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Executive Summary

At this point, warming of the climate system is unequivocal, as evident from

increases in average air and ocean temperatures, rising sea levels, and intense

hurricane activity. Taking action now to prevent catastrophic climate change is

both economically efficient and morally required. I propose the creation of a

national cap and trade system to reduce our nation’s carbon dioxide emissions 80%

by 2050, in line with scientists’ recommendations. I further propose to auction

100% of the emissions allowances, utilizing revenues in the form of tax reductions

to limit the effect of electricity price increases on consumers, as well as in the form

of investments in alternative energy research and infrastructure. The alternative

proposal of a carbon tax is both simpler and easier to implement than cap and

trade, but is ultimately inadequate because it fails to definitively prevent

catastrophic climate change. In addition, a carbon tax would be harder to pass

through Congress. Even cap and trade will be tough to pass without the use of the

budget reconciliation process.

China has shown that it is resistant to climate change mandates on national

sovereignty grounds, but is willing to negotiate as long as the caps are not

mandated. Ultimately, by limiting our emissions and developing our own

alternative energy industry, we will develop new technologies that can be used in

the developing world.
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Introduction

James E. Rogers, CEO of Duke Energy, considers himself an

environmentalist. He has been an advocate for climate legislation for many years,

and has repeatedly asked Congress to create a national cap and trade system for

carbon emissions. Yet he has also continually sought free emissions allowances

for carbon producers, in a bid which many have seen as an attempt to enrich

himself at the expense of others. Is Rogers an environmentalist or a capitalist?

Can he be both? Climate policy is complex; there are many competing interests,

many competing viewpoints, and what appears to be many conflicting studies. In

this thesis, I plan to examine the current state of climate research, propose an

auction-based cap and trade system, look into auction versus allocation of permits,

and examine the merits of using a carbon tax instead. I also plan to examine the

role of developing nations in a global climate agenda, and chart a way forward to

global emissions reduction.

Climate Evidence

Nobel Prize-winner Al Gore put it well at a recent environmental conference

in California on March 5: “Under the auspices of the United Nations, the scientific

community worldwide has selected the 3,000 best scientists in all of the respective

fields relevant to the study of this. And over the last 20 years they have produced
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four unanimous assessments saying this is real, it’s man-made, it has to be

addressed, it’s very serious, it’s likely to get catastrophic if we don’t act quickly”

(Johnson K. a., 2009).

In their most recent assessment, the Nobel Prize-winning Intergovernmental

Panel on Climate Change concluded that “Warming of the climate system is

unequivocal, as is now evident from observations of increases in global average air

and ocean temperatures, widespread melting of snow and ice and rising global

average sea level” (IPCC, 2007, p. 72). Several lines of evidence, including air

and ocean temperatures, sea levels, ice extent, and severe hurricane frequency are

used to document and study the progress of global warming. “Although these

indivudual lines of evidence vary in their degrees of certainty, when considered

together they provide a compelling and scientifically sound explanation of the

changes to Earth’s climate” (CESR, 2008, p. 1).

Air and Ocean Temperatures

The rate of global warming over the last 50 years (.13°C+/- .03 per decade)

is nearly double that of the last hundred years (.074°C per decade) (IPCC, 2007, p.

30). In addition, there is over a 90% probability that average North American

temperatures during the second half of the 20 th century were warmer than any other

50 year period in the past 500 years, and were likely the highest in at least the past
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1,300 years (IPCC, 2007, p. 30). Eleven of the last twelve years rank among the

twelve warmest years in the instrumental record of global surface temperature

(since 1850) (IPCC, 2007, p. 30). Warming of the climate system has also been

detected in increases in ocean temperatures. Observations since 1961 have shown

that the ocean has been taking up over 80% of the heat being added to the climate

system (IPCC, 2007, p. 30).

Rising Sea Levels

The IPCC reported in 2007 that global average sea levels rose at an average

rate of 1.8 mm per year from 1961 to 2003, and at an average rate of 3.1 mm per

year from 1993 to 2003 (IPCC, 2007, p. 30). It noted that future sea level increase

would very likely exceed the 1961 to 2003 trend, and rise between .18m and .59m

by the end of the century (CESR, 2008, p. 7). The National Science and

Technology Council noted in 2008, however, that the IPCC report failed to account

for the possibility of increases in dynamic processes related to ice flow, as recently

observed in Greenland and West Antarctica (CESR, 2008, p. 92). With limited

understanding of these processes, the NSTC could not put an upper bound on the

impact of increased ice discharge. This month, however, environmental experts

announced that sea levels appear to be rising “almost twice as rapidly as had been
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forecast by the United Nations just two years ago” (Economist, 2009, p. 82).

Rapid increases in the information available has allowed scientists to observe the

Greenland and West Antarctic sheets melting not only because of warmer

temperatures, but also because “water is seeping in through its crevices, breaking it

up” (Economist, 2009, p. 82). Scientists now believe sea levels will rise between

.5m and 1m by 2100 unless action is taken to combat climate change.

Intense Hurricane Activity

A team of scientists from Georgia Tech and the National Center for

Atmospheric Research (NCAR), studying satellite records of tropical cyclone

activity dating back to 1970, reported in a September 2005 issue of Science that

“the most intense hurricanes (those reaching category 4 and 5) had increased 80

percent worldwide since 1970, consistent with the hypothesized relationship

between observed sea-surface temperature warming and hurricane intensity”

(Vanderheiden, 2008). According to the United States Climate Science Program,

there is a “strong statistical correlation between Atlantic sea temperature and

Atlantic hurricane activity,” and it is “very likely that the human-induced increase

in greenhouse gases has contributed to the increase in sea surface temperatures in

the hurricane formation regions” (CESR, 2008, p. 3).



Additional Evidence

A 2003 study by B.D. Santer, et al. at the Program for Climate Model

Diagnosis and Intercomparison at the Lawrence Livermore National Laboratory

found that the size of the tropopause, the distance between the stratosphere and

troposphere, has increased by several hundred meters since 1979. By analyzing

previous changes in tropopause height, largely driven by variations in volcanic

aerosols and solar irradiance, the scientists were able to attribute most of the recent

tropopause height changes over the second half of the twentieth century to human

activity, providing independent support for global warming (Santer, 2003, p. 2).

Not that it should be necessary, as the IPCC is the foremost scientific

authority in the world on climate change, but many scientific organizations have

independently confirmed the IPCC’s reviews of scientific data. A 2004

submission to the Journal of Climate by an international group of climate scientists

confirmed the IPCC’s findings, noting that “recent research supports and

strengthens the IPCC Third Assessment Report conclusion that ‘most of the global

warming over the past 50 years is likely due to the anthropogenic increase in

greenhouse gases’” (Group, 2004). The IPCC’s conclusions on anthropogenic

climate change have been confirmed by the National Academy of Sciences, the UK



Royal Society, the Chinese Academy of Sciences, the Science Council of Japan,

the Russian Academy of Sciences, the French Academié des Sciences, the

Brazilian Academia Brasiliera de Ciéncias, the Italian Accademia dei Lincei, the

German Deutsche Akademie der Naturforscher Leopoldina, the Indian National

Science Academy, and the Royal Science Academy of Canada (National Academy

of Sciences).

Costs of Action and Inaction

So the consensus is clear: global climate change is real, and is to a large

extent anthropogenic. But that does not in itself mean action is necessary. We

must now ask the question “Should we act to prevent further climate change?”

The question is not as simple as it sounds. We must ask it economically, if it is

more monetarily efficient to incur costs now to prevent larger costs later, as well as

morally, if we have an obligation to future generations to preserve our planet.

According to the IPCC, “even if atmospheric greenhouse gas levels

remained constant, the globally averaged warming would continue to be nearly

0.2°F per decade during the next two decades because of the time it takes for the

climate system, particularly the oceans, to reach equilibrium” (Committee on

Environment and Natural Resources, 2008, p. 4). Such a substantial lag between
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corrective action and effect makes it imperative that we act before we feel the full

effects of global warming.

A continuation of current trends will lead to a tripling of CO 2 by the end of

the century, with a 50% chance of exceeding a rise of 5 degrees Centigrade. To

get a sense of scale, this is the same increase as from the last ice age to the present

(Arrow, 2008, p. 16). While not all the direct effects are known, a rise in sea level

will wipe out some small island countries, and put much of Bangladesh under

water as well as most of Manhattan. If the Greenland and West Antarctic ice

sheets melt and collapse, the change could be catastrophic rather than gradual

(Arrow, 2008, p. 16). It is likely tropical storms will become more severe, as their

strength is related to ocean temperature (Arrow, 2008, p. 17).

There is widespread agreement among mainstream economists that acting on

climate change now will be monetarily cheaper than acting further down the road.

Should we choose to act on climate change later, steeper cuts in emissions over a

shorter time frame will be required, allowing less time to develop new

technologies, alter manufacturing processes, and create new infrastructure

(Keohane, 2008). Should we choose not to act at all, extreme drought, widespread

famine and rising sea levels would present costly challenges. Saving Manhattan

with dykes would be expensive, as would providing developing aid to take care of

refugees (Schelling, 2008, p. 11). In addition, the increased frequency of floods

10



and hurricanes are expected to be prohibitively costly to insurance agencies

(Podesta, 2007, p. 14).

There is also widespread agreement that the macroeconomic costs of this

carbon revolution are likely to be manageable. An analysis of 5 different forecasts

of the economic impact of Cap and Trade from leading nonpartisan and

governmental sources was completed in 2008 by the Environmental Defense Fund.

The analysis found that the median was a loss in GDP growth of “less than one

half of one percent for the period 2010-2030, and under three-quarters of one

percent through the middle of the century” (Keohane, 2008, p. 6). Other

mainstream economists have obtained similar results; Harvard economist Robert

Stavins calculates costs ranging from less than 0.5 percent to 1 percent of U.S.

GDP (Stavins R. N., 2008a, p. 335). Globally, the leading global consultancy

McKinsey and Co. came up with similar numbers of 0.6–1.4 percent of global

GDP by 2030, and Sir Nicholas Stern, author of the influential Stern Report in the

United Kingdom, has also calculated the costs of climate action to cost 1% of

global GDP, although this may increase the longer we wait (McKinsey Global

Initiative, 2008); (Pooley, 2009).

These numbers seem small for a system to prevent catastrophic change to

the planet. So why have we been assuming costs will be substantial? Opponents

of climate action have been phrasing costs in terms of accumulated amounts over a
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period time, such as $2 trillion by 2020 (Pethokoukis, 2009). These numbers are

both cherry-picked and presented out of context, giving a misleading view of cap

and trade compared to the size of the US economy (Keohane, 2008, p. iii). Some

studies, such as the joint National Association of Manufacturers – American

Council for Capital Formation estimates, also use exceptionally low rates of

technological adoption and other misleading inputs to produce estimates (Nelson,

2008, p. 5); (Environmental Defense Fund, 2008). In addition, we must remember

that estimates of the sulfur dioxide trading regime, enacted to combat acid rain in

1990, came in 90% cheaper than had been predicted (Roberts, 2009). However,

even if projections aren’t 90% higher than the reality, achieving a doubling of our

national GDP by April 2030 instead of January 2030 is a cost we should be willing

to pay.

Although the impact on GDP will be relatively small, individual households

may feel substantial effects (Stavins R. N., 2008b, p. 313). By 2030, the EPA

estimates that electricity prices will rise by 44%, and an extra $.53 will be added to

the price of a gallon of gasoline (EPA, 2008, p. 2). These are substantial price

increases, and poorer households may have trouble meeting this burden. However,

we must recognize that the main goal of this policy is to decrease our use of carbon

to safe levels; if prices are higher, consumers will use less carbon. The donation of

some auction revenues to help pay for higher energy costs is an important part of
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this policy, but ultimately some of the costs will need to be paid by consumers to

prevent catastrophic climate change and spur an alternative energy industry.

Even though economists show current action to be the more economically

efficient move, I would still have trouble recommending inaction if the findings

were reversed. To me, the moral argument of justice for future generations is

equally compelling. As Steve Vanderheiden states, “continu[ing] on our current

emissions trajectory, raising atmospheric concentrations of heat-trapping gases to

dangerous levels and seriously destablizing [our] climate” violates our obligations

to future generations (Vanderheiden, 2008, p. 121). The argument of foresight in

political philosophy is the idea that we cannot discount harm merely because it

occurs in the future. “If we can foresee that our current actions will, in the future,

cause harm to or violate the rights of some future person, or if they are highly

likely to do so,” then we must refrain from engaging in those actions

(Vanderheiden, 2008, p. 137). Since many of the consequences of CO 2 emissions

are well-known, and much of the “predictable harm” is based on firm scientific

evidence, we have a duty to take action on climate change. I would argue that not

only do we have a duty to provide future generations with a planet capable of

providing the same quality of life that we have had, but that we also have a duty to

the Bangladeshis to prevent a third of their country from flooding when it is so

easily preventable. We proclaimed long ago that all men are endowed with the
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unalienable rights of life, liberty and the pursuit of happiness, and to willfully

allow Bangladeshis to die and suffer when acting in is our own best interests seems

morally suspect.

Some argue that action is not necessary on climate change because some

countries will be affected in positive ways. For example, we can imagine a

landlocked country that experiences increased moisture and favorable changes in

animal migration patterns. Yet Professor William Nordhaus notes that “Although

some countries may benefit from climate change, there is likely to be significant

disruption in any area that is closely tied to climate-sensitive physical systems,

whether through rivers, ports, hurricanes, monsoons, permafrost, pests, diseases,

frosts or droughts (Nordhaus, 2008, p. 6). So while some countries will benefit,

namely Russia, Canada, and Scandinavia, poorer regions such as Africa, Latin

America, Southeast Asia, India, and the Pacific islands will suffer (Lempert, 2009).

Millions will be flooded from their homes and lose their livelihoods. Indigenous

cultures will be uprooted, and some will be extinguished (Lempert, 2009). The

entire economic argument begins to lose its thunder when the recipients of

catastrophic climate change are those who cannot afford to pay the price.
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An Optimal Policy Proposal

The policy that I am proposing is similar to the Climate Security Act 2008,

but utilizes 100% auction for permits, rather than substantial allocation. The

Climate Security Act 2008 would create a cap-and-trade system for CO2 emissions

trading. CO2, while naturally occurring, accounts for 80% of total greenhouse gas

emissions (Gore, 2006, p. 28). We produce CO 2 when we burn fossil fuels, such as

oil, coal, and natural gas, whether in our homes, in cars or in factories, when we

cut down forests, and when we produce cement (Gore, 2006, p. 28)The cap and

trade system involves a cap, set by Washington, on the total amount of CO 2

produced. The precise setting of the cap would be based on previous emission

levels, and would gradually decrease over time. Based on the cap, then, permits

would be auctioned to emit a single ton of CO 2 . With companies bidding for the

right to emit CO2, the price for a ton of CO2 emissions is set by the market, with

companies competing to make more efficient use of each ton of carbon.

Companies that find ways to reduce their carbon emissions would be permitted to

sell their excess permits to companies that exceed their allowances, creating further

incentive to produce less carbon emissions.

The cap-and-trade system will generate a large amount of revenue for the

government. By auctioning off permits to emit carbon, the government is
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effectively taxing activities that produce high amounts of carbon dioxide.

However, this is a cleverly constructed tax, one that indirectly taxes consumers

through higher electricity prices. Its traceability to the representative is unclear;

many citizens may realize their increased energy prices are coming from increased

costs from the Cap and Trade system, but others will attribute them to other

factors. According to Waldman (2000), in addition to reducing “traceability,”

“legislators can do the unpopular by limiting costs to the middle class, the majority

of voters” (p. 804). In debates on how to distribute the income, then, legislators

have an interest in using at least some of the income from cap and trade to

distribute back to the middle class. By limiting the costs the middle class must

face, tax cuts have not surprisingly become a feature of most cap and trade

proposals, including one proposal known as cap and dividend that would return

100% of auction revenue to citizens in the form of tax cuts.

Just by accurately pricing the externality cost to the environment of carbon-

intensive industries, cap and trade will make alternative energy sources more

competitive. In addition, auction income could be used to help subsidize and

construct new production facilities, make our power grid more efficient, or fund

alternative energy research and development projects. I would also take a

percentage to give to lower and middle-income families that would struggle in the

face of higher electricity prices in the form of payroll tax breaks. The payroll tax is
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a regressive tax, and even a small tax break would be advantageous politically, as

well as provide lower-income citizens a means to help pay for higher energy costs.

In terms of scale, the Congressional Budget Office estimates between $50 billion

and $300 billion of revenue in only the first year of trading (O'Connor, 2009).

President Obama’s budget predicts $78.7 billion in revenue in 2012 from the sale

of emissions permits, based on proposed reductions of 14% from 2005 levels by

2020, and 85% by 2050 (Chipman, 2009). Europe’s Emissions Trading System in

2006 represented a total asset value of $200 billion (Houser, 2008, p. 21).

Auction vs. Allocation

A key point of debate in creating cap and trade legislation is whether to give

out a percentage of permits instead of auctioning them. Allocation of free

allowances makes climate legislation more palatable politically, because it reduces

costs for companies. The companies save all the money they would have had to

spend at auction for permits, and the argument could be made that the companies

are already conceding gradual reductions in their carbon emissions. In addition,

some utilities have already entered into long-term contracts, which means that it

may be unfair to have them pay more for permits when they cannot pass on their

increased costs to the consumer.
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There are many reasons, however, why free allocations are a bad idea. First,

revenues forfeited by the government in giving out free permits could be used for

other important purposes. In Ireland, revenues are used to finance cap-and-trade’s

administrative costs, while in the Netherlands, they are used to subsidize low-

volume users of electricity, important as electricity prices rise. And Luxembourg,

Lithuania and Poland utilize their revenues to finance further emissions reductions

both through subsidizing alternative energy research and development as well as

through reduction of administrative costs (Betz R. R., 2006, p. 374). Putting

resources towards research and development of alternative energy, by the way,

spurs innovation in the alternative energy field, which will make national

alternative energy products and services both more efficient and more competitive

globally. A second argument against free allocation of permits is that many

European states based their original caps and scheduled cap reductions based on

emissions trajectories , or approximations. Since governments and the private

sector like to believe in strong economic growth, projections are often inflated and

are likely to result in over-allocation of permits (Betz R. a., 2006, p. 354). While

this may not sound likely, this is exactly what we have seen in Europe during

Phase I of their cap-and-trade system. Prices for emissions permits plummeted in

April 2006 from €26/allowance to €10/allowance when emissions data from 2005

was published showing a surplus of 44 million allowances (Betz R. R., 2006, p.
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366). The risk of over-allocation is especially relevant during the current

recession, as companies are producing less, and thus need fewer allowances.

Whereas an auction allows companies to make their own decisions about how

many permits they need, free allocation involves much more guesswork on behalf

of the government. Economists routinely prefer auctions for this reason, that

guesswork on behalf of the government creates distortion through inefficient

allocations (Betz R. R., 2006, p. 374).

Free distribution of allowances, combined with the withdrawal of

allowances from “ceasing installations” creates perverse incentives to keep

inefficient plants in operation (Betz R. a., 2006, p. 352). This decreases the

efficiency of the overall system.

Perhaps the best reason, though, for auctioning allowances instead of giving

them away, is that once they are in the hands of a utility, they represent a cost of

production, no matter how they got there. Let’s assume all permits were given out

for free, and one producer needs additional permits to cover his emissions. He

must choose to either purchase additional permits on the secondary market, or

reduce his emissions. Either choice will result in increased costs for the producer,

and since price is equal to marginal cost in a competitive market, he will need to

raise the price of his electricity. Since prices are set at the margin, meaning the

lowest bid for the last bit of electricity will be the price all producers receive, all
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producers will have their output priced higher to reflect the cost of our example

producer’s additional permits, even though most of the producers received their

permits for free. Thus it is fallacy to assume that if permits were given out for free,

energy prices would be lower (Barrett).

Existing Cap and Trade Systems

RGGI

We can look to the current state of cap and trade systems in the US and

abroad to judge the feasibility of a national system. The successes of the current

regional carbon cap and trade system effective in the Northeast, as well as of the

European Emissions Trading System, can illustrate how close to reality a

successful national carbon cap and trade system is. Other regional initiatives, such

as the Western Climate Initiative and the Midwest Greenhouse Gas Reduction

Accord, have not yet come into effect.

RGGI, or the Regional Greenhouse Gas Initiative, was the first mandatory

market-based system to cap CO2 emissions in the United States. New York,

Connecticut, Vermont, Massachusetts, New Hampshire, Maine, Rhode Island,

New Jersey, Delaware and Maryland are all signatories to the agreement (About
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RGGI). These 10 states together have pledged to set a cap on carbon emissions at

2009 levels, which will gradually decrease to a 10% reduction by 2018. Rather

than a constant drop, however, the cap will stay constant for the first 6 years, and

then drop by 2.5% per year for the last 4 years (Overview of the RGGI Regional

Budget Trading Program, 2007).

RGGI only applies to units in the power sector generating more than 25MW

of electricity. These units, however, are responsible for approximately 95% of

CO2 emissions in the power sector (Overview of the RGGI Regional Budget

Trading Program, 2007). Once a unit is counted as applicable, it will remain

applicable to RGGI regardless of changes to its output. In terms of auction vs. free

allowances, the RGGI program summary notes that giving allowances to the

utilities for free would in a competitive market just pass on the value of the

allowances to the price utilities bid (Overview of the RGGI Regional Budget

Trading Program, 2007). Thus RGGI specifies that at least 25% of the allowances

should be auctioned, but most states are choosing to auction nearly 100% of the

allowances.

RGGI’s first auction was viewed as successful, with all of the 12.6 million

allowances up for sale sold, at a price of $3.07 per allowance, compared to the

$1.86 reserve price (Roner, 2008). Yet it is now being criticized as being over-

allocated. RGGI’s 2008 emissions are expected to be down 8.9% to 156.2 million
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tons, from 171.4 million tons in 2007, “leaving the system long, or over-supplied,

by 31.8 million carbon permits” (RGGI Seen Oversupplied with Permits Through

2008, 2009). As I will expand on later in the section on recession, an excess of

permits is not something to be upset about. It simply means that firms have

reduced output, which is usually a good thing in terms of CO 2 .

Now, political pressure from the New York power lobby is pushing

Governor Paterson to consider increasing the number of permits even more

(Hakim, 2009). He plans to heed an industry request to increase the number of free

allowances from 1.5 million tons of emissions to 6.5 million tons. The change is

expected to save the industry $16.9 million (Hakim, 2009). In this case, however,

environmentalists’ outrage is largely unfounded. Most articles are not mentioning

that the change is not simply an increase in the number of free permits allocated;

rather it is a pragmatic rule change to deal with utilities who have entered into

long-term fixed rate contracts before the scheme started (Carbon Market North

America, 2009). Yes, we have a goal to concretely reduce emissions, but there is

little reason to punish those utilities with long-term contracts. And to put these

numbers in perspective, New York has a cap of 64.3 million allowances as part of

RGGI each year (Carbon Market North America, 2009). So while the increase is

significant, it is far from unreasonable. We should instead be worried about this
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move as a harbinger of increased political interference with the cap and trade

process.

Europe’s ETS

The recent economic downturn has had a serious impact on Europe’s

emissions trading system, leading some to mistakenly claim it has failed. As

decreased output has slashed demand for permits, some claim that Europe’s carbon

trading system is collapsing (Glover, 2009). Guardian columnist Steven Glover

notes that instead of “pric[ing] fossil fuels out of the market, the system is instead

turning them into the rational economic choice” (Glover, 2009). Normally, as

prices rise, demand outstrips supply, and there is competition for permits. But with

supply far outpacing demand, the price of a carbon permit has plummeted from

€31 last summer to a current €8.20 (Glover, 2009).

This is problematic for two reasons: first, low prices for carbon emissions

mean less revenue is available for cap-and-trade funded renewable energy projects.

Second, low prices for emissions mean polluting is more profitable. It is for this

latter reason that some claim Europe’s carbon trading system is in danger. Glover

describes the system’s state of incredibly low demand and cheap costs of polluting

as “in collapse” (Glover, 2009). I profoundly disagree. The main goal of cap-and-

trade, especially over the carbon tax, is to ensure a sustained drop in carbon
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emissions so as to avoid environmental catastrophe. Decreased demand and

cheaper permits do not put that in danger. Rather, the recession is having the

impact of seriously curbing carbon emissions worldwide.

In 2009, the recession will cause industrial carbon emissions to be about 100

million tons less than in 2007 according to Deutsche Bank analysts (Reuters,

2008). While it would certainly be desirable for carbon prices to be higher during

the recession, to ensure sustained revenue for alternative energy projects, for

example, low carbon prices have benefits as well. Businesses are able to use their

savings on other areas of their operations, helping ensure financial viability. And

the knowledge that emissions permits will not always be prohibitively expensive

may help make businesses more amenable to a cap-and-trade system in general.

Others, including New York Times environmental correspondent James

Kantor, are more concerned with low revenues for renewable energy projects,

especially as the United States and Australia look towards creating their own

systems amid the recession (Kanter, 2009b). In fact, increased revenue for

alternative energy projects has been cited as the main impetus for pushing a cap-

and-trade system through Congress this year. If for this reason it is decided that

incredibly low carbon prices are undesirable, there are multiple ways to solve the

problem. Glover suggests that “no government” is brave enough to cut the number

of permits during a recession, and instead proposes publishing plans to decrease
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the number of permits when the recession ends (Glover, 2009). If the threat is

credible, says Glover, businesses will have to buy permits now to increase profits

later. I disagree with Glover for two reasons. First, in a recession, we ideally want

businesses to pay less in taxes and fees, and let their businesses survive. Paying

for permits now, rather than later, makes no economic sense, especially as the

profits from carbon trading schemes largely don’t go to stimulating the economy or

creating new jobs. Secondly, I disagree that governments lack the ability to cut

permits during a recession. Were a rule to be put in place, such a price floor, there

would be little room for political maneuvering. A price floor could be set at a level

agreed to by Congress and the utilities to provide cost certainty. We can assume

that during an economic downturn the intersection between supply and demand for

permits would occur below the floor. Further government action would only be

needed to cut the number of permits to have demand equal the price floor. Such a

rule could be specified in a law authorizing the system itself, leaving political

willpower completely out of the equation.

Obviously, the downside of a price floor is that it reduces efficiency; with a

price artificially inflated above the equilibrium price, demand for permits will be

less than supply, leaving an excess of permits. However, establishing a minimum

price protects against cost uncertainty; creating a measure of stability in prices for

businesses and investors in low emissions technologies may be worth the price of

25



reduced efficiency in the system. In any event, the point of cap and trade is to

prevent the serious effects of climate change; in my mind, putting in a price floor is

absolutely up for compromise, so long as the actual bill gets passed.

Europe’s ETS has also been criticized for giving away too many free

allowances. Worse, as we predicted, power generators have been charging

customers for these permits even though they received them free (Kanter, 2009a).

In May 2007, the bipartisan National Committee on Energy Policy found that “the

potential for windfall profits, far from being purely hypothetical, is borne out by

empirical evidence [in the EU ETS], with utility companies that received free

allocations under the EU program having realized substantial gains” (Williams-

Derry, 2008). However, in late 2006, the EU realized it had over-allocated and cut

the number of permits (Ryan, 2006). It then showed a 3% drop in emissions from

2007 to 2008, most of which has been attributed to the permit cut and subsequent

auction (New Carbon Finance, 2009). We can avoid Europe’s mistakes in 2 ways:

by monitoring emissions levels before implementation, to get a better idea of

usage, and by utilizing near 100% auction of permits. Already, the EPA has set in

motion the process to begin monitoring emissions in preparation for a cap and

trade regime. All we have to do now to avoid Europe’s mistakes is ensure near

100% auction.
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Carbon Tax

One alternative is to use a carbon tax instead of a cap-and-trade system. A

tax on carbon would be simpler and easier to implement than a cap-and-trade

system. The tax would be easy to implement, as the carbon content of every form

of fossil fuel is precisely known, and could be applied at the point of entry into the

stream of commerce or import into the US. Most importantly, it precisely attacks

the problem in raising the price of carbon. There is a reason most economists

support a carbon tax; it utilizes simple supply and demand to powerfully reduce

our demand for carbon. This would reverberate throughout the economy,

incorporating the cost of affecting our planet into our everyday purchasing

decisions.

There are a few problems with the carbon tax, however. First, it does not

completely address the main goal of this policy, which is to lower our carbon

emissions to a level that will prevent serious flooding and famine. While a carbon

tax would lower the amount of carbon produced and consumed by everyone, there

is no guarantee it would be reduced by enough to stop serious climate change. The

problem of setting the carbon tax suffers from the same lack of concrete data as

cap and trade. But the problem of setting an exact rate is far worse under a carbon

tax, because we cannot predict exactly how companies will react. In Norway, for
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example, a $65/ton carbon tax was imposed in 1991 on oil and gas companies.

Predictably, StatoilHydro, one of Norway’s largest energy companies, sharply cut

its carbon emissions, making it one of the world’s most efficient big energy

producers. Yet due to the world’s demand for oil, StatoilHydro has also expanded

its drilling operations since the tax was created, and now produced even more net

emissions than it did in 1991. Norway now produces 15% higher total greenhouse

gas emissions than it did when the tax was levied (Weeks 8). While the argument

could be made that StatoilHydro is more efficient now than other energy

producers, and is now meeting other nations’ demand with lower global emissions,

that is not necessarily the case. It could just be that global demand has increased,

and it is profitable for StatoilHydro to continue to drill and emit more carbon.

Under cap and trade, StatoilHydro’s decision to emit more carbon would have left

fewer permits for other utilities to use. In this case, however, StatoilHydro’s

emissions decisions only affect other utilities through decreasing the total global

demand for electricity; other utilities can continue to emit as much as they were

before. A carbon tax cannot guarantee a sufficient level of carbon reduction to

prevent climate change.

The political feasibility of using a carbon tax is also a strong argument

against it. Although it would have a similar effect as a successfully executed cap-

and-trade system, it would be much harder to pass through Congress successfully.
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The word “tax” is the carbon tax’s undoing, as most Congressmen and Senators are

reluctant to levy an additional tax on taxpayers, especially in tough economic

times. This reluctance continues, albeit to a lesser extent, even if the carbon tax

were revenue-neutral, with all of the proceeds from the tax given back to taxpayers

through direct transfers or payroll or state sales tax reductions. Citizens don’t like

the word tax. However, a revenue-neutral plan would eliminate the large

investment in alternative energy that is a cornerstone of this policy.

Finally, a related problem with the carbon tax is its susceptibility to political

interference. Polluters are likely to lobby hard for less strenuous taxation, will

have millions of dollars to spend, and citizens may back them. They can claim that

they have been forced to spend a lot of money for the emission permits, and

putting so much energy into reducing emissions is eating into revenues and

increasing prices to consumers. They can claim they are struggling to survive, and

that any further reductions in cuts could cripple the entire industry. While these

arguments are completely applicable to cap and trade as well, the emphasis of cap

and trade on specific emissions caps drawn from scientific research leaves it less

susceptible to manipulation.

The best carbon tax proposal, in an attempt to skirt some of these obstacles,

has come from a draft bill circulated by Representative John B. Larson, head of the

House Democratic Caucus. What the Larson bill ingeniously does is to incorporate
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tax increases into the legislation should the carbon taxes not reduce emissions to

the appropriate level. As mentioned earlier, scientists generally estimate 80%

reductions from 2005 levels by 2050 as the appropriate level to avoid catastrophic

climate change. The Larson bill initially establishes a tax of $15 per metric ton of

CO2, increasing by $10 per year. If after 5 years the goals for 80% reduction by

2050 are not being met, the tax goes up by $5 per ton (Friedman, 2009). This

seems to effectively address the important criticism that a carbon tax would not

provide a sure way to cap global emissions at a level sufficient to avert

catastrophic climate change. Larson believes the bill to be politically feasible

because the tax is revenue-neutral; it is almost completely returned to taxpayers via

reductions in payroll taxes.

There are three problems, however, that keep this proposal from surpassing

cap and trade as our best policy prescription. First, a revenue-neutral system fails

to provide the necessary investments in alternative energy research that will yield

dividends down the road. This research is not only important for reducing our own

emissions, but also for helping developing nations like China and India reduce

theirs. Secondly, if the tax gets high enough, only the biggest businesses will be

able to produce carbon-intensive goods. Under cap and trade, any company, big or

small, can bid for permits. Under an increasing carbon tax, however, the biggest

businesses will be able to continue to pollute excessive amounts until the carbon
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tax rises to exceptionally high levels. At the abnormally high level, however, most

businesses will not be able to afford carbon. Finally, even a revenue-neutral

carbon tax is still not politically feasible. Thomas Friedman argues that

“Americans will be willing to pay a tax for their children to be less threatened,

breathe cleaner air and live in a more sustainable world with a stronger America”

air and live in a more sustainable world with a stronger America (Friedman, 2009).

Yet most policy experts disagree with him. As Ed Markey, Chairman of the

Senate Select Committee on Global Warming noted recently, “I am aware of the

economic arguments for a carbon tax, but politics is the art of the possible, and I

think cap-and-trade is possible.” Markey continued, “Somebody once told me that

a smart man learns from his mistakes but a wise man learns from others’ mistakes.

We can learn from 1993 or Canada in 2008, but we should learn” (Broder, 2008).

1993, of course, refers to the energy tax President Clinton failed to implement in

an attempt to raise revenue as well as internalize the cost to society of utilizing

fossil fuels. Based on the BTU (British Thermal Unit) heat content of fuels, the tax

failed to attract any Republican support. In a quote eerily reminiscent of current

debates, the Washington Post reported in 1993, “Many members are reluctant to

vote for a package containing the unpopular energy tax because Republicans and

conservative Democrats in the Senate have vowed to knock it out. An influential

alliance led by the National Association of Manufacturers, the U.S. Chamber of
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Commerce and the American Petroleum Institute has targeted the energy tax for

defeat” (Pianin, 1993). 2008, a more recent setback for carbon tax proponents,

refers to the Canadian Labour party’s October election defeat after running with a

national carbon tax as its “central plank” (Jenkins, 2008). Support for the plan

imploded in the weeks before the elections, as environmental issues gave way to

concerns over the recession. Both of these failures are applicable to American

politics; manufacturing and energy interest groups will still target a carbon tax for

defeat, and the economic recession will make its passage even less likely. Even Al

Gore, a carbon tax supporter for decades, has noted that passage of even a revenue-

neutral carbon tax “appears to be beyond our reach for the foreseeable future,”

leading him to support cap and trade (Broder, 2008).

Political Situation

Interest Groups

According to a Center for Public Integrity analysis of Senate lobbying

disclosure forms, an estimated 2,340 lobbyists were hired this year by over 770

companies and interest groups to influence climate change policy (Lavelle, 2009).

The Center estimates that over $90 million has been spent this year on climate
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lobbying efforts (Lavelle, 2009). With such vast sums of money at stake, we need

to understand the players and interests involved, as well as the impact they will

have on subsequent legislation.

The largest and most powerful interest groups are the U.S. Chamber of

Commerce and the National Association of Manufacturers, and both are “leading

voices against climate action” (Lavelle, 2009). The U.S. Chamber of Commerce

does acknowledge that global greenhouse gas emissions are increasing. However,

the Chamber is adamant that “measures taken to address any stated climate change

challenge—such as limiting greenhouse gas emissions to no more than double

what they were in pre-industrial times—must not harm the United States economy”

(U.S. Chamber of Commerce, 2009). This belief has led the Chamber to oppose

the Lieberman-Warner Climate Security Act of 2008, create a 200-member

industry group coalition to oppose EPA regulation of greenhouse gases under the

Clean Air Act, and obtain a “final rule” that the finding of the Polar Bear as

threatened under the Endangered Species Act cannot be used as grounds for

controlling greenhouse gas emissions (U.S. Chamber of Commerce, 2009).

The National Association of Manufacturers believes U.S. climate change

policies “should be voluntary, cost-effective, compatible with our marketplace

economy, flexible, global in scope and involve all of our trading partners, and take

into account all greenhouse gas sources and sinks. NAM opposes any federal or
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state government climate change mandate that could adversely affect U.S.

manufacturing competitiveness” (National Association of Manufacturers, 2009a).

These requirements are more demanding than they look, however. NAM requires

that cap and trade “make sure not to disadvantage any individual sector of the

manufacturing economy” (National Association of Manufacturers, 2009b, p. 14).

Constructing a cap and trade bill that utilizes auctions would be nearly impossible

in this scenario, because it temporarily raises costs for fossil fuel producers.

However, NAM doesn’t support a revenue-neutral scheme either, because it also

requires that any carbon emission scheme include India and China, a feat that is not

likely to occur in the near future (I address why later) (National Association of

Manufacturers, 2009b).

Yet the U.S. Chamber of Commerce and the National Association of

Manufacturers do not speak for all industry. The United States Climate Action

Partnership (USCAP) is a powerful industry organization that supports cap and

trade. USCAP claims that “We know enough to act on climate change” and that

our environmental and economic objectives “can best be accomplished through an

economy-wide, market-driven approach that includes a cap and trade program that

places specified limits on GHG emissions” (U.S. Climate Action Partnership,

2009). But lest they be thought of as lightweights, USCAP counts among its

members PepsiCo, General Motors, BP, Shell, Alcoa, Dow Chemical, Ford,
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General Electric, Johnson & Johnson, Duke Energy, and DuPont. USCAP

represents an intermediate approach to climate change: Willing to recognize the

reality of climate change, yet supportive of policies that may not be in the

country’s best interest. Specifically, USCAP prominently argues for a “significant

portion of allowances to be distributed freely,” and then phased out slowly over

time. USCAP also has criticized the recent Waxman-Markey draft bill for

“limiting the use of offsets to levels below the levels outlined in [USCAP’s

recommendations]” (U.S. Climate Action Partnership, 2009). USCAP’s strong

support for free allocation and heavy use of international and domestic offsets led

Republican Senator Bob Corker to remark, “I’m totally bewildered that in this anti-

earmark atmosphere, USCAP would promote what is basically just another request

from special interest groups to take money out of taxpayer pockets” (Johnson K. ,

2009). However, USCAP guidelines for emission levels and timetables are used in

the House Committee on Energy and Commerce “because [they represent] a

consensus among business, environmental, and other groups” (Dingell, 2008).

The most environmentally friendly business interest group is BICEP,

Business for Innovative Climate & Energy Policy. Formed by Nike, in partnership

with Starbucks, Timberland, Ceres, and Levi Strauss, BICEP calls for 80%

emissions reductions by 2050, in line with scientists’ recommendations. In

addition to stronger emissions reductions guidelines, BICEP also distinguishes
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itself by supporting 100% auction of permits, using permit income to support

energy efficiency and clean energy technology research, and the creation of a

national renewable portfolio standard that specifies 20% of all our energy comes

from renewable sources by 2020 and 30% by 2030 (Ceres, 2009). BICEP also

counts Gap, eBay, and Symantec, and Sun Microsystems among its members.

In addition to these business interest groups, there are also financial interest

groups, labor interest groups, and alternative energy and environmental interest

groups. The finance and marketing industry is pushing for a climate policy that

allows businesses to use “offsets” to meet carbon reduction goals (Lavelle, 2009).

While offsets would allow financial firms to profit, Senate Energy Committee Jeff

Bingaman has noted the danger that Congress “would set up a program that

appears to have aggressive goals, but in reality is so loose about offsets that carbon

emissions never really are reduced” (Lavelle, 2009). The finance industry had 130

lobbyists last year, as many as alternative energy has. Unions had about 60 last

year, focusing on jobs migrating to China if the United States sets up emissions

caps without requiring developing nations to take action as well. Finally,

environmental and alternative energy groups are lobbying Congress for strict

emissions reductions and funding for alternative energy projects. Although

environmental groups had about 185 lobbyists in 2008, matched by 130 alternative

energy lobbyists, the two interests combined are outnumbered 8-1 by other
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interests (Lavelle, 2009). The quantity of lobbyists does not bode well for

environmental interests.

Congress

Which subcommittees the bill goes through may affect its outcome. The

Climate Security Act of 2007, which became the Lieberman-Warner Climate

Security Act of 2008, went through the Environment and Public Works committee

before it came to the full Senate (U.S. Senate, 2007). In 2007, Nancy Pelosi

created the House Select Committee on Energy Independence and Global

Warming. At the time, the move was an end-around Energy and Commerce

Committee Chairman John Dingell, who “had made it clear he was going to lead

the party’s global warming debate in a leisurely fashion” (Eilperin, 2007).

However, the Select Committee cannot take legislative action on any bill, and has

no legislative authority, with only the power to investigate, study, hold hearings,

and make recommendations on policy (Select Committee on Energy Indpendence

and Global Warming). The larger end-around occurred in November 2008, when

Congressional Democrats voted 137-122 to unseat Chairman Dingell and replace

him with environmental champion Henry Waxman (Tumulty, 2008). Now,

Waxman and Ways and Means Chairman Charles Rangel both are asserting

jurisdiction over the writing of a climate change bill. Rangel, however, is still
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undecided over whether to pursue cap-and-trade, a carbon tax, or some sort of

hybrid approach, while Waxman prefers a cap-and-trade approach (Samuelsohn,

2009b). This competitive approach contrasts with the team approach Waxman and

Rangel are taking with George Miller, Chairman of the Education and Labor

Committee, to work “as one committee” to implement health care reform

legislation (Pear, 2009). In this case, however, I would argue Waxman’s approach

makes sense. For someone who believes cap and trade is the best choice for

enacting climate change legislation, it doesn’t make sense to wait around until

Ways and Means comes to the same conclusion. Rather, by holding hearings and

getting started hashing out areas of compromise with Senators on the fence,

momentum can be built behind passing a bill this year, before President Obama’s

political capital runs low.

Several Senate Democrats, including powerful Energy and Natural

Resources committee chair Jeff Bingaman, have expressed reservations about a

100% auction (Carroll, 2009). Having noted the power of interest groups pushing

for free allowances, this shouldn’t come as a surprise. As lobbying efforts have

increased, getting 60 votes to overcome a Senate filibuster is looking harder to

accomplish. Recently, administration officials have begun to think about the

budget reconciliation process as an alternative legislative strategy to passing cap

and trade. According to the House Rules Committee, the budget reconciliation
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process “is utilized when Congress issues directives to legislate policy changes in

mandatory spending (entitlements) or revenue programs to achieve the goals in

spending and revenue contemplated by the budget resolution” (U.S. House of

Representatives Committee on Rules). Cap and trade would qualify because it

involves collecting revenue from auctions and distributing it back in the form of

tax cuts or spending programs. Section 313 of the Budget Act, or the “Byrd Rule,”

specifies that any amendment deemed extraneous to the reconciliation bill is

subject to a point of order from any Senator, and unless 60 Senators vote to waive

the objection, the amendment will be removed. However, for the point to be in

order, the Senate Parliamentarian must agree that the amendment in question is

extraneous (Sinclair, 2007, p. 208). Most importantly, the Budget Act prevents

reconciliation legislation to be filibustered on the Senate floor, meaning only 51

votes are needed for passage.

In a March 1 interview with OMB Director Peter Orzag, George

Stephanopoulos noted, “You saw how hard it was to spend money ... with the

stimulus package, you were scrapping for those three Republican votes. Some key

Democrats on Capitol Hill are saying if you want to do all of these big projects this

year, you’re going to have to follow what is called the reconciliation process”

(This Week: 03/01/09, 2009). Orzag responded by stating, “[Budget
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Reconciliation] is not where we would go first, but we have to keep everything on

the table” (This Week: 03/01/09, 2009).

It should be noted that Republicans did attempt to use budget reconciliation

in 2005 to push through a bill allowing drilling in the Alaskan National Wildlife

Refuge. The process ultimately failed when moderate House Republicans joined

Democrats in opposition to the measure (Kaplun, 2009). John Amato, on his

popular blog “Crooks and Liars,” also recalls that Republicans in 2005 threatened

to exercise the “nuclear option” of ending all filibusters in the Senate after

Democrats filibustered only 10% of President Bush’s judicial nominees (Amato,

2009). So while the use of budget reconciliation may invite Conservative ire, this

use of procedure to circumvent the filibuster is not only legal, but is also not

unprecedented.

However, it now seems that the use of budget reconciliation for cap and

trade is temporarily out of reach. On April 2, a coalition of all 41 Republicans and

26 moderate Democrats voted to reject the use of budget reconciliation for climate

change measures in this year’s budget (Editor, Wall Street Journal, 2009).

According to Sen. Susan Collins of Maine, who spoke on behalf of a number of

moderate Senators, “It's a bad mistake to try to cut out the Republicans and cut off

debate and limit amendments on such an important bill, and I say that as a

supporter of cap and trade,” (Samuelsohn, 2009a) . This point was echoed by Sen.
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Mark Warner of Virginia, who spoke of the need to “build consensus”

(Samuelsohn, 2009a). It remains to be seen whether “consensus building” will now

require painful compromises on the important provisions of full auction and

utilizing revenues to invest in new research and infrastructure.

It is also important to remember that the Obama administration is holding in

reserve a powerful tool: the Supreme Court’s ruling in Massachusetts vs. EPA that

the Environmental Protection Agency has the authority to regulate carbon

emissions under the Clean Air Act (Massachusetts v EPA, 2007). President

Obama has repeatedly stated his view that it would be better for Congress to take

charge of emissions than for the EPA to regulate them under the Clean Air Act

(Economist, 2009). However, should cap and trade fail to pass, Obama may order

the EPA to begin regulation.

Predicting which Senators will vote for the bill is the hardest part, because it

affects different parts of the country differently. It seems to be a partisan issue for

many Republicans, but a regional issue for many Democrats. Several Blue Dogs

such as Claire McCaskill of Missouri come from states where coal is nearly the

only source of power (Barone, 2009). Coal producers provide a massive 84% of

Missouri’s electricity, and she will be hard-pressed to cause her constituents to face

substantially higher electricity prices without adequate incentive. Not surprisingly,

a key vote for the Lieberman-Warner Climate Security Act 2008 fell far short of
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the necessary 60 votes to pass the bill, with only 48 votes in support. Most

Democrats voted for the bill, except for Sens. Sherrod Brown (D-OH), Byron

Dorgan (D-ND), Tim Johnson (D-SD), and Mary Landrieu (D-LA). There was

also support from some moderate Republicans, with Susan Collins (R-ME) and

Olympia Snowe (R-ME), John Sununu (R-NH), Elizabeth Dole (R-NC), Gordon

Smith (R-OR), and Mel Martinez (R-FL) all voting YEA (U.S. Senate, 2008).

With the new Senate, assuming the support of the fiscally-conservative Blue Dog

Democrats and Collins, Snowe, and Martinez is maintained, John McCain votes in

favor (he was absent from the vote, but has affirmed his support for cap and trade),

and Al Franken wins in Minnesota, the count will only be 59-41, just short of

enough to pass the bill. Sen. Arlen Specter has been mentioned as possible 60 th

vote. He co-introduced the Low Carbon Economy Act of 2007, a cap and trade bill

with targets well below scientists’ recommendations. However, Specter is facing a

tough primary fight against Pat Toomey, and has shifted rightward recently with a

change of position on card-check legislation. Senator Corker from Tennessee has

expressed support for cap and trade legislation, but feels strongly that 100% of

auction revenue should be returned to the American people (Corker, 2008). Strong

incentives will be required to bring either of them onboard. However, the support

of the Blue Dogs is far from assured. Ultimately, serious compromise, persuading,

and incentives may be necessary, including support for some Senators’ pet
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projects, as well as promises that future alternative energy facilities will be located

in their states.

Must Developing Nations be included in Climate Change Policy?

Although reducing the emissions of developing countries is desirable, it may

not be practical. China and India have argued that it is unfair to hold them

responsible for developed countries' past actions, especially since the United States

has still not agreed to emissions targets. President Hu Jintao reiterated these

remarks in a speech to the G8 in 2007, stating, "Considering both historical

responsibility and current capability, developed countries should take the lead in

reducing carbon emission and help developing countries ease and adapt to climate

change" (Spencer, 2007). China and India note that the United States, which has

4% of the world's population, is responsible for 23% of the world's

emissions. China has 21 % of the world's population, but only is responsible for

16% of the world's emissions, and India has 16% of the world's population, but is

only responsible for 5.1 % of the world's emissions (Raj amani, 2008, p. 104). In

addition, India and China rank 126th and 81 st on the Human Development Index

respectively, and both argue that mitigation commitments cannot be taken on in the

presence of "overriding" development needs (Raj amani, 2008, p. 106).
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India and China have a good argument; it is unfair that they should be forced to

curtail projects bringing electricity to underserved areas, for example, due to the

large energy increases required. Yet we must also recognize the reality that China

and India together currently make up a fifth of the world's total carbon emissions

(Rajamani, 2008, p. 105). We must recognize that China's economy is growing by

over 10% per year, building an average of one new power plant per week, and

increasing the size of its electric grid by roughly the size of Britain's each year

(Spencer, 2007). Furthermore, recent research has shown that China's latest

emissions levels may be skyrocketing above and beyond previous forecasts. A

2008 University of California study looked at province-level emissions data, and

project an annual CO2 emissions growth rate of 11 % between 2004 and 2010, a

significantly higher number than the previous Intergovernmental Panel on Climate

Change estimate of between 2.5% and 5% (Jagoda, 2008). The article posits that

commonly-used decade-old national data are now inaccurate, as local officials

have allowed cheaper, less efficient power plants to be built in recent years

(Jagoda, 2008). In all projections, however, China's total emissions are projected

to overtake America's within the next few years (Spencer, 2007).

One way to reconcile the importance of developing countries reducing their

emissions and the high cost to them of doing so has been suggested by Harvard

economist Jeffery Frankel, who served on the United States delegation at
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Kyoto. Frankel suggests a set of growth-indexed emissions limits that become

more stringent as countries become wealthier (Olmstead, 2008, p. 30). This is in

some ways a “natural extension” of the Kyoto Protocol, which specified that

targets for industrialized nations would become on average 1 % more stringent for

every 10% increase in a country’s GDP (Olmstead, 2008, p. 30). Such a system

would simultaneously allow developing countries to participate in combating

climate change without damaging their economies, as well as reduce the incidence

of shifting comparative advantage.

Frankel has been criticized by Daniel Bodansky of the University of Georgia

Law School for assuming too much about developing nations’ willingness to slow

emissions. He argues, “I think we need to at least consider the possibility that

developing countries such as China and India mean what they say, namely that

economy-wide, binding emissions targets are unacceptable because they would

unduly restrict their national sovereignty” (Bodansky, 2007, p. 61). Bodansky

continues, “[B]ecause virtually every aspect of a country’s economy contributes to

climate change – not only energy production, but also transportation,

manufacturing, and even agriculture – an economy-wide emissions target

represents, both symbolically and in practice, a constraint on a country’s economy

as a whole” (Bodansky, 2007, p. 61). According to this new logic, Frankel is

incorrect in believing that China and India’s opposition to mandated emissions is
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merely negotiating posture or ignorance to possible economic gains; their

opposition is rooted in a firm belief that the developed world is asking them to

make sacrifices that they themselves have not made.

If China and India truly are arguing from a position of national sovereignty,

rather than a moral or bargaining perspective, then we would expect these

countries to be reducing their carbon emissions voluntarily. In China, that is

exactly what we have seen. China has pledged to reduce energy consumption per

unit of GDP by 20% between 2005 and 2010, setting up milestones of 4%

reductions each year (Parliament of Australia, 2009). In addition, China has

mandated that 16% of all its energy is to come from wind, solar, biomass and

hydropower sources by 2020, improved appliance efficiency standards to reduce

electricity use by 10% by 2010, decommissioned inefficient power generators and

industrial facilities, increased fuel economy standards to a 36 miles per gallon

average, and changed building design standards to improve energy conservation by

50% (Parliament of Australia, 2009). Similarly, India will soon get 10% of its

energy from renewable sources, close inefficient coal power plants, have new

vehicles meet European fuel economy standards by 2010, and improve building

codes for increased energy efficiency (Parliament of Australia, 2009). Both

countries, although China significantly more so, have reduced their carbon

emissions voluntarily, which seems to give credence to Bodansky’s argument.
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Yet Bodansky overlooks the political motivation for making these reductions.

The fact that China’s position is not rooted in negotiating posture does not mean it

cannot be used as negotiating posture. In fact, China has already shown that it is

willing to use climate change as a pretext for foreign direct investment. Starting in

2003, and continuing to the present, Australia has partnered with China to provide

funding for programs that reduce emissions (Australian Government, Department

of Climate Change, 2008). These include technology sharing, consulting work,

research, and direct investment (Australian Government, Department of Climate

Change, 2008). The United States has provided similar funding; Secretary of State

Hillary Clinton recently visited a Thermal Power Plant in Beijing that utilizes

American technology for its generators produced by General Electric and advanced

super-critical gas turbines (Xiaohuo, 2009). And in an effort to encourage further

collaboration, Secretary Clinton noted that, “instead of just building more coal-

fired power plants which may be slightly more efficient but are still large emitters,"

the two countries should "work together so that you get your energy needs met

without putting more absolute greenhouse gas emissions ... into the air” (Carbon

Positive, 2009). Thus Frankel and Bodansky are both half right; China has shown

that it is resistant to climate change mandates on moral and national sovereignty

grounds, but is willing to negotiate as long as the caps are not mandated.
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Eileen Claussen, President of the Pew Center for Climate Change, argues for

this alternative method of including developing countries in a multilateral

framework without mandating emissions targets. She notes, "For developing

countries, rather than economy-wide emissions targets, these could be 'policy

commitments' - China, for instance, could initially commit to strengthen its

existing efficiency and renewables policies. But all commitments must be

credible, binding, and closely monitored. Only through a balanced set of

commitments and incentives can we hope to mobilize the efforts needed to

dramatically reduce emissions in China and around the world" (Claussen, 2007).

The subtext of Claussen's last sentence is that that a post-2012 multilateral

framework must allow different types of emissions commitments to gain the

support of developing countries. In her mind, and it may well be true, China and

India may be flexible about funding emissions reductions, but as they have

previously stated, will find mandatory caps unacceptable. Including developing

nations in the framework, even in the absence of mandatory caps, will likely result

in fewer emissions in the long-term than if they were to be left out of the process.

The Pew Center for Climate Change and the Asia Society, in collaboration with

The Brookings Institution, the Council on Foreign Relations, the Environmental

Defense Fund, and the National Committee on U.S.-China Relations, have already

released a detailed road map in support of this policy. They argue that deploying

48



low-emissions coal technologies, improving energy efficiency, developing an

advanced electric grid, promoting renewable energy, quantifying emissions, and

financing low-cost carbon technologies are all areas where China and the US can

collaborate (Pew Center on Global Climate Change and The Asia Society, 2009, p.

9). In creating this sort of framework, monitoring is incredibly important, as it is

very easy to commit to targets and not follow through.

Should the U.S. still pursue Cap and Trade if China and India are unwilling to

agree to mandatory emissions caps?

As we have already examined, China and India together make up a fifth of

global emissions, and that number will only rise in the next few decades. Does that

make American action useless, and even harmful if catastrophic climate change is

inevitable?

American action now is not only important for its reduction of global

emissions, but also for the investments it would make to spur the development of

an alternative energy industry. Cap and trade revenue could be invested “to

accelerate research, widespread commercialization, and adoption of new clean

energy and efficiency technologies” (Batten, 2008). As a world leader in

alternative energy technology, America could recoup much of its investments

through the selling of its technology to the rest of the world. More importantly,
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developing nations could use American alternative energy technology to reduce

their growing emissions.

Conclusion

Climate change is real, man-made, and will likely have catastrophic effects

if we fail to act. Furthermore, taking action now on climate change is not only

cost-effective, but morally required. A cap and trade system would set a concrete

limit on carbon emissions in line with scientists’ recommendations, and is

politically feasible. Regional U.S. carbon cap and trade systems already work

successfully, and the main problems of Europe’s can be avoided. The carbon tax,

cap and trade’s most prominent alternative, fails to set such a concrete limit, and is

not politically feasible at this time. Developing nations such as China and India

pose an obstacle to global emissions reductions. Although they are fervently

opposed to mandatory reductions on both moral and national sovereignty grounds,

we can still work with them to commit to serious emissions reductions.

Ultimately, once we develop our own alternative energy infrastructure, we will be

able to share our successes with developing nations.
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It is amazing to me that climate legislation has such opposition in the United

States at this point. Perhaps it is a legacy of the environment being a liberal issue

in American politics for so long. Perhaps the oil, coal, and natural gas industries

are simply too strong. I firmly believe, however, that sometime soon the calls for

action will become too loud to ignore. We can only hope they won't come too late.
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