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Wriait |s Cealg & Trace (C&T)Y

= Mandated annuallimit on U.S. GHGS (expressec
———in-CO,terms)

= Allowances to emit are distributed by the
government - -

= Holders must submit an aIIowance for each ton of

S can trade allowances withrone another

-



rlow el C&T Sys

. Administrator
ﬂg‘—-——_
= Organized exchanges

= Monitoring

= Offsets (domestic & international) —

= Banking, borrowing
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Major GHGs Made: Eguivalent

HFC-23 11,700

HFC-32 650

HFC-125 2,800

HFC-134a 1,300 - —

HFC-143A e300 e

HFC-152A 140
- _— HFC-227ea 2,900
T HRC-236M m— 300 c———
R
o L Y

C2F6 9,200

C4F10 7,000

C6F14 7,400

SF6 23,900 4



Felnsteln/Carper'* —

EIéctric UtiCEp &
Trade Act

Kerry/Snowe

Global Warming
Reduction Act of 2007

McCain/Lieberman

Climate Stewardship &
Innevation Act of 2007

GHG Intensity’ Reduction
Legislation




- Volatlle energy prices
= Rent seeking
= Monitoring and administrations
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= Fossil fuels pewﬂé—é_S.% of U.S. energy use
“ " @rowing economy requires more energy use

— Energy efficiency helps but doesn’t fully offset effects of
economic growth on demand

= Technological advance will lower costs,of low- -
carbon energy

— But likely to be higher cost than fossil fuel energy for
some. years to come

| ely to reach $10s of bl|||0nS annual1y
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o Costs of allowances will be embedd |n

_‘:___-.l.

costs of fossil fuels

= Experience with allowances suggests high
rates of volatility

— SO, permit trading: annual velatility of 43%

ficerange.from $66/ton;in 1997 to $860/ton, in 2006
- TETE——

TS: litysofid75% =
='Eall in value by over 2/3 In 2006" |




Cosis of Erlergy Price Volailjty

S (ﬂ rice e shocks have |mposed GDP

COStS

— Hamilton: Oll price increase of1.0% caused 0)Y
Suez crisis impacted U.S. GDPR. growth rate by
orovervagquarters

oday: .1% impact on GDP = $13B/yr
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Number
Of Permits ¢,



- Agg regate valueﬁ'ﬁermlts

— U.S. emits 6B tons of CO,/yr (6.5B tons of CO,

equivalent)

— Price of allowances depends on C&T system specifics
= Easily could be $10/ton or more
= $60B/yr or more at stake

-

Inms will. compete to secure allowances =
= Competitivesentiseeking, thea siically/could gen

e
soSISTEUaIiNeragaregate valle

g

= Rent seeking incurs socially wasteful expenditures
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Morlltoring C

~ = UIS monitoring costs depend on design of the C&T system|
—— Generally, the further “Upstream” the fewer firms invelved
= Estimates indicate could be as few as 2000 firms in U.S.

— ETS includes 12,000 firms; only covers 45% of EU CO, emissions (is being
extended to more)

= U.S. costs alone could be large —
— Suppose 10,000 firms must monitor GHG emissions:
= 1 person/firm/yr @ $75K = $750M/yr
= Government monitoring apparatus another'$100-$200M/yr
— Audit,compliance by each affected firm
. — Establish legitimacy of offsets
mﬁmror irzlefplcf elcilViLY

osts nearing $1B/yr

= But C&T is an international system — involving others as well.......
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Morlltoring Cosis (corit'c)

= e -
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~ = Serious problemsiwith international
monlt—‘_ormg of offsets

— Incentives on part of some governments, private
entities to cheat (i.e., to create fictitious or -
dubious offsets)

= Seller incentive to game system to acquire wealth

o ffseIJg_yers have Ilttle Incentive to check —

napire & others have
warned thls will be a serious defect of C&T )
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Overall Cost

Constrained fossil fael

use

" Intime, $10’s of
pillions/year

Allowance price volatility

Periodic GDP growth
Impacts ofiadew..1%:s

Rent seeking

Up toevalue of allowances

——

S.much as $1B/yr Iin
U.S.: more still for int’l
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= Erms — securevg@vemment _created wealth

—

E—-

= Traders — opportunities for exchange fees

= Politicians — distribute wealth amoeng constituents
— Could affect system design

15



OERlVIealShl

fmand & contrelr =
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ylgh costs because Impose uniform requirements on everyone,
superior technelegical alternatives may be ignored

— CAFE, appliance efficiency standards already imposed
= Political momentum to increase CAFE

= Voluntary goals & incentives
— 18% GHG intensity reduction goal between 2002-2012
— Public/private partnerships
la-PagcificiParntnership
‘eup el werld;

INg, eneragy

carbon emissions
— Internalize costs imposed by GHGS -
— Proceeds used to reduce other taxes

— Tax administration already in place
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GrG Intensity RrIOJfH/ OUIT

~ = Focus on GHG-m{ens'iatyTis desirable | = ——___
-~ = \aximizes-ability to pursue other social objectives

= ~119% reduction in U.S. GHG intensity between 2002 &
2006
= Climate provisions of EPAct 2005 as yet unfunded -

— GHG-reducing technology demonstration projects
— Deployment of energy efficient technology In developing countries

<
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TeUC O Calrgor =Erl1ssiorns

ﬁmsts‘fa‘%%@ﬂmmns donot
S EHicientinternalization of external costs

— Memory of BTU tax

— Dingell proposal
= How alternatives are structured matters™

— Carbon tax v. no tax

= Carbon tax + tax reductions elsewhere = revenue

= Tax administration already in place

18



Estimated Impacts, ofi a. lax on U.S. Carbon
ErrIsSslons

(Saurges A=)

e l— .

Revenue as

Tax rate ‘Emission Revenue as
:F_(‘$7’ton ) reductions | % of personal | % of payroll
&) Income tax taxes
10 1.4 6.0 7.0
15 11.0 8.6 10.1
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Wrong Policy i Curh U.S, GEIGs?

Because a Caﬁ% Trade system would be very —
.c-—-eestly-and ~Sulject to corruption

= Because voluntary programs to achieve GHG
Intensity goals are achieving results, theugh;the -
approach can be strengthened

much superior alternative
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