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Dealing with the End of Cheap Gas
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The gas price debate in the U.S. is a lot like the movie Groundhog Day. Fourteen times over
the last 25 years, gas prices in the United States have jumped by at least 5% between the
months of March and June. ! Each time, Americans feel more and more of a pinch on their
wallets. And each time, policymakers roll out the same stale and ineffective solutions. While
calls for more drilling or releasing the Strategic Petroleum Reserve may make for good

sound-bites, these proposals would do little if anything to reduce oil prices.

Reasons vary for the oil price increases we saw in 1979, 1983, 1989, 1992, 1996, 1999, 2000,
2002, 2006, 2007, 2008, and 2011. But America’s underlying reliance on oil for
transportation fuel, and its impact on our economy, remains the same. While there is
competition among oil companies to develop, produce, and distribute gasoline and
competition among gas stations to sell it, almost no drivers have a genuine choice of fuels;
petroleum owns a virtual monopoly. That keeps us at the whim of global oil prices. This is a
long-term problem that, unfortunately, requires a long-term solution. Instead of taking
steps that might marginally impact the price of oil for a short period of time—and provide a
minimal amount of relief at the pump—the U.S. needs to accelerate the innovation and
commercialization of other transportation fuel options. This isn’t a set of pie-in-the-sky
ideas: electric and natural gas vehicles are already on the road, and researchers are making
great strides in developing advanced biofuels.

The Problem: Too Many Empty Promises
on Gas Prices

Many on both the right and the left in Washington continue to fixate on expanding
domestic supply or investigating speculation or price gouging as the explanation for high
gas and oil prices. Like eating cotton candy to stave off hunger, these solutions may
momentarily satisfy, but they do not solve the underlying problem. In reality, there is little
that U.S. policymakers can do to impact global oil prices. The following are some of the

short-term “cotton candy” ideas that are being dusted off yet again in the oil debate.

Drill, Baby, Drill

Many in Congress claim that the U.S. can compensate for high gas prices by expanded
drilling in Alaska. The facts, however, are stubborn: opening the Arctic National Wildlife
Refuge (ANWR), or other domestic sources, would have no immediate effect on price. It
would take 8-12 years before the U.S. would see any increase in supply. 2 Even then, peak
production from ANWR would reduce American imports of foreign oil by only 3-4%. Any
impact on price could take 20 years to materialize and would be minimal—less than four
cents per gallon. > And of course, OPEC would retain the power to eliminate even these
minimal benefits by decreasing exports by a comparable amount. *



End the “De Facto Moratorium”

Despite claims that the Obama Administration has maintained last year’s offshore drilling
moratorium, the Interior Department has re-opened the Gulf and other sites to drilling
projects—and it has not had a significant impact on oil prices. > Oil resources in the Gulf
are simply not sufficient to reduce prices at the pump. The proof is in the 2008 experience,
when we saw serious gas price woes long before the BP spill and drilling moratorium.

Relief at the Pump

When prices get high, the temptation to appease voters with short-term relief is strong and
often comes at the cost of fiscal responsibility. In 2006, Senate Republicans offered a plan to
give Americans a $S100 rebate to ease pain at the pump. In 2008, then-candidates John
McCain and Hillary Clinton proposed a temporary holiday from the 18 cents per gallon
federal gas tax. While these proposals would provide only mild relief to middle-class
families, they would cost the federal government billions. In 2008, the average family spent
more than $2,700 per year on gasoline. ¢ A $100 holiday amounts to less than two weeks of
consumption. The federal budget, however, would suffer an enormous blow: a $100 rebate,

even if limited to Americans earning under $100,000, would add $10 billion to our national
debt. 7

Build Refinery Capacity

Some argue that a bottleneck at domestic refineries is to blame for gas price increases and
that expanding our refining capacity and reducing regulation would provide relief.
However, refining costs make up only 11% of the price of gasoline, while crude oil prices
account for 67%. 8 Furthermore, incremental refining capacity already has risen along with
gas prices. And these cannot be regarded as a short-term fix because any expansion of
refineries would not be on line for many years. While a close look at our domestic refining

capacity may be worthwhile, it would have no significant or immediate impact on oil prices.

Tapping the Strategic Petroleum Reserve (SPR)

The Strategic Petroleum Reserve was created in 1974 as a line of defense against a serious
disruption in commercial oil supply. Now, some have signaled support for opening the
reserve to combat rising gas prices. The SPR contains 727 million barrels of gas—enough to
meet U.S. demand for only 35 days. At best, tapping the reserve could serve as a stop-gap
measure. At worst, however, it could cause prices at the pump to increase. Opening the
reserve carries with it the danger of overstating U.S. concerns about future supply
disruptions, possibly causing a dive in investor confidence and even more pain at the pump.
It also makes the United States much more vulnerable if there is a major oil supply



disruption due to unexpected events, like additional uprisings in the Middle East, or a
natural disaster.

Eliminate Oil and Gas Subsidies

As the national deficit skyrockets, many are quick to harness drivers’ frustration with high
gas prices to eliminate tax subsidies for oil companies. Tax subsidies are commonly used to
encourage fledgling industries and some argue that large, integrated oil and gas companies
need no such help. While eliminating the industry’s tax advantages may be a valid tool for
deficit-reduction, this proposal would not move our country forward in terms of energy
supply or independence. Nor will it likely result in easing the burden on drivers around the
country as oil companies seek to satisfy shareholders by passing through the costs to
consumers.

The Solution: Innovation and Choice

In 1974, Richard Nixon told the nation in his State of the Union address that he would seek
to make the United States energy independent by 1980. In the almost 40 years since, every
president has made the same promise. All, so far, have failed. As we face the end of the era of
$2 gas, our country remains captive to oil for transportation. Less than 0.5% of American
commercial and private vehicles are electric or hybrids or use natural gas or alternative

fuels. ?

Companies and researchers are developing the technologies that will give American drivers
the same choices for fuel that they have for virtually every other product they purchase. But
because the technologies are new and competing against a fuel and infrastructure with a
100-year head start, these fledgling industries need assistance to correct for the market’s
failure to encourage innovation and create competition. This means setting standards for
electric vehicles and building-out the infrastructure to alleviate consumers’ concerns that
they won’t have any place to recharge; expanding the use of natural gas for fleet vehicles so
that goods and services are not as vulnerable to the price of oil; and developing advanced
biofuels that do not impact food prices.

Electric Vehicles

The electric car, long considered the vehicle of the future, is finally here. There were 31
electric or hybrid models on the U.S. market in 2009. By 2016, this is expected to jump to 159
models. 1° Many of these models are built in the U.S. and create manufacturing jobs.
Today’s battery technology does not yet have the power or energy density to compete with
the range, performance, and cost of conventional vehicles. This is where a smart

deployment strategy, clear standards, and targeted investments can make all the difference.



Deployment

To help short-term adoption of electric vehicles, as well as innovation, Senators Jeff
Merkley and Lamar Alexander have proposed creating “deployment communities.” ! This
would provide competitive grants to a select number of cities and towns across the country
to serve as test-areas for wide electric vehicle deployment. These communities would learn
about the most effective ways to recharge vehicles, the impact they have on the electrical
grid, and what unanticipated infrastructure demands might arise. As important, this would
provide a clear set of test markets for electric vehicle manufacturers, providing them the
certainty they need to continue to innovate.

Standards

Imagine if today’s cars and trucks all had different gas receptacles. No one could be
confident that they could find a gas station with the right pump to fill up the tank. That’s
the problem today for electric vehicles. There is no single standard for electric vehicle
charging receptacles. The National Institute of Standards and Technology should take the
lead and create the standards for these receptacles that can lead to mass adoption of electric
cars both for short and long distance trips. > Creating a standard for charging receptacles
also would provide more certainty for companies interested in building recharging stations.

On the local level, most electric vehicle owners will recharge at home. But the lack of a
receptacle standard will be a roadblock for creating a national recharging station network.
This increases the “range anxiety” of drivers who envision being stranded on a family
vacation, weekend trip, or out-of-town sales meeting. Coupling standardization with a
federal investment in safe “Direct Current (DC) fast charging” recharging stations would
provide EV drivers with access to electricity on long trips. A trigger could be created to only
launch the program once a certain number of electric vehicles hit the road. It could be
limited to gas stations located within three miles of the federal highway system to address

range anxiety, without competing with the home and local recharging stations.
Investment

Finally, even in an era of budget austerity, it is smart to maintain the momentum created by
the $1.5 billion investment in federal advanced batteries research. > Research funded by
these investments is already increasing the range and reducing the cost of batteries.
Achieving parity with today’s cars would slash the $146 billion taxpayers spend each year
on oil imports from countries on the U.S. State Department’s Travel Warning List.
Investments by the Department of Energy in advanced batteries are expected to reduce the
cost of several electric car batteries by up to 70% by 2015, and create the ability to produce
500,000 electric vehicles annually. > Farther out on the horizon, ARPA-E has invested $80



million into a variety of groundbreaking battery technologies that lead to a low cost battery

that can power a car for far longer than a full tank of gasoline. 10

Advanced Biofuels

Another alternative to oil is another liquid fuel that drivers could pump into their car’s tank
as easily as gasoline. Biofuels made from corn already displace over 300 million barrels of
oil every year. 17 But today’s biofuels come from food crops like corn, impact food prices,
and displace a low percentage of oil-based gas on an energy basis (approximately 5%) at the
pump. ® Advanced biofuels offer a path towards making a new form of “drop in” fuel a
reality. These new fuels would come from a variety of sources, including algae, agricultural
waste, or even municipal waste. American farmers could grow advanced biofuels
domestically to help replace foreign oil. This would not require the new purchase of
vehicles, which is currently necessary to use gasoline blended with ethanol.

Late-stage research is already underway that could bring down the cost of advanced
biofuels so that they are competitive with gasoline. But investments are slowing because of
a lack of advanced biofuel access to any commercial scale refineries. Without such
refineries, these new fuels cannot get to the market. President Obama has called for four
bio-refineries to be up and running in two years. 2° This should be a national priority.
These large-scale projects not only would provide new fuel options for drivers (as well as in
marine and air travel), they would provide a valuable test bed to determine how to make
alternative fuels more efficiently and effectively for the next set of commercial-scale bio-
refineries.

Natural Gas

The discovery of huge new fields of recoverable, affordable natural gas in the Eastern and
Intermountain United States has opened up new possibilities for domestic use of this fuel
source. It is domestic, cheaper than oil, and produces less pollution. But of the 6.5 million
trucks on the road in the United States, only 112,000 currently use natural gas. 2! To be
sure, natural gas is not ideal for long-haul trucks or personal vehicles because of a shortage
of refueling stations, infrastructure bottlenecks, and relative lack of horsepower. But it is an
excellent alternative for the 66% of commercial trucking trips that are less than 100 miles.
Natural gas can already compete with gasoline on price and its infrastructure has already
been built-out in many urban areas for city buses and companies with large vehicles fleets,
like UPS. Internationally, more than 12 million vehicles already use natural gas. 22

To provide Americans with a choice between natural gas and diesel-fueled commercial
vehicles, the government could provide assistance to states and companies to help them

transition away from diesel-dependent trucks by retrofitting almost 100,000 trucks to



natural gas over the next 5 years. Converting the nation’s 6.5 million 18-wheeler freight

trucks to natural gas would save 4.2 million barrels of oil per day, %>

or nearly 20% of our
nation’s total consumption. 2* More importantly, this would provide a market signal that
commercial consumers prefer a choice between competing technologies and fuel sources,

thereby leading to greater competition between oil and natural gas as a transportation fuel.

Conclusion

For the last 100 years, the only choice Americans have had in filling up their cars is between
gas stations. In an era of cheap oil and gasoline, that wasn’t such a bad strategy. But now,
the era of cheap gas is over, and we need new solutions.

What we don’t need are short-term purported fixes that may alleviate the symptoms
temporarily, but do nothing to treat the underlying disease. The real medicine the United
States requires is developing alternative ways to power vehicles, whether it’s electric cars,
natural gas, or advanced biofuels. This will take some time to have an impact. But after 40
years of escalating gas prices and no real solutions, it is far past time to get started.
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