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Gasoline prices have not gone up as fast as other 
consumer items



Economics 101
• Supply and demand always balance

• This is true for oil and gasoline (although it is not always 
painless)

• Short term and long term supply / demand variables are 
different

– I’ll buy the gas for $3.00 per gallon now rather than riding the bus, but 
next year I’m buying a smaller car

– We can’t produce more today, but at these high prices we can afford to 
drill more wells next year and build a refinery in 5 years.

• Inventory changes can have an impact in the short term



Oil in the U.S. Energy Mix
• Recognize the difference between an energy 

source and an energy transport mechanism

– For example, coal is an energy source – electricity is 
an transport mechanism

– Petroleum is an energy source – hydrogen is an 
energy transport mechanism

• The U.S. is critically dependent on oil as an 
energy source!



The U.S Energy Mix 2002
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How Much Oil is There?
• Since the first oil well was drilled 150 

years ago, about 900 billion barrels 
have been consumed (16 million 
barrels per day average)

• Current consumption is 82 million 
barrels per day (worldwide)

• By 2030, IEA projects 120 million 
barrels per day of consumption

• Estimates of recoverable oil range 
from another 900 billion barrels to 14 
trillion barrels.

• NO ONE KNOWS FOR SURE!



Note:  September 2004 demand is 10% higher than 2002 average!



US Domestic Crude Production
(excluding Alaska)
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Source: Energy Information Administration / Annual Energy Review 2003



US Domestic Crude Production
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US Petroleum Supply Summary
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In 2003, 56% of U.S. petroleum was imported

US Petroleum Imports
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US Petroleum Imports
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Where does U.S. get imported crude oil?



What are the components of gasoline costs?
#1 – Crude Oil



Crude Oil Costs (average U.S. Refinery)
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U.S. Average Gasoline Cost (Pump Price)
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From “The Oil Daily” ……….



What are the components of gasoline costs?
#2 – Taxes



Gasoline Taxes

Average US Gasoline Taxes
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Alaska 26.4  

Georgia 32.7  

Iowa 39.9  

Minnesota 40.4  

U.S. Average 43.7  

Illinois 46.2  

Michigan 47.5  

Wisconsin 50.5  

California 54.3  

U.S. Gasoline Taxes
Cents per Gallon

July 2004

Wisconsin has one of the highest minimum markup requirements in the 
country this also adds to the pump price

In 2000, gasoline tax in the U.K. was $2.80 per gallon and they were 
paying $4.70 per gallon at the pump.



What are the components of gasoline costs?
#3 – Manufacturing and Marketing



Refining and Marketing Economics
(Source EIA)
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Source: EIA Summer 2003 Motor Gasoline Outlook



Retail Margins

• A typical “corner” station moves 50,000 - 100,000 gallons per month.  
At 12 cents per gallon this comes to receipts of $12,000 out of which 
salaries, leases, insurance, etc. must be paid.  More money is made 
selling cigarettes and beer than gasoline at many of these stations.

• A large station (e.g. Murphy USA) moves about 200,000 gallons per 
month although typically at a lower margin (about 5 - 10 cpg).  
Construction and operating costs are also lower.

• Retail margins are slim – gasoline is often used to attract customer 
traffic.



Components of Gasoline Costs
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