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Eakinomics: The Oil and Gasoline Roller Coaster

Global oil and gasoline markets have gone for quite the ride. And the resulting policy ride has been bumpy as
well.

Rapid shiftsin global demand were paired with slower adjustments in supply, causing prices to swing widely. In
the spring of 2020, demand for oil collapsed so rapidly that futures prices briefly turned negative. More
recently, the action has been in the other direction, with demand recovering rapidly (although not yet back to
2019 levels) and global supply rising more slowly. The result, as Ewelina Czapla lays out in her most recent
pieceisglobal oil prices reaching $80 per barrel territory.

Gasoline supply, demand, and prices have followed suit, in part because crude oil makes up half the cost of
gasoline, and because domestic demand and refinery supply have mirrored the global market (see below,
reproduced from Czapla).
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High gasoline prices are a burden for any administration, even an administration that wants to move away from
fossil fuels and pretend that the shift will be painless. President Biden has called on OPEC to increase

production, which is silly from a climate perspective — it does not matter where the carbon comes out of the
ground; only that it goes into the atmosphere — and infuriating for those who felt that North American energy
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revolution of the past decade had stripped OPEC of its geopolitical power.

The administration has also floated some domestic policy initiatives. But as Czapla notes. “In its attempts to
identify how to reduce oil and gasoline prices, the Biden Administration has focused on policies that are either
too slow-acting — reversing the moratorium on new oil leases on federal lands — or too small — releasing oil from
the Strategic Petroleum Reserve (SPR) — or misguided — banning exports — to be effective.”

In the end, the energy policy incoherence stems from a climate strategy that feature demonizing and restricting

the supply of fuel sources— notably, coal, oil, and natural gas — instead of using abatement incentives such asa
carbon tax to reduce emissions of greenhouse gases regardless of their source.
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