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As the Administration gets closer to making a decision on vehicle fuel efficiency
requirements extending to 2025, it appears that the discussion is focused on gradual
increases that end in a range of 56 to 62 miles per gallon.! Our earlier analysis showed that
a steady increase to these high levels by 2025 is both reasonable, eminently achievable and
strongly supported by the public.2 The scenario of a 5% per year increase to 56 mpg is the
lowest level at which the standard should be set.

As the decision approaches, however, the debate between analysts has escalated.

e Last week the Center for Automotive Research (CAR), an organization with close ties to
the auto industry, published an analysis that concluded that raising fuel economy
standards by 3 percent per year from 2016 to 2025 to achieve a level of 47 miles per
gallon (mpg) would raise the consumer costs of driving and hurt the auto industry.3

¢ On the other hand, an exhaustive Technology Assessment prepared by the
Environmental Protection Agency and the National Highway Traffic Safety
Administration less than a year earlier concluded that raising fuel economy standards
by as much as 6 percent per year to 62 mpg by 2025 would lower consumer driving
costs and help the auto industry.*

e Adispute has recently broken out between the Energy Information Administration
(EIA) and the Alliance of Automobile Manufacturers (AAM).> EIA criticized AAM for
overestimating the loss of jobs that higher fuel economy would cause. In fact, the AAM
has it exactly backwards; increasing fuel economy to at least 56 miles per gallon will
increase auto production and sales and therefore increase auto industry employment.

This issue brief sorts out the various claims and sets the record straight. It shows
that when the errors and misleading assumptions in the auto industry analysis are
corrected, a gradual increase of 5 percent per year to 56 mpg by 2025 is consumer-
friendly, good for the auto industry and national energy security. It achieves the following:

e Consumer savings in excess of $6,000 per vehicle
e Increasesin auto production and auto sector employment of 200,000 jobs by 2025, and

e Reduction of oil imports by one-third by 2025.



The CAR Study Overestimates the Cost of Increasing Fuel Economy Standards

The CAR study includes the cost of new safety technologies that have no relationship to
the improvement in the fuel economy of the vehicle.

CAR incorrectly assumes that extremely high levels of plug-in electric vehicles are
necessary to meet higher fuel economy standards and that the cost of electricity
charging equipment will be substantial.

The CAR study includes all of the technology costs and fuel saving benefits from 2008 to
2025, instead of the more appropriate method used by NHTSA which correctly analyzed
the fuel standards for 2011 and 2012-2016 in separate proceedings.

The costs of fuel savings technology in the CAR study are much higher than existing
studies suggest because the estimates are static and fail to take into account declining
costs that flow from increasing economies of scale and the natural efficiencies that
come with implementation.

The CAR Study Vastly Underestimates the Value of Fuel Savings

The CAR study uses a 10 percent discount rate, which has been rejected by the courts
and all regulatory agencies. The Office of Management and Budget requires agencies to
use discount rates between 3 and 7 percent. EPA used a 3 percent rate.

The CAR study bases its analysis on only five years of ownership (when consumers are
holding on to their vehicles longer than that today) and then assumes that the resale
value of more fuel efficient vehicles commands no premium (which has not been true
since gasoline prices started rising a decade ago). The EPA-NHTSA Technical
Assessment Report (TAR) correctly uses the miles driven over the entire vehicle life to
value savings.

The EPA-NHTSA TAR includes an increase in driving consistent with the historical
trend; the CAR study does not include this expected increase in driving.

The CAR study uses two gasoline price scenarios with fixed cost estimates - $3.50 and
$6.00 per gallon. The EPA-NHTSA TAR focuses on a single gasoline price scenario that
starts at $3.46 in 2025 and escalates to $4.34 by 2050.

The Bottom Line on Fuel Economy

With numerous differences between the CAR and the EPA-NHTSA analyses, many

adjustments are needed to ensure one is making “apples-to-apples” comparisons in
attempting to reconcile the two. In order to compare the two studies, we have re-analyzed
the data by applying the following consistent assumptions to each data set:

Basic Approach: Analyze the 5%-56 mpg scenario

Using the 2008-2025 time period from the CAR analysis
CAR range of gasoline prices $3.50 to $6.00 per gallon
Real world mileage is 80 percent of standard (both use this)



EPA fleet mix and miles driven

For cost: Excluded the CAR extraneous safety costs
Included CAR estimate of electricity charging costs®
Included the EPA-NHTSA cost of fuel savings technology for 2011 to 2016

For benefits: ~ Used the 3 percent discount rate as per EPA
Valued first ten years savings (split the difference between CAR and
EPA-NHTSA)

These decisions about how to adjust the assumptions were based on the available
data in the two studies. For example, we know the cost of electricity charging and
extraneous safety costs from CAR, but EPA might use a different estimate. We know the
cost of technology for the 2011-2016 increases in fuel economy from the earlier EPA-
NHTSA analysis, but the CAR might use a different estimate. We know EPA-NHTSA miles
driven, which facilitates valuing benefits, but CAR might use different mileage for the
longer period. Itis critical to ensure that these fundamental assumptions be consistent
with each other.

The following chart shows the impact of the erroneous assumptions about the value
of fuel savings. Actual fuel savings are worth about three times as much as CAR concluded.”
Among the most important assumptions is that only five years of fuel savings matter and
higher fuel economy has no value in the resale market. With consumers holding their
vehicles for over six years and “gas sippers” commanding large premiums in the
marketplace, these assumptions are clearly inappropriate. Our survey and econometric
analysis of fuel economy over the past six years gives us great confidence that the higher
value of consumer savings is the right approach and that consumers will act on that value
in the marketplace if a higher standard is adopted.

Correcting the CAR Assumptions, 5%-56 mpg Scenario Undervaluing
Benefits (2008-2025 period)
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See text for a description of the adjustments.




Erroneous Assumptions about Technology Costs

To evaluate the impact of the erroneous assumptions about technology costs in the
CAR study, we constructed two technology scenarios: 1. CAR costs minus the safety costs,
and 2. EPA-NHTSA costs plus 2011-2016 costs and electricity charging costs, as shown in
the following figure. The auto industry uses an estimate of the cost of technology to
improve fuel economy that is almost twice as high as that used by EPA-NHTSA.

Correcting the CAR Assumptions, 5%-56 mpg Scenario Over Estimating
Costs (2008-2025 period)
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See text for a description of the adjustments.

When you properly compare the studies, and make an apples-to-apples comparison,
there is a very clear conclusion:

e Adjusting just the benefits, leads to the conclusion that the cost of driving will decline
and employment will increase under all combinations of gasoline prices and technology
costs. Adjusting both costs and benefits leads to very large savings.

In the dispute between AAM and EPA-NHTSA over technology costs, the scientific
and real world evidence suggests that EPA-NHTSA are closer to the mark, as the top graph
on the next page shows. The MIT, NAS and NHTSA-EPA estimates are for cars and trucks
separately. For EPA-NHTSA and CAR, there is one estimate. At the costs that CAR uses for
56 and 62 mpg, NAS and MIT estimated we could be getting well over 100 mpg combined.
The EPA-NHTSA 2010 estimates for 56 and 62 are much more consistent with the science.

Second, whenever fuel economy or public safety rules are on the table, auto makers
have repeatedly overestimated the cost of new technologies by a wide margin, as the
bottom figure on the following page shows. In contrast, regulators have shown a tendency
to overestimate costs somewhat. Automakers and regulators have consistently
overestimated the cost of technology as economies of scale and learning processes drive
costs down over time. Therefore, we believe that the EPA-NHTSA estimates of costs and
benefits are more realistic
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Employment Impacts

The CAR study recognizes that when the cost of driving declines, sales increase. The
CAR study assumes that each 1 percent change in the “net price” of a vehicle (where net
price is the cost of the vehicle minus the change in operating costs) - changes employment
by at least 10,000 jobs. The CAR study focused on net cost increases, because of its
erroneous assumptions. We find that higher fuel economy lowers the cost of driving and
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the net price of the vehicle, so it should lead to employment increases.® As the following
figure shows, using the jobs multiplier from the CAR study once the errors in the CAR study
are corrected, both the adjusted EPA-NHTSA analysis and the CAR analysis project savings
of over $6,000 per vehicle which translates to over 200,000 more automotive jobs.

Employment Impacts5%-56 mpg Scenario
(All Benefit Adjustments, $3.50agas)
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Other Benefits of Higher Fuel Economy

The outcome of the President’s decision on fuel economy will have a profound
impact on consumer pocketbooks. As such, the Consumer Federation of America is
unquestionably convinced that a target of 56 mpg by 2025 will have a very positive impact
on consumer spending. Our 6 years of consumer surveys, consistently show a high degree
of concern about gasoline prices among 80% (or more) of respondents. Their second
biggest concern is about dependence on Mid-East oil. This concern about gas prices and
dependence on foreign oil, combined with the achievablity of 56 mpg by 2025, make it
imperative that we accept nothing less of auto manufacturers.

The 5%-56 mpg scenario embodies a long-term gradual increase in fuel economy.
Therefore, as the new, more fuel efficient vehicles replace older, less fuel efficient vehicles,
the average fuel economy of the fleet will rise, as shown in the following exhibit. By 2025,
the vehicle fleet will consume approximately one-third less gasoline, compared to 2008 and
over one-quarter less gasoline compared to 2016. The reduction in demand for oil of over
3 million barrels per day equals approximately one-third of total crude oil and petroleum
product imports. The reduction in imports will lower the amount of money paid to foreign
oil producers by over $130 billion in 2025.
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More fuel efficient vehicles allow consumers to spend more on other goods and
services and consumer spending has a much higher multiplier on economic activity than
money exported to foreign oil producers. This is part of the reason that auto sales and auto
industry employment increase.

Finally, there is no question that a U.S. industry focused on a 5 percent-56 mpg by
2025 standard will be much more competitive both here in the U.S. and globally, producing
vehicles in the U.S. that can meet international expectations and standards.

The Benefit of Technology Neutral, Product Neutral Long-Term Standards

The current approach to standard setting, which is technology neutral, product
neutral and long-term, transforms standards into consumer friendly, precompetitive
instruments of public policy.

Long-Term: Setting a high standard for the next fifteen years is intended to foster
and support a long-term perspective for automakers and the public, by reducing the
marketplace risk of investing in new technologies. The long-term view gives the
automakers time to re-orient their thinking, retool their plants and help re-educate the
consumer. The industry spends massive amounts on advertising and expends prodigious
efforts to influence consumers when they walk into the show room. By adopting a high
standard, they will have to expend those efforts toward explaining why higher fuel
economy is in the consumer interests. Consumers need time to become comfortable with
the new technologies.




Product Neutral: The new approach to standards accommodates consumer
preferences; it does not try to negate them. The new approach to standards is based on the
footprint (size) of the vehicles and recognizes that SUVs cannot get the same mileage as
compacts. Standards for larger vehicles will be more lenient, but every vehicle class will
be required to improve at a fast pace. This levels the playing field between auto makers
and removes any pressure to push consumers into smaller vehicles.

Technology-neutral: Taking a technology neutral approach to the long term
standard unleashes competition around the standard that ensures that consumers get a
wide range of choice at that lowest cost possible, given the level of the standard. There will
soon be hundreds of models of electric and hybrid vehicles using four different approaches
to electric powertrains (hybrid, plug-in, hybrid plug-in, and extended range EVs), offered
across the full range of vehicles driven by American consumers (compact, mid-size family
sedans, large cars, SUVs, Pickups), by half a dozen mass market oriented automakers. At
the same time, the fuel economy of the petroleum powered engines can be dramatically
improved at consumer friendly costs and it will continue to be the primary power source in
the light duty fleet for decades.

For more information contact:
Mark Cooper, Director of Research, CFA 301-384-2204
Jack Gillis, Director of Public Affairs, CFA; author The Car Book 202-737-0766
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