
The drastic price decline in crude oil prices in mid- 
2014 has created significant dialogue about the 
future of the energy markets and the benefactors.  
Gasoline and diesel fuel are produced from crude 
oil and therefore are highly correlated. Very little 
attention has been given to the relative price of 
diesel fuel and the relevance of diesel fuel as an 
additional option in the constantly changing 
energy market. There may be misperceptions in 
the US worth exploring. The presence of diesel 
fuel in other developed countries is significant 
and with the proper incentives there may be 
opportunities to further diversity our energy 
portfolio in the US.

The demand for diesel continues to increase in the 
US and worldwide as many advances in cleaner 
burning diesel fuel have made it more attractive 
for use and sustainability.  However, there is a 
pricing gap that creates challenges. From January 
of 2014 to January of 2015, the price of crude oil 
was nearly cut in half leaving gasoline fuel prices to 
fall roughly 35% while diesel fuel prices fell closer 
to 20% over the same respective time period. As 
diesel fuel attempts to gain market share, we can 
take a closer look at the current opportunities 
in demand, analyze the pricing gap and delay 
between gasoline, and make some suggestions 

3/30/15, the diesel premium stood at 15.4% still 
leaving room for the diesel/gas spread to tighten 
further in a reversion to the mean.  

The long-term advantages environmentally and 
economically of diesel fuel has it well positioned 
in the US for growth.  Lower carbon emissions, 
greater fuel economy, and longer vehicle lives 
equates to opportunities for diesel.  Some policy 
incentives may be just the momentum this market 
needs to reduce costs and spur significant capital 
investments to the refining process as the US 
energy paradigm continues to shift.

for the future of diesel fuel growth in the US and 
beyond.    

A 2013 survey done by Honeywell revealed that 
70% of Americans have never driven a diesel-
powered vehicle, yet 56% recognize that running 
diesel fuel is more fuel efficient than using gasoline.  
Recent advances in the diesel engine have made 
it much more attractive from being quieter and 
lasting longer to having greater fuel efficiency as 
well as lower carbon emissions.  According to the 
US Department of Energy, “the amount of carbon 
dioxide produced for each mile traveled may be 
lower in a vehicle with a diesel engine.”  That said, 
diesel makes up about 2% of the passenger vehicle 
market share versus gasoline in the US while it is 
more evenly distributed in Europe.  While diesel 
fuel presently has a very small influence on the 
individual passenger vehicle owner in the US, 
the increasing demand for fuel economy is of 
utmost importance to the consumer and presents 
great long-term opportunities for the diesel fuel 
market. 

According to the US Department of Energy, “In 
2013, diesel fuel accounted for about 20% of the 
petroleum fuels consumed by the transportation 
sector in the United States and 15% of total US 

Our diverse exposure to the energy sector will 
allow us to participate in any disruption diesel fuel 
may potentially create in the future. Longer-term 
consumers may be positioned to be the biggest 
economic benefactors of diesel fuel due to longer 
engine lives and lower carbon emissions. 

All comments and questions are welcomed.
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The factors stated above explain why diesel fuel is 
more expensive.  Taking a closer look at the price 
gap as a percentage of the price of gasoline can 
give us some perspective on the relative premium 
changes over time.  

If we take the price of diesel subtracted by the 
price of gas we get the diesel/gas spread.  Dividing 
the diesel/gas spread by the price of gas provides 
us with the relative premium of diesel historically 
and presently as we look toward the future.  The 
line graph below displays this from January of 
1995 through March of 2015.
 

There are a few things that stand out on this 
graph.  First, the two large peaks which occur in 
December of 2008 and again in January of 2015 
are both times in which the price of crude oil had 
a drastic fall and bottomed.  In December of 2008, 
Brent Crude hit $35.38 per barrel and in January 
of 2015 it was $46.44 per barrel.  Obviously, it 
takes time for the price to pass through from spot 
to retail markets.  Research estimates that the price 
pass through lag is roughly two months.  

petroleum consumption.”  The commercial use 
and importance of diesel fuel is significant.  94% 
of freight – whether shipped in trucks, trains, or 
boats – relies on diesel.  Diesel power is needed for 
the farming and construction industry, military 
use, as well as its use in diesel-engine generators 
for electricity at many industrial facilities, 
hospitals and electric companies.  Internationally, 
the demand for diesel fuel in the rapidly growing 
developing countries like China and India for both 
passenger vehicles and for industrial machinery 
continues to grow and has placed a premium on 
diesel fuel.

Diesel fuel had traditionally been less expensive 
than gasoline as it was easier to refine as a heavier 
and less volatile fuel.  As of 3/30/2015, the average 
price of diesel fuel in the US was $2.824 per 
gallon compared to gasoline at $2.448 per gallon.  
The 38 cents per gallon premium on diesel can 
be attributed to a number of factors including 
the change in the price of crude oil, the demand 
for diesel, refining costs, distribution costs, and 
taxes.  

Diesel fuel and gasoline are produced from crude 
oil making the price of crude the single most 
important factor in pricing.  The demand for 
diesel typically increases around September as 
it is required for the machinery to harvest and 
transport crops as well as its use in home heating 
versus a lower demand for gasoline during the 
same time.  

Secondly, the seasonality of diesel fuel demand 
is clearly depicted by the higher price premium 
shown on the graph during the colder months 
around January when home heating and harvest 
are in full swing as stated earlier.

Lastly, the last two decades can be segmented out 
and analyzed separately as government mandated 
standards for ULSD in 2006 has caused the relative 
price of diesel to be consistently and substantially 
higher over the past decade versus the preceding 
decade.  

The table below shows the average and median 
diesel premium as a percentage of the gas price 
over the entire period as well as the two segmented 
periods.  

Time 
Periods

Average Median  % of weeks 
Diesel Cost 

More

Jan 95 – 
Mar 15

6.4% 5.7% 77%

Jan 95 – 
Dec 05

1.8% 2.2% 62%

Jan 06 – 
Mar 15

11.9% 10.4% 95%

 
Since 2006 the average premium has increased by 
more than 10% over the preceding period, and 
the price of diesel was higher than gas in 95% 
of the weeks.  This new normal with the price 
premium is making it challenging for a good long-
term investment theme to gain momentum.  As of 

During the refining process, crude oil is separated 
into different components which are converted 
into gasoline, diesel fuel, and other petroleum 
products.  Since the US is a gasoline dominant 
motor fuels market the refining infrastructure 
is designed for optimal efficiency in gasoline 
production.  From a typical 42-gallon barrel of 
oil, the refining process delivers around 19 to 
21 gallons of gasoline and 10 to 12 gallons of 
distillate.  Tweaks can be made to this process, but 
would require significant capital investments.        

The introduction of Ultra Low Sulfur Diesel 
(ULSD), a clean-burning diesel fuel, was gradually 
phased into the market beginning in 2006 
which has increased production costs.  There are 
significant environmental benefits to ULSD.  The 
ultra low sulfur content requires more refining as 
well as special care with pipelines, bulk terminals, 
and tankers.  It is estimated that these costs add 
about 10 cents per gallon to the cost of diesel.        

Taxes are another reason for higher diesel costs.  
The federal excise tax in the US for gas is 18.4 
cents per gallon and 24.4 cents per gallon for 
diesel fuel.  Taxes were increased on diesel back in 
the 1990’s when diesel tended to be less expensive 
than gasoline and they never came down.  From 
the state level, Indiana is the only state in which 
the tax on diesel is less than the tax on gasoline.  
It has been suggested that the higher tax today 
helps fund the highways which the larger diesel 
trucks take a heavier toll on.       
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