
Winter and Spring Gasoline 
Prices Show Highest Rise 
Since Persian Gulf War

Todd L. Wilson

The Consumer Price Index for All Urban Consumers 
(CPI-U) for the U.S. city average for gasoline of all types 
increased 18.2 percent after seasonal adjustment during the 
6-month period ending in May. This was the highest 6- 
month increase since January 1991, during the Persian Gulf 
War, when gasoline prices rose 19.1 percent in response to 
Iraq’s invasion of Kuwait a few months earlier.1 As of May, 
the average retail price per gallon for gasoline was $1.38, 
the highest level since December 1990 (see chart 1).

Responding to consumer concerns over the suddeness
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1 Iraq’s invasion of Kuwait in August 1990 resulted in fears of oil short
ages, which never occurred, in the summer and fall of 1990. Speculation 
in the oil market, which accompanied these fears, was the driving force in 
rising petroleum prices. Such speculation was primarily the consequence
of the invasion and the resultant United Nations-sanctioned oil embargo.
As other oil-producing countries increased production to make up for the 
loss of Iraqi and Kuwaiti oil, ample supplies led to lower consumer prices. 
After crude markets stabilized, average retail gasoline prices declined for
4 consecutive months, beginning with December 1990.

and magnitude of this year’s rise, in late April President 
Clinton ordered the Department of Energy (DOE) to pre
pare a report on the reasons behind the recent surge in gaso
line prices.2 At the same time, in an effort to increase the 
available supply of oil, he directed DOE to start selling 12 
million of the nearly 590 million barrels of oil from this 
country’s strategic petroleum reserve. Congress has also 
moved to lower gasoline prices following the recent in
crease. In May, the U.S. House of Representatives approved 
a bill to temporarily repeal the 1993 gasoline tax increase of 
4.3 cents per gallon. The U. S. Senate has yet to vote on this 
measure.

In June, DOE released its report—An Analysis of Gaso
line Markets, Spring 1996—explaining gasoline price 
movements from December 1995 to April 1996. (December 
was selected as the starting month because wholesale gaso
line prices are usually then at a seasonal low point. April 
was chosen as the ending month because it was the most

2 See U.S. Department of Energy, An Analysis of Gasoline Markets, 
Spring 1996, June 1996.
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recent month for which complete data were available.) DOE 
found that roughly half of the increase in gasoline prices 
was attributable to an increase in world crude oil prices (see 
table). The remainder of the increase was the result of a rise 
in the resale price spread, which is the difference between 
the resale (wholesale) gasoline price and the crude oil price. 
The resale spread represents wholesale-level changes in 
gasoline prices. More specifically, it reflects refinery pro
cessing costs and margins. There was actually a decrease in 
the retail price spread (excluding taxes), or the difference 
between the retail gasoline price excluding taxes and the 
resale gasoline price. The retail spread—which represents 
retail-level changes in prices—reflects marketing costs, dis
tribution costs, and retail margins. Taxes remained constant 
from December through April.

C o m po s itio n  o f average re ta il p rice  p e r g a llo n  o f ga so lin e  o f a ll 
types , D ecem ber 1995 and  A p r il 1996

December 
Item 1995

Retail price in cents............  116.0
Taxes............................. 40.8
World crude oil price...... 41.8
Resale price spread........  18.1
Retail price spread
(excluding taxes)..........  15.3

SOURCE: U.S. Department of Energy

DOE also reported that, for the most part, unexpectedly 
late cold weather during the latter part of February, as well 
as in March and April, in both Europe and the United 
States, was the chief contributory factor to the price in
creases in petroleum and its products. The weather caused

higher-than-forecasted world demand for distillate fuel oil, 
which is refined from crude oil and is mainly comprised of 
home heating oil (also called fuel oil #2). To satisfy home 
heating oil demand, oil refiners emphasized distillate pro
duction at the expense of gasoline. (There is an inverse re
lationship between the production possibilities of distillate 
and gasoline. In other words, an increase in the production 
of distillate decreases the possible production of gasoline. 
Distillate manufacturing accounts for nearly a third of the 
distillate/gasoline manufacturing in the United States. In 
Europe, it represents more than half.) The January and Feb
ruary blizzards in the United States along with other factors 
including the ongoing economic growth in Asia which re
sulted in heightened demand for petroleum and its prod
ucts, and stabilization of consumption in the countries of 
the former Soviet Union were other contributory factors.

Throughout the winter, crude oil prices had been 
strengthening as a result of high seasonal demand and un
expectedly low supply. As of March, the refiner acquisition 
cost of domestic crude oil was $19.63 per barrel, the highest 
price since October 1992. (See chart 2.) The majority of the 
supply shortfall this past winter resulted from inclement 
weather conditions in the North Sea and the Gulf of 
Mexico. By the time the colder-than-usual weather oc
curred in late winter and early spring, crude oil stocks had 
already been drawn down sharply worldwide. Such condi
tions of high demand and low supply sent oil prices soaring 
as gasoline prices were already beginning their seasonal 
increases in this country.

Despite the tightening of the crude oil market, with high 
demand, low stocks, and sharply rising prices, crude oil re
finers reduced their oil inventories. They did so based upon

April Change
1996 in cents

130.5 14.5
40.8 0
49.8 8.0
26.2 8.1

13.7 -1.6
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the false assumption that prices would fall in the short run. 
Expectations of lower prices reduced incentives for crude- 
oil buyers to increase their stocks3 and were based on the 
anticipation of three potential areas of supply growth. First, 
buyers were anticipating the United Nations’ lifting of the 
embargo on Iraqi oil sales, for humanitarian purposes, and 
the market arrival of a limited supply of Iraqi crude oil.4 
Second, following the Organization of Petroleum Export
ing Countries’ (OPEC’s) increase of production levels in 
January, buyers mistakenly expected further supply in
creases this year, aside from Iraqi sales. Third, buyers erro
neously anticipated that non-OPEC supply increases would 
meet all anticipated demand growth this year.

This past winter and spring, due largely to higher than 
forecasted demand for distillate, the crude oil market re
mained tight with strong demand, high refinery capacity 
utilization, and low stocks. To meet the demands for gaso
line and distillate, oil companies relied heavily on imports. 
From December 1995 to April 1996, crude oil, gasoline and 
distillate imports all rose. Meanwhile, the domestic produc
tion of these products declined.

During the 6-month period ending in March 1996, de
mand for crude oil in North America and Europe outpaced 
world production, despite increased output from OPEC. 
Demand rose by an average of 4.1 million barrels per day, 
while world oil supplies only grew by an average of 3.7

3 Most oil companies manage their stocks/inventories according to an 
“on-time” delivery system. This technique of maintaining relatively low 
stock levels allows them to both cut costs and reduce the threat of envi
ronmental catastrophes from leaking storage tanks. According to this sys
tem, they take delivery of petroleum or its products near the time of need. 
The consequence, during times of supply disruptions and/or unforeseen 
demand, is shortages.

4 In May, Iraq and the United Nations made a pact that permits Iraq to 
sell a maximum of $1 billion worth of oil every 90 days—as much as 
700,000 barrels of Iraqi oil per day. The United Nations will closely su
pervise the sales, ensuring that the majority of the money is spent on food 
and medicine. This will be the first time Iraq has been allowed to sell oil 
since their invasion of Kuwait in August 1990.

million barrels per day. As a consequence, oil stocks of the 
25 countries belonging to the Organization for Economic 
Cooperation and Development (OECD) dropped by 251 
million barrels—the largest drop in 5 years.

Recent events in the California gasoline market have also 
contributed to U. S. gasoline price increases. (California 
consumes about 13 percent of the gasoline bought in this 
country.) This past spring, this State introduced its cleaner- 
burning gasoline called “Phase 2 Reformulated Gasoline” 
(P2RFG). By March 1, California law required its refiners 
to produce P2RFG. They had until April 15 to deliver it to 
California terminals. By June 1, retail gas stations in Cali
fornia were required to sell only P2RFG.5 According to the 
Department of Energy, increased gasoline prices related to 
P2RFG were higher than could be attributed to rises in the 
cost of producing this new fuel, increases in oil costs, or 
typical seasonal fluctuations in gasoline prices. The biggest 
part of the rise in California gasoline prices seemed to 
result from explosions and mechanical failures that 
occurred in April in several refineries serving this market. 
On occasion, more than 12 percent of California’s typical 
gasoline supply was not available. In the absence of other 
quickly available supplies of P2RFG, California gasoline 
prices soared in April and May. For example, in the Los 
Angeles-Anaheim-Riverside metropolitan area, average 
retail gasoline prices rose from $1.30 in March to $1.60 in 
May. (This compares with a 16-cent-a-gallon increase for 
the U.S. city average over the same period.) In May, pro
duction recuperated.

According to most oil industry analysts, U.S. retail gaso
line prices, which have been declining since late May, are 
expected to continue falling this summer. After peaking in 
April, crude oil prices decreased in both May and June.

5 For an announcement of CPI quality adjustments to California gaso
line prices in its sample, see Joe Chelena, “Quality Adjustments for CPI 
Gasoline Indexes Resulting from New California Requirements,” CPI De
tailed Report, May 1995, p. 4.
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