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October 12, 2011
Chairman Jordan, Ranking Member Kucinich and members of the committee, thank you for the opportunity to speak today on this most important issue.

 

I have been tracking the progress of these soon to be proposed CAFE standards with a growing level of concern.  Some of this concern comes from a conviction that setting standards—which are essentially a set of manufacturing quotas—is a poor way to achieve the worthwhile goal of reducing emissions. 
CAFE also seems to be growing ever more complex, a recipe sure to yield inefficiency and unintended outcomes.  
My comments this morning will focus on one particular concern.  One we at Edmunds think about every day and that is the automotive consumer.
I have three points to make this morning.

The first is that--up until now--consumers have been either ignored or misrepresented.
The second is that consumers matter.

The third is that consumers are definitely not on board.
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The evidence that consumers have been ignored is everywhere. One of the clearest is this interim technical assessment prepared by EPA that listed the CAFE stakeholders.  These included environmental groups, auto firms, labor unions, etc.  Even EV charging firms were seen as needing a seat at the table.  But not the consumer.
Consumers matter because responding to their needs is what drives innovation and innovation is what should drive our economy.  They matter because at the end of the day, they are the ones who will be asked to buy and drive the vehicles our government is potentially demanding the car companies build.  
Most importantly, let me emphasize the consumer is not on board with the proposed standards.  Now, I know there have been polls showing consumers “want” higher mileage standards.  These polls are worse than meaningless; they are grossly misleading.
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Instead of polls, we should first and foremost be guided by what consumers are actually doing; by actual purchases. In the US market, consumers have demonstrated a marked preference for larger vehicles, illustrated by sales as recently as last month.
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Even when we look at sales within each segment, we see that sales are skewed towards vehicles with lower MPG.

 

A particular caution exists around the new, higher tech/higher mileage vehicles that have been introduced—the very vehicles that the administration seems determined to mandate through the proposed CAFE standards.  In these instances, it is not the car company that has not been “getting it.”  They are delivering the goods.  It is the consumer that is not interested.  In several cases cars are selling slowly even after large tax credits have been offered.  
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Further evidence of the consumer’s lack of sensitivity to fuel economy can be seen from the low take rates of hybrids for models with both standard and hybrid power trains available. Typical is the sales spilt for the Toyota Camry.  The standard Camry, with 26 combined mpg, sold over 313,000 vehicles last year, the hybrid version, with a combined mpg of 33, only added less than 15,000 (for a share of sales of less than 5%.)
We also have to consider the possibility that the market demand for EVs and hybrids is already being met.  This would suggest that future offerings would not grow overall sales; they will just be shared among a greater number of models.  
Any study of actual sales makes clear that—for the vast majority of consumers—fuel economy is simply not their primary motivating factor when purchasing a vehicle.  It doesn’t mean they don’t care about fuel economy—just that other things are far more important.
Consumers decide which vehicle to buy based on a weighing of vehicle features and a judgment on which set of features best meets their needs.   In other words, they make trade offs.  Price and fuel economy, for most consumers, represent costs.  Passenger capacity, cargo space, towing ability, etc. represent features. Consumers are happy to pay less, or save fuel, but not if it means giving up features they deem important. This is key.  
Edmunds can add a special clarity around this issue of consumer preferences and demand. Among our many data sets, we have a market simulation model that was developed working with leading academics.   This simulator can also be used to show how consumers weight various vehicle attributes in terms of importance. Following are the results of an analysis we ran for this committee: 
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Note that vehicle mileage accounts for only about 6% of why consumers purchased a particular vehicle.
As you would expect, the weighting does vary among vehicle categories.  
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It is important to note that even in the heavily cost- sensitive segment of subcompacts, mileage only accounts for 15% of the purchase decision.
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An argument has been made that consumers are better off with higher standards because any higher prices paid for vehicles will be made up for through savings at the pump.   Any such conclusion depends heavily on the premium paid, the price of fuel and even if the consumer will own the vehicle long enough to enjoy any notional net savings.  
Looking at the models where there is a hybrid and standards powertrain option, the current payback period runs between 6-9 years. 

Math aside, consumers demand pay back periods far shorter than any models suggest will be forthcoming.  Our market model shows that over half of consumers demand a payback period of 12 months, or less.  Some might find this frustratingly irrational.    My view is that it just shows that most consumers are not making purchase decisions based on fuel economy.
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An obvious factor that can influence these consumer weightings of mileage importance is the price of fuel.  I have seen that when fuel prices jump there is an increase in the number of consumers who consider smaller vehicles and in some cases buy them. But these effects are not as dramatic as I have seen claimed. Further, they have been short-lived as consumers have quickly shifted back to larger vehicles, either because they grew accustomed to the higher price, fuel prices dropped, or a bit of both.

 Looking at this data, an argument can be made that if fuel prices increased sufficiently, market demand could align with future CAFE standards.  This is an interesting point but the increase—around a doubling of today’s price—would need to be far higher than even the most extreme forecasts deem likely.  And we should also consider the chance that fuel prices in the mid-term could actually be lower than prices seen today.  
 I do have some good news: looking back, the auto industry seems to have delivered the impossible. They have added features, increased safety, elevated performance—and delivered increased fuel economy. Much of this during a period when CAFE standards were stable. I credit mostly the advance of technology and expect this progress to continue. But if mandates trigger an escalation of prices, a reduction in consumer utility or the adoption of technologies before they have been proven, consumers will react.  We saw this play out before in the late Seventies and early Eighties the domestic auto industry, torn between mandates for greater fuel efficiency and consumer demand for larger vehicles, introduced a generation of truly awful vehicles. The reputational damage from this era lingers today.

Push too far, too fast and we could easily destabilize an industry that is a vital engine of our collective prosperity.

Other related analysis and commentary from Jeremy Anwyl
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Feb. 12, 2005 “Smarter Smart Phones: Greedoid-Based Consideration-then-Choice Inference,”

Univ. of Utah Product & Service Innovation Conf., Park City, UT.

Feb. 4, 2005 “Recent Developments in Securities Trading of Concepts,” DIMACS Workshop on

Information Markets, Rutgers University, NJ.

Sep. 22, 2004 “Estimating Lexicography and the Consistency Criterion,” 25th Annual AMA

Marketing Research Conference, New Orleans, LA. (Won the EXPLOR Award)

Jun. 15, 2004 “Greedoid-based two-stage adaptive conjoint,” Advanced Research Techniques

Forum (A/R/T Forum), Whistler, British Columbia.

Apr. 14, 2004 “Innovative Listening,” Rochester Institute of Technology.

May 7, 2003 “STOC and CARDS,” MSI conference: Emerging Approaches f/Innov., Chicago, IL

Nov. 19, 2002 “Conjoint Adaptive Ranking Database System”, “The Virtual Customer” and

“Textured and Spackled,” INFORMS Invited Sessions, San Jose, CA.

Jun. 12, 2002 “Securities Trading of Concepts & Attributes,” Defense Advanced Research

Projects Administration (DARPA) conference, Pentagon, Arlington, VA.

May 8, 2002 “NPD Advances,” MIT Indust. Liaison Program, Cambridge, MA.

Apr. 13, 2002 “STOC and CARDS,” Wharton Technology Miniconference, Phila., PA.

Feb. 27, 2002 “The Virtual Customer,” Stanford Business School OIT, Stanford, CA.

Dec. 12, 2001 “Securities Trading of Attributes,” MIT Ctr. for e-Business, Cambridge, MA.

Oct. 13, 2001 “The Virtual Customer,” PDMA Int’l Research Conf., Santa Clara, CA.

Jun. 25, 2001 “Web-based Market Research and The Virtual Customer,” Advanced Research

Techniques Forum (A/R/T Forum), Amelia Island, FL.

May 16, 2001 “The Virtual Customer: STOC and User Design,” Harvard Business School,

Marketing Seminar, Boston, MA.

May 7, 2001 “The Virtual Customer: STOC and User Design,” MIT Sloan School, Marketing

Seminar, Cambridge, MA.

Feb. 1, 2001 “Optimal Experimentation,” Columbia University, New York, NY.

INVITED TALKS AND CONFERENCE PRESENTATIONS (1998-2000)

Nov. 17, 2000 “The Virtual Customer,” Georgetown University, Washington, DC.

Nov. 16, 2000 “The Virtual Customer,” Wharton School, Philadelphia, PA.

Jun. 24, 2000 “Communication Conceptualization and Computation in Market Research,”

Marketing Science Conference, UCLA, Los Angeles, CA

May 8, 2000 “The Impact of Cost Reductions on the Profitability of New Products:

ELY DAHAN

PAGE 6

Diminishing or Increasing Returns?,” INFORMS, Salt Lake City, UT.

Apr. 28, 2000 “NPD in the New Economy,” UT Marketing Research camp, Austin, TX.

Mar. 20, 2000 “Getting Close to Customers from a Distance,” IIR/PDMA Voice of the Customer

Conference, Orlando, FL.

Mar. 16, 2000 “Parallel and Sequential Prototyping,” Harvard Business School Innovation

Workshop, Boston, MA.

Jan. 6, 2000 “Using the Internet to Get Close to Customers in Order to Design Insanely Great

Products,” MIT Spark Forum, Cambridge, MA.

May 21, 1999 “The Impact of Cost Reductions: Diminishing or Increasing Returns,” Marketing

Science Conference in Syracuse, New York, (V. Seenu Srinivasan).

May 3, 1999 “A Probabilistic Model of Set-Based Design,” INFORMS Cincinnati, OH.

Apr. 21, 1999 “Using the Web to Understand Your Customer,” MIT Innovations in Product

Development conference, Cambridge, MA.

Mar. 24, 1999 “Web-Based Market Research Methods,” IIR/PDMA conference, San Francisco, CA

Jan. 19, 1999 “Models of Prototyping in New Product Development,” University of Rochester, NY.

Oct. 25, 1998 “Reducing Market Risk Through Visual Depiction of New Product Concepts,”

(work with V. Seenu Srinivasan), INFORMS Seattle, WA.

Oct. 4, 1998 “Concept-Testing New Prods. on the WWW,” PDMA Conference, Atlanta, GA.

Sept. 25, 1998 “Parallel and Sequential Prototyping in New Product Development,” New

England Marketing Consortium, Harvard Business School, MA.

SERVICE

Reviewer: Marketing Science, Management Science, Journal of Marketing Research,

Journal of Product Innovation Management, Journal of Marketing,

Operations Research, Journal of Interactive Marketing, International

Transactions of Operations Research

2011 Faculty Fellow, Princeton University Butler College

2010 Educational Review Committee Member, UC Santa Barbara Technology

Management Program

2009 Moderator, SDA Bocconi/UCLA Executive Program panel on Design

2008 Mentor, MIT International Faculty Fellow Rachel He

Lecturer, Riordan Fellows Open House

Representative, UCLA Legislative Assembly

2007 Director, Los Angeles Math Circle (LAMC) for gifted High School students

Presenter, Riordan Fellows Open House Faculty Lecture

Representative, UCLA Legislative Assembly

2006 Member, UCLA Anderson Days Faculty Panel

Director, Los Angeles Math Circle (LAMC) for gifted High School students

Presenter, Riordan Fellows Open House Faculty Lecture

2005 Founder, Los Angeles Math Circle (LAMC) for gifted High School students

Judge, MSI Alden G. Clayton Doctoral Dissertation competition

Judge, American Marketing Association EXPLOR Award

Member, UCLA Anderson Curriculum committee

Faculty, Riordan Fellows Program

Faculty, Mock teaching session for new MBA admits

2003-2004 Organizer, UCLA Marketing Seminar series

Liaison, PhD Admissions and recruiting

Member, Marketing core course planning committee

2001 Participant, Professional Classroom Standards MIT faculty workshop

ELY DAHAN

PAGE 7
Transition to Faculty Life, Panelist for MIT Faculty orientation

2000 Organizer, MIT Marketing Seminar series

Interviewer, Faculty recruiting at the AMA conference in Chicago

Member, MIT Sloan Zannetos Doctoral Thesis Prize Committee

1999-2000 Faculty reader, MIT undergraduate admissions applications

1998 Research supervisor, UROP research of Stacie Wu (MIT award winner)

THESES COMMITTEES

DOCTORAL THESES

Hyun Shin Dissertation Committee member, 2008, UCLA.

Michael Yee Dissertation Committee member, 2006, MIT.

Olivier Toubia Dissertation Committee member, 2004, MIT.

MASTERS THESES SUPERVISED

Robert Hardy Development and Testing of an Integrated, Adaptive Virtual Customer

Market Research Tool, 2002, MIT.

Jared Clark Product Concept Testing and Development Utilizing Internet-Based

Visualization and Interaction, 2001, MIT.

Sandy Corbett Web-Enabled Customer Design and Configuration as a Method of Informing

the New Product Development Process, 2001, MIT.

Laurie Hart An Investigation of a Web-based Tool for Concept Testing and Development:

A Study of the Securities Trading of Concept (STOC) Research Method, 2001,MIT.

Sean Newell Distortion of Fast Clockspeed Product Development: Using Web-based

Conjoint Analysis, Clockspeed Analysis and Technology Strategy for an

Automotive Telematics System, 2001, MIT.

Milind Oak Virtual Customer Driven Product Design Crystallization, 2001, MIT.

Mike Paskus Using the Internet to Solicit Customer Design Input in Order to Support

Mass Customization through Modular Designs, 2000, MIT.

C. Van Buiten Putting Your Customers to Work: The Design of Internet Environments to Facilitate

Customer Participation in the Conceptual Design of New Products, 1998, MIT
[image: image3.emf]
