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Changing Distillate and GasolineChanging Distillate and GasolineChanging Distillate and Gasoline Changing Distillate and Gasoline 
MarketsMarkets

• Long term market 
factors affecting 
distillate (heating oildistillate (heating oil 
and diesel) and 
gasoline

• Short-term markets



World Petroleum Consumption Growing: World Petroleum Consumption Growing: p gp g
Largest Growth Outside U.S. & EuropeLargest Growth Outside U.S. & Europe
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Europe Major Driver of World Consumption  Europe Major Driver of World Consumption  
Mix Shift Towards DistillatesMix Shift Towards DistillatesMix Shift Towards DistillatesMix Shift Towards Distillates
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OECD Europe: Imbalance Between Refining OECD Europe: Imbalance Between Refining 
d D d M t ith I t /E td D d M t ith I t /E tand Demand Met with Imports/Exportsand Demand Met with Imports/Exports

European Refinery Yields European Net Imports
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Atlantic Basin Price Incentives Shifting Atlantic Basin Price Incentives Shifting 
Toward DistillatesToward Distillates
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U.S.  Petroleum Fuel EnvironmentU.S.  Petroleum Fuel Environment
• Before 2008

– Forecasts called for increasing demand (gasoline and 
distillate) and need for capacity expansionsdistillate) and need for capacity expansions

– Slow shifts to distillate
– Saw planned refinery expansion with hydrocracking 

investments (Marathon Garyville Motiva Port Arthurinvestments (Marathon Garyville, Motiva Port Arthur, 
Valero)

• 2008• 2008
– Surge in world distillate demand (mainly electricity 

needs) sent distillate prices up
U S refiners began shifting yields to distillate through– U.S. refiners began shifting yields to distillate through 
operating changes alone

– Recession reduced demand, some projects delayed
– U S Energy Independence and Security Act (EISA)U.S. Energy Independence and Security Act (EISA) 

reduced long-term need for petroleum-based gasoline



LongLong--Term U.S. PetroleumTerm U.S. Petroleum--Based* Gasoline Based* Gasoline 
and Distillate Fuel Needs Shift with EISAand Distillate Fuel Needs Shift with EISAand Distillate Fuel Needs Shift with EISAand Distillate Fuel Needs Shift with EISA

Million Bbls Per Day 2008 2023 Change

Gasoline & E85 
Demand 9.01 9.27 0.26

NPRA 2009 Annual Meeting

* Crude-Based excludes ethanol, biodiesel, and 
distillate from coal-to-liquids and biomass-to-liquids. 
Source: AEO 2009 Reference Case



LongLong--Term U.S. PetroleumTerm U.S. Petroleum--Based* Gasoline Based* Gasoline 
and Distillate Fuel Needs Shift with EISAand Distillate Fuel Needs Shift with EISAand Distillate Fuel Needs Shift with EISAand Distillate Fuel Needs Shift with EISA

Million Bbls Per Day 2008 2023 Change

Gasoline & E85 
Demand 9.01 9.27 0.26

Ethanol 0.60 1.57 0.97

* Crude-Based excludes ethanol, biodiesel, and 
distillate from coal-to-liquids and biomass-to-liquids. 
Source: AEO 2009 Reference Case



LongLong--Term U.S. PetroleumTerm U.S. Petroleum--Based* Gasoline Based* Gasoline 
and Distillate Fuel Needs Shift with EISAand Distillate Fuel Needs Shift with EISAand Distillate Fuel Needs Shift with EISAand Distillate Fuel Needs Shift with EISA

Million Bbls Per Day 2008 2023 Change

Gasoline & E85 
Demand 9.01 9.27 0.26

Ethanol 0.60 1.57 0.97

Crude-Based Gasoline 8.41 7.70 -0.71

* Crude-Based excludes ethanol, biodiesel, and 
distillate from coal-to-liquids and biomass-to-liquids. 
Source: AEO 2009 Reference Case



LongLong--Term U.S. PetroleumTerm U.S. Petroleum--Based* Gasoline Based* Gasoline 
and Distillate Fuel Needs Shift with EISAand Distillate Fuel Needs Shift with EISAand Distillate Fuel Needs Shift with EISAand Distillate Fuel Needs Shift with EISA

Million Bbls Per Day 2008 2023 Change

Gasoline & E85 
Demand 9.01 9.27 0.26

Ethanol 0.60 1.57 0.97

Crude-Based Gasoline 8.41 7.70 -0.71

Total Distillate Demand 3.94 4.75 0.81

Biomass, CTL, BTL 0.05 0.43 0.38, ,

Crude-Based Distillate 3.89 4.32 0.43

* Crude-Based excludes ethanol, biodiesel, and 
distillate from coal-to-liquids and biomass-to-liquids. 
Source: AEO 2009 Reference Case



Heavy Duty Truck Use Drives Future 
Di l D dDiesel Demand
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Short-Term Issues
• Unusually high distillate prices relative to crudeUnusually high distillate prices relative to crude 

oil in 2008
– Drought conditions in South America, Africa required 

diesel importsdiesel imports
– Lack of natural gas in South America on top of drought
– Lack of product from Russia/Eastern Europe for 

Western Europe

• U.S. refiners responded, providing some insights U S e e s espo ded, p o d g so e s g ts
into future distillate supply potential 



Unusual Short Term Surge in Distillate 
in 2008

140
160

G C

Gulf Coast Gasoline and Diesel Minus Crude Oil Prices

Hurricanes

80
100
120

G
al

lo
n Gasoline - Brent Crude

Low Sulfur Diesel - Brent

40
60
80

en
ts

 P
er

 

-20
0

20C
e

Ja
n-

07

M
ar

-0
7

M
ay

-0
7

Ju
l-0

7

Se
p-

07

N
ov

-0
7

Ja
n-

08

M
ar

-0
8

M
ay

-0
8

Ju
l-0

8

Se
p-

08

N
ov

-0
8

Ja
n-

09

M
ar

-0
9

Source: Reuters Weekly Average Spot Prices Gulf Coast Conventional Gasoline, Low Sulfur 
Diesel, and Brent Crude Oil



In 2008, U.S. Shifts from Net Importer to Net In 2008, U.S. Shifts from Net Importer to Net 
E t f Di till tE t f Di till t Sh t L T ?Sh t L T ?Exporter of Distillate Exporter of Distillate –– Short or Long Term?Short or Long Term?
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Distillate Yields Reflect Price Distillate Yields Reflect Price 
IncentivesIncentives

Distillate Production/(Crude+Unfinished Oil Inputs)
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Distillate Incentives Resulted in Distillate Incentives Resulted in 
U d t d U S O ti Yi ld ShiftU d t d U S O ti Yi ld ShiftUnprecedented U.S. Operating Yield ShiftUnprecedented U.S. Operating Yield Shift

14
Refinery Yield Shifts May-Aug 2007 to May-Aug 2008
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Atlantic Basin Fuel UncertaintiesAtlantic Basin Fuel Uncertainties
• Short-term

– How long will the economic slump keep demand down?How long will the economic slump keep demand down?
– How long will strong short-term distillate pull from other 

countries continue – Europe in particular
How fast will increase in diesel export capacity occur?– How fast will increase in diesel export capacity occur?

– Lower refinery utilization vs. closures

• Long-term
– Need for new refining capacity moved out in time. How 

far?far?
– Still seeing need for shift to distillate from gasoline,  but 

will U.S. (and world) policies further change level and 
mix of petroleum product needs?mix of petroleum product needs?



Bottom Line Long Term

• Downward pressure on 
gasoline prices

• Upward pressure on diesel 
prices



Short-Term Price Outlook
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