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Energy Efficiency Regulations Based on Flawed
Methodology; Yield Only Minor Reductions in
Greenhouse Gases, New Paper Finds

Major new U.S. energy efficiency regulations rely on flawed methodology, provide
only minor environmental benefits, and thus fail true cost-benefit analyses,
according to a new working paper by two economists from the Brookings Institution
and Vanderbilt University.

In “Overriding Consumer Preferences With Energy Regulations,” published by the
Mercatus Center at George Mason University, Brookings Senior Fellow Ted Gayer and
Vanderbilt University Professor W. Kip Viscusi review some of the government’s
recent energy-efficiency standards for vehicles and appliances, finding that the
regulations have only a minor effect on greenhouse gas emissions.

In order to justify these expensive new regulations, the agencies instead rely on the
unsupported claim that the regulations save consumers and firms money by forcing
them to buy more expensive energy-efficient products.

The authors examine energy regulations promulgated by three federal agencies (the
Department of Energy, the Department of Transportation, and the Environmental
Protection Agency), questioning the agencies’ departure from the traditional cost-
benefit analysis approach used in the past.

They find that there is little or no evidence provided by the agencies that consumers
and firms are irrationally harming themselves by not adequately valuing energy
efficiency over other considerations, and they note that basing regulatory analyses
on such assumptions could be used to justify future regulations that mandate
virtually all choices consumers and firms make.

The only way these energy-efficiency regulations pass a cost-benefit analysis-as
required by the Office of Management and Budget-is if one assumes that restricting
consumers’ choices benefits consumers themselves.

Gayer and Viscusi note that the benefits claimed from energy-efficiency regulations
are overwhelmingly private benefits (i.e. consumer benefits) derived from correcting
“consumer irrationality.”

The authors’ find that the agencies provide no convincing evidence for this claim,
and they therefore argue that consumers should be able to decide how much they
value energy efficiency over other considerations (i.e., price, functionality, etc).

They also cast doubt on the ability of government agencies to better determine
which products are beneficial to those who purchase them.

“How can it be that consumers are leaving billions of potential economic gains on
the table by not buying the most energy-efficient cars, clothes dryers, air
conditioners, and light bulbs? Moreover, how can it also be the case that firms
seeking to earn profits are likewise ignoring highly attractive opportunities to save
money?" they ask.

“It should be a red flag that something is amiss with an analysis that assumes such
perplexing consumer and firm behavior that runs counter to the most rudimentary
economic theory and our general sense that we do not live in a world in which
people never make sound choices.”

Gayer and Viscusi also note that by the agencies’ own estimates, the environmental
benefits of these regulations are modest.

On corporate average fuel economy (CAFE) standards, for example, the government
estimates greenhouse-gas benefits make up less than 10 percent of the total
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claimed benefits, and when benefits are restricted to the US alone, claimed benefits
drop to about 2 percent.

To read the paper: http://mercatus.org/publication/overriding-consumer-…

DJ Nordquist Chief of Staff and Director of Communications, Economic Studies

The Brookings Institution, 1775 Massachusetts Ave. NW, Washington, DC 20036
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