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What To Do with Our Coming Oil Glut?
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Fig. 1 - US petroleum production and the spread between US price and world price
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This exacerbates the coming imbalance between refin-
ing capacity and quantity available to be refined.

A secondary contributor to the glut has been the reduc-
tion in consumption that occurred with the world-wide
recession of 2008, and years following. This reduction
in demand further amplifies the effects of the larger
supplies.

The export ban

We can't just export any surplus crude. The Energy
Policy and Conservation Act (EPCA) of 1975 prohib-
its it. EPCA was passed right after the crisis created
by the OPEC embargo. The objectives were to con-
serve domestic petroleum supplies and protect the US
from vagaries of the international market. The legisla-
tion provides that, when warranted by the "national
interest", exceptions can be granted on an ad hoc basis,
and the President is authorized to lift the ban entirely
by executive order.

It is important to note that petroleum products, defined
as oil that has been refined to some extent, were not
prohibited by EPCA. Therefore, as US production has
increased, we have observed a significant increase in
exports of those products (now about 3.5 mgd), rather
than crude oil itself.

If the export ban is not lifted, the domestic price of
crude will fall further and production growth will slow
down, but gasoline prices will not fall until investment
in refineries and logistics makes larger supplies of gas-
oline available.

Brent prices have been about $7 above US prices
in recent months. Given estimates that we might
export a half billion or more barrels per year if the
ban were lifted, exports might contribute an addi-
tional $50 billion per year to our trade balance,
and increase GDP by a half percent (Ebinger,
2014). With stakes this high, you can expect to
see increasing pressure on Congress and the Presi-
dent to repeal or lift the ban over the next few
months, especially after the elections this fall.

Who would be affected by lifting the ban?

Motorists - In general, lifting an export ban allows
domestic price to rise to meet the level of world
price. Domestic crude oil price would surely rise,
and it might seem that gasoline prices would rise
along with it. However, we already export gaso-
line, so it is priced closer to world markets than
crude oil itself, and my view is that it would not be
affected so much. Some analysts (Ebinger) even
argue that gasoline prices would fall if the ban
were lifted.

Oil companies - Clearly the owners of crude oil
stocks in the US would benefit from lifting a ban,
as their price would rise. However, due to the lim-
its on refining capacity, current refining margins
are high by historical standards, and lifting the ban
would reduce those margins

Biofuel industry - If gasoline price rises, the price
of biofuels will rise. But as noted above, it is not



clear that higher petroleum prices would in our cur-
rent circumstances lead to higher gasoline prices.

Energy security - While this is an ill-defined term,
lifting the ban will result in greater domestic crude oil
production, which will provide greater energy securi-
ty for the US. Even if part of that extra production is
exported, those exports could be diverted to domestic
use in any energy emergency.
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