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US GDP Growth: The “Tax Cut” From Cheaper Oil 
 
 
Mixed in with the unnerving headlines, beleaguered US consumers have received at least one piece of 
good news in recent days, as gasoline prices have followed plunging benchmark crude prices lower. Early 
2011’s run-up in national average gasoline prices to a three-year high of nearly $4/gallon represented a 
de facto tax of about $200 billion on job-challenged consumers, contributing centrally to “headwinds’ 
that undermined first half US GDP growth. The shock from triple digit oil appears in retrospect to have 
offset much of the lift from last December’s vaunted Obama-Republican tax cut deal. Besides dinging the 
consumer, rising oil prices have also hampered businesses like transport and travel, non-energy resources, 
and autos, adding in the latter case to dislocations due to March’s Japanese earthquake. 
 
After a week of gut-wrenching volatility exacerbated by Friday’s US downgrade, there is uncustomary 
uncertainty over where crude prices will eventually settle. Observers were paring their GDP forecasts for 
Europe, China and the US even before last week’s fiscally restrictive US debt deal. Europe’s debt problems 
remain as troublesome as ever. A less-resilient global growth environment suggest oil prices will remain 
well below their recent highs through 2012 in the absence of new supply side shocks akin to the war in 
Libya, which sent prices through the roof earlier this year. 
 
Refiner’s acquisition costs represent 70-80% of the retail pump price of gasoline in the US. A dollar 
decline in well head prices typically shaves 3-4 cents per gallon from pump prices. Average prices at just 
over $3.60 per gallon are still about 10 cents above late June’s lows. That and longer term relationships 
suggest prices could fall by a further 40-50 cents per gallon if West Texas prices remain near today’s level 
of around $80/barrel. 
 
We recently developed a model (See Oil Prices 
and the North American Economy, Economic 
Insight, p. 7-9) to simulate the impact of oil 
prices on the US economy, drawing on the 
evidence of the last thirty years. Estimates from 
our VAR model—a statistical approach designed 
to capture historical data relationships—suggest 
that a $20/bbl drop in crude oil prices would 
ordinarily add about half a point to the level of 
GDP over the course of the subsequent 4-6 
quarters (see chart), allowing for the positive 
impact on auto sales, consumer spending and 
various types of business activity. Quarterly GDP 
growth on average in that period would be 
about 0.2–0.3%-pts stronger than in the base 
case. 
 

Chart 
Impact of $20/Barrel Oil Price Decline in US GDP 
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Given that sort of impact, the lift from cheaper gasoline isn’t likely to be the magic bullet that single-
handedly puts a sub-par recovery back on the rails. But it does form part of our view that the US economy 
will see disappointing growth rather than a return to outright recession in the next few quarters. 
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