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Abstract

The paper constructs a dynamic stochastic general equilibrium model to
study the endogenous determination of gasoline use, driving and vehicle fuel
efficiency. Before vehicles are produced, their fuel efficiency can be chosen op-
timally. Once produced, their fuel efficiency cannot be changed. The model
generates endogenously different short-run and long-run price and income
elasticities of gasoline use and vehicle miles of travel. We find that although
gasoline taxes, the CAFE standard and mileage taxes can all reduce gasoline
use in the long run, they are different in terms of the magnitude of responses
and the dynamic paths followed by key variables.
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