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Th e Environmental Protection Agency and the National Highway Transportation and Safety 
Administration have taken a crucial step in addressing our greenhouse gas emissions and oil 
dependency by regulating the fuel effi  ciency of heavy-duty trucks for the fi rst time.  Th at said, 
there is room for improvement:  

• Th e agencies should increase the proposed scope and stringency of their regulations 
where it would maximize net benefi ts.  

• Th e agencies should especially consider regulating the trailer components of 
combination tractors.  

• Th e agencies should incorporate fl exibility mechanisms into their proposed rules where 
they would lower costs without compromising regulatory objectives.  For example, the 
agencies should broaden the use of credits, but should be careful to avoid awarding 
undeserved windfalls, such as by treating electric vehicles as producing zero emissions.  

Th ough these improvements could enhance the net benefi ts of the regulations, the proposed 
program in its current form is still cost-benefi t justifi ed, as social benefi ts alone should likely be 
suffi  cient to outweigh technology costs.  But the rules will also generate enormous private benefi ts, 
in the form of fuel savings, which suggests consumers might currently be under-investing in fuel-
effi  cient technologies.  Informational issues and the positional goods theory help explains that 
seemingly irrational under-investment, and those explanations suggest additional government 
actions, in the form of labels and demonstration projects, might be benefi cial as compliments to 
these regulations.

Executive Summary
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Introduction

In May 2010, President Obama ordered the Environmental Protection Agency (EPA) and 
the National Highway Transportation and Safety Administration (NHTSA) to act on their 
statutory authority to regulate heavy-duty trucks by July of the following year.  To that end, in 
November 2010, the agencies issued a joint rulemaking, proposing for the fi rst time to regulate 
the fuel effi  ciency and greenhouse gas emissions of large pickups and vans, vocational vehicles, 
combination tractors, and heavy-duty engines.1

However, the agencies have not necessarily chosen the suite of policy options that will best 
maximize net benefi ts.  Th is report explains how, following the instructions of executive orders, 
the agencies should analyze a wider range of alternatives, including the regulation of trailers, more 
stringent variations, and options for covering all air conditioning leaks.

Nevertheless, the currently proposed set of rules is cost-benefi t justifi ed.  Th is report also details 
how social benefi ts alone likely outweigh technology costs, and off ers theories for the seemingly 
paradoxical generation of signifi cant private benefi ts in the form of fuel savings.  Informational 
issues and the positional goods theory help explains that seemingly irrational under-investment, 
and those explanations suggest additional government actions, in the form of labels and 
demonstration projects, might be benefi cial as compliments to these regulations.

Finally, the report reviews some options for increasing the rules’ fl exibility, to save on compliance 
costs without sacrifi cing regulatory goals.



2011 Heavy Duty Trucks Rule  | Analysis    2

Agencies Should Select a Policy That Maximizes Net Benefi ts

Where it would maximize net benefi ts, the agencies should increase the proposed scope and 
stringency of the regulations.  In particular, the agencies should regulate trailers, reconsider 
the small business exemptions, explore more stringent alternatives, study options for reducing 
air conditioning leakage within the overbroad category of vocational vehicles, and respond to 
petitions for the regulation of currently uncovered sources. 

Agencies Should Adopt a Cost-Benefi t Framework for Analysis

Executive Orders 12,866 and 13,563 instruct agencies to “select, in choosing among alternative 
regulatory approaches, those approaches that maximize net benefi ts,”2 to the extent permitt ed by 
law.  Under the Energy Independence and Security Act of 2007, NHTSA must set “appropriate, 
cost-eff ective” fuel economy standards that achieve the “maximum feasible improvement” for 
commercial heavy-duty vehicles.3  Under the Clean Air Act, EPA must set standards for motor 
vehicle emissions that endanger public health and welfare, giving appropriate consideration to the 
costs of compliance.4  Th at kind of broad statutory language generally permits agencies to weigh 
regulatory costs and benefi ts.5  Given their broad statutory authority to regulate heavy-duty truck 
emissions, the agencies should follow the precepts of Executive Orders 12,866 and 13,563 by 
assessing the costs and benefi ts of all reasonable policy alternatives and selecting the approach 
that maximizes net benefi ts.6

Overview of Proposed Regulatory Coverage and Omissions

Th e agencies’ proposed regulations cover heavy-duty engines, pickup trucks and vans (weight 
classes 2b and 3), vocational vehicles (classes 2b through 8), and combination tractors (classes 
7 and 8).  Th is scope encompasses vehicles designed for myriad purposes and purchased by 
many diff erent consumers, including:  vehicles driven for personal transportation, such as some 
pickup trucks and vans, mobile homes, and recreational vehicles; vehicles owned and driven by 
individuals who work as independent contractors in the trucking industry; vehicles purchased by 
government entities, such as buses and fi re trucks; and vehicles owned by businesses for carrying 
cargo or performing specialized work tasks.  Th e agencies typically discuss regulatory impacts 
according to vehicle class, but it will sometimes also be helpful to think about eff ects for diff erent 
consumer groups, which may cut across weight classes.

Th e proposed regulations exclude a number of vehicle types and components, including 
commercial trailers,7 vehicles and engines manufactured by small businesses,8 vocational vehicle 

Analysis
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bodies9 and air conditioning systems,10 certain vehicles used primarily for off -road purposes 
(though their engines would still be covered),11 and motorcycles.12

In issuing their proposed regulations, the agencies also discuss nine alternatives, only three of 
which are broader in scope or more stringent than their preferred choice.13  As discussed in the 
following sections, the agencies should explore a wider range of regulatory alternatives that might 
bett er maximize net benefi ts.  

Agencies Should Regulate Trailers

Trailers play an important role in fuel consumption.  Th eir size and shape aff ect the aerodynamic 
drag, rolling resistance, and overall weight of combination tractor-trailers, all of which impact 
fuel effi  ciency and greenhouse gas emissions.  Regulation of trailer design therefore could off er 
substantial opportunities for increased fuel economy and greenhouse gas reductions.  Indeed, the 
agencies recognize that current SmartWay technologies allow for reductions in fuel consumption 
and greenhouse gas emissions similar in magnitude to those available from truck design, and larger 
than those that can be accomplished through engine design.  Refrigerated trailers off er a further 
opportunity to reduce greenhouse gas leaks from the air conditioning systems.  “Not only do 
trailers represent a signifi cant opportunity for reductions,” the agencies note, but there is “strong 
reason to believe that these reductions would not occur absent regulation,” due to split incentives 
and coordination problems between trailer owners versus truck owners.14 

Th e agencies base their decision not to regulate on the diversity of trailer types and trailer 
manufacturers, who have not previously been subject to much regulation.15  Th e agencies instead 
propose to defer trailer regulation to a future rulemaking, given the lead time required and the 
President’s request to implement a fi nal rule for heavy-duty trucks by July 30, 2011.16  However, the 
agencies do not explain what lead time is necessary, or why some lesser level of implementation 
could not be achieved within the proposed timeframe.17  Moreover, the agencies do not explain 
their failure to select the policy alternative that includes trailer regulation (Alternative #7), even 
though that alternative has the greatest quantifi ed net benefi ts.18  More precisely, the agencies do 
not explain why any additional administrative costs or compliance diffi  culties (which would likely 
be temporary and dissipate as both government and industry build experience with this type of 
regulation) would outweigh the signifi cant and ongoing benefi ts of regulation.

Th e agencies do note that, as of the 2010 model year, 5% of new trailers employ state-of-the-art 
technology under EPA’s voluntary SmartWay program.19  If this is evidence that the diversity of the 
trailer sector is an obstacle to wider adoption of available technology, and not instead evidence that 
such technology can be readily adopted by many manufacturers, the agencies do not adequately 
explain the basis for that conclusion.

Given the recommendation by the National Academy of Sciences to regulate trailers20 and the 
agencies’ calculation of net benefi ts, trailers should be covered in the fi nal rule.  If including trailers 
in the fi nal rule would signifi cantly delay promulgation, or if the agencies are able to explain 
why additional administrative and compliance costs necessitate a temporary delay, the agencies 
should detail in the fi nal rule a clear plan and schedule for moving forward.  Th ough generally 
the agencies should at least reevaluate and probably drop the small business exemptions in the 
rule (see next subsection), the agencies could also consider whether trailers could be regulated 
more quickly if a small business exemption were applied.21  Th at alternative might still represent 
a substantial opportunity for increased fuel economy and greenhouse gas reductions, as three 
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trailers manufacturers account for over half of all production, and the top ten manufacturers by 
output account for nearly 90% of production.22

Agencies Should Drop the Small Business Exemptions

Th e agencies exempt small businesses from compliance, based on the assumption that—given 
the small businesses’ low market share—an exemption will have only a “negligible impact” 
on emissions.23  However, this is not the proper framework for analysis and justifi cation.  An 
exemption should only be created where special administrative and compliance burdens cause 
costs to exceed benefi ts.  Th e agencies have not explained why small businesses would face special 
compliance burdens or create special administrative problems for the government.  Given that 
the agencies are worried about corporations taking advantage of the small business exemption to 
circumvent regulation,24 the agencies should at least rethink and should probably drop the small 
business exemptions.

Agencies Should Carefully Consider More Stringent Alternatives

Besides an option that includes trailer regulation (Alternative #7, which the agencies reject), the 
agencies only consider two policies more stringent than their preferred choice:  a 20% increase 
in stringency (Alternative #6b), and a standard based on a hypothetical increase in the market 
penetration of hybrid technologies (Alternative #8).  Th e agencies also reject both of those 
alternatives.

Agencies generally are required to assess the costs and benefi ts of all reasonable alternatives, 
including those suggested by the public,25 as well as alternatives for all “key att ributes or provisions.”26  
However, the choices made in defi ning and assessing the agencies’ two more stringent alternatives 
seem somewhat arbitrary.  For example, the 20%-increase alternative assumes the addition of a 
heat recovery system to combination tractors, a 10% mass reduction in pickups and vans, and an 
8% increase in hybrid powertrain application to vocational vehicles.27  But the agencies do not 
consider any lesser increase in the latt er two categories, or whether any greater increase might be 
possible for certain classes of vocational vehicles, a potentially overbroad category in this regard.28 

Similarly, in the hybrid-based alternative, the agencies imagine a hypothetical 13,000% increase 
in the annual sales of hybrid units (from under 5,000 units per year projected in 2010, to 650,000 
units per year starting in 2017).29  Th e agencies do not consider whether a more modest, but still 
ambitious rate of market penetration might be more feasible.30  Additionally, when assessing the 
costs of such alternatives, the agencies calculate a $30,000 premium based on one estimate for 
applying hybrid technology to a refuse truck.31  Th e agencies do not explain why technology costs 
would not decrease (due to economies of scale and learning) as market share increases from 5,000 
units to 650,000 units.

Th e agencies must consider whether additional alternative policy arrangements and additional 
cost estimates might be appropriate.  Aft er assessing all feasible alternatives, the agencies must 
select the option that maximizes net benefi ts.

Agencies Should Reconsider Air Conditioning Regulations

Th e agencies do not propose to regulate air conditioning leakage from vocational vehicles, and 
do not discuss such regulation as an alternative rulemaking possibility.  Th e agencies explain that 
since they have chosen to regulate the chassis manufacturer for this class of vehicles, and since 
other entities are potentially involved in designing the air conditioning system, regulating air 
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conditioning for this vehicle class is not practical.32  

However, the agencies do not specify the extent to which third parties are involved in vocational 
vehicle air conditioning system production and installation, or whether regulation at a level other 
than the chassis manufacturer may be appropriate for certain vocational vehicles.  Notably, this 
broad vehicle category includes not only work trucks, but also recreational vehicles and transit 
buses.  To the extent implementation of direct control standards is currently infeasible, the 
agencies should consider whether alternatives such as labeling (see below), credits (see below), 
or voluntary approaches would be benefi cial, and the agencies should set a schedule for future 
regulatory actions to directly control leakage. 

Agencies Should Respond to Petitions on Other Un-Regulated Mobile Sources

Several petitions are pending before EPA to regulate a variety of other mobile sources that 
produce signifi cant greenhouse gas emissions,33 including other non-road engines, ocean-going 
vehicles, and aircraft , as well as a petition from Policy Integrity that would cover all vehicle fuels 
(see below).34  In order to fully comply with its mandates under the Clean Air Act, EPA must 
address all signifi cant sources of greenhouse gas emissions and must respond to these petitions.35  
Addressing all these sources might not be appropriate in the context of the heavy-duty truck 
regulations; nevertheless, this rulemaking serves as an important reminder that heavy-duty trucks 
are just one component of a broader category of mobile sources, all tied together by the common 
use of vehicle fuel.

On the other hand, certain currently un-regulated sources could be appropriately addressed in 
the context of this rulemaking, in particular trailers and motorcycles—both part of the § 202(a) 
endangerment fi nding that underlies this rulemaking.  To the extent the agencies choose not to 
address such sources, Policy Integrity plans to petition EPA to initiate a rulemaking procedure to 
control emissions of greenhouse gases from the use of trailers in combination tractors and from 
highway motorcycles.

The Proposed Rule, Though Imperfect, Is Cost-Benefi t Justifi ed

Even though other alternatives might bett er maximize net benefi ts (see above), the proposed 
regulation is still cost-benefi t justifi ed.  In particular, under most scenarios, social benefi ts alone 
outweigh costs, and in all scenarios social benefi ts plus private fuel savings completely swamp the 
technology burdens.  Th e large, unrealized private fuel savings do raise questions about whether 
and how a market failure might have generated this so-called “energy effi  ciency gap.”  Potential 
informational issues may partly explain this paradox and may also partly justify additional labeling 
requirements.  Th e positional goods theory may also help explain part of the energy effi  ciency 
paradox.

Social Benefi ts Alone Outweigh Costs in Most Scenarios

As demonstrated in Tables VIII-24 and -25, the net present value of total monetized social benefi ts 
(carbon dioxide reductions and energy security impacts, minus accidents, congestion, and noise) 
outweighs the net present value of total calculated technology costs for all but the lowest of four 
possible values measuring the “social cost of carbon.”  Even at that lowest social cost of carbon, 
total monetized and qualitative social benefi ts may possibly outweigh total technology costs, 
depending on the magnitude of the unquantifi ed benefi ts:  climate benefi ts from non-carbon 
dioxide reductions (especially HFCs)36 and other unquantifi ed environmental, public health, and 
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welfare benefi ts.37  Furthermore, it may be important that the costs per ton of carbon abated are 
signifi cantly lower for certain vehicle classes (7 and 8) than for others (2b and 3),38 suggesting that 
social benefi ts alone may more easily justify requirements for certain vehicle categories. 

Crucially, the private benefi ts of fuel savings (plus refueling savings) are enough to outweigh 
costs, for all vehicle classes and regardless of which scenario is used to calculate social benefi ts.  
However, consumers arguably already have the option to generate these benefi ts for themselves, 
by voluntarily selecting the more fuel-effi  cient vehicle models currently on the market.  Th e failure 
of consumers to make choices that should save them money in the long run is called the “energy 
effi  ciency paradox.”  To the extent that private benefi ts are necessary to justify the regulatory costs, 
this paradox requires some explanation.  

Th e agencies proff er a number of explanations for the failure of consumers in the heavy-duty 
vehicle sector to select more fuel-effi  cient models.39  Th e correctness of such explanations will 
inform the question of what regulatory response is most appropriate.  Based on the information 
currently before the agencies, the most compelling economic concepts that help explain the 
energy effi  ciency paradox are informational issues and the positional goods eff ect.  Th e agencies 
should then tailor their proposed rule in light of such explanations. 

Consumers’ Lack of Information Justifi es Some Labeling Requirements

A number of informational issues may contribute to the energy effi  ciency paradox.  Consumers 
may lack information about fuel-effi  cient technology, or may fail to consider available information 
or translate it into fuel savings when making vehicle purchase decisions.  Consumers who might be 
interested in bett er fuel economy, moreover, may not have reliable information applicable to their 
vehicle or use.  As the agencies suggest, informational issues may be an important explanation of 
consumers’ failure to select more fuel-effi  cient vehicles.40

Th e agencies are currently in the process of revising separate labeling requirements for light-duty 
vehicles, where they note how important access to information on fuel effi  ciency and environmental 
impacts is to average consumers of passenger vehicles.  Th at rulemaking does not cover heavy-duty 
trucks.41  While many consumers of heavy-duty trucks and engines are businesses that, compared 
to average individuals, might have bett er access to information and more time and resources to 
make informed choices,42 at least some heavy-duty vehicles are purchased by individuals (certain 
pickups, vans, mobile homes, and recreational vehicles).  Moreover, there is no reason to assume 
that government entities and businesses might not also benefi t from easier access to clearer 
information.

Th e agencies do not propose any major changes to current emission control information labels for 
heavy-duty engines and vehicles.43  Th e agencies seem to view these labels mainly as tools to aid 
inspection and enforcement rather than as information disclosure tools,44 but there is no reason 
they cannot serve both functions.  EPA has the statutory authority under the Clean Air Act to 
require vehicle and engine labels that “contain such other information relating to control of motor 
vehicle emissions as the Administrator shall prescribe.”45  NHTSA may also have some authority 
here, since Congress did not specify what it meant by “compliance and enforcement protocols” in 
the Energy Independence and Security Act of 2007.46

Labels may be most appropriate and straightforward for heavy-duty pickups and vans.  At least 
some consumers of this class variety are individuals, who are perhaps most in need of additional 
information on fuel effi  ciency and environmental eff ects.  Labels are also benefi cial not just for 
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intra-class comparisons, but also for cross-class comparisons.  Th ough the agencies believe class 
switching may be unlikely, it is certainly possible between heavy-duty and light-duty pickups and 
vans.47  Indeed, class 2b and 3 vehicles share much in common with light-duty trucks,48 which is 
why the agencies were able to select a metric for fuel effi  ciency and emissions (gallons and grams 
per mile) analogous to the measure used in the light-duty context.  Because of this common metric, 
the agencies may be able to adapt some features of the light-duty labels to the heavy-duty pickup 
and van context, allowing not only for administrative ease but also for cross-class comparisons by 
consumers.

For other vehicle categories, the diff erent metrics (grams per unit of work), diversity of vehicle 
applications, and the chosen points of regulation (e.g., chassis manufacturers for vocational 
vehicles) may present new challenges for a labeling system.  Th e labels developed for the light-duty 
context may not seamlessly apply.  Th e agencies should consider whether clear, cost-eff ective labels 
can be developed for these other heavy-duty vehicle classes.  Th e agencies might also consider 
whether a voluntary label or seal, analogous to the Energy Star program, can be developed, 
especially for those vehicles that the agencies have not regulated despite signifi cant effi  ciency 
opportunities:  for example, for aerodynamic improvements to vocational vehicle bodies.49  Th is 
may be most important for vehicles marketed to individual consumers, like mobile homes.

Effi  ciency Tests are a Public Good, Justifying Current Regulation and Future Demonstration Projects

General evidence supports the effi  cacy of many new vehicle effi  ciency technologies, but much of 
the data has neither been duplicated by other researchers nor verifi ed over a range of duty cycles, and 
the subset of data that has been peer-reviewed is applicable only to select technologies.  Consumers 
may therefore remain skeptical of a technology’s real-world performance, especially regarding 
the applicability to their particular vehicle model or use.  Th e great diversity of vehicle types and 
operational purposes in the heavy-duty sector exacerbates this problem of the limited applicability 
and reliability of data.  A consumer lacking reliable, applicable information may compare the 
known, irreversible, upfront purchase price of the new technology against an unknowable future 
stream of fuel savings, and choose to minimize the former by selecting a cheaper alternative instead 
of the one that promises more (but potentially illusory) effi  ciency.50

Individual consumers, as well as certain local government purchasers and even some small-
scale business operations, may have limited capacity to experiment on their own and test out 
new technologies.  Coordination problems and the diversity of vehicle types and uses prevent 
the pooling of resources to evaluate technologies.  But most commercial operations and larger 
government entities could theoretically take the risk of experimenting with various new fuel-
effi  cient technologies.  If the technology proved successful, an early adopter could achieve a short-
term favorable competitive advantage by reaping fuel savings.

However, experimentation to determine the success of fuel-saving technology is costly and risky.  
If a single actor does move fi rst and demonstrate the success (or failure) of the new fuel-effi  cient 
technology, that information may be hard to conceal, allowing others to learn of the benefi ts 
of the technology.  In other words, the fi rst mover generates a positive externality, because the 
information from the technology test is now free and available for anyone else in the market to act 
on as well.  (Companies may try to keep tests secret, but the widespread adoption of a successful 
technology might be visible simply by observing the company’s fl eet, though it could be diffi  cult 
to tease out the eff ects of multiple technologies.)  Because private fi rms cannot prevent their 
competitors from benefi ting, businesses typically under-invest in non-excludable goods.  Instead 
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of a fi rst-mover advantage, the fi rst to investigate a new technology bears all the costs and risks of 
failure, and yet enjoys only a small portion of the benefi ts, since any comparative advantage from 
early adoption begins to evaporate as competitors follow suit for free.  While fi rms could pool the 
costs of experimentation, such information sharing in highly competitive markets is improbable.  
Th is market failure undermines the incentive to investigate and invest in fuel-effi  cient, cost-
effi  cient technologies.  As is typically the case with public goods and externalities, it is up to 
government to step in.  One option for a government response would simply be to help supply 
the missing information through additional research and demonstration programs.  However, as 
with labeling, a demonstration program might be inadequate to correct informational issues if 
consumers do not trust the government’s results or deem them inapplicable to their particular 
vehicle or use.  Alternatively, even if consumers were persuaded by a demonstration program, they 
might wait to adopt such technology until they have fi rst tested its adaptability to their own vehicle 
type or operation.51  Th is will cause delays in achieving fuel savings, may result in additional costs 
to consumers, and will slow down the generation of the important greenhouse gas reductions, 
energy security improvements, and other social benefi ts.  Th us, demonstration programs alone 
would be an inappropriate response to the informational issues underlying the energy gap and 
preventing the achievement of environmental objectives.

Th e agencies propose to circumvent these informational issues by mandating adoption of new 
technology.  In the event that the benefi ts of new technology prove illusory, the government-
created condition establishes the even playing fi eld necessary for consumers to avoid competitive 
losses.  At this stage, the government has set minimum fuel effi  ciency standards based on cost-
eff ective, widely applicable, and relatively proven technological improvements.  However, the 
agencies should also consider how a pilot project or demonstration programs could be useful 
going forward to encourage the continued adoption of even more advanced technologies.

A Positional Goods Eff ect Predicted for Certain Consumers Justifi es Some Regulation

A “positional good” is something whose value depends strongly on how it compares with the 
things owned by others.52  Smith might be relatively happy with her house’s size if it matches the 
neighborhood’s average size, but she might value the same house less if a mansion goes up next 
door:  housing size is positional.  By comparison, Smith might not care how many vacation days 
her neighbors have so long as she gets the amount she wants:  vacation days are non-positional.

Positionality and status matt er for reasons that go beyond psychology, biological hardwiring, 
or envy—although those factors should not be ignored.53  Status can be “instrumental,” in that 
higher status itself can create bett er consumption opportunities and access to bett er employment 
opportunities.54  “Conspicuous consumption” of positional goods thus becomes a signal for status:

When an individual’s ability level cannot be observed directly, such observable components of 
his consumption bundle constitute a signal to others about his total income level, and on average, 
therefore, about his level of ability….[I]mperfect information about ability might create incentives 
for people to rearrange consumption patt erns to favor observable goods.55

In other words, theory predicts that more visible goods will be more positional, and that people 
will over-consume visible goods.  Visibility depends not necessarily on physical visibility, but on 
whether “society has direct means to correctly assess the expenditure involved.”56

According to a recent U.S. survey on the visibility of 31 expenditure categories (from food to 
mobile phones), new or used motor vehicle purchases were the second most visible expenditure; 
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related expenditures on gasoline/diesel, vehicle maintenance, and insurance were all substantially 
less visible.57  Surveys also consistently confi rm that vehicles are highly positional goods, that 
people prefer a relative increase in a vehicle’s value to an absolute increase,58 and that the more 
visible features of vehicles are more positional.59  

Th e more observable prestige features of vehicles include size, power, brand, and design.  While 
all these traits have functional value (such as capacity, safety, and performance),60 they also all have 
relative value:  consumers value size, power, and load capacity not just for their functional benefi ts, 
but for the status signal.61  As Bob Lutz, Vice Chairman of General Motors, has stated, “aspirational 
aspects overwhelm the functional diff erences” when customers choose vehicles.62  Importantly, 
many vehicle prestige features—especially larger size and increased performance—reduce fuel 
effi  ciency.  And given the low visibility of gasoline expenditures and fi nancial savings, which are 
typically considered non-positional,63 fuel effi  ciency is currently a relatively non-positional good.

In the heavy-duty truck context, the positional goods theory may have a limited but important 
application.  Consumers may compete for prestigious traits on vehicles bought for personal 
transportation, including certain pickups, vans, mobile homes, and recreational vehicles.  A 
similar eff ect may take place among some combination tractors owned by individual, independent 
contractors, who may not only compete for bragging rights among their peers, but may also 
compete for employment opportunities based on the relative size or power of their vehicle.64  
Finally, the relative size and power of heavy-duty vehicles may be important to the branding of a 
commercial business:  the more powerful the fl eet, the more solid the brand may appear.

Th e problem with positional goods is that an increase in aggregate consumption does not 
necessarily increase consumer welfare.  If Smith invests in a positional good to move up the status 
hierarchy, Jones will feel relatively worse off  and so will match that investment to catch up.  As a 
result, both consumers spend resources without actually improving their relative status.65  

Th e conspicuous consumption status competition is wasteful because consumers invest more in 
positional goods than they would if they were motivated purely by the goods’ functional value, 
as consumers try to capture a status advantage that never materializes.  In the end, positional 
goods do not produce the welfare that consumers expect, due to a negative externality caused by 
positionality:  as soon as the second consumer also buys the larger vehicles, it reduces the value to 
the fi rst consumer of her vehicle.66

Because consumption decisions are made non-cooperatively but in fact alter the spending 
behavior of others, consumers get stuck on a “positional treadmill” that does not increase welfare.67  
Yet if any individual opts out of this “expenditure arms race,” it would only move that consumer 
backwards on the status hierarchy, which for most consumers is unacceptable.68  And given limited 
resources and limited market options, the over-consumption of positional goods results in under-
consumption of non-positional goods (such as fuel effi  ciency).  

In short, a market failure blocks optimal investment in fuel effi  ciency.  It can be especially hard for 
consumers to move themselves down the status scale voluntarily on visible, positional features 
like vehicle size and horsepower.69  Yet if consumers could maintain their relative economic and 
competitive position, they might be more willing to pay for non-positional goods.70  Th e proposed 
regulation is a cooperative solution that allows consumers to achieve what they could not in the 
non-cooperative open market:  namely, an increase in fuel effi  ciency without losing position in 
the status hierarchy.71  Regulations similarly help consumers select fuel effi  ciency without falling 
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behind in the size rankings, since with time the average fl eet size will shift .  Regulations also 
correct a supply-side problem, since theory predicts manufacturers will devote their research 
and development budget to status goods until government adjusts the incentives.72  Finally, with 
time and under new labeling requirements that could increase the visibility of fuel effi  ciency, it 
is possible fuel effi  ciency may emerge as an increasingly positional trait.73  Someday businesses 
could even compete for status as having the greenest fl eet—but regulation may be necessary to 
jumpstart that eff ect, to overcome the initial hesitation to sacrifi ce current prestige goods for fuel 
effi  ciency.

Agencies Should Utilize Flexibility Mechanisms If Consistent with Objectives

Where the agencies can lower compliance costs without sacrifi cing regulatory objectives, they 
should pursue those strategies.

Air Conditioning Credits

Th e agencies are not proposing air conditioning effi  ciency credits,74 a credit system for the 
uncovered air conditioning emissions from vocational vehicles,75 or credits for those who exceed 
the air conditioning leakage standards.76  Th ey should consider all these options.

Technology Credits

Th e agencies’ proposed credits for early compliance and advanced vehicle technologies may 
help incentivize early, cost-eff ective reductions and long-term investment in new technologies.  
Unfortunately, in awarding these credits, the agencies propose to treat electric vehicles as if they 
had zero greenhouse gas emissions.77  Th e agencies should reconsider this approach.  Electric 
vehicles do not have a zero carbon emissions value:  electric vehicles run on energy from an 
electric grid, and producing this electricity emits carbon.  Th e proposed rule does not account 
for these upstream emissions, even though it easily could assign all electric vehicles an emissions 
fi gure based on the national average for electricity production, or require manufacturers to report 
the specifi c average amount of greenhouse gases emitt ed for each electric vehicle model.

Th e agencies also ask for comments on applying a 1.5 multiplier to early and advanced technology 
credits.78  Generally, the agencies should give careful thought to whether the benefi ts of early action 
and investment in research justify that size of a multiplier.  But the credit multiplier is perhaps most 
dangerous where credits are not based on real emissions reductions.  Namely, if electric vehicles 
are treated as having zero emissions and then awarded 1.5 credits, that combination will allow 
manufacturers to avoid emissions cuts elsewhere and will undermine the regulatory goals.

Gas Equivalencies and Light-Duty Rule Change

Allowing compliance with nitrous oxide and methane standards through carbon dioxide-
equivalent values, as proposed,79 is appropriate, as long as it does not undermine stringency.

Th e proposed changes to the light-duty standards (allowing a carbon dioxide-equivalency 
approach for either nitrous oxide or methane, without requiring use of both, and also exploring a 
credit-based approach)80 are also justifi ed and consistent with Policy Integrity’s comments on that 
rulemaking.  However, burying a proposed change to a previously fi nalized rule in the notice for a 
diff erent rule falls outside norms of administrative procedure.  Notice of a proposed rulemaking, 
required by the Administrative Procedure Act,81 is basic to administrative law.  To ensure adequate 
public participation, notice of a proposed rule must adequately inform the public of its intent.  
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Th is proposed rulemaking explicitly focuses on standards for medium- and heavy-duty vehicles.  
Yet, the agencies are also proposing changes to their rule covering light-duty vehicles.  While the 
new proposed rulemaking will interest a good number of parties that commented on the light-
duty rule, there may be a sizable number of other parties whose interests are not implicated by a 
medium- and heavy-duty rule.  In future modifi cations of fi nal rules, the agencies should make a 
separate proposal to revise their rules in order to maximize opportunities for public participation. 

Cap-and-Trade

Although the proposed regulations fulfi ll EPA’s legal duty under Section 202 of the Clean Air 
Act with respect to most heavy-duty vehicles, the program does not reach an effi  cient level of 
greenhouse gas reductions in the transportation sector.  Th e proposal does not create a uniform 
regulatory framework applicable to all mobile sources and does not eff ectively maximize social 
welfare or minimize costs.  In April 2009, Policy Integrity submitt ed a rulemaking petition to EPA 
requesting the creation of a comprehensive cap-and-trade system under Section 211 of the CAA 
for vehicle fuel used in all mobile sources.82  A cap-and-trade rulemaking would be more eff ective 
at addressing greenhouse gas emissions of all mobile sources, including sources such as off -road 
vehicles and marine vessels, which are not currently covered.83  It would also allow EPA to regulate 
emissions at the source of fuel sale, manufacture, and import rather than requiring piecemeal 
command-and-control regulation of various vehicle sectors.  Th e details and statutory authority 
for such a program are more clearly outlined in Policy Integrity’s petition, available online.84

Conclusion

By proposing these regulations, the agencies have tried to respond to legal obligations and 
to the growing risks associated with greenhouse gas emissions and energy dependence.  Th e 
recommendations contained in this report will allow the agencies to more effi  ciently and eff ectively 
meet these goals.
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