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The federal Clean Car Standards promised steadily increasing fuel efficiency and lower vehicle 
emissions. The National Highway Traffic Safety Administration and the Environmental Protection 
Agency have now rolled back those standards, eviscerating important public health benefits and fuel 
savings for consumers.  
 
But the agencies’ own analysis shows that the rollback will cause more harm than good for society. 
And even the slight benefits that the agencies find under certain assumptions are premised on a 
flawed economic analysis that is riddled with problems.  
 
Here, we lay out the main economic problems with the rollback’s justification.  
 
The agencies were forced to abandon their cost-benefit analysis from the initial proposed 
rule, as it was riddled with errors. And now they have been forced to finalize a rule that shows 
net costs to society.1 Finalizing a net costly rule breaks with both the agencies’ past practice2 and 
critical executive branch directives.3 The agencies’ only justification for breaking with that 
longstanding practice is the argument that “costs to both industry and automotive consumers would 
have been too high under the standards set forth in 2012.”4 But focusing only on those costs is 
lopsided and irrational. Agencies are required to assess the impact of a regulation from the 
perspective of society, and from that perspective even the agencies’ own cost-benefit analysis shows 
that those costs were not “too high.” As a result, the agencies have failed to provide a reasoned 
explanation for imposing those harms on society. 

 
The agencies have overestimated the impact of fuel efficiency improvements on car prices by 
ignoring various compliance options available to manufacturers. Compliance credits – tradable 
certificates earned through overcompliance that can be counted towards compliance in past or future 
periods – give vehicle manufacturers significant flexibility. However, the agencies disregard the 
impact of trading between manufacturers,5 even though trading decreases the costs of reaching fuel 
economy standards. The agencies also artificially limit the time flexibilities of the rules by completely 
ignoring credit borrowing6 and modeling credit banking in a flawed, constrained way.7 Additionally, 
the agencies assume that some manufacturers would install prohibitively expensive technologies 
rather than undercomply with the standards and pay a (relatively low) penalty - an option that is 
available for CAFE standards. Finally, the agencies' modeling does not allow for any pricing strategies 
that would help vehicle manufacturers reach compliance in the most efficient way.8 Instead, they 
adopt a flawed assumption that manufacturers will pass the cost of compliance on to the consumers 
in the same way for each vehicle. 

https://www.resourcesmag.org/common-resources/credit-trading-accelerates-passenger-vehicle-fuel-economy-and-greenhouse-gas-standards-tighten/
https://www.resourcesmag.org/common-resources/credit-trading-accelerates-passenger-vehicle-fuel-economy-and-greenhouse-gas-standards-tighten/
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The agencies have underestimated the climate damages caused by the rollback, through the 
use of an arbitrary calculation of the social cost of carbon. The agencies measure only a narrow 
slice of the total climate damages that the rollback will cause. They attempt to count climate impacts 
only if they occur within U.S. geographic borders,9 but rely on models incapable of accurately making 
such a limited calculation and use arbitrary assumptions, like that the United States will suffer less 
climate damage than Europe simply because we have a shorter coastline.10 The agencies know that 
the rollback will cause climate damages on a global scale--but their main analysis ignores those 
damages.11 The agencies know that climate effects occurring outside U.S. borders will inevitably spill 
over into the U.S. economy through internationally interconnected markets, health risks, and security 
threats--but their main analysis ignores those effects, too.12 The agencies were warned through 
public comments that the rollback will inflict climate damages on the United States through our 
extraterritorial interests in foreign businesses and property, as well as through reciprocal foreign 
actions,13 but they offer no response. The agencies grudgingly include a sensitivity analysis that does 
measure the full global climate damages of the rollback14--which shows definitively that the rollback 
is net costly for society.15 

 
The agencies significantly overstate the extent to which rolling back the Clean Car Standards 
will lead to less pollution, less congestion, and fewer accidents as consumers drive less. 
Improved vehicle efficiency makes driving cheaper, and therefore does encourage more driving. This 
is known as the “rebound effect.” In the Final Rule, the agencies assumed that consumers would lose 
20% of any fuel economy savings by driving more (with the cleaner vehicles envisioned by the Clean 
Car Standards).16 Thus, by keeping cars dirtier and less efficient, the Final Rule encourages 
consumers to drive less. But the agencies’ new 20% estimate is a stark change from the agencies’ 
previous estimate that consumers would only lose 10% of their fuel savings through extra driving. 
And to support that new 20% estimate, the agencies have cherry picked evidence, ignoring significant 
research that supports a 10% estimate instead.17 

 
The agencies have unreasonably weighed statutory factors to focus in a lopsided way on short-
term costs over lifetime energy savings and societal impacts to health and the environment. 
EPA’s overarching statutory mandate is to protect public health and welfare.18 Yet in the Final Rule, 
EPA is instead explicitly placing greater weight in its decision on the upfront vehicle purchase price, 
in the hopes of speeding the purchase of newer cars.19 EPA makes an arbitrary decision to prioritize 
the purchase of new cars (using questionable assumptions about effects on vehicle safety)20 while 
diminishing the rollback’s demonstrated costs from lost energy savings, upstream pollution, and 
climate change.21 NHTSA has similarly dramatically skewed its weighting of statutory factors. For 
example, NHTSA counts safety and vehicle collision mortalities toward its “economic practicability” 
factor,22 to which it gives primacy,23 while relegating pollution- and climate-caused deaths to the 
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“need to conserve energy” factor,24 which NHTSA minimizes as less important.25 Given that NHTSA’s 
overarching statutory mandate is to conserve energy,26 its weighting of factors is arbitrary. 

 
The agencies have undercounted the respiratory harms and premature deaths caused by 
increased pollution from oil extraction, refining, and distribution, by relying on assumptions 
about oil imports that are inconsistent both internally and with basic economics. The agencies 
continue to ignore up to 95% of certain upstream emissions from fuel extraction, at least 50% of 
certain upstream emissions from refining, and at least 50% of certain upstream emissions from the 
distribution of crude oil.27 Consequently, the agencies ignore all the respiratory harms and 
premature deaths caused by such pollution, as well as at least some significant climate effects.28 The 
agencies attempt to justify their analysis with assumptions that are inconsistent both internally and 
with basic economic principles. First, the agencies wrongly assume they can ignore most emissions 
from oil production that occurs outside U.S. borders, even though such pollution can have direct 
effects on the United States.29 Second, the agencies assume that a huge portion of the increased fuel 
consumption resulting from the rollback will be satisfied by new imports: 50% by imported finished 
gasoline, plus 45% by imported crude that is refined domestically. Yet much of the rule relies instead 
on the claim that the United States will soon become a net exporter of oil.30 The agencies try, but fail, 
to explain this inconsistency. Finally, the agencies now claim that a large portion of the increased fuel 
consumption resulting from the rollback will be met by diverting domestically refined fuel that 
otherwise would have been exported--but the agencies claim they can ignore almost all the emissions 
from producing this fuel, because it would have happened anyway.31 This assumption ignores the 
basic economics of supply, demand, and substitution: diverting these exports will cause foreign 
customers to seek other sources of energy, and any new extraction, refining, or distribution of oil that 
results will also cause emissions that could impact the United States. 

 
The agencies’ analysis now finds that the rollback will cause the fleet size to increase,32 
reversing the assumption that formed the main justification for the agencies’ 2018 proposal. 
The new analysis is reasonable because the rollback is presumed to reduce new and used car prices, 
but the agencies then make a new error: they hold constant the estimate for how much people travel, 
rather than account for the fact that with lower prices some people would move away from other 
forms of transportation, such as shared vehicles, to their own vehicles. This allows the agencies to 
inappropriately claim that the rollback will reduce congestion and pollution, when those two issues 
could in fact be exacerbated by these fleet increases. 

 
The only way to make the rule’s benefits outweigh its costs is through one of the agencies' 
numerous sensitivity analyses, which inflates the benefits of the rollback by assuming that it 
will allow consumers to buy vehicles with more features, like higher horsepower and fancy 
entertainment systems.33 But that analysis is so flawed that the agencies themselves concede that 
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a quantification of these benefits is too unreliable to include in their primary analysis.34 It requires 
the agencies to ignore the long-standing and widely-supported  finding that it is market failures like 
incomplete information and auto manufacturer market power that lead consumers to buy cars with 
less fuel economy, not the prospect of buying cars with more features instead (which they can, and 
do, still buy). And the way the agencies calculate these alleged benefits is inconsistent with the way 
they calculate the sticker-price reductions that they claim will be a core benefit of the rollback, which 
are premised on vehicles maintaining the same features other than fuel economy with or without 
standards.35 
 
 
 
For questions or press inquiries, please contact Derek Sylvan (derek.sylvan@nyu.edu, 614-638-8282) 
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