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Highlights

* Crude exports through the Strait of Hormuz are recovering, but the reliability and cost of moving those barrels
remain far from normal. Qil prices are still carrying a premium for the risk that today’s recovery proves fragile.

* Refined products, particularly diesel, are suffering from lean inventories and limited refinery capacity, keeping
crack spreads and end-user fuel costs elevated.

* Recent policy measures including the G7’s coordinated 100-million-barrel release should provide some near-term
relief to product markets, particularly through a front-loaded diesel draw, but it is not enough to reset the market.

* Higher crude prices remain a net positive for Canada through stronger exports, incomes and government rev-
enues. However, Canada remains exposed to higher diesel and gasoline costs through integrated North Ameri-
can and global fuel markets.

More than half a year into the U.S.-Iran conflict and oil markets are still far from functioning normally. Oil shipments
through the Strait of Hormuz appear to be recovering sharply—closing in on pre-war levels—yet WTI remains around
$90 per barrel (bbl), roughly 40% above where it traded before the conflict. If more oil is moving again, why are
prices still elevated? Further, and more central to this report, why are refined-product markets showing even fewer
signs of relief?
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Chart 2: Gasoline Prices Remain Elevated Across North
America
0 Weekly Retail Gasoline Prices, Index (Last Week Feb 2026 = 100)
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Chart 3: Crack Spreads Have Surged
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That has resulted in energy market tightness shifting
further downstream. While crude markets have ben-
efited from recovering supply, refined-product markets
continue to face constraints from limited refinery avail-
ability, lean inventories and barriers to moving fuel be-
tween regions. The impact is increasingly visible in re-
tail fuel prices, with diesel and gasoline prices in both
Canada and the U.S. rising sharply since the start of the
conflict (Charts 1 and 2). Two patterns stand out. First,
price increases have generally been more pronounced
in the U.S. Second, diesel markets are experiencing
significantly greater stress than gasoline markets. This
is also evident in crack spreads (Chart 3), which mea-
sure the value of refined products relative to crude.
Diesel crack spreads in the U.S. Gulf Coast remain near
record highs even as crude flows have improved, while
gasoline cracks, though elevated, are less extreme.

One Barrel, Several Markets

Households and firms do not consume crude oil di-
rectly. They buy the gasoline, diesel, jet fuel, heating
oil and the goods moved with them. And refineries do
not produce these products independently. The lat-
est U.S. refinery slate showed that one barrel of crude
yields roughly 44% gasoline, 30% distillate (i.e., diesel)
and 12% jet fuel--these shares can be adjusted at the
margin, but the scope is limited. This creates an inter-
esting link between the economics of each fuel. Strong
margins in one product can support refinery runs and
increase the supply of others. The reverse is also true.
If margins weaken far enough, refiners may reduce
crude throughput, lowering output across the barrel.

Refined product markets also have regional compo-
nents. For example, in the U.S., more than half of total
refining capacity sits on the Gulf Coast, while the East
Coast relies more on pipelines and imports. The U.S.
is certainly connected by internal transport links but
there are still barriers to product transfer such as prod-
uct specifications and shipping costs, which can keep
some regional conditions tight, even if national supply
looks adequate. These regional dynamics also matter
for Canada. Atlantic Canada is closely linked to Atlan-
tic Basin fuel markets, Ontario and Quebec are inte-
grated with the U.S. East Coast, while Western Canada
is more connected to refining and product flows in the
U.S. Midwest and Pacific Northwest.

Diesel Remains the Pressure Point

Diesel is currently the tightest part of the barrel. U.S.
distillate stocks stood roughly 11% below their five-year
seasonal average as of early October, even with refin-
ery utilization near 97% (Chart 4). Under normal condi-
tions, these high run rates would rebuild inventories,
but instead, strong overseas demand continues to pull
U.S. barrels into the global market.

The U.S. has also become a key global balancing sup-
plier, exporting roughly 1.3-1.4 million/bpd on a net ba-
sis, with Latin America and Europe among the largest
destinations. Europe still faces a structural diesel defi-
cit after losing much of its former Russian supply, while
ongoing conflicts in Russia and the Middle East have
further tightened the pool of available barrels to the
tune of 1.0-1.6 million/bpd.
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Chart 4: Diesel Inventories Remain Lean Despite Strong
Refinery Runs
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Diesel also matters disproportionately for the economy
because it powers trucking, agriculture, construction,
mining, rail, marine transport and some industrial ac-
tivity. North American households have relatively little
direct exposure, but they pay indirectly. Higher fuel bills
first compress business margins, then pass into things
like freight surcharges, food distribution, construction
materials and finally into consumer-goods and servic-
es prices. The timing and magnitude of pass-through
depend on demand conditions and firms’ pricing pow-
er, but the persistence of currently elevated prices rais-
es the odds of a broader inflation problem (Chart 5).

Policy Responses Buy Time, Not a Full Reset

Policymakers have increasingly shifted their focus to-
ward easing pressure in refined-product markets. The
centerpiece is the recent G7 agreement to coordinate
the release of up to 100 million barrels of crude oil and
diesel. The draw is scheduled to begin immediately
and run over four months, with a substantial diesel re-
lease front-loaded within the first 20 days. Members
also agreed to coordinate refinery maintenance and
temporarily raise utilization where feasible.

This G7 package is likely a more market-friendly policy
compared to the now-abandoned plan for the U.S. to
outright ban diesel exports. The direct release of diesel
bypasses the time needed to move crude through the
refinery system and should put downward pressure on
diesel prices and crack spreads in the near-term. Ad-
ditional feedstock from crude releases can also help

Chart 5: Diesel Prices Eventually Flow Through Producer
Costs
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minimize the need for further deep commercial inven-
tory draws and support refinery throughput.

Spread evenly over four months, 100 million barrels
would be equivalent to roughly 800k/bpd (or rough-
ly 0.8% of global demand). We don’t have full details
about the release plan, but we do know that supply to
market will be uneven because diesel is being front-
loaded. The agreement has not yet specified the split
between crude and finished products or the contribu-
tion from individual countries.

Secondary and more localized measures have been
announced in the U.S. with recent changes to dyed-
diesel usage rules to provide some flexibility for fuel
users in specific sectors. And more recently, the Trump
administration has indicated that additional Russian
diesel imports could be allowed into the U.S. market.
The announced shipments total roughly 13.5 million
barrels, equivalent to about 3-4 days of U.S. diesel
consumption if delivered in full. The scope of these
measures is small relative to global diesel consump-
tion, but underscores the increasing focus on relieving
pressure in refined-product markets compared to ad-
dressing broader crude supply.

All in all, we view these policy responses as shorter-
term stabilizers, similar to the IEA strategic reserve
release program announced back in March. They can
provide near-term relief, particularly for diesel mar-
kets, by helping rebuild inventories, narrow spreads
and reduce some of the extreme tightness embedded
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in product markets. The G7 release will do most of the
heavy lifting, while secondary measures are unlikely to
materially alter broader market balances on their own.
The measures alone do not directly address some of
the more structural issues and will not create new re-
fining capacity or fully offset disruptions in broader
global trade flows.

Gasoline: Different Channel, Same Barrel

Gasoline is less uniformly tight than diesel, but it is
the fastest route from energy markets into household
budgets. U.S. gasoline inventories are about 6% below
their five-year average as of early October (Chart 6),
compared with the over 10% deficit for distillates. Rela-
tive to diesel, gasoline is less rigid because of blending
flexibility and more seasonal demand, but its econom-
ic impacts are more immediate. An emergency release
that supports refinery runs should add gasoline supply
alongside diesel, while lower crude costs can reduce
refinery feedstock expenses. But the benefit at the
pump will depend on how quickly wholesale product
prices and spreads respond.

Gasoline carries roughly a 4% weight in Canada’s CPI
basket and a 3% weight in the U.S. basket. As a result,
higher fuel costs have fed quickly into headline infla-
tion in recent months, with year-over-year CPI inflation
now running above 3% in both economies. Excluding
energy, price growth in both economies sits at a more
pedestrian 2-2.5% (Chart 7). So unlike diesel, the first-
round effect is visible directly at the pump and in dis-
posable incomes.

Canadals an Energy Producer, But a Product-
Market Price Taker

In a high price environment, Canada’s crude production
has provided an important income and revenue buffer,
but it does not make the country immune to tighter fuel
markets. While Canada imports roughly 485,000 bpd of
refined products (mostly from the U.S.), most of that is in
condensates. With roughly 1.9 million bpd of refining ca-
pacity, Canada produces most of the gasoline and die-
sel it consumes. Therefore, Canada doesn’t necessarily
face fuel supply constraints, but it is directly exposed to
North American and global product prices.

Chart 6: Gasoline Inventories Remain Below Average
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Chart 7: Energy is Driving Much of the Recent Rise in
Inflation
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Chart 8: Diesel's Role in Canada's Energy Exports is
Growing
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The economic effects of this cut in a few different direc-
tions. Over the last 6 months, energy exports have risen
by $4.5 billion/month on average, bolstering producer
incomes, government revenues and Canada’s terms
of trade. Crude oil continues to account for the lion’s
share of this lift, but interestingly, diesel is becoming a
more important part of the equation. Diesel’s share of
total energy exports has more than doubled since the
start of the war to 13% and now accounts for over $2
billion/month in intake (Chart 8). What’s more, this sug-
gests that Canada has become a marginal supplier to
global markets, specifically parts of the U.S. and Latin
America, Europe, and the U.K. The flip side of this is that
higher diesel and broader refined fuels costs still reduce
household purchasing power while compressing mar-
gins in sectors that cannot fully pass on the costs.

The recent G7 agreement is positive for Canada in
two respects. First, it lowers the risk of trade-related
disruptions to North American diesel and gasoline
supplies. Second, a front-loaded diesel release could
lower Atlantic Basin and U.S. product benchmarks that
influence prices in central and eastern Canada. The
magnitude of relief will depend on the location and
specification of the barrels released, as well as the re-
sponse of crack spreads and the Canadian dollar—de-
tails we will need to await.

The effects of tighter refined-product markets are also
likely being felt unevenly across provinces. For exam-
ple, Atlantic Canada is closely tied to Atlantic Basin
fuel markets. Ontario and Quebec are integrated with
U.S. East Coast and global product pricing. British Co-
lumbia faces Pacific Basin dynamics. And the Prairies
have a stronger supply position, but a greater concen-
tration of diesel-intensive industries such as agricul-
ture, trucking and mining.

What Would Deliver Lasting Relief?

The recent policy packages can take the edge off the
shock, but lasting relief requires more than emergen-
cy barrels. Our base case remains for crude prices to
gradually move lower as Middle Eastern supply recov-
ers and reserve releases reach the market. However,
relief in refined-product markets may prove slower to
materialize. Lean inventories, limited refining flexibil-
ity and ongoing logistical disruptions could keep die-
sel and gasoline prices elevated even as crude prices
retreat. Durable crude-price normalization is therefore
the natural starting point, but it is unlikely to be enough
on its own; shipping risk must fall and inventories need
to rebuild. In addition to this, product markets will need
to see a combination of higher refinery availability,
fewer unplanned outages and a more reliable return
of Russian and Middle Eastern product flows. Falling
crack spreads would signal that those bottlenecks
are easing and that product markets are coming into
better balance. Weaker freight and industrial activ-
ity could also help rebalance markets, but that would
represent a softer demand backdrop rather than an
improvement in supply. Canada would benefit largely
through the same channels. Narrower crack spreads
and improved Atlantic Basin supply would be particu-
larly important for central and eastern Canada, while a
stronger Canadian dollar could lower the local-curren-
cy cost of any fuel the country imports.

Bottom Line

Crude markets appear to be healing faster than re-
fined-product markets, but the energy shock is far from
over. Export recovery through the Strait of Hormuz is
encouraging, but the path forward remains fragile.
Recent policy responses should provide some relief to
product markets, especially for diesel, but it does not
solve the underlying constraints facing fuel markets.
Until inventories rebuild and product markets rebal-
ance, lower crude prices may not translate into the
same degree of relief for households and businesses.
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Disclaimer

This report is provided by TD Economics. It is for informational and educational purposes only as of the date of writing, and may not be appropriate for other pur-
poses. The views and opinions expressed may change at any time based on market or other conditions and may not come to pass. This material is not intended
to be relied upon as investment advice or recommendations, does not constitute a solicitation to buy or sell securities and should not be considered specific legal,
investment or tax advice. The report does not provide material information about the business and affairs of TD Bank Group and the members of TD Economics
are not spokespersons for TD Bank Group with respect to its business and affairs. The information contained in this report has been drawn from sources believed
to be reliable, but is not guaranteed to be accurate or complete. This report contains economic analysis and views, including about future economic and financial
markets performance. These are based on certain assumptions and other factors, and are subject to inherent risks and uncertainties. The actual outcome may be
materially different. The Toronto-Dominion Bank and its affiliates and related entities that comprise the TD Bank Group are not liable for any errors or omissions in
the information, analysis or views contained in this report, or for any loss or damage suffered.
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