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The original Clean Air Act1 and the Clean Air Act 
Amendments of 19902 grant the State of California control 
over air quality standards within its borders. California 
consumes approximately 13 percent of all gasoline sold in 
the United States.

The California Air Resources Board (CARB) is the State 
agency that administers the air quality programs. CARB 
mandated that as of June 1, 1996 all gasoline sold State
wide at retail establishments must meet cleaner-burning 
requirements. This new cleaner-burning gasoline is known 
as “Phase 2 Reformulated Gasoline” (P2RFG). The Phase
2 regulations supplant Federal Reformulated Gasoline 
(RFG) requirements that began January 1, 19953 in South
ern California, as well as those for the sale of winter Oxy
genated gasoline in other areas of the State since 1992.

The Consumer Price Index (CPI) measures the change 
in the price of consumer products by following the prices of 
a sample of consumer items. When a product changes, the 
CPI separates changes in quality from the pure price change 
of the items in its samples. The CPI reflects only the pure 
price change. When a government agency mandates a 
change to improve a product’s safety or environmental or 
health impact, the CPI views any associated change in its 
price as entirely due to changes in its quality. Consequently, 
the CPI does not reflect any price change associated with 
mandated product changes. To remove the effect of man
dated changes from the index, the CPI quality-adjusts the 
affected products in the sample. The annual quality adjust
ments for automobiles and the December 1994 and Janu
ary 1995 quality adjustments for Federal RFG4 are examples 
of such adjustments.

Besides the June 1 retail mandate, CARB also required 
that refiners in the State begin producing P2RFG no later 
than March 1,1996. This was to allow for a gradual phase-

1 According to 42 U.S.C. 7407(d).
2 According to Public Law 101-549.
3 See Energy Information Administration, Assessment of Reformulated
Gasoline, Volume 1, DOE/EIA-SROOG(94/Ol) (Washington, D.C.,
October 1994), p.79.
4 See CPI Detailed Report, December 1994, p.5.
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out of the other types of gasoline. Due to a series of refin
ery mishaps in California, and nationwide shortages of other 
types of gasoline, California’s retailers began to receive 
P2RFG in volume earlier than expected.5 In May, approxi
mately 90 percent of California’s CPI outlets reported prices 
for P2RFG. These observations were quality adjusted; the 
remainder will be adjusted in June.

The CPI quality adjustments in this case are the esti
mated production costs plus estimated retail markups. Pro
duction cost data were obtained from CARB and, where 
possible, from petroleum companies through the Producer 
Price Index.6 In Northern California, these data were ap
plied to the retail observations. To avoid double-counting 
the value of the quality adjustments made for Federal RFG 
in December 1994 and January 1995, the Federal quality 
adjustments were subtracted from the P2RFG quality ad
justments before the latter were applied to the Southern 
California quotes.

Depending on the brand and grade of gasoline, and the 
location of the outlet, the quality adjustments ranged from 
$0,077 (7.7 cents) to $0,173 (17.3 cents) per gallon. Ap
plying these values reduced May’s rate of increase by 0.9 
percent at the U.S. level for both the seasonally adjusted 
and the not seasonally adjusted gasoline, all-types indexes. 
For Los Angeles, the published increase was 6.1 percent 
for gasoline of all types. (Without the quality adjustments, 
the increase in Los Angeles would have been 11.3 percent.) 
In San Francisco, the published increase was 1.9 percent; 
without the adjustments, the increase would have been 9.6 
percent.

For users of the Bureau’s gasoline average prices, it 
should be noted that published average prices are not qual
ity adjusted, and thus reflect the full retail price effect of 
the regulation.

5 Though not verified by reporting outlets, it is suspected that P2RFG 
first arrived in small volume at a few stations in late April. Because of the 
lack of verification no QAs were performed for that month.

6 These estimates are described by Maria T. Caswell in “Quality Adjust
ment for Changes to Gasoline Resulting from the California Air Resources 
Board Requirements, Effective March 1,1996/* Bureau of Labor Statistics, 
Producer Price Indexes, April 1996, pp. 4-5.
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