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The federal tax incentive has been responsible in 

large part for building an American ethanol indus

try that has generated an estimated $33.4 billion 

(2008$) in tax revenue for the federal government 

and nearly $17 billion (2008$) of additional tax 

revenue for state and local governments since 1978, 

reduced America’s tab for imported oil by $97.5 

billion, helped reduce farm program payments by 

more than $3 billion annually since 2006, and put 

some $66 billion more into the pockets of Ameri

cans in the form of increased household income 

since its inception in 1978. By contrast, the federal 

government has spent just $33.4 billion in the form 

of the partial exemption for ethanol from the 

federal excise tax on motor fuel. All told, the return 

on investment (ROI) for each dollar expended in the 

form of the federal tax incentive for ethanol use is 

nearly five to one.1 

History of the Federal Tax Incentive for 
Ethanol Use 

The first federal tax incentive for ethanol was a 

40 cents per gallon exemption for ethanol from 

federal excise taxes on motor fuel 

enacted as part of the Energy 

Policy Act of 1978. Between 1978 300 

and today the tax exemption has 250 
ranged between 40 and 60 cents 

200 
per gallon. In its current form, the 

exemption is the Volumetric Etha
150 

nol Excise Tax Credit (VEETC) that 100 

was created by the American Jobs 50 

Creation Act of 2004. The VEETC 0 

replaces previous federal ethanol 

excise tax credits and provides 

blenders with a federal tax refund Source: OPIS; EIA 

of 51 cents per gallon of ethanol 

on each gallon of ethanol blended 

1 The calculation is a result of the sum of the increase in federal, 
state and local tax revenues, reduction in oil imports, and farm 
program payments compared to the total amount spent in the 
form of the ethanol tax incentive 

with gasoline. Under provisions of the 2008 Farm 

Bill, the tax exemption will drop to 45 cents per 

gallon in 2009. The excise tax exemption plays an 

integral role in supporting investment and develop

ment in ethanol production facilities, next gen

eration ethanol technologies, and the signifi cant 

growth in the industry. 

The Role of the Federal Tax Incentive for 
Ethanol Use 

The importance of the excise tax exemption in mak

ing ethanol competitive with gasoline is illustrated 

in Figure 1. Between 1986 and 2006 the spot mar

ket price of ethanol in Midwest markets averaged 

129.6 cents per gallon while the average price of 

regular gasoline at Gulf Points was 72.6 cents per 

gallon. Over this period ethanol was 57 cents per 

gallon more expensive than gasoline2. During this 

20 year period the ethanol excise tax exemption 

averaged 55.1 cents per gallon reducing the differ

ence between spot market ethanol and gasoline to 

1.9 cents per gallon. 

Spot Market Midwest Ethanol and Gasoline Prices 

1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 
YTD 

1986-2006 avg price: 
Midwest ethanol 129.6 cpg 
Net ethanol 74.5 cpg 
Reg gasoline, Gulf 72.6 cpg 
Difference 1.9 cpg 

Ethanol, Midwest Net Ethanol Reg Gasoline, Gulf Pts 

2 In 2007 and 2008 crude oil and gasoline prices soared to record 
levels. While ethanol prices also increased they were generally 
below gasoline prices for most of the period. 
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Without the excise tax credit gasoline blenders 

would have little or no economic incentive other 

than the octane value to blend ethanol. With

out this important incentive it is unlikely that the 

ethanol industry would have been able to compete 

with MTBE as an oxygenate to meet the carbon 

monoxide and RFG requirements of the Clean Air 

Act of 1990. 

The Economic Benefits of the Federal Tax 
Incentive for Ethanol Blending 

The economic benefit of the ethanol excise tax 

credit can be estimated by examining the contribu

tion of the ethanol industry over the period the 

excise tax credit has been in place. The primary 

exception to this is the post 2005 period when the 

mandates provided by the RFS have replaced the 

tax credit as the primary incentive for investment 

and production. The benefits of the ethanol excise 

tax credit since its inception in 1978 include: 

� More than 53 billion gallons of ethanol have 
been produced, or about 1.2 percent of all the 
motor gasoline sold over this period. (In 2008, 
ethanol represents 7 percent of the nation’s gaso
line supply.) 

� The total volume of ethanol produced over 
the past three decades displaced nearly 1.9 bil
lion barrels of imported crude oil (the amount of 
crude required to produce the ethanol equivalent 
of 34.9 billion gallons of gasoline) valued at $97.5 
billion (2008$). 

� The combination of spending for annual opera
tions, ethanol transportation, and capital spend
ing for new ethanol plant capacity added $228 
billion to the nation’s gross domestic product 
(GDP) by 2008. 

� New jobs are created as a consequence of 
increased economic activity caused by ethanol 
production. The increase in economic activity 
resulting from ongoing production and construc

tion of new capacity supported the creation of 
more than 210,000 jobs in all sectors of the econ
omy. (Note: After 2006, this calculation includes 
only those gallons produced above the mandated 
levels as established first in the Energy Policy Act 
of 2005 and revised in the Energy Independence 
and Security Act of 2007. By comparison, the 
ethanol industry helped create 238,000 new jobs 
in 2007 as a result of the 6.5 billion gallons pro
duced.) 

� Increased economic activity and new jobs result 
in higher levels of income for American house
holds. The production of ethanol put an addi
tional $66.2 billion (2008$) into the pockets of 
American consumers since 1978. 

� The ethanol industry has paid for itself since 
the inception of the excise tax credit. The com
bination of increased GDP and higher household 
income generated an estimated $33.4 billion 
(2008$) in tax revenue for the federal govern
ment and nearly $17 billion (2008$) of additional 
tax revenue for state and local governments since 
1978. The estimated cost of the ethanol tax credit 
over this same period was $33.4 billion (2008$). 
Consequently, the ethanol industry generated a 
surplus of about $3 billion for the federal treasury 
over the past three decades. 

� The excise tax credit also has saved taxpayers 
money by reducing farm program outlays through 
higher prices for corn. Recent research published 
at Iowa State University estimated that the fed
eral government saved $3.45 billion in 2007 alone 
because it was not making loan defi ciency pay
ments, as it was in 2005 and 2006.3 Loan defi 
ciency payments were established in 1985 as a 
way to protect farmer income when prices for 
commodities such as corn were abnormally low. 
Since 1998 the loan defi ciency payment program 
has cost taxpayers more than $29 billion. USDA 
estimates that when loan defi ciency payments 
are warranted due to low prices, every $0.10 per 
bushel increase in corn prices saves about $1 bil
lion in loan defi ciency payments. 

3 “Ethanol Subsidies: Are they a Plus or a Minus?” The Farm Gate. 
October 21, 2008. University of Illinois Extension. http://www. 

farmgate.uiuc.edu/archive/2008/10/ethanol_subsidi.html 

page 3 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

About the Author 
John M Urbanchuk is responsible for managing and providing a broad range of economic, planning, marketing, and policy analysis consulting ser

vices to firms and associations involved in industries including agriculture, renewable fuels, and consumer foods. He also works with firms in a wide 

range of industries to estimate the impact of operations and investment on the national and state economy. 

John has extensive experience in agriculture and the biofuels industry. He provides clients with expert economic analysis to support a wide range 

of agriculture and renewable fuels policy issues. He also has conducted economic feasibility studies and prepared business plans for organizations 

interested in building and investing in ethanol and biodiesel plants and in providing independent analysis to support due diligence investigations 

for lenders. Some of his clients include the Renewable Fuels Association, National Corn Growers Association, American Soybean Association, and 

United Soybean Board, the National Biodiesel Board, the Canadian Renewable Fuels Association, Congressional Budget Office, the Farm Credit 

Council, the Energy Information Administration, and the Association of Washington Business. 

Prior to joining LECG, Mr Urbanchuk was executive vice president for AUS Consultants, senior vice president and chief economist for Hill and 

Knowlton, Inc., vice president with Wharton Econometrics, and manager-economic research for Campbell Soup Company. 

John has testified as an expert witness before numerous congressional committees including the Senate Finance Committee, House Ways and 

Means Committee, Joint Economic Committee, the Senate and House Agriculture Committees, the House Committee on Small Business, and the In

ternational Trade Commission. He has also testified as an expert witness before the Canadian Import Tribunal as well as committees of the general 

assemblies of Pennsylvania, California, Washington, Minnesota, Wisconsin, New Mexico, and New Jersey, and as an expert before proceedings of 

the federal courts. 

John is an adjunct professor at St Joseph’s University in Philadelphia and Delaware Valley College where he teaches graduate courses in agricultural 

price analysis, industrial policy, and European markets. John also has lectured at Penn State University, the University of Missouri-Columbia, the 

University of Delaware, Louisiana State University, Purdue University, The JFK Center for Special Warfare, the Budapest University of Economic Sci

ences, and the Hungarian Academy of Science. 

Mr Urbanchuk holds a BS in economics from Penn State University, an MA in economics from Temple University, and has completed all course 

requirements for the PhD at Temple. John is a graduate of the US Army Foreign Area Officer Program as a specialist in Eurasia. 

About LECG 
LECG, a global expert services and consulting firm, provides independent expert testimony, original authoritative studies, and strategic advisory services to clients 

including Fortune Global 500 corporations, major law firms, and local, state, and federal governments and agencies worldwide. LECG’s highly credentialed ex

perts and professional staff conduct economic and financial analyses to provide objective opinions and advice regarding complex disputes and inform legislative, 

judicial, regulatory, and business decision makers. LECG’s experts are renowned academics, former senior government officials, experienced industry leaders, and 

seasoned consultants. 

© 2008 The LECG name and logo are federally registered servicemarks of LECG, LLC. 


