


Appendix IV

Further Detail on Question 4: How has increased ethanol and biodiesel consumption affected
gasoline and diesel prices?

Table 1. Petroleum Consumption Reduction Attributed to Ethanol Use
(thousand barrels per day)/(billion gallons/yr)

2007 2008 (estimated)
Ethanol Demand 446/6.8 ~590/9.0
Gasoline Displacement 1/ 357/5.5 ~472/7.2

1/ The methodology and references for deriving the fuel economy penalty for 10 percent ethanol/gasoline blends
(E10) is based on the average of two technical analyses of consumption and emission effects performed on 1989 and
2001-2003 vintage vehicles. The first study conducted as part of the Auto/oil Air Quality Research Program
indicated a 2.6 percent fuel economy decrement for E10 gasoline blends. The second study conducted by the
Coordinating Research Council on 2001-2003 vintage vehicles indicated a 1.4 percent fuel economy decrement for
E10 gasoline blends. Averaging the two studies results in a 2.0 percent fuel economy decrement for E10.
Converting from fuel economy space (miles per gallon) to consumption space (gallons per mile) results in a 2.041
percent consumption penalty for E10 blends.

12









corn prices were relatively stable. From January 2002 through September 2006, corn prices
averaged $2.18 per bushel. However, between September 2006 and May 2007, corn prices jumped
61 percent to $3.56 per bushel in May 2007.

During this same period, the CPI for food averaged a year-over-year increase of 2.4 percent. In fact,
the inflation rate for food declined from a five-year peak of 4.1 percent in May 2004 to a 2.5 percent
year-over-year rate in September 2006. However, since September 2006 the CPI for food has
accelerated to a year-over-year rate of 3.7 percent in April 2007, an increase of 1.2 percent. During
this same period, cash market corn prices increased $1.15 per bushel. While it is tempting to blame
the entire increase in food price inflation over the past eight months on higher corn prices, most of
the increase in food prices was the result of foods not impacted by corn such as fish, fruits and
vegetables, sugar and sweeteners, and food away from home. Meat, poultry, eggs, and dairy
products — the foods where corn is a major input and are most affected by rising corn prices —
accounted for about 0.2 percent of the 1.2 percent acceleration in food price inflation between

September 2006 and April 2007. Rising energy prices had a more significant impact on food prices

than did corn.

Year-over-year increases in the CPI for all Items, CPI for food and selected components are shown

in Table 1.Table 1

CPI Urban Workers
Percent Change, Year-Over-Year

Cereals Meat

All All Bakery Poultry | Beef &
Items Food Prods Fish Veal Pork | Poultry | Eggs Dairy
2002 1.6% 1.8% 2.2% 0.5% 0.1% -04% | 1.3% 1.3% 0.6%
2003 2.3% 2.2% 2.4% 4.0% 9.0% 1.9% 1.3% | 13.8% | -0.1%
2004 2.7% 3.4% 1.6% 7.4% 11.5% 5.6% 7.5% 6.2% 7.3%
2005 3.4% 2.4% 1.5% 2.4% 2.6% 2.0% 20% | -13.7% | 1.2%
2006 3.2% 2.4% 1.8% 0.8% 0.8% -0.2% | -1.8% | 4.9% -0.5%
Jan-07 2.1% 2.4% 2.7% 1.7% 0.2% 1.4% 0.2% | 11.8% | -0.1%
Feb-07 2.4% 3.1% 4.1% 1.7% 1.4% 0.5% 1.0% | 29.1% 0.2%
Mar-07 2.8% 3.3% 3.6% 2.8% 2.3% 2.2% 2.1% | 20.8% 1.5%
Apr-07 2.6% 3.7% 4.5% 3.7% 4.7% 0.7% 46% | 18.6% 2.5%

Annual average and recent monthly average market prices for corn, soybean meal, Distiller’s Grains

and regular gasoline are shown in Table 2. The shift in corn prices that occurred in late 2006 is





