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EXECUTIVE SUMMARY

America is too dependent on oil, and consumers
are paying the price. For the last two years,
gasoline prices have been creeping upward. In
2003, a gallon of regular gasoline averaged
$1.56; so far in 2005, the same gallon has
averaged $2.29, with prices in some areas
spiking close to $4.00 in August and September
after Hurricane Katrina disrupted supply from the
Gulf Coast.

America uses more oil for transportation than for
anything else. About two-thirds of the oil America
uses is to move people or goods from place to
place, and the vast majority of that is used in
personal vehicles such as cars, light trucks and
SUVs. Transportation has been the main driver of
America’s increased oil use, responsible for 79
percent of the growth in oil consumption in the
U.S. between 1985 and 2003.

The best way to reduce our dependence on oil
and save consumers money at the pump is to
make cars go farther on a gallon of gasoline.
Today, the average fuel economy of light-duty
cars and SUVs is just 21 miles per gallon (mpg),
five percent less than what it was in 1987. The
National Academy of Sciences has stated that we
already have the technology to make cars get 40
mpg. The big oil companies and automakers
continue to fight this technological progress; in
fact, while consumers are paying more at the
pump, oil companies are recording huge profits.
In 2004, the top ten oil companies enjoyed net
profits of $100 billion, an increase of more than
30 percent from 2003.

Congress and the Bush administration have
failed to take meaningful action to reduce
America’s oil dependence. In August 2005, the
president signed into law an energy bill that gives
new tax breaks to the oil and gas industry while

doing nothing to make cars go farther on a gallon
of gasoline or protect consumers at the pump. In
the same month, the Bush administration
proposed changes to federal fuel economy
standards that could actually encourage
manufacturers to make bigger, heavier, and less
fuel-efficient SUVs and light trucks.

In May 2001, when announcing his national
energy strategy, President Bush had the
opportunity to take a bold step forward and
increase the fuel economy of cars and SUVs to 40
mpg by 2012. If he had, consumers and the U.S.
economy already would be reaping the benefits
as more efficient cars entered the market. In
2006 alone:

 The U.S. would consume 500,000 barrels of
oil less per day. This is more than three-fourths
of our current imports from Iraq.

 Consumers would save more than $8.7 billion
at the gas pump, about $500 per new vehicle
on the road.

* The U.S. would offset 34.2 million tons of
carbon dioxide, the primary global warming
gas. This is the equivalent of removing almost
six million average vehicles from the road.

After 2006, as more cars meeting the new
standards replaced older, less efficient cars, the
benefits would grow even larger.

President Bush should not wait any longer. In
order to curtail America’s oil dependence and
save consumers money, President Bush should
pick up a pen and increase fuel economy
standards to 40 miles per gallon.



THE PROBLEM: WE ARETOO DEPENDENT ON OIL

The United States is simply too dependent on oil.
Holding only two percent of the world’s oil
reserves, the U.S. is far and away the world’s
number one consumer of oil. With less than five
percent of the world’s population, the U.S.
consumes a quarter of the world’s petroleum.!
On a per-capita basis, the average American
consumes two-thirds more oil than the average
resident of Japan, twice as much as the average
German, and 14 times more than the average
resident of China.2

Our heavy reliance on oil products to fuel
transportation vehicles takes a heavy toll on the
environment. Oil pollutes the environment from
the point of extraction to combustion, leaving a
trail of oil spills, smog-forming air pollution, and
global warming in its wake.

Consumers pay a price too in the form of
unpredictably high gasoline prices at the pump.
Gasoline prices are sensitive to crude oil supply
disruptions; moreover, as oil demand increases,
so does the price of a gallon of gasoline.
Gasoline prices have been steadily on the rise for
the last two years. In 2003, a gallon of regular
gasoline averaged $1.56; by 2004, it averaged
$1.85; so far in 2005, a gallon of regular
gasoline has averaged $2.29.3 After Hurricane
Katrina hit the U.S. Gulf Coast in August 2005,
damaging refineries and offshore rigs, oil jumped
to more than $70 per barrel, sending gasoline
prices soaring to close to $4 a gallon in some
places. This price spike in the wake of a natural
disaster is only symptomatic of larger underlying
problems that need long term solutions.

Rising U.S. and Global Demand

As demand for a commodity increases, its price
tends to increase as well. The rising demand for
oil in rapidly industrializing and developed
countries has helped trigger the recent jump in
world oil prices.

America’s consumption has been growing by
leaps and bounds. In fact, American oil
consumption has been increasing rapidly for the
last 20 years. Between 1978 and 1983,
Americans slashed their consumption of oil by
nearly 20 percent, as energy efficiency and fuel
economy measures implemented during the
1970s energy crisis took hold. Since 1983,
however, petroleum consumption has increased
by nearly one-third and is now well above seven
billion barrels per year.4

Increasing oil consumption in the U.S. is a key
driver of the jump in world oil demand that has
triggered the recent oil price spike. Between
2000 and 2004, the U.S. was responsible for
one-sixth of the increase in world demand for oil,
ranking second behind only China in oil demand
growth.5

0il Consumption and the Transportation Sector

Where is all this oil going? Increasingly into the
fuel tanks of America’s cars, trucks and SUVs.

America uses more oil for transportation than for
anything else. About two-thirds of the oil America
uses is to move people or goods from place to
place, and the vast majority of that is used in
personal vehicles like cars, trucks and SUVs.6
Transportation has been the main driver of
increased oil use, responsible for 79 percent of
the growth in oil consumption in the U.S.
between 1985 and 2003.7

There has been a dramatic shift in the American
vehicle fleet, with increasing sales of less-
efficient vehicles, such as SUVs. By 2004, SUVs
accounted for more than one-quarter of all light-
duty vehicle sales, while the share held by cars
had shrunk to less than half.8 The average
American now drives one-third more miles each
year than he or she did two decades ago and uses
on average an equally inefficient vehicle.®



At the same time, the average fuel economy of
both cars and SUVs has stagnated, as Congress
and the Bush administration have refused to
increase federal fuel economy standards (except
for a minor increase in SUV fuel economy).
Despite advances in technology, average fuel
economy is just 21.0 miles per gallon (mpg) for
model year 2005 cars and light trucks, five
percent below the 1987-1988 peak of 22.1 mpg
(Figure A).10

Figure A. Adjusted Fuel Economy by Model Year
(Three-Year Moving Average), 1975-2005
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Source: U.S. EPA, Light-Duty Automotive Technology and Fuel Economy
Trends: 1975 through 2005, July 2005.

For model year 2005, cars are estimated to
average 24.7 mpg, vans 20.4 mpg, SUVs 18.1
mpg, and pickups 17.1 mpg. The growing market
share of light trucks accounted for much of the
decline in fuel economy of the overall new light-
duty vehicle fleet from the peak that occurred in
1987-1988.11 Even these figures are somewhat
deceiving as more and more driving now takes
place under conditions - higher speeds and in
urban areas - that erode the fuel economy
performance of vehicles once they are on the
road.

In short, our increased driving plus lower fuel
economy equals higher oil consumption,
deepening our dependence on oil. Higher oil
consumption in the U.S. (along with increasing
consumption in other nations) has played a
significant role in the recent run-up in oil prices.

America’s current transportation and land-use
policies - which encourage dependence on
automobiles for most travel and do little to make
those automobiles fuel efficient - may have
appeared to be sustainable during the era of
cheap oil. But with the world beginning to brush
up against natural and technological limits in its
ability to produce oil, the sustainability of those
policies is now in serious jeopardy.



THE SOLUTION: MAKE CARS AND SUVS MORE FUEL EFFICIENT

In response to the Arab oil embargo of the early
1970s, Congress implemented the first miles per
gallon standards in 1975 to protect consumers
from high gasoline prices and supply vulnerability
resulting from U.S. dependence on foreign oil.
The drafters of the successful oil savings law
recognized that the only way to reduce
dependence on foreign oil was to reduce oil
demand, requiring cars and light trucks to nearly
double miles per gallon averages to 27.5 and
20.7 miles, respectively.2 As a result, consumers
were able to go farther on a gallon of gasoline;
these standards also had the benefit of reducing
tailpipe emissions, including emissions of global
warming gases. Cars today use 2.8 million
barrels of oil per day less than they would have
under the old fuel economy standards.12

The 1975 oil savings law also requires that the
National Highway Traffic Safety Administration
(NHTSA) continuously review and increase miles
per gallon standards as technologically
feasible.13 A 1996 Department of Transportation
appropriations bill rider prevented NHTSA from
even studying the need and the technological
feasibility of new fuel economy standards. In
2001, the Senate retracted this rider and agreed
to study fuel economy standards. Congress
ordered the National Academy of Sciences (NAS)
to determine the effectiveness federal fuel
economy program and make recommendations
for moving forward with new standards.

a Light truck fuel economy standards have since been
increased to 22.2 mpg for model year 2007.

In 2001, NAS identified ranges of fuel economy
improvements for both cars and trucks while
holding acceleration, performance, size,
accessories, amenities, mix of vehicle types,
makes, and models sold constant. The result
was a 2002 NAS report, Effectiveness and
Impact of Cormporate Average Fuel Economy
(CAFE) Standards, which concluded that
automakers could use existing technology to
increase the fuel economy of their fleets to 40
mpg over the next decade while improving safety
and maintaining performance.’*  Furthermore,
the NAS study was conducted when gasoline
prices were significantly lower; with higher
gasoline prices, many more efficiency measures
may become more cost-effective.

The technology is available today to make cars
and light trucks go farther on a gallon of
gasoline. The Toyota Prius, which gets an
estimated 60 mpg in the city, and the Ford SUV
Escape, which gets about 35 mpg in the city,
demonstrate that foreign and domestic
manufacturers can produce smarter engines,
more efficient transmissions, and other design
improvements to make substantial gains in fuel
economy.



BUSH ADMINISTRATION PROPOSALS WOULD NOT

SOLVE THE PROBLEM

The Bush-Cheney Energy Plan

In May 2001, the Bush administration released
its national energy policy, the product of Vice
President Cheney’s energy task force, which
outlined a plan heavily focused on oil, other fossil
fuels, and nuclear power to meet our energy
needs. Moreover, the Bush-Cheney energy policy
offered no plan for increasing the fuel economy
of America’s cars and trucks to reduce oil
demand. For four years, the Bush administration
pushed its energy plan through Congress while
actively opposing proposals to significantly
increase the fuel economy of cars and light
trucks.15

In August 2005, the president signed its energy
plan into law, even though it does not include
provisions to increase fuel economy or otherwise
reduce oil demand. Instead, the energy bill the
president signed provides the oil and gas
industry with $4 billion in new tax breaks and
subsidies while doing nothing to protect
consumers from price spikes at the pump. The
president himself admitted that the bill
“wouldn’t change the price at the pump today.”16

Similarly, the Bush administration’s proposal to
drill in the Arctic National Wildlife Refuge would
do nothing to reduce our dependence on oil. The
U.S. Geological Survey assessment of the coastal
plain estimates that the oil found in the Arctic
Refuge would meet the energy needs of the
United States for less than a year.1?” The amount
of oil likely to be recovered from the Arctic
Refuge would be no more than one-third of one
percent (0.3%) of the world’s oil reserves.18

Drilling in the Arctic Refuge also will not provide
consumers relief at the gas pump. The Bush
administration’s own Energy Information
Administration (EIA) determined that drilling in

the Arctic Refuge would not have any impact on
world oil prices, noting that “[a]ssuming that
world oil markets continue to work as they do
today, the Organization of Petroleum Exporting
Countries could countermand any potential price
impact of ANWR coastal plain production by
reducing its exports by an equal amount.”1® Qver
the long-term, drilling in the Arctic Refuge would
reduce gasoline prices by less than a penny-and-
a-half a gallon and not until 2025.20

Failure to Increase Fuel Economy Standards

On December 22, 2003, NHTSA issued an
advanced notice of a proposal to overhaul the
entire federal fuel economy system, noting that
the current standards apply to vehicle classes
created in 1972 that bear “little resemblance to
today’s motor vehicle market or the current and
emerging vehicle fleet.”21 Although the proposal
sought public input on the structure of the
automobile fuel economy program, it specifically
requested that the public not suggest a specific
number for future miles per gallon standards.22

In August 2005, the Bush administration
announced its proposed rulemaking for changing
federal fuel economy standards for light trucks.23
The proposal, however, would increase miles-per-
gallon standards by less than six percent over
four years; the heaviest vehicles only would have
to increase their gasoline mileage from 20.4 mpg
in model year 2008 to just 21.3 mpg in model
year 2011, an increase of not even one mile per
gallon. Moreover, the proposal would create
more truck weight classes, with different fuel
economy standards for each classification. This
could encourage automakers to add weight to
their vehicles to allow them to qualify for weaker
standards. As a result, manufacturers could
make vehicles that get fewer miles per gallon
than they do now.



OIL INDUSTRY PROFITS FROM HIGH GASOLINE PRICES

Although consumers continue to suffer at the
pump, oil companies are enjoying huge profits.
In 2004, the top 10 oil companies enjoyed net
profits of $100 billion, an increase of more than
30 percent from 2003.24

ExxonMobil’s profits have been particularly high.
According to its 2004 annual report, ExxonMobil
earned a record-breaking $25.3 billion in net
income in 2004, a $3.8 billion increase over
2003 and a $13.9 billion increase over 2002.25
During the year ending December 31, 2003, CEO
Lee Raymond earned $27.8 million in salary and
bonuses and exercised $15.9 million in options.

In 2004, Raymond received a 37 percent pay
increase to $38 million—about half a day’s
profits at the company.26

ExxonMobil is on pace to break its own profit
record, earning $25 billion in the first nine
months of 2005, including $9.9 billion in the
third quarter, when Hurricane Katrina forced
gasoline prices up past $3 per gallon. The other
major oil companies also reported huge third
quarter profits; Royal Dutch/Shell reported third
quarter profits of $9 billion, ConocoPhillips $3.8
billion, Chevron $3.6 billion, and BP $6.5
billion.27

FINDINGS: BUSH ADMINISTRATIONS’S DELAY WILL COST

CONSUMERS BILLIONS IN 2006

The Bush administration has failed to apply our
technological know-how to improve the fuel
economy of America’s cars and SUVs, which has
lead to higher prices at the pump, increased
dependence on foreign oil, and a host of
environmental problems stemming from oil
exploration and combustion.

In May 2001, when releasing his national energy
policy, President Bush had the opportunity to
pick up a pen and increase the fuel economy of
cars and light trucks to 40 mpg by 2012. If he
had done so, consumers and the U.S. economy
already would be reaping the benefits. Even
though we would still be phasing in the fuel
economy standards, more efficient cars would
already be entering the market. By 2006, new
fleets of cars and light trucks would average
about 31.4 mpg, or 10 mpg more than they
average today.28

If President Bush had raised fuel economy
standards in May 2001 to 40 mpg by 2012, in
2006 alone we would see the following benefits:

* The U.S. would consume 500,000 barrels of oil
less per day in 2006. This is more than three-
fourths of our current imports from Iraq.29

» Consumers would save more than $8.7 billion
at the gas pump in 2006, or about $500 per new
vehicle.30

* The U.S. would offset 34.2 million tons of
carbon dioxide, the primary gas responsible for
global warming, in 2006. This is the equivalent
of removing almost six million average vehicles
from the roads.

After 2006, as more cars meeting the new
standards replaced older, less efficient cars, the
benefits would grow even larger.

Table 1 highlights the money and oil we would be
saving in 2006 alone, state by state, if President
Bush had raised fuel economy standards to 40
mpg by 2012 when he first came into office.



Table 1. State-by-State Savings in 2006 with a 40 mpg Fleet-Wide Fuel Economy Standard
(Phased in by 2012)

Annual Carbon

Oil Savings in Consumer Dioxide Emissions Emi.s sions
Zozgr((l::;;els Savingsin2006  Avoidedin2006 Afgz;‘;'g';trs)
(tons)

Alabama 9,032 $157,807,472 616,943 107,763
Alaska 1,065 $18,614,656 72,773 12,712
Arizona 9,504 $166,066,036 649,229 113,403
Arkansas 5,301 $92,622,143 362,103 63,249
California 54,949 $960,125,566 3,753,577 655,647
Colorado 7,479 $130,683,472 510,902 89,241
Connecticut 5,912 $103,304,611 403,866 70,544
Delaware 1,518 $26,530,833 103,721 18,117
Dist. of Columbia 567 $9,909,600 38,741 6,767
Florida 29,397 $513,650,903 2,008,100 350,760
Georgia 18,121 $316,622,454 1,237,824 216,214
Hawaii 1,632 $28,513,833 111,474 19,471
Idaho 2,262 $39,516,776 154,489 26,985
lllinois 18,679 $326,380,042 1,275,971 222,877
Indiana 11,996 $209,604,631 819,442 143,134
lowa 5,871 $102,579,274 401,030 70,049
Kansas 5,022 $87,752,359 343,065 59,924
Kentucky 8,324 $145,446,530 568,618 99,322
Louisiana 8,897 $155,449,622 607,725 106,153
Maine 2,808 $49,062,514 191,808 33,504
Maryland 9,494 $165,891,923 648,549 113,284
Massachusetts 10,264 $179,336,790 701,111 122,465
Michigan 18,238 $318,666,736 1,245,816 217,610
Minnesota 9,909 $173,134,374 676,863 118,229
Mississippi 5,931 $103,635,697 405,160 70,770
Missouri 11,685 $204,163,657 798,171 139,418
Montana 1,831 $31,997,928 125,095 21,851
Nebraska 3,179 $55,539,254 217,129 37,926
Nevada 3,818 $66,716,939 260,828 45,559
New Hampshire 2,607 $45,555,438 178,097 31,109
New Jersey 16,165 $282,444,307 1,104,206 192,874
New Mexico 3,489 $60,964,029 238,337 41,631
New York 21,133 $369,248,365 1,443,564 252,151
North Carolina 15,758 $275,339,614 1,076,431 188,023
North Dakota 1,341 $23,438,729 91,633 16,006
Ohio 19,053 $332,918,567 1,301,533 227,342
Oklahoma 6,655 $116,281,701 454,599 79,406
Oregon 5,615 $98,104,181 383,535 66,993
Pennsylvania 18,803 $328,551,785 1,284,462 224,360
Rhode Island 1,451 $25,356,115 99,129 17,315
South Carolina 8,586 $150,022,084 586,506 102,446
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Annual Carbon

Oil Savings in Consumer Dioxide Emissions Emi.s sions
zoggr(::;;els Savingsin2006  Avoidedin2006 Af;':'a';'g';trs)
(tons)

South Dakota 1,584 $27,670,578 108,177 18,896
Tennessee 11,127 $194,415,739 760,062 132,762
Texas 41,147 $718,953,425 2,810,723 490,956
Utah 3,760 $65,690,905 256,816 44,859
Vermont 1,270 $22,198,334 86,784 15,159
Virginia 14,274 $249,409,294 975,057 170,316
Washington 9,896 $172,906,953 675,974 118,074
West Virginia 3,007 $52,538,257 205,396 35,877
Wisconsin 9,330 $163,017,697 637,312 111,321
Wyoming 1,265 $22,104,779 86,418 15,095

National 500,000

$8,736,457,500

34,154,875 5,965,917

RECOMMENDATIONS

In order to curtail America’s oil dependence and
save consumers money at the gas pump, the
Bush administration should ask the Secretary of
Transportation to use his authority to increase
Corporate Average Fuel Economy standards to 40
miles per gallon. His authority enables any
increase that represents the “maximum

feasible” standard consistent with technological
feasibility, economic practicability, the effect of
other government regulations on fuel economy,
and the nation’s need to conserve energy. A 40
mpg fleet wide standard is consistent with the
criteria.3!

METHODOLOGY

Fuel Efficiency Assumptions

The American Council for and Energy Efficient
Economy (ACEEE) estimates that new car fleets
would be averaging about 31.4 mpg in 2006,
assuming implementation of a 40 miles per
gallon fleet average by 2012 with 2002 as the
first year the standards begin to take effect.32

0il Savings

ACEEE estimates that we would be saving
500,000 barrels of oil each day in 2006,
assuming implementation of a 40 miles per
gallon fleet average by 2012 with 2002 as the
first year the standards begin to take effect.33
We assumed that each state’s gasoline use

would remain constant as a percentage of
national use, as determined from gasoline use
data for 2003 from the U.S. Department of
Transportation’s Federal Highway
Administration.3* To obtain oil savings by state,
we multiplied the state’s percentage of gasoline
use by 500,000 barrels of oil.

Consumer Savings

Each barrel of oil contains 42 gallons, which
yields 19.7 gallons of gasoline.35 EIA projects
that retail regular gasoline prices will average
$2.43 per gallon in 2006.3¢ To calculate the
consumer savings by state, we multiplied each
state’s oil savings (in barrels per day) by 19.7 to

11



determine the gallons of gasoline saved per day.
We then multiplied that number by $2.43 and
then 365 to determine annual consumer savings.

Carbon Dioxide Reductions

The Argonne National Laboratory assumes that
consuming one gallon of gasoline releases 19
pounds of carbon dioxide into the atmosphere
directly from the tailpipe.3?” We multiplied the
estimated oil savings (in barrels per day) by 19.7
gallons to determine gasoline savings and then

by 19 pounds to determine the carbon dioxide
offsets each day.

Emissions Equivalency

EPA estimates that the average passenger car on
the road in 2000 emitted 11,450 pounds of
carbon dioxide annually.38 To determine the
emissions equivalency, we divided the estimated
carbon savings in pounds by 11,450 pounds per
car.

12
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