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Federal Ethanol Policies and Chain 
Restaurant Food Costs 

 

Executive Summary 

The federal government has implemented various policies to encourage the use of ethanol from 
domestic producers as an alternative fuel.  First, between 1978 and 2011, petroleum refiners and 
gasoline wholesalers could claim the Volumetric Ethanol Excise Tax Credit (“VEETC”) and its 
predecessor against federal excise taxes providing a cost advantage for the utilization of ethanol. 
Second, between 1980 and 2011, the federal government imposed a tariff on imported ethanol of 
54 cents per gallon.  Third, energy legislation enacted in 2005 and modified in 2007 
implemented the Renewable Fuel Standard (“RFS”), which mandates minimum levels of biofuels 
that must be blended with gasoline through 2022. 

Use of corn-based ethanol as a blending agent for gasoline has increased significantly since the 
enactment of these provisions.  As recently as 2004, the U.S. Energy Information Administration 
was projecting that total corn ethanol used for gasoline would only reach 3.5 billion gallons by 
2012.  The most recent projections show ethanol use reaching 14.5 billion gallons in 2012, an 
increase of 300 percent.1   

In addition to the RFS, VEETC, and the additional import duty, other government policies such 
as federal oxygenation requirements and state government mandates have encouraged new 
ethanol refining capacity and blending over the past decade.  These policies and rising oil prices 
have combined to drive up the use of ethanol.   

Policies encouraging the use of ethanol not only impact the corn market, but have unintended 
consequences for other parts of the economy.  Corn is an input into the production of a wide 
variety of food products, from baked goods to meat production.  Moreover, by increasing the 
demand for ethanol, these policies can increase the price of other agricultural and food 
commodities that are substitutes for corn production or consumption:   

 An increase in the price of corn causes farmers to shift production away from other crops 
to corn.  These shifts help ease the increase in corn prices but put pressure on the price of 
other crops.  

 An increase in the price of corn causes businesses that use agricultural commodities to 
substitute other crops for corn.  Again, the price increase of corn is lessened, but other 
crop prices rise.   

The National Council of Chain Restaurants engaged PwC to estimate the impact of the RFS 
mandate on the input costs of chain restaurants.   

To conduct this study, we reviewed existing private sector, academic, and government studies on 
the impacts of the RFS mandate on ethanol production and the price of corn and other 
agricultural commodities.  We then combined these estimates with survey information on 
commodity purchases by chain restaurants to estimate the overall impact of the RFS mandate on 
chain restaurant input costs. 

                                                           
1 Energy Information Administration, Annual Energy Outlook 2004 and 2012. 
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Researchers have used a variety of approaches to estimate the impact of federal ethanol policies, 
including large-scale models that evaluate the impact of changes across the entire agricultural 
sector and more focused models that isolate the impacts on particular segments of the market.  
Although results differ, the following results emerge regardless of the approach: 

 Gasoline prices:  The price of gasoline helps to determine demand for ethanol 
independent of government policies.  Higher gasoline prices make ethanol a relatively 
less costly form of energy for use in gasoline and diminish the impacts of the RFS 
mandate. 

 Corn yields:  Low corn yields raise the price of ethanol and make it less attractive.  
Under these conditions, RFS mandates are more likely to boost ethanol production 
relative to market-determined levels.  

In addition, the RFS mandate has provided an incentive to boost ethanol production by creating 
a market in the future.  Investors developed new ethanol refining capacity based in part on this 
demand.   The VEETC and additional import duty reinforced this incentive by lowering the 
effective price of ethanol and limiting foreign competition. 

Our review of existing research finds that while the VEETC and additional duty provided 
incentives that reinforced industry development, the RFS mandates have been the key policy 

encouraging increased ethanol production over the 
past decade.  

We estimate the impact of the 2015 RFS mandates at 
2011 levels of food purchases under two scenarios, 
based on the range of results in the literature.   

Scenario I:  Based on separate studies by Bento, 
Klotz, and Landry (2011) and Elam (2008), the RFS 
mandate is estimated to increase ethanol production 
by 6 billion gallons.  We estimate that this would 
increase corn prices by 27 percent.  

Scenario II:  Based on a study by Babcock, Carr, 
and Carriquiry (2010), the RFS mandate is estimated 
to increase ethanol production by 1 billion gallons.  
We estimate this would raise corn prices by 4 
percent.  

We also conducted a survey of chain restaurants and 
estimated the dollar amount of their purchases of 
major food commodities.  In 2011, we estimate quick 
service chain restaurants and full service chain 
restaurants spent $24.7 billion and $7.7 billion, 
respectively, on major food commodities.  

Based on chain restaurant purchases in 2011, the 
2015 RFS mandate is estimated to increase total costs 
for chain restaurants by $3.2 billion under the first 
scenario and $503 million under the second scenario.  
For quick service restaurants, total costs increase by 
$2.5 billion and $393 million, respectively.  Full 

The 2012 Drought 

The current drought is devastating the corn 

crop and will impose volatility in the ethanol 

market.  While gasoline blenders and 

wholesalers are able to use past credits to meet 

RFS mandates, the current episode 

demonstrates a risk associated with fixed 

mandates.  A mandate that requires certain 

quantities of ethanol to be utilized overrides 

the price signal that markets use to allocate 

resources.  Corn is effectively required to be 

used in ethanol production even if the market 

places a higher value on its use as a food 

commodity.  If another unseasonable weather 

pattern emerges in the next several years, it is 

unlikely that a sufficient pool of credits would 

exist to allow blenders and wholesalers to 

adjust ethanol production.  As a result, in the 

absence of a waiver, they would be forced to 

boost ethanol production to comply with the 

RFS mandate when corn yields are low and 

corn prices are high. 

The current episode demonstrates another 

aspect of the RFS mandates:  in periods of 

supply shocks, they can increase price volatility 

of underlying agricultural commodities.  If 

quantities cannot adjust during supply shocks, 

prices must change by larger amounts to 

restore market equilibrium.   
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service restaurants costs are estimated to increase by $691 million and $110 million, respectively 
(see Table E-1).  

Table E-1.  Impact of 2015 RFS Under Alternative Scenarios,  

2011 Levelsa 

 
Scenario I Scenario II 

Impact on Ethanol Production and Corn Prices 

Ethanol Production 6 billion gallons 1 billion gallons 

Corn Price +27% +4% 

   

Impact on Annual Chain Restaurant Input Costs  
(millions of dollars) 

All Types $3,163  $503  

Quick Service  2,472  393  

Full Service 691  110  

   

Average Restaurant Impact (dollars) 

All Types $17,963 $2,858 

Quick Service  18,190 2,894 

Full Service 17,195 2,736 
Source:  PwC calculations.  Detail may not add to totals due to rounding. 

a  Results assume the RFS corn ethanol mandates are fully phased-in (2015 levels) and 

are evaluated using 2011 levels of food purchases. 

 

For the average quick service restaurant, these input cost increases are equivalent to $18,190 per 
restaurant in the first scenario and $2,894 per restaurant in the second scenario.  For the average 
full service restaurant, the cost increases are $17,195 and $2,736 per restaurant, respectively. 

These estimates reflect the increase in costs attributable to a single year.  Chain restaurants 
would generally face similar increases each year the RFS is in place, although the specific impacts 
would depend on the RFS mandate for the year and other market factors.  In periods of market 
disruption, such as that associated with the current drought, the impact is likely to be larger. 

The impact of the corn ethanol RFS mandates will depend on market conditions underlying the 
ethanol market.  Unexpectedly high or low gas prices or unexpectedly high or low corn yields 
would result in the RFS mandate having different effects on ethanol production and on 
agricultural prices.  Chain restaurants and other consumers of agricultural products must 
incorporate this uncertainty into their planning processes. 

 

  


