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NO TIME TO WASTE

AMERICA’S ENERGY SITUATION IS DANGEROUS
BUT CONGRESS CAN ADOPT NEW POLICIES TO SECURE OUR FUTURE

October 2007

THE URGENT NEED FOR ACTION
A Dramatic Change in the Direction of Energy Policy
America’s energy situation has deteriorated dramatically over the past two decades.

e In 20 years, oil imports have tripled and we now import almost two thirds of
the oil we consume.

¢ Emissions of greenhouse gases have increased by 20 percent in the past 15
years > and concerns about global warming have become a reality.

e In the past five years, household budgets have been hard hit by rising energy
3
prices.

In spite of these rising prices, increasing imports, and greenhouse gas emissions, U.S.
energy policy has been stagnant, failing to address any of these problems. Today, however,
Congress is on the verge of adopting a major shift in energy policy that will tackle the hard
reality of our energy situation head on.

There are three provisions in energy legislation recently passed by the House of
Representatives and Senate that address consumer needs, national security, and the environment
using today’s technology. Congress must pass a bill that contains the following:

1. Increase the Corporate Average Fuel Economy (CAFE) standard to 35 miles per
gallon (mpg) by 2020, using the Senate language;4

2. Expand the production of cleaner, more advanced cellulosic ethanol and other
biofuels to 36 billion gallons, with protections to ensure sustainable and energy
efficient production, using the Senate language; and”

3. Institute a Renewable Electricity Standard (RES) that requires utilities to use
renewable energy as the source of 15 percent of their electricity, using the House
provisions.

The Senate and House have identified the solutions. Now they must simply be
implemented by passing sound, achievable energy policy. Time is critical. To delay passage of
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these simple requirements would only sink America deeper into the energy morass and fail to
address critical consumer, security, and environmental problems. Adoption of this energy policy
is imperative. To do anything less would be an egregious mistake for consumers, national
security, and the environment.

Time Is Not On Our Side

Efforts to weaken or block these policies waste the most critical asset we have to solve
our complex energy problem — time. The U.S. consumes one-quarter of the world’s oil, yet has
less than 3 percent of the world’s oil reserves.” Growing demand for oil increases the power of
energy producers hostile to our national interests who help fund terrorist activities. Of equal
concern, the world’s leading scientists have issued stark warnings that the window of opportunity
to avert the worst impacts of the global warming problem is closing.® We cannot afford the “go
low and slow” approach being pushed by the auto manufacturers’ and electric utilities.'” The
auto industry proposal, for example, would achieve only one-quarter of the oil savings that the
Senate CAFE language would achieve, which translates into a delay of two vital decades. Time
is of the essence if we are to relieve the pressure on consumer pocketbooks, national security,
and global warming."’

THE PUBLIC SUPPORTS AGGRESSIVE ENERGY POLICY

The public understands the dire circumstances in which we find ourselves and supports
aggressive action to address the energy problem. Respondents to an October 2007 opinion poll
commissioned by the Consumer Federation of America (CFA) express great concern over our
national oil problem and overwhelmingly support changes in policy. CFA has been polling on
the energy issue for two years now, and the results are clear.'” In the most recent survey,
gasoline prices are the largest concern, with 78 percent expressing concern (63 percent
expressing great concern) (See Exhibit 1). However, concern over U.S. dependence on Middle

Exhibit 1:

The Public is Concerned about Gasoline Prices,
Oil Dependence and Global Warming
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Eastern oil has been growing and almost equals concern over prices in our most recent
poll (76 percent; 56 percent great concern). Concern about global warming stands at 60 percent
(43 percent great concern).

Reflecting this high level of concern, the public is supportive of the three policies
Congress is considering (see Exhibit 2). Overwhelming majorities (84 percent and 75 percent)
support the policies. The policy question was asked of two separate samples of over 1,000
respondents nationwide. The higher level of support (84 percent; 45 percent strongly support)
comes with a simple statement of the policies being considered as follows.

The U.S. Congress is considering legislation that would significantly increase
energy efficiency and the use of renewable energy. The most important
provisions of this legislation would require increases in the gas mileage of cars,
SUVs, and pickup trucks; require greater use by electric utilities of renewable
fuels such as wind and solar power; and create programs to expand the use of
ethanol and other biofuels. Do you personally support or oppose this legislation?

Exhibit 2:

The Public Supports a New Energy Policy
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There is only a small drop-off when arguments on both sides are presented (75 percent
support, 38 percent strongly support) as follows:

The U.S. Congress is considering legislation that would significantly increase
energy efficiency and the use of renewable energy. The most important
provisions of this legislation would require increases in the gas mileage of cars,
SUVs, and pickup trucks, require greater use by electric utilities of renewable



fuels such as wind and solar power; and create programs to expand the use of
ethanol and other biofuels. Supporters of these policies say they will lower
consumer spending on energy, lower U.S. dependence on foreign oil, and lower
global warming emissions. Opponents say that prices will rise and jobs will be
lost. Do you personally support or oppose this legislation?

Opposition to the policies is extremely low with only 13 percent opposed (6 percent
strongly opposed) when the policies are only named, and 22 percent opposed (13 percent
strongly opposed) when the pros and cons are presented.

THE NEW ENERGY POLICY: DIRECT BENEFITS AND EXTERNALITIES

Our economic analysis shows that the public is correct in its concerns about our energy
situation and support for these policies. We view energy policy from two perspectives — a
consumer pocketbook perspective and a societal cost-benefit perspective.”” Conducting two
separate analyses can result in a quandary if the results point in opposite directions. If the result
of the consumer pocketbook analysis is negative, but the result of the societal cost benefit test is
positive, the relative size of the effects and the difference between direct and indirect effect can
make for a complex decision. That is not the case with the policy decision before the Congress.
We find that the adoption of the energy policies pending in Congress will have a positive net
benefit under both the consumer pocketbook test and the societal cost-benefit test.

Direct Benefits

The consumer pocketbook analysis examines the direct impact of the program on
household expenditures. For fuel economy, it asks how much more it would cost consumers to
own the vehicles that would be brought into the market compared to how much less they would
spend on gasoline as the result of driving more fuel efficient vehicles. For the Renewable
Electricity Standard (RES), it asks whether total consumer bills for home energy will increase or
decrease.

Our economic analysis concludes that the public has good reason to support these
policies. Combined, these provisions will save consumers hundreds of billions of dollars.
Estimated impacts cumulative to 2020 are as follows:

Gasoline consumption would be dramatically reduced.

e Increases in fuel economy standards in the Senate bill will result in lower
gasoline consumption of over 60 billion gallons between now and 2020."* At
$3 per gallon, the savings to consumers will be over $180 billion cumulative
to 2020.

e Biofuels will lower gasoline consumption by approximately the same
15
amount.



The growth of imports would be stopped for the first time in two decades.

e Combining improved fuel economy and biofuels output will cut imports by
almost 2.4 million barrels per day, equal to about 20 percent of imports. '°

Greenhouse gas emissions would be dramatically reduced.

e Fuel economy improvements would result in reduced cumulative greenhouse
.. e1qe . 1
gas emissions of over 750 million metric tons per year.'’

e The extent to which biofuels would reduce greenhouse gas emissions depends
on the raw material inputs and the technology used to produce the fuels."®
The reduction in greenhouse gas emission would be between 130 million and
660 million tons cumulative to 2020.

e While the renewable electricity standard would not cut oil imports, it would
lower natural gas consumption, lowering prices and reducing greenhouse gas
emissions. The primary impact would be a cumulative reduction of
approximately 250 million tons of greenhouse gas emissions by 2020."

e Combining the three programs would reduce greenhouse gases by 1.1 billion
to 1.7 billion tons.

Externalities

The national cost-benefit test examines the indirect effects of adopting the new standard
on the U.S. It quantifies the value of externalities that would be internalized as a result of the
policy. The concept of external costs and benefits is widely recognized in the social sciences.’
These costs and benefits are indirect. We take the concept of externalities seriously; they are real
and people feel the effects.
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Many of the social costs of burning fossil fuels result in social expenditures which are
paid for in taxes. For example, many analysts believe that excessive oil dependence increases
the military expenditure to protect American interests in the region.”’ The drag on the economy
created by the drain of local resources out of the national economy and the vulnerability to
economic disruptions as a result of huge imports of crude oil is felt across many sectors.”> Many
of the health effects of auto pollution emissions are felt locally. Ultimately, the effects of global
warming will be felt locally, with different impacts on different areas.

Thus, we believe it is a mistake not to quantify and personalize these external costs and
benefits. The key is to use a method that is reasonable.

Valuing externalities is difficult, but even conservative estimates of $1 per gallon
for reductions in gasoline consumption and $100 per ton of carbon dioxide emissions
(equivalent to $1 per gallon) yield large monetary values for indirect savings.> The total
societal value of these three policies exceeds $400 billion, cumulative to 2020.



Consumer Expenditure Savings $180 billion
Reduced Consumption/Imports $120 billion
Greenhouse gas reductions $110-180 billion

The incremental costs incurred to produce these benefits are in the range of $100
billion.

The direct consumer benefits are the largest single component of the total cost-benefit
analysis, but each of the components is substantial. For every dollar of consumer pocketbook
benefit, there is at least one dollar of indirect societal benefit.

FACING THE FACTS OF OUR CURRENT ENERGY CHALLENGE
Consumer Impacts

From the consumer point of view, spending on energy (gasoline, electricity, and natural
gas) is a large and growing household expenditure. Our reliance on fossil fuels — oil for
gasoline, and natural gas consumed for heating and cooking, but also increasingly used to
generate electricity — has led to huge increases in consumer costs in recent years (see Exhibit 3).
Over the past five years, annual household expenditures on gasoline have increased from $1,000
to almost $2,300 per year. Annual expenditures on electricity and natural gas have increased by
$400 per household to almost $1,900 per year. In short, in 2006, consumers spent well over
$4,000 on household energy, compared to less than $2,500 just five years earlier.

Exhibit 3:
ANNUAL HOUSEHOLD EXPENDITURES
4500
4000 —
3500 — //T_/k —=
3000 — =
I
£ 2500 p———
E 2000
1500
1000
500
0 T T T T
2002 2003 2004 2005 20065
—es—Household Energy —s— Groceries —a— Health Care

Bureau of Labor Statistics, Consumer Expend fture Survey, various years. 2006 estimaied by

inflating 2005 expend itvres according to the Bureau of Lahor Statistics, Congumner Price Index for 6
groc exies and health cave and Frergy Jnformaton Administraion, Moenthly Energy Review, Auzust

2007, for energy prices.



To put these price increases into perspective, Exhibit 1 compares expenditures on
household energy to expenditures on groceries (food at home) and health care. In 2002,
household energy expenditures were a little higher than health care (by about 16 percent), but a
little less than expenditures on groceries (by about 12 percent). By 2006, expenditures on
household energy had shot up and were 23 percent more than expenditures on groceries and 50
percent more than expenditures on health care. These energy price increases are crimping
household budgets.

National Security & Economic Impact

U.S. crude oil imports have tripled over the past two decades while imports of finished
petroleum products have more than doubled. As a result, we now import almost two-thirds of
our total consumption of petroleum products (see Exhibit 4).

Exhibit 4:
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Gasoline accounts for almost half of the oil consumed in the U.S. and, consequently, half
of our oil imports, yet the fuel economy of our vehicle fleet has not improved at all over the past
two decades (see Exhibit 5).

Dependence on imports from unstable areas of the world and the increasing power and
wealth that rising oil prices give to nations that are hostile to our national interests undermines
our national security, funds terrorism, and hinders our ability to conduct foreign policy.**



Economically, the U.S. is exposed on a daily basis to oil price shocks and supply disruptions.?
Regardless of the cause — whether by global market dynamics, natural disasters, terrorist attacks,
or politically motivated oil embargoes — if we continue business as usual, allowing our demand
for oil to grow unchecked, those price shocks will become much more frequent, deeply felt, and
longer lasting. Economists across our country strongly support government intervention in the

Exhibit 5:
Adjusted Fuel Economy by Model Year
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transition away from fossil fuels, according to a survey by the Wall Street Journal. When asked
to pick the greater geopolitical threat to the economy, by nearly a 3-to-1 margin, the economists
chose a disruption in crude oil supplies caused by tensions in the Mid-East over the impact on
spending and confidence that could follow a major terrorist attack. *°

Global Warming Impacts

The United Nations’ Intergovernmental Panel on Climate Change (IPCC) composed of
the world’s leading scientists has warned that to avert the worst consequences of global
warming, we need to reduce global warming emissions to 80 percent below 1990 levels by
2050.>” Without action, the United States will emit about 20 percent more greenhouse gases by
2020 than it did in 2000, according to a draft report that the Bush Administration was scheduled
to submit to the United Nations a year ago.”®

Beyond the environmental damage of global warming, some analysts believe the impact
of global warming also poses “a serious threat to America’s national security.”*’ Senior retired
military officials from the Center for Naval Analysis warned in a report that global warming acts
as a "threat multiplier for instability" in some of the world's most volatile regions, adding tension
to stable regions, worsening terrorism and likely dragging the U.S. into fights over water and
other resource shortages. On the simplest level, it has the potential to create sustained natural



and humanitarian disasters on a scale far beyond those we see today. The consequences will
likely foster political instability where societal demands exceed the capacity of governments to

30
cope.

Electric utilities are the single largest source of carbon dioxide emissions, the most
important global warming greenhouse gas emitted in the U.S., accounting for one third of the
nation’s total emissions.”’ Automobile tailpipe emissions are the second largest source of
greenhouse gas emissions, accounting for one-sixth of the total. When the emissions associated
with the production of gasoline are included, motor vehicle gasoline accounts for almost one-
quarter of our national emissions.

Thus, as Exhibit 6 shows, consumption of these two products — motor vehicle gasoline
and electricity — account for about one half of the national energy problem, whether the problem
is measured by oil imports or greenhouse gas emissions. That is why these are the central
challenges of a national energy policy and addressing them is so urgent.

Exhibit 6:

CONTRIBUTION TO THE NATIONAL ENERGY PROBLEM
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LONG-TERM ENERGY SOLUTIONS REQUIRE AN IMMEDIATE START

There are no quick fixes to the national energy problem. We can only address our dire
situation with long-term sustained commitments to reducing our consumption of oil and other
fossil fuels. The key to this long-term policy is to start now, choose aggressive goals, and stay

on COU,I'SC.32

A marriage of the Senate and House provisions is the perfect starting point to initiate a
new energy policy that can provide long-term relief for energy consumers and take major steps
to address national energy problems.

Consumer Benefits from Senate CAFE Increase & House RES Policy

Increased Fuel Economy: The most obvious and direct benefit to consumers will come
in lower total costs for road transportation. Our analysis shows that the higher fuel economy
mandated by the Senate bill pays for itself on a monthly basis. The increase in the cost of
vehicles to achieve higher fuel economy is more than offset by the reduction in expenditures on
gasoline. In the case of the least efficient models -- pick-up trucks and SUVs -- the savings
would be quite large (see Exhibit 7). We have tested this proposition for “average” vehicles in
rural households who tend to drive more than urban households and for owners of pickup
trucks,” who tend to experience much lower gasoline mileage today. We have examined the
consumer impact of a 35 mpg standard as well as a longer-term 50 mpg standard.*

Exhibit 7:

Consumer Analysis of Reformed Cafe (35 MPG all Vehicles, 30 mpg Piclamps)
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Using estimates of the cost of increasing fuel economy from the National Academy of
Sciences (NAS) and estimates of the fuel savings from the National Highway Traffic Safety
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Administration (NHTSA), we estimate that consumer savings from the purchase of more fuel
efficient vehicles are at least $1,000 over the lifetime of a car (about 10 years) and from $6,000
to $8,000 for pick-up trucks.

Alternatively, we note that in order to save a gallon of gasoline, auto manufacturers
would have to invest one dollar to improve the technology in vehicles (see Exhibit 8). With the
total social value of gasoline well in excess of $3 per gallon, it is apparent that this is a very good
investment for consumers and the nation. Because trucks are so much less efficient, their
potential savings are much higher.

Exhibit 8
Costs and Benefits forThe Senate CAFE Compromise:
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Renewable Electricity Standard (RES): According to numerous analyses, the House
RES standard could lower the consumption of fossil fuels by electric utilities by as much as 10
percent and thereby lower consumer energy costs indirectly by alleviating the upward pressure
on energy prices.”> In 2005, 12 of the 15 studies on the impact of a federal renewable standard
presented to the Senate Energy and Natural Resources Committee found a federal standard
would result in a net reduction in overall energy bills for American consumers.>® More recent
studies have reached similar findings.?’

The economic process by which consumer savings are created in the utility sector are

similar to those in the vehicle sector, except they occur at the utility level and are then passed
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through to consumers in their bills. Utilities invest in renewables to meet the new standard. As a
result, they consume less coal and natural gas. “The higher capital expenditures are offset by
lower natural gas and coal prices.”® The latter is particularly important for several reasons.
Natural gas has been the overwhelming fuel of choice for utilities in recent years and the
“[n]atural gas price is the primary determinant of power prices and spark spread as natural gas
accounts for 68 percent of the nation’s price-setting fuel.”* Thus, rising natural gas prices have
been driving up electricity prices. Natural gas is also used as an energy source for residential
heating and cooling. One recent model of a 15 percent federal renewable standard, similar to the
House provision, estimates the downward pressure on natural gas prices at almost 15 percent and
the downward pressure on coal prices at 5 percent.*

National Benefits of Aggressive Policies to Reduce Fossil Fuel Consumption

The consumer pocketbook test applied above is conservative as it does not take into
account the national economic and security benefits of reduced fossil fuel consumption nor do
they factor in the environmental benefits. The value of national security and environmental
benefits is substantial, and it makes the case for immediate, aggressive policy action even more
compelling.

Retired Air Force General Charles Wald estimates that if the true cost of military security
were incorporated into the price of gasoline, we would be paying between $6.50 and $7 a gallon.
The IPCC put the global warming cost of carbon dioxide emissions at the equivalent of $1 per
gallon. Our review of the literature shows that these social costs have a value of between $1 and
$2 per gallon."! Given recent developments, we believe the higher figure is more appropriate.

The Senate policies on fuel economy and expansion of biofuel production could lower
the national energy consumption of oil by as much as 2.4 million barrels a day by 2025 — or 10
percent of our national use, reducing oil imports by 20 percent compared to “do nothing”
policies. The cumulative total to 2020 would be over 120 billion gallons of gasoline.

Although the potential greenhouse gas reductions associated with increases in biofuel
production varies widely, it should be noted that the Senate bill focuses future increases in
biofuels by developing processes that utilize cellulosic raw materials, which would result in
greenhouse gas reduction in the upper end of the range of possibilities (130 million tons to 660
million tons) cumulative to 2020. The House RES does not impact oil consumption and imports,
but it significantly reduces other fossil fuel consumption and related greenhouse gas emissions.
It could lower emissions in the utility sector by as much as 10 percent. The cumulative total to
2020 would be over 250 million tons. Combining the three components — fuel economy,
biofuels, and renewable generation — the cumulative reduction in greenhouse gas emissions to
2020 would be in the range of 1.1 billion to 1.8 billion tons, with a value of $110 to $180 billion.

The total direct and indirect benefits would be $400 billion. The incremental costs
incurred to produce these benefits are in the range of $100 billion.*
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CONCLUSION

The urgent need for a new direction in energy policy was underscored recently when the
National Petroleum Council (NPC) called for a doubling of the fuel economy of vehicles in a
study entitled Facing the Hard Truth About Energy.” The NPC agreed with a 2002 study by the
National Academy of Sciences™ and an earlier analysis by the Consumer Federation of
America® that called for the maximum feasible improvement in fuel economy and expressed the
belief that a doubling of the fuel economy of cars and trucks is technologically feasible and
economically beneficial to consumers. While we rarely agree with the NPC, which tends to
stress traditional supply-side options, we think their change of heart represents the recognition of
the hard reality that U. S. energy policy requires a change in policy direction.

The dangers of the deteriorating American energy position have become clear to
policymakers and the public. Economic analysis and public opinion support a bold change in
policy direction to lower pressures on prices, reduce our dependence on imported oil, and cut
global warming greenhouse gas emissions. The key building blocks of a new energy policy: 1)
higher fuel economy standards for vehicles as approved by the Senate, 2) increased production of
ethanol from cellulosic sources also in the Senate package, and 3) greater reliance on renewable
sources of energy in the electricity sector as passed by the House of Representatives need only to
be welded together for final passage and signature by the President. Efforts by the automobile
and electric utility industry to derail this legislation put their narrow special interests ahead of the
national interest and waste our most valuable asset in the effort to respond the national energy
challenge — time. The U.S. simply cannot afford to wait any longer to address the national
energy crisis.
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