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Measures of Association
Making Connections

In the spring of 2012, policymakers had a problem that they couldn’t explicate using the 
normal rationale. Gas prices were once again approaching $4.00 a gallon, but none of the 
normal causal mechanisms seemed to explain why. Normally, there is one of two culprits 
behind high gas prices: demand or supply. Sometimes, prices increase because demand 
goes up. Other times, prices increase because supply goes down. Figures 10.1 and 10.2 
show these two economic mechanisms.

The puzzle of 2012 was that U.S. consumption of gasoline was falling and U.S. domestic 
production was up. Because there is a positive relationship between prices and demand, 
we would expect that as consumption declines, the price would mirror that decline. Con-

versely, because there is a negative rela-
tionship between prices and supply, we 
would expect that as production increases, 
prices would fall. With demand down and 
supply up, prices should have been declin-
ing. Apparently, neither demand nor  
supply could explain the high prices. The 
solution to the puzzle came when analysts 
changed their perspective from being 
focused entirely on the United States to 
looking at it in the context of the interna-
tional oil market: The United States was 
producing enough oil to make interna-
tional sales possible. And U.S. prices were 
so much lower than the rest of the world 
that European countries started importing 
our product. Thus, even though U.S. con-
sumption was decreasing, total demand 
was increasing. In addition, because of  

Figure 10.1 Gas Prices by Demand for Gas
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