AND ANNUAL AVERAGE DEMANDS FOR GASOLINE* 

( M i l l  ion b a r r e l s  per  day )  

Es t ima ted  Reforming T o t a l  Excess  
P r o j e c t e d  Necessary  Reforming C a p a c i t y  Necessary  Reforming C a p a c i t y  
Reforming C a p a c i t y  for-  f o r  Pe t rochemica l  C a p a c i t y  o r  

-- ---- Capac i ty**  Motor G a s o l i n e  - ---------- I n d u s t r y  ------- Requirement  ( S h o r t f a l l )  ---------------- 
Averaqe Lead Averaqe Lead Averaqe Lead 

1978 
Peak Per  iod*** 3.48 

Annual Average 3.48 

1979 -- 
Peak P e r i o d * * *  3.57 

Annual Average 3.57 3, .  00 .34 3.34 0.22 

* Assumes w a i v e r s  by t h e  Envi ronmenta l  p r o t e c t i o n  Agency of  Sep,tember, 1978 phasedown 
of  a v e r a g e  r e f i n e r y  l e a d  pool  t o  0 .8  grams per  g a l l o n  o f  g a s o l i n e  f o r  abou t  two- ' 

t h i r d s  of domes t i c  r e f i n i n g  c a p a b i l i t y .  Use o f  manganese i n  : ~ n l e a d e d  g a s o l i n e  
5 is 0.0625 g / g a l .  i n  1978 and 0.0 g / g a l .  i n  1979. 

* *  C a p a c i t y  used ,  assuming r e f o r m e r s  a r e  o p e r a t e d  a t  92% u t i l i z a t i o n  r a t e .  Reforming 
c a p a c i t y  p r o j e c t i o n s  a r e  from t h e  1978 ---- O i l  and Gas J o u r n a l  r e f i n i n g  s u r v e y / c o n s t r u c t i o n  s u r v e y .  

* * *  Peak p e r i o d  d e f i n e d  a s  months of  J u n e ,  J u l y  and August .  

SOURCE: S tudy  conducted  by t h e  Energy I n f o r m a t i o n  A d m i n i s t r a t i o n  us ing  comprmehensive 
r e f i n e r y  model.  



TAPLE 1'4-10 

REFINERY YIELDS FOR THE UNITED STATES 
( A n n u a l  P e r  s e n t )  

1 9 6 8  1 9 6 9  1 9 7 0  1 9 7 1  1 4 7 2  1 9 7 3  1 9 7 4  1 9 7 5  1 9 7 6  1 9 7 7  1978*  1 9 7 9 *  -- -- -- --- -- -- - 
G a s o l i n e  4 3 . 9  4 4 . 8  4 5 . 3  4 6 . 2  4 6 . 4  4 5 . 8  4 6 . 2  4 6 . 5  4 5 . 6  4 3 . 6  4 3 . 4  4 2 . 2  

J e t  F u e l  8 . 3  8 . 2  7 . 5  7 . 3  7 . 1  6.8 6 .  , 7 . 0  6 .8  6 . 7  6 . 7  6 . 6  

D i s t i l l a t e s  
( i n c l u d i n g  ' 

k e r o s e n e )  2 4 . 8  2 4 . 3  24 .7  2 4 . 0  2 4 . 0  2 4 . 1  23:O 2 2 . 5  2 2 . 3  2 3 . 5  2 2 . 8  2 2 . 9  

R e s i d u a l  
F u e l  O i l  7 . 2  6 . 8  6 .  4 6 . 6  6 . 7  7 . 7  8 .'7 9 . 9  1 0 . 3  1 1 . 9  1 1 . 9  1 1 . 9  w 

m 
I 

O t h e r  1 8 . 8  1 9 . 0  1.9.3 1 9 . 2  1 9 . 0  19v.2 19.2 1 7 . 8  1 8 . 7  1 7 . 8  1 8 . 7  1 9 . 9  CI) 

S h o r t a g e s  - 3 . 0  - 3 . 1  - ,3 .2  - 3 . 3  - 3 . 2  - 3 . 6  -3 .9  - 3 . 7  - 3 . 7  - 3 . 5  -3 .5  - 3 . 5  

* P r o j e c t i o n s  b a s e d  on crui .e  o i i  i n p u t s  o n l y .  

SOURCE: U.S. B u r e a u  o f  Mires, 1968-1577 .  
EIA e s t i m a t e s ,  1958-1979 



TABLE I V - 1 4  

P R O J E C T E D  UNRECOUPED COSTS F O R  
G A S O L I N E :  30 LARGEST R E F I N E R S , .  1978  

G a s 0 1  i n e  Bank 
( M i l l i o n  $ 1  

J a n u a r y  

F e b r u a r y  

M a r c h  

. A p r i l  

M a y  

J u n e  

J u l y  

A u g u s t  

S e p t e m b e r  

O c t o b e r  

N o v e m b e r  

D e c e m b e r  

SUURCE:  E I A  sh6t t - ter1a  reeroleum Cost D i s t r  ~ L U ~ L U I I  Nude1 
. . ( 4 - 4 - 7 8 ) .  

.., 



TABLE IV-15 

PROJECTED COMPOSITE CRUDE COSTS ANC 
NON-PRODUCT COST INCREASES W I T H  CONTROLS 

( C e n t s  per  g a l l o n )  

Cumula t ive  
Year Cumula t ive  I n c r e a s e  I n  T o t a l  
and Crude O i l  I n c r e a s e  R e f i n e r  Cumula t ive  
Q t r .  --- Over 4rd  Q t r .  1977 C o s t  - - ----- Nonproduct  C o s t s  I n c r e a s e  -- 

NOTE: These f o r e c a s t s  of  c r u d e  o i l  c o s t s  i n c r e a s e s  do n o t  i n c l u d e  
i n c r e a s e s  t h a t  cou ld  r e s u l t  from t h e  P r e s i d e n t ' s  N a t i o n a l  Energy 
P l a n .  P r e l i m i n a r y  p r o j e c t i o n s  i n d i c a t e d  t h a t  a v e r a g e  crude costs  
would have been a b o u t  one and one -ha l f  t o  .two c e n t s  h i g h e r  i n  1978 
and t h r e e  and one -ha l f  t o  f o u r  c e n t s  h i g h e r  i n  1979 i f  t h e  c r u d e  
o i l  e q u a l i z a t i o n  t a x  had been implemented a s  o r i g i n a l l y  proposed .  
Nonproduct  c o s t  i n c r e a s e s  a r e  d e r i v e d  by i n f l a t i n g  h i s t o r i c a l  
r e f i n e r s '  g r o s s  m a r g i n s  by t h e  p r o j e c t e d  GNP i m p l i c i t  p r i c e  d e f l a t o r  
from t h e  Data  R e s o u r c e s ,  I n c .  OPTIM0325 macroeconomic s i m u l a t i o n .  
C o s t s  o f  i n c r e a s e d  r e f i n i n g  c a p a c i t y  a r e  n o t  i n c l u d e d .  

SOURCE: E I A  Shor t - t e rm Pe t ro l eum C o s t  D i s t r i b u t i o n  Model (4-4-78) .  



TABLE IV-16 

Year 
and 
Q t r .  

PROJECTED CUMULAT,IVE GASOLINE 
P R I C E  INCREASE W I T H  CONTROLS 

(Cents  per g a l l o n )  

Cumulative Increase  
Over 4th Q t r .  1 9 7 7  

NOTE: The assumption is made t h a t  imports of ga so l ine  
remain a t  t h e i r  1977 l e v e l ,  and the  p r i c e  of imported 
g a s o l i n e  r i s e s  by the  same amount a s  fo r e ign  crude o i l .  
There would be normal seasona l  v a r i a t i o n s  on the  order  
of t h r ee  percent  of the  t o t a l  p r i c e .  These seasonal  
var i a t l o n s  r e s u l t  in hiqher p r i c e s  dur ing the  peak 
demand summer d r iv ing  months. The decrease  in the 
f i r s t  qua r t e r  of 1978 from the  fou r th  q u a r t e r  of 1977 
is  due t o  a  normal seasonal  d e c l i n e  in demand. The p r i c e  
of fo r e ign  crude o i l  is assumed t o  i nc rea se  in  January 
1979 by the  same percen t  as  the  US GNP p r i c e  d e f l a t o r .  

SOURCE: E I A  Short-term Petroleum Cost D i s t r  ibu t ion  
Model (4-4-78) 



TABLE IV-24 

1 9 7 5  -- 
J a n .  
Feb. 
Mar. 
Apr . 
May 
J u n e  
J u l y  
Aug. 
S e p t .  
O c t .  
Nov. 
Dec. 

Aver a g e *  

19  '76 -- 
J a n .  
Feb. 
Mar .  
Apr . 
May 
J u n e  
J u l y  
Aug. 
Sept .  
O c t .  
Nov. 
Dec. 

Aver  a g e  

COMPARISON OF. RETAIL PRICE FOR LEADED 
AND UNLEADED REGULAR GASOLINE 

( C e n t s  p e r  g a l l o n )  

L e a d e d  ---- U n l e a d e d  --.--- --- D i f f e r e n c e  

N . A .  
5 6 . 1  
5 6 . 2  
5 7 . 1  
5 7 . 9  
5 8 . 8  
6 1 . 5  
6 2 . 0  
6 2 . 1  
6 2 . 1  
6 2 . 0  
6 1 . 4  

N . A .  
3 . 6  
3 . 6  
3 . 6  
3 . 6  
3 .2  
2 . 8  
2 .8  
2.8 
3 . 2  
3 . 6  
3 . 4  

6 1 . 2  
6 0 . 6  
6 0 . 1  
fin, 4 
6 1 . 1  
62 .9  
6 3 . 2  
63 .9  
6 4 . 0  
6 4 . 0  
6 3 . 9  
6 3 . 9  

-------- 
N . A .  = n o t  a v a i l a b l e  

* B a s e d  o n  F e b r u a r y  - December 1 9 7 5  d a t a .  



TABLE IV-24 ( c o n t . )  

1 9 7 7  -- 
J a n .  
Feb. 
Mar. 
Apr . 
May 
J u n e  
J u l y  
Aug. 
S e p t .  
ac t .  
Nov. 
Dec. 

COMPARISON OF RETAIL PRICE FOR LEADED 
AND UNLEADED REGULAR GASOLINE 

( C e n t s  p e r  g a l l o n )  

Leaded  --- U n l e a d e d  ------ ~ i f f e r ' e n c e  ----- 

A v e r a g e  6 2 . 5  66 .4  3 . 9  

- 
NOTE: P r i c e s  a t  f u l l  s e r v i c e  r e t a i l  pumps, i n c l u d i n g  t a x .  

SOURCE: Lundberg  S u r v e y ,  I n c .  



TABLE IV-25 

COMPARISON OF R E T A I L  DEALER MARGINS FOR 
LEADED AND UNLEADED REGULAR GASOLINE* 

( c e n t s  pe r  g a l l o n )  

--_.--------------------------- 
Lead cd Unleaded 

Year flarg i n  Margin D i f f e r e n c e  ------------------------- ----- -- 

* D i f f e r e n c e  between r e t a i l  p r i c e s  a t  f u l l  s e r v i c e  pumps 
and r e f i n e r s '  d e a l e r s  t ank  wagon p r i c e s  r e p o r t e d  t o  t h e  E I A ,  
e x c l u d i n g  t a x e s .  

** Based on J u l y  - December 1 9 5 5  d a t a .  

SOURCE: Energy I n f o r m a t i o n  A d m i n i s t r a t i o n ,  u s i n g  FEA 
Form P302-M-1 and  Lundberg Survey, I n c .  



TABLE IV-26 

COMPARISON OF REFINING AND DISTRIBUTION 
MARGINS OVER CRUDE COST FOR LEADED 

AND UNLEADED REGULAR GASOLINE* 
(Cents per gallon) 

----- --- - 
Leaded Unleaded 

Year ---- Margin Margin ----- Difference -- 
1975** 12.4 13.6 .l. 2 
1976 12.7 14.0 1.3 
1977 13.2 15.6 2.4 

* Difference between refiners' dealer tank wagon prices, 
excluding tax, and average refiner acquisition cost of 
crude oil. 

* *  Based on July - Gecember 1975 data. 

SOURCE: Energy Information Administration, using FEA 
Form P302-M-1. 



TABLE IV-27 

ANALYSIS OF IMPACT OF SUPPLY/DEMAND 
BALANCE ON MOTOR GASOLINE STOCKS 

P e r c e n t  
Demand o  

S t o c k s  --- 
Domestic 

Demand ---- P r o d u c t i o n  I m  o r t s  S t o c k s  
(Thousands of5-s pe r  day  ( t h o u s a n d s  

b a r r e l s )  

NOTE: Q u a r t e r l y  d a t a  a r e  d e r i v e d  from unrounded monthly 
p r o j e c t i o n s .  P e r c e n t a g e s  a r e  based on unrounded d a t a .  

SOURCE: 1475-1977 d a t a  a r e  based on month ly  dat .a  repnrted i n  
t h e  -- Monthly Energy -- Review. Demand p r o j e c t i o n s  a r e  from EIA's 
Short-Term Pe t ro l eum Demand Model, based  on t h e  Data Resources ,  
I n c .  OPTIM0325 macroeconomic s i m u l a t i o n .  Gas01 i n e  p r o d u c t i o n  
and i m p o r t s  d a t a  a r e  c o n s i s t e n t  w i t h  t h e  y e a r l y  s u p p l y  b a l a n c e  
p r e s e n t e d  i n  T a b l e  IV-5, a d j u s t e d  f o r  normal  s e a s o n a l  v a r i a t i o n ,  
e x c e p t  t h a t  summer, 1979 p r o d u c t i o n  l e v e l s  have  been c o n s t r a i n e d  
t o  s i m u l a t e  t h e  30 thousand  b a r r e l  per  day  c a t a l y t i c  r e fo rming  
c a p a c i t y  s h o r t f a l l  p r o j e c t e d  i n  T a b l e  IV-9. G a s o l i n e  s t o c k s  
a r e  d e r i v e d  by add ing  c u m u l a t i v e  monthly e x c e s s  ( o r  s h o r t f a l l )  
o r  p r o j e c t e d  g a s o l i n e  s u p p l y  over  demand t o  end o f  1977 t o t a l  
s t o c k s .  



CHAPTER V 

IMPACT OF EXEMPTION OF MOTOR --- ---- 
G A S G L I N E  ON THE ECONOMY ---- - ---------- 

There a r e  no changes t o  the  a n a l y s i s  i n  Chapter V of t h e  

September Report.  The f i r s t  s e c t i o n  of t h i s  a n a l y s i s  d i s cus se s  -- - 
the  economic impacts a s soc i a t ed  w i t h  the  f o r e c a s t s  and 

a n a l y s i s  i n  Chapter I V .  Because the  update of Chapter 

I V  in t h i s  ----- Supplement d id  not a l t e r  our ba s i c  conclus ions  

t h a t  (1 )  supply w i , l l  be adequate to meet demand through 

1979, and ( 2 )  the  p r i c e  i nc rea se  a s soc i a t ed  with decont ro l  

w i l l  be smal l ,  amounting to  about one cen t  per ga l l on  t o  

recover investment in  a d d i t i o n a l  r e f i n i n g  capac i ty  needed 

t o  meet EPA s t anda rds ,  the  d i f f e r e n c e s  between the  base 

and t e s t  c a se s  i n  Chapter V remain the  same. The r e l a t i o n -  

s h i p  between the  macroeconomic impacts of a case  i n  which 

c o n t r o l s  a r e  mainta ined,  and one in  which they a r e  removed, 

remains the  same. 

The a n a l y s i s  i n  the  renainder  of Chapter V of the  ------ September 

Report is not  a f f e c t e d  by the  updated p r o j e c t i o n s  i n  

Chapter I V  of the  - Supplement. 



CHAPTER V I  

FINDINGS AND CONCLUSIONS - 

There ,are no changes t o  the September Report. - -- 



I F O R E C A S T  O V E R V I E W  I 
I I 
I FORECASTING MODEL OPTIN 0325 COUNCIL OF ECON. ADVISERS I 
I (date of run) (3/78 (1/78) I 
I I 
1 General A short-term simulation I A short-term simulation I 
I Description of the U.S. economy based on ) of the economy presented I 
I the 3/78 run of DRI's I annually in the Economic I 
I quarterly TRENDLONG model. ) Report of the President. I 
I This model assumes success of I Evaluates the President's I 
I the President's anti-inflation 1 economic program. Fiscal I 
I program and increase in I and monetary policy are I 
I business investment ,spending. I designed to combat I 
I Approximates CEA's most recent I projected high inflation I 
I projections of overall economic I and a slowdown in the I 

4 I activity. Real growth in GNP I the economy through 1979. 1 
I is less than that projected I I 
X I in the CEASPIRIT simulation. I I 
-4 
a I I I 
I Q) I I -4 

a 1 Key activities I 
Ck 

I 
4 . I 1) Fiscal a) Federal purchases of goods and 1 a) Federal purchases I 

I Pol icy services will increase 3 . 2 %  in I increase between 3.75 1 
I 1978 and 2.9% in 1979. I and 4 . 2 5 %  in 1978, I 
I I and less than 2 %  in I 
I I 1979 (constant I 
I I dollars). I 

I 
b) Federal deficit is reauced I b) 

$5.1 billion between 1977 and I 
1979 (current dollars). I 

I 
I 

C) $ 2 4  billion general tax cut in I c) 
10/78. Compromise version .of I 
National Energy Plan is passed 1 
by Congress in late 1978. I 

I 

I 
Federal deficit will I 
increase $5 billion I 
between 1978 and 1979 1 
(current dollars). I 

I 
$25 billion tax cut 1 
(personal, business, I 
and payroll) in 10/78 I 
Includes National I 
Energy Plan tax plan. I 



1 '  F O R E C A S T 0 , V E R V I E W  
I 
I FORECASTING MODEL CEASPIRIT 
I ( d a t e  o f  r u n )  (6 /77)  
I I 
I G e n e r a l  A s h o r t - t e r m  s i m u l a t i o n  I 
1 D e s c r i p t i o n  o f  t h e  U . S .  economy b a s e d  o n  I 
I t h e  3 /77  r u n  o f  D R I ' s  I 
I q u a r t e r l y  TRENDLONG mode l .  I 
I Thi-s  model  a s s u m e s  n o  rrmjor I 
I z y c l i c a l  movements  i n  t h e  I 
I tconomy. The 6/77 s i m u : l a t i o n  I 
I was c o n s t r a i n e d  t o  meet I 
I ZEA1s 1977-1982 t a r g e t s  f o r  I 
I z conomic  g r o w t h  a n d  i n f l a t i o n ,  1 
I ? r e s e n t e d  i n  e a r l y  1977 .  I 
I ! l ssumes s u c c e s s f u l  r e c o v e r y  I 
I Erom t h e  r e c e n t  r e c e s s i o n .  I 
I I 
I Key a s s u m p t i o n s  I 
I 1) F i s c a l  a )  F e d e r a l  p u r c h a s e s  o f  g o o d s  I 
I - P o l i c y  and s e r v i c e s  i n c r e a s e  5.3% I 

 illi ion i n  1 9 7 8  a n d  3 . 3 %  
5 i l l i o n  i n  1 9 7 9  ( c o n s t a n t  
d o l . l a r  s )  . 

bD F e d e r ~ l  d e f i c i t  i s  r e d u c e d  
$21.2  b i l l i o n  b e t w e e n  1 9 7 7  a n d  
1979  ( c u r r e n t  d o l l a r s ) .  

c j  Yo g ~ ~ e r a l  t a x  s t i m u l u s  b e f o r e  
8980 .  I n c l u d e s  i m p a c t  of 
N a t i c c a l  E n e r g y  P l a n  c r g d e  o i l  
e q u a l i z a t i o n  t a x .  



I FORECASTING MODEL 
I ( d a t e  of r u n )  

OPTIM 0325 COUNCIL OF ECOH. ADVISERS I 
(3 /78)  ( 1/78)  I 

I I 
1 2) iqonetary  R e f l e c t s  g o v e r n m e n t ' s  I Des igned  t o  f ~ s t e r  s t a b l e  I 
I p o l i c y  commitment t o  s u p p o r t  t h e  I economic  g r o w t h  a n d  a n  I 
I d o l l a r  i n  i n t e r n a t i o n a l  m a r k e t s  I i n c r e a e d  r a t e  o f  I 
I a n d  combat  d o m e s t i c  i n f l a t i o n .  I i n v e s t m e n t .  S h o r t - t e r m  I 
I Money s u p p l y  g rows  a t  5 .4% i n  I i n t e r e s t  r a t e s  i n c r e a s e  1 
I 1978 a n d  1979.  I i n  1978.  Long-term r a t e s  I 
I I a r e  s t a b l e .  I 
I . . I I 
I. I I 
I I I 
1 3 )  Economic : GNP (1972  d o l l a r s )  i n c r e a s e s  I GNP (1972  d o l l a r s )  i n -  I 
I g r o w t h  4 .8% i n  1 9 7 8  and i n  1979 .  I c r e a s e s  be tween  4 .5  and  I 
I T h i s  is  c o n s i s t e n t  w i t h  t h e  1 5.0% i n  b o t h  1 9 7 8  and  I 
I C E A ' S  t a r g e t  a n n u a l  g r o w t h  1 1979.  I 
I o f  4 .9% i n  1977-1980. I I 
I I I 
1 4 )  Domes t i c  Consumer P r i c e  i n d e x  i n c r e a s e s  I Consumer P r i c e  I n d e x  I 
I p r i c e s  i n c r e a s e s  5 .5% i n  1978  a n d  I i n c r e a s e s  be tween  5 .75 I 
I 5.3% i n  1979.  I and  6 .25% i n  b o t h  1978  I 
I I and  1979.. I 
I I I 
I I I 
I I I 
I I I 
I I I 
1 5 )  F o r e i g n  E x p o r t s  i n c r e a s e  5.5% i n  1978  1 U.  S. e x p o r t s  i n c r e a s e  I 
I T r a d e  and 6.7% i n  1979  i n  r e a l  t e r m s .  1 4-5% i n  r e a l  t e r m s  i n  I 
I 1 1978 .  I 
I I I 



I 
I FORECASTING MODEL 
I ( d a t e  o f  r u n )  
I 
1 2)  M o n e t a r y  
I p o l i c y  
I 

CEASPIRIT 
(6 /77)  

1 
R e s t r i c t i v e  t h r o u g h  e a r l y  1 9 7 8  1 
t o  c o n t r o . 1  i n f l a t i o n ,  b u t  e a s e s  I 
u p  i n  l a t e  1 9 7 8  a n d  1 9 7 9  t o  I 
d e a l  w i t h  unemployment.  Monoy ' 1  
s u p p l y  g r o w s  a t  t h e  r e l a t i v e l y  I 
h i g h  r a t e  o f  7 .5% i n  1 9 7 8  I 
a n d  7 .1% i n  1979 .  I 

I 
I 

I I 
1 3 )  Economic G N P  ( 1 9 7 2  d o l l a r s )  i r - c r e a s e s  I 
I g r o w t h  5.85 i n  1 9 7 8  a n d  5 .4% i n  1573 .  1 
I T h i s  is c ~ n s i s t e n t  w j t h  t h e  I 
I CEA's t a r g e t  a n n u a l  ~ r o w t h  I 
I o f  4 . 9 %  i n  1977-1982,  I 
I I 
1 4)  D o m e s t i c  Consumer P r i c e  i n d e x  i n c r e a s e s  I 
I p r i c e s  i n c r e a s e s  5 .6% i n  1 9 5 8  a n d  I 
I 6 .09  i n  1979 .  T h i s  i s  I 
I c o n s i s t e n t  w i t h  t h e  CEA's 1 9 7 7  1 
I a n n o u n c e d  t a r g e t  a n n u a l  I 
I i n f l a t i o n  o f  5 . 3 %  i n  1977-1982. 1 
I I 
I I 
I I 
1 5 )  F o r e i g n  Slow r e a l  g r o w t h  (3 .1% p e r  I 
I T r a d e   yea^.) f o r  OECD c o n t r i e s  is I 
I a s s o c . i a t e d  w i t h  s m a l l  i n c r e a s e  I 
I i n  e x p o r t s .  I 



F O R E C A S T  S U M M A R Y  

I I OPTIM 0325 I COUACIL OF ECON. ADVISERS / 
I Actual 1 I 1 
I 1977* 1 1978* 1979+ 1 1978** 1979** 1 
I I 1 I 
IRATES OF CHANGE 
I 
IGNP - Current $ 
I - Constant $ 
l GNP Deflator 
l CPI 
l WPI 
1 Hourly Earnings (non-farm) 
I 
I 
ISHARE OF REAL DEMAND ( % )  
I 

10.6 1 . 11 ..O NA 
4.4 . 1 4.5-5.0 4.5-5.0 
5.5 1 N A NA 
5.3 1 5.75-6.25 6.0+ 
'5.7 - 1 NA NA 
6.4 1 7.25 higher 

I than 1978 
I 
I 
I 

lConsumption/GNP 64.1 1 63.4 62.9 1 64-3 NA I 
IBusiness Fixed Investment/GNP 9.8 1 10.2 . 10.6 - I 9.7 NA I 
IResidential Construction/GNP 4.8 1 5.0 4.9 1 4.3 NA I > 
[Government Purchases/GNP 20.9 1 20.8 20.8 1 20.3 NA I 
I I I I 
IKEY INDICATORS OF ACTIVITY I I I 
I I I ' I 
l Unemployment Rate ( % )  7.0 I 5.9 5.5 1 6.3 5.5-6.0 I 
1 Retail Car Sales (Millions) 11.2 1 10.8 11.5 1 N A N A I 
1 Housing Starts (Millions) 1.97 1 1.91 1.96 1 NA PJA I 
ISavings Rate ( % )  5.1 1 5.8 6.2 1 N A N A I 
I 1 1 I 
IFederal Funds Rate 5.54 1 6.57 5.94 1 N A NA I 
IPrime Rate 6.82 1 7.88 7.47 1 N A NA I 
I High-Grade Corp. Bond Rate 8.06 1 8-54 8.38 1 N A N A I 

NA = information not available in 1978 Economic Report of the President. 

* Rates of change based on average annual data. 
** Rates of changes based on fourth quarter data. 



. . 

I CEASP:RIT* I 
I I 

. . I 1977 19?8 1979 1 
. I I 

IUTES OF CHANGE I 
I I 
IGNP - Current $ 11.1 12.0 11.1 1 
I - Consfant $ 4.9 5.8 5.4 I 
1 GNP Deflator 5.8 5.9 5.4 1 

' ICPI 6.4 5 . '6 
. . 

5.1 1 
l WPI 6.3 6.1 5.6 1 
IHourly Earnings (non-farm) 7.1 7.1 6.8 1 
I I 
I I 
ISHARE OF REAL DEMAND ( % )  I 
I I 
I Consumpt.ion/GNP 64.5 64.1 -63.8 1 
IBusiness'Fixed Investment/GNP 9.3 9.4 9.7 I 
IResidentiaL Construction/GNP 4.0 4.1 4.1 1 
IGovernment Purchases/GNP 20.4 20.1 19.8 1 
I I 
IKEY INDICATORS OF ACTIVITY I 
I I 
I Unemployment Rate ( % )  7.4 6.3 5.6 1 
IRetail Car Sales (Millions) 11.1 11.5 11.9 1 
1 Housing Starts (Millions) 1.80. 1.8,8 1.96 1 
ISavings Rate ( % )  . 6.4 6.1 6.1 I 
I I 
IFederal Funds Rate 5.48 6.W 5.70 1 
1 Prime Rate 6.57 7.04 6.4? 1 
)High-Grade Corp. Bond Rate 8.25 8.30 8.00 1 
I I 

* Rates of change based on Everage annual data. 




