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Statement of Kathleen A. McGinty, Chair
Council on Environmental Quality
Executive Office of the President

Before the
House Science Committee
February 4, 1998

Mr. Chairman, and Members of the Committee:

I am pleased to be here today to describe the agreement reached in Kyoto
and our activities, both at home and abroad, to follow-up on the substantial
progress achieved in these negotiations. The Kyoto Protocol is an enormous
step forward in what will undoubtedly be a long term global effort to safeguard our
earth’s climate system from unprecedented human-induced harm and to protect our
children and grandchildren from the dangerous consequences that could unfold if
we fail to heed the warnings from the world’s leading scientific experts.

| am very pleased to report that we made tremendous progress in putting
into place most of the key building blocks for a sustainable, market-based system
for achieving reductions in greenhouse gases. All Americans can be proud of our
achievement: U.S. leadership made the difference; the power and integrity of U.S.
ideas won the day. On behalf of the President and Vice-President, | would like to
commend the skills, perseverance, and dedication of the United States delegation at
Kyoto. Nine agencies were represented in Kyoto. Led by our very able State
Department team and Under Secretary Eizenstat, the U.S. delegation served our
country well and honorably.

Our efforts following up on Kyoto are directed at achieving further progress
in obtaining meaningful participation by developing countries and in implementing
the President’s plan to harness market forces at home and abroad to enhance
energy efficiency, environmental quality, and economic prosperity.

Because this committee’s jurisdiction focuses on science, | thought it would
be useful, before discussing the outcome in Kyoto, to focus briefly on two
noteworthy scientific developments that occurred at the end of last year. Based on
extensive ground-based measurements, the National Oceanic and Atmospheric
Administration (NOAA) -- our lead national agency for collecting weather statistics
-- reported that 1997 was the warmest year based on records that date back over a
century. While the temperature in any one year cannot prove or disprove anything
about global warming, this year’s statistics, further confirmed by two other sources
of information about global surface temperatures (the Goddard Institute for Space
Studies/NASA and the researchers at East Anglia University in the U.K.), follow a
clearly emerging pattern. The nine warmest years of the century have occurred in
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the past 11 years. This pattern of warm years led one of NOAA's leading climate
scientists to issue a statement that reaffirms a key conclusion contained in the
latest international scientific assessment prepared by the Intergovernmental Panel
on Climate Change -- that “the balance of evidence suggests a discernible human
influence on global climate.” Put another way, in the view of the vast majority of |
U.S. and international climate scientists, it is highly unlikely that the trends in global
temperatures we have experienced are the result of the natural variability inherent
to our climate system.

A second development relates to a study published in November in the
medical journal Lancet. Most studies have examined the impacts of climate change
on human health in terms of increased fatalities due to heat stress or the spread of
infectious diseases. While by themselves, these areas represent considerable
human health risks, this new study by the Working Group on Public Health and
Fossil Fuel Combustion looked at the short-term impacts on mortality from air-borne
particulate matter assuming no changes in estimates of energy use from fossil |
fuels. The analysis found that an estimated 8 million deaths giobally due to
exposure to fine particulates could be avoided between 2000 and 2020 if
substantial steps were taken to limit greenhouse gas emissions from burning fossil
fuels. In the United States alone, the study reports that thousands of deaths
annually could be avoided during the 2000-2020 period. This study presents an
important near-term benefit from actions to reduce greenhouse gas emissions that
must be considered in addition to the long-term benefits of avoiding climatic
disruptions. EPA’s recently promulgated fine particulate standard begins to address
this public health concern and should result in both some reductions in greenhouse
gas emissions along with reducing the number of deaths associated with exposure
to fine particulates.

THE KYOTO PROTOCOL

Although the agreement reached in Kyoto will not reverse the build-up of
greenhouse gases in the atmosphere, it will begin slowing the rate of increase.
Equally important, it puts in place a solid foundation upon which the global
marketplace can increasingly be engaged in reducing greenhouse gas emissions.
The agreement draws heavily from the proposals advanced by the United States
and effectively rejects alternatives proposed by others that would have substantially ;
increased the costs of action. ‘

|

In October of last year, the President outlined a number of elements critical
to achieving an effective agreement. He underscored that any agreement had to
contain: 1) realistic medium-term, legally binding targets for developed countries; 2)
flexible, market-based implementation mechanisms; and 3) measures to secure the
meaningful participation of key developing countries. | am pleased to report that
we fully achieved our first two objectives, and through the innovative clean
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development mechanism made a down payment on the third. Next steps must
include further work on operational details of international emissions trading,
compliance mechanisms, and developing country participation. The President has
made it clear that he does not intend to send the Kyoto Protocol to the Senate for
ratification until we have achieved meaningful participation by key developing
countries.

Even with the complexities of climate science and the challenge of crafting
policy solutions, we found in Kyoto a new spirit of resolve, a new openness to
market-based approaches, and a new hope for global cooperation.

Key elements of the U.S. proposals that were adopted as elements of the
Kyoto Protocol include the following:

-- Legally binding emission targets: The agreement establishes legally binding
targets for developed countries. By advancing from the existing non-binding aim
contained in the Framework Convention to a binding target, we believe efforts to
address global warming will take on greater significance and commitment.
Moreover, our insistence on a legally binding regime encouraged other countries to
think more soberly about their reduction proposals. Ultimately, the U.S. agreed to
a target of a 7% reduction from baseline levels. Given the changes in the definition
of the baseline for the three long-lived chemical compounds (HFCs, PFCs and SF6)
from 1990 to 1995 combined with a change in the way sinks are accounted for in
the baseline, the actual reduction required in the U.S. is no more than 2-3% more
than the President originally proposed as the U.S. negotiating position.

-- Budget periods spanning five years: The U.S. proposal for a five-year
budget period was adopted rather than the single-year target proposed by others.
Allowing nations to average over five years increases flexibility and lowers costs by
smoothing out any short-term variations in emissions based on fluctuations in
energy prices, economic activity, business cycles, or weather.

-- First budget period beginning in 2008 and ending in 2012: The U.S.
proposal for a budget period beginning in 2008 was accepted. This provides a full
decade for redirecting efforts toward greater energy efficiency, allowing for
substantial changes in investment decisions and turnover in capital stock. Other
proposals calling for reductions to begin as early as 2003 were rejected. Action
during this time period appears critical to redirecting emissions toward a pathway
that allows for stabilization of greenhouse gases at a doubling of prehistoric levels.

-- Market-basket approach including all 6 gases: The U.S. proposal held sway
on including all 6 major greenhouse gases in the calculation of a target. Moreover,
we secured trading among these gases so that the lowest cost reductions can be
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secured.

-- Inclusion of sinks: The U.S. also urged, and the Parties agreed, to allow |
actions that capture and sequester greenhouse gases (sinks) to be included as part
of meeting the target. Carbon sequestration, through activities such as '
reforestation programs, offers potentially attractive low cost opportunities to
reduce net greenhouse gas emissions.

-- International Emissions Trading: The U.S. secured acceptance of emissions
trading as a flexible, market-based approach to lowering the costs of meeting a
target. While the U.S. has experience with emissions trading in the acid rain and
lead phase-out programs, it was a new concept to the international community and
incorporated for the first time in the Kyoto agreement. A number of studies have
suggested that the costs of compliance can be significantly reduced if flexible
implementation is permitted.

-- Clean Development Mechanism: Under this innovative provision, developed
countries will be able to use certified reductions from project activities in developing
countries to contribute to compliance with greenhouse gas reduction targets. This
provides both a mechanism to secure low cost reductions throughout the world and
a powerful economic incentive to lead developing countries toward more
climate-friendly technologies. This represents an important avenue for developing ‘
country actions to reduce emissions in cooperation with U.S. private sector firms
that have the technology, resources and know-how to make such reductions in ‘
ways that save energy, reduce emissions and improve performance. This
provision effectively embodies the U.S. proposal for joint implementation with _
credit for activities in developing countries. It also provides, again at U.S. ‘
insistence, an incentive for early action by permitting credit for reductions that
occur beginning in the year 2000.

-- Emissions from the Military: The U.S. obtained agreement on its proposal
for an exemption for emissions from multilateral operations pursuant to the United
Nations charter. This decision will ensure that nations do not hold back from
participating in humanitarian, peacekeeping and other operations due to concerns
about greenhouse gas emissions.

NEXT STEPS -- INTERNATIONAL ACTIVITY

While the Kyoto agreement secures major elements that the U.S. sought to
ensure such as flexible, market-based mechanisms for addressing concerns about
global warming, future negotiations will still need to address several important
issues. The Parties now move forward with working group meetings scheduled for ‘

June and the next meeting of the Parties to the Climate Convention scheduled for
November in Buenos Aires. Issues that will be addressed at that and subsequent
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meetings include the following:

-- guidelines for implementing the international emissions trading
provisions included in the Protocol;

-- guidelines for implementing the clean development mechanism;

-- further refinement of how sinks will be treated;

-- participation of developing countries; and

-- additional provisions related to compliance and enforcement.

NEXT STEPS -- DOMESTIC ACTIONS

In his State of the Union message, and just last Saturday in his radio
address, the President described his proposed tax cut and technology initiative
aimed at jump-starting efforts to enhance our nation’s energy efficiency and
economic competitiveness. This program was laid out in detail on Monday with the
release of the President’'s Budget. It targeted $6.3 billion over the next five years
-- will provide incentives for our industry, businesses and consumers to make and
purchase more energy efficient products. it challenges the innovative abilities of
the private sector and helps ensure that those firms that succeed in developing
energy saving products will have a substantial market in which to sell those
products. For consumers, it provides a double bonus. First it helps reduce the
initial costs of purchasing energy saving products. Second, throughout the lifetime
of the product, consumers will benefit from reduced energy costs. The President’s
1999 Budget includes $3.6 billion over five years in tax credits aimed at
encouraging broader use of existing energy saving technologies and spurring further
innovations. It also includes $2.7 billion in new research and development
investments to ensure that innovative
greenhouse gas reducing products continue to flow through the pipeline and into
the market-place in the coming years.

Examples of specific provisions contained in the President’s budget include
the following:

-- Tax credits for highly fuel efficient vehicles: This credit would be $4,000
for each vehicle that gets three times the base fuel economy for its class beginning
in 2003. A credit of $3,000 would be available beginning in 2000 for vehicles that
get double the base fuel economy for its class. These credits would be available to
jump start these markets and would be phased out over time.

-- Tax credits for energy efficient equipment: These credits (all of which are
subject to caps) would include a 20% credit (subject to a cap) for purchasing
certain types of highly efficient building equipment, a 15% credit for the purchase
of solar rooftop systems, and a 10% credit for the purchase of highly efficient
combined heat and power systems.
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-- Research and development support: Additional resources are provided for
key areas of renewable energy and for carbon sequestration. Activities related to
the Partnership for a New Generation of Vehicles include expanded research in fuel
cells, batteries and ultra-clean combustion engines. Two new partnerships are
proposed for heavy trucks and light trucks, including sport-utility vehicles.

These budget proposals implement one of the key commitments made by the
President in his October 22nd speech at the National Geographic Society. In that
speech the President also pledged: that the federal government, as the largest user
of energy, would take the lead in enhancing our efforts at improving energy
efficiency; that we would work closely with the private sector in developing
voluntary programs to reduce emissions; that we would grant early credit for
reductions that occur prior to a binding target; and that we would help shape utility
restructuring in ways that contribute to reductions in greenhouse gas reductions.
We are working today to make all of these commitments real.

Beyond the President’s budget proposals, a number of encouraging
developments have taken place in both the public and private sectors in the short
time since Kyoto. Let me briefly mention four of them today. ‘

1. Fuel Efficient Vehicles: At the recent automobile show in Detroit, General
Motors (GM) announced four passenger hybrid electric and fuel cell vehicles that
can achieve fuel efficiency of up to 80 miles per gallon -- production prototypes of
which could be available in 2001 and 2004. Ford also unveiled a prototype of a
mid-size high efficiency sedan that achieves 63 miles per gallon using an advanced
diesel engine. Ford also plans to develop hybrid electric and fuel cell versions of
this prototype. Chrysler unveiled its full-size experimental hybrid electric vehicle
with a projected 70 miles per gallon fuel economy. These technological advances
were made possible through the efforts of the Partnership for a New Generation of
Vehicles between the Administration, U.S. auto companies, and their suppliers.

2. Compressed Air Challenge: Air compressors represents about 3% of total
industrial electricity use and 1% of total U.S. electricity consumption. In
mid-January, DOE and major equipment manufacturers announced a new
agreement aimed at significantly enhancing efficiency in this sector. Under the
agreement, changes in equipment and operating practices are anticipated to reduce
energy use in this category by 10% by 2010 at a cost savings of $150 million per
year while reducing greenhouse gases by 700,000 metric tones of carbon.

3. BP Solar Opening: Last Friday, BP Solar opened its first manufacturing
plant in the United States. Located outside San Francisco, the Vice President




JCLMTSTWPD

_ Page7]

v
. l

flipped a switch to start the plant. This facility will produce a new generation of
thin film photovoltaic cells. Spurred by DOE's recently announced Million Solar
Roof Initiative, planned plant expansions and openings by other solar cell
manufacturers, as well as the President’s budget request for enhanced funding for
renewable technologies, demonstrate that efforts to increase market penetration
based on harnessing the sun’s energy are now making significant advances. In
fact, the Vice President was able to announce that the private partners in the
Million Solar Roofs Initiative have already announced plans for well over half the
solar panels needed to get to our goal--a full ten years early.

4. VCR/TV Energy Star Program: TV and VCRs represent one of the fastest
growing sources of electricity demand. Consumers spend over $1 billion annually to
power VCRs and TVS that are switched off. |n early January the Vice President
announced a pathbreaking partnership between EPA and the major manufacturers
of these electronic goods. The program is quite ambitious with a goal of achieving
up to a 70% reduction in energy use when the equipment is turned off without
sacrificing product quality, utility or increasing costs. The average household could
cut its energy bills by 30% or $400 per year by switching to the full line of Energy
Star products.

These examples further underscore the potential for energy and cost saving
opportunities to reduce our emissions of greenhouse gases. The Administration is
working on a more detailed economic analysis of the impact of the targets reached
in Kyoto. Council of Economic Advisers Chair Janet Yellen will be prepared to
discuss the analysis at a hearing next week before the Senate Foreign Relations
Committee.

In sum, the Kyoto Protocol represents a significant diplomatic achievement
for the United States and a key contribution to the critical effort to safeguard our
children from the effects of potentially severe climatic disruption. At the same
time, this effort is a work in progress. Much remains to be done if we are fully to
seize the environmental and economic benefits of action on this pressing issue. We
in the Administration look forward. to working with Congress in the months and
years ahead to further our efforts to address the risks associated with global
warming in a way that enhances our environmental and economic well being.

| welcome the opportunity to visit with you today and look forward to our
continued dialogue and exchange.
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NELSON REPORTING ASSOCIATES, INC.

ROAD FROM KYOTO PART 1I:
WHERE ARE WE, WHERE ARE WE GOING,
AND HOW DO WE GET THERE?

Wednesday, February 4, 1998

House of Representatives,
Committee on Science,

Washington, D.C.

The Committee met, pursuant to notice, at 10:00 a.m., in
Room 2318, Rayburn House Office Building, Eon. F. James

Sensenbrenner, Jr. [Chairman of the Committee] presiding.
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12 Chairman SENSENBRENNER. The Committee will be in order.
13 Without objection, the Chair is given the authority to

14| recess the Committee during roll call votes today. And

15| without objection, all Members will be allowed to insert

16| opening statements at the beginning of the record.

17 Last fall, the Speaker of the House, Newt Gingrich, asked
18| me to lead the House delegation to the climate change talks
19| in Kybto, Japan, held in early December of last year. At the
20| time I received the Speaker's invitation, I had formed some
21| opinions on American participation in a climate change

22| treaty, based in large part from the hearings held by the

23| Subcommittee on Energy and Environment under the chairmanship
24| of my able friend from California, Mr. Calvert.

25| Nevertheless, I felt the responsibility entrusted to ms by

a

26| the Speak:=r cbliged mes ts X2ep an open mind cn the issue, and
= &~

[$)]

27| I withheld judgment on the treaty until after the

28| negotiations were concluded.

29 The Speaker asked the delegation to examine three

30| questions: first, is the science sound; second, will the

31| treaty work; and third, is the treaty fair? Granted, many

32| more questions could have been asked, but these three seemed
33| to get to the heart of a very complicated and contentious

34| issue. It seems to me that all the hot air being expended on
35| this issue may be a bigger threat to the environment than

36| carbon dioxide.
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Without an unqualified ''yes'' answer to each of these
questions, it is not clear to me that the Clinton
Administration can hope to win the support of Congress and

the American people. Yet that is exactly what the Clinton

Administration is asking Congress and the American people to

42| do--to support a treaty that cannot meet the tests of sound

43 science, efficacy, and fairness.

44 First, is the science sound? No. Professor Bert Bolin,
45| Chairman emeritus of the Intergovernmental Panel on Climate

46| Change--the group of scientists that assesses and reviews the

S e AR T PR, £ YA sy

47| worldwide climate research--told the Kyoto negotiators that

49| and that the climate system is only partly predlctable His

{
”‘ 50| repeated emphasis on the scientific annrtalnt*es raised

i

i

f 48| the science of climate change has considerable uncertainties i
51) valid c:incsrns about the maturity of the science underpinning Ny

1
i

52| the Kyoto Protocol.

53 Even basic questions about the temperature record remain
54| unanswered, and scientists are still grappling with the

55 discrepancy between ground-based and satellite temperature
56| records. 1In short, what we heard at Kyoto, and have heard

57 subsequently, is that the Kyoto protocol is based on immature

58| and uncertain Sscience.

59 Second, will the treaty work? The answer to that is
60| ''no'' as well. Because developing countries have not been

61] required to assume binding emission reductions, the agreement
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62| will merely shift emissions from industrialized countries to

63| developing countries. The end result will be that the United

64| States will lose jobs and the environment will suffer because
65| many of the countries exempted from the agreement also have
H 66| lower air and water pollution standards.
67 Scientists estimate that under the terms of the Kyoto
68| Protocol, the reduction and project warming by the year 2050
69| will be on the order of 0.1 to 0.2 degrees Celsius. That's
70( not much bang for the buck.
71 Also of great importance is the question of how the Kyoto
72| Protocol would work in practice. 1If, as the old adage goes,
73| the devil is in the details, then the Kyoto pact is one very
74} devilish treaty. Indeed, the very nature of the negotiating
‘ 75| process, which operated through consensus, determined that ‘
76| the agreement would include only broad concepts. Bacgic
77| questions concerning implementation, monitoriné,
78| emissions-credit trading, and enforcement still have not been

79| addressed, and won't be addressed until the Buenos Aires

80| round of talks to be held later this year. But seeing as the
81| Administration backtracked on its stated policy during the

82| Kyoto talks, I have little confidence that it will safeguard

83| America's interests in these upcoming talks. In the

S e

84| meantime, how can the Administration expect Congress to
85| acquiesce in putting American treasure and prestige behind a

86| treaty silent on these fundamental issues?




HSY035.000 PAGE 5

87 Finally, is the treaty fair? And the answer to that is

88| ''no'' as well. The Kyoto Protocol only binds the United

89| States and other developed countries to binding greenhouse

90| gas reduction targets, while large polluters such as China,

91| India, Mexico, Indonesia, and Brazil rejected any further

i 92] role in reducing greenhouse gas emissions. By placing the
93| burden of emissions limits solely on the United States and
94| the other developed countries, Americans will now be at a
95| competitive disadvantage against foreign competition. Higher
96| energy costs and cumbersome regulations will encourage
97| American industries, agriculture, and jobs to move to those
98| countries where the protocol imposes no obligations and
99| costs.

\ . 100 Indeed, recognizing how untenable its handiwork is, the
101| Administration has suggested that it may not submit the
102| treaty to the Senate for ratificaticn until it can bring the
103| developing countries onboard. But from what I have seen, the
104| developing countries are not in the least bit interested to
105| enter into binding emissions reductions. In fact, once these
106| countries become sanctuaries for energy-intensive industries,
107| they will be even less likely to agree to emission limits.
108 We all agree on the need to protect the environment and
109 want to leave our children and grandchildren a better,
110| cleaner, and more prosperous world. Advances in technology

111| can provide that better, cleaner, and more prosperous world,
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however, advances in technology can not, and will not, be
subject to the United Nations' schedule. And furthermore, we

have to take great Pains in the Congress to prevent a

technological initiative from just throwing money at problems
116| without brining about any type of results.
117 However, the result of the untenable U.N. Treaty brokered

118| by the Administration, is certain to be slower American

119| economic growth, drastically higher energy prices, and the
120] loss of hundreds of thousands, if not millions of American
121| jobs to overseas competitors--and all for no environmental
122| benefits. 1I believe that the Kyoto treaty is fundamentally
123| flawed and will be overwhelmingly rejected by the American
124| people and by the Congress when it is subjected to a full and
125]| open debate. |

126 And now I yield to the gentleman from California, Mr.
127| Brown, for his opening statement.

128 Mr. BROWN. Thank you very much, Mr. Chairman. Let me
129{ start by commending you for holding this timely hearing, and

130| also for your very capable leadership as the head of the

131| Congressional delegation that observed the negotiations in

132| Kyoto.

NPy AR M

S

133 Mr. Chairman, the Kyoto agreement may not be perfect, but
134 it puts us on the right track. It commits the United States

135] to path of economic development that depends on the wise and

Ty, el ey

136| efficient use of all of our energy resources. And it commits
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137| our industrialized nation partners to undertake similar

138 aggressive, but realistic, efforts to reduce greenhouse gas
139 emissions.

140 Perhaps the most remarkable aspect of the Kyoto agreement
141 is the degree to which the U.s. negotiating team Succeeded in
142 bringing a very wary group of developed nations around to our
143| way of thinking about the best way to deal with climate

144| change. The U.s. approach, which was based on flexibility
145 and market-driven mechanisms, was at odds with the command
146| and control measures favored by the European Union. Our

147| success means that we can unleash the innovation of the

148| private sector to help us solve the climate change problem in

149 a more efficient and less costly way than relying on

150 cumbersome governmental edicts and bureaucracies, This

151| success is largely due to the skill and diligence of the U.s.
! 152 negotiating team, and 1 want to commend them for their

153| excellent efforts.

154 While it's appropriate for Congress to begin reviewing
155 the Kyoto agreement, it is also important to keep in mind
156| that it remains very much a work in brogress. The agreement
157| was reached very late in the conference, indeed, even after
158 the conference was scheduled to end. As a consequence, many

159| of the agreements are broad in nature and lacking in details,

160( as you have pointed. There are a number of critical issues

161| that need further resolution before Weé can really adequately
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162| assess the environmental and economic impacts of the

163| provisions agreed to in Kyoto. I would urge my éolleagues
164 not to rush to a hasty judgement while the Administration

165| continues over the coming months to negotiate these important
166 details as You have indicated as a prelude to submitting the
167 treaty to the Senate.

168 Mr. Chairman, 1'nm going to ask unanimous consent to

169| submit a portion of my statement in the record to save time--
170 Chairman SENSENBRENNER. Without objection.

171 [ The statement of Mr. Brown follows:]

172 *kkkkdksssk INSERT *%kkhkodsss
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Mr. BROWN. I would like to just to point out that you
have identified the most pressing problem in the agreement to
date, and that is the lack of involvement by the
underdeveloped world, including the large emitters and
potential emitters such as China and others of that sort. I
would point out that these nations came to the conference
with the attitude that you in the industrial world made the
mess, and now you're asking us to clean it up. And with
almost a clear statement that you show us what you're going
to do before we will begin to negotiate seriously. We did
not show them what we're going to do until, as the Chairman
indicated, the last minutes of the conference. And,
therefore, they refused to make commitments that would
establish what they will do.

I think that they will be much more oren to making those
commitments now that we have established what the advanced
nations will do. And I look forward to the success of the
continuing negotiations as we proceed with then.

And I was going to Yield some time to one of my other
colleague who is not here, but I will, instead, Yield back
the balance of my time.

Chairman SENSENBRENNER. I thank the gentleman from
California.

[The statement of Mr. Doyle follows:]
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198 [ The statement of Ms.

Eddie Bernice Johnson of Texas
199 follows:]

200
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Chairman SENSENBRENNER. This morning we have six
witnesses: the Honorable Kathleen A, McGinty, Chair of the
Council of_Environmental Quality in Washington; the Honorable
Jay E. Hakes, Administrator of the Energy Information
Administration in Washington; Mr. David Smith, Director of
Public Policy Programs of the AF of L-CIO in Washington; Mr.
Joseph Goffman, Senior Attorney of the Environmental Defense
Fund in Washington; Dr. Connie Holmes, Chairman of the Global
Climate Coalition in Washington; and Mr. Michael Marvin,
Executive Director of the Business Council for Sustainable
Energy in Washington.

Without objection, all of your prepared statements will
be placed in the record at the beginning of each of your
testimony. 1In the interest of time, I would ask each of the
witnesses to Summarize in 5 minutes or so what your testimony
is so that we will have plenty of time for guestions.

And I would like to first recognize the Honorable
Kathleen McGinty, Chair of the Council for Environmental
Quality in Washington. Mg, McGinty.

Mr. BOEHLERT. Mr. Chairman, before Ms. McGinty starts,
are others of us going to be given an opportunity for any
opening remarks.

Chairman SENSENBRENNER. At the beginning of the hearing,
Mr. Boehlert, 1 said that all opening ;tatements would be

placed in the record at the beginning of the hearing.
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Generally, what we want to do at hearings is to have one
opening statement on each side in order to spend time to hear
the witnesses and to have time for questions.

Mr. BOEHLERT. Well, I can appreciate that, but I would
just like people to know that there are divergent points of
view. And I'm not sure I share the shared statement that the
sky is falling as we look at what has happened in Kyoto. It
is a work-in-progress, and I very much look forward to
hearing the testimony of all-- I said, I'm not sure the sky
is falling. I want to make sure you got that clearly.

{Laughter.]

Mr. Chairman, I will have a statement for the record.

[The statement of Mr. Boehlert follows:]

kkkkkkkkkk COMMITTEE INSERT **&kskkkskkx
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Chairman SENSENBRENNER. The sky is definitely not
falling over China and Mexico.
So, Ms. McGinty.

[Laughter. ]

14
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244| STATEMENT OF KATHLEEN A. MCGINTY, CHAIR, COUNCIL ON

245( ENVIRONMENTAL QUALITY, WASHINGTON, D.C.; ACCOMPANIED BY JAY
246 E. HAKES, ADMINISTRATOR, ENERGY INFORMATION ADMINISTRATION,
247| WASHINGTON, D.C.; DAVID SMITH, DIRECTOR OF PUBLIC POLICY

248| PROGRAM, AFL-CIO, WASHINGTON, D.C.; JOSEPH GOFFMAN, SENIOR
249| ATTORNEY, ENVIRONMENTAL DEFENSE FUND, WASHINGTON, D.C.;

250| CONNIE HOLMES, CHAIRMAN GLOBAL CLIMATE COALITION, WASHINGTON,
251| D.C., AND MICHAEL MARVIN, EXECUTIVE DIRECTOR, BUSINESS

252| COUNCIL FOR SUSTAINABLE ENERGY, WASHINGTON, D.C.
253 | STATEMENT OF KATHLEEN A. MCGINTY
254 Ms. MCGINTY. Well, thank you, Chairman, members of the

255]| Committee.

ik=2 to make three basic

}-

256 In opening remarks, I'd just
257} points. First, a brief reprise cf Kyoto; second, the road
258] from Kyoto; and third, the President's budget proposal

259| submitted to the Congress on Monday.

260 First, in Kyoto, I think this Nation can be proud.

261| Working with the Congress, we have developed a new vision of
262| environmental protection that says the environment and the
263 | economy work together. The choice between jobs and the

264| environment is a false one. That is not a vision that was
265| shared by the rest of the world before Kyoto. But in Kyoto,

266| the power of our ideas, the truth of those ideas won the day.
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The result is that at the heart of the Kyoto protocol are
those mechanisms which will make true that the environment
and the economy work together. The mechanisms briefly are:
''where,'' ''when,'' and ''what'' flexibility.
' "When'' flexibility. We pushed back against other

nations who thought emissions reductions should happen in the

short term, and instead have achieved for ourselves, a decade

Second, some countries thought we should have to reduce
emissions in a single Year. But we said that didn't make
sense. The weather changes; markets fluctuate. We ought to
be able to average over a period of time. That's our
budgeting idea. That we secured in the Kyoto aéreement.

And finally, in terms of ''when'' flexibility, we secured
the idea of banking. 1If you can achieve more reductions in
this period than in other periods, you can save them, sell
them, use them for your commitments in another period, if
that makes the best economic sense.

' "Where'' flexibility. We also said this is a global
issue and our approach to the issue should be to take it in a
global fashion. That means if it's cheaper to reduce
emissions in developing countries or in partnership with some
other developed nations, we also have the opportunity to do

that. The climate does not care if the molecule of CO2 comes
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292| from Boston or Bengalidesh, and we ought to use the cheapest
293| ways to achieve reductions. That is now secured in the Kyoto
294| protocol.

295 We also achieve ''what'' flexibility. And the ''what''
296| flexibility constitutes two major things. One, most

297| countries said we should only focus on a couple of the

298| greenhouse gasses. We pushed back and said: no, we should
299| focus on all six of them and have flexibility to trade among
300 the six gas;;; SO we are reducing where it is cheapest to

301| reduce.

302 Second, we said, again, the climate doesn't care if we
303| are reducing our emissions of CO2 or if we are doing things
304| like growing trees or engaging in other kinds of conservation
305| practices that suckgkabz out of the atmosphere. We secured
306| in the treaty the flexibility to use ''sinks'' or things that
307| can pull CO2 out of the atmosphere as another cost effective
308| way to get the job done.

309 So Kyoto is testimony, I believe, to the power and

310| integrity of the U.S. idea that the environment and the

311 economy works together.

312 Now, having said that, I very much want to echo some of

313| the comments that have been made by Mr. Brown and Boehlert.

314 This is a work-in-progress. We are involved here not in a
ﬁ 315| sprint at all, but in a marathon, and maybe an ironman

316| marathon. The point is to take steps that make sense now,

-
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317| but to work on the issue progressively. That is true in what
we hope to take on domestically, it's also true in the

international arena.

itself, the bottom line is there is work to do. We now have
to take the concepts of emissions trading, the concepts of
joint implementation, and make them a reality--get the rules
of the road, so to speak, in to place and Up and operational.
That's a top pPriority for us now as we proceed from Kyoto to
the years ahead.

Second Priority involves more meaningfully engaging the
key developing countries in this effort and enterprise. we
Secured in the Kyoto document the tools to help us do that.
The clean development mechanism, or joint implementaticn es
we had called it Previously, is one major tool that will

enable us to engage those developing countries. We also

334 through an amendment to annex B s0 that they could assume for
335 themselves a target and timetable and, therefore, become part
336 of the treaty. We've got the tools; we need to make then

337 Operational, now, in this road post-Kyoto.

338 Third, and final point has to do with the steps we can
339| take now that make environmental and économic sense to get us
340| started on this job. The President did submit to the

341| Congress for your review his budget Proposals this week, and
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I think that there are four major things to say about those
Proposals.

First and foremost, they are our suggestions of how we
can, again, change this environmental challenge into an
economic opportunity. More than anything else, the
President's pProposals are about tax cuts for working families
80 that they can procure the efficient cars, the efficient
air conditioners and heaters that can make this challenge,
again, an opportunity for them to have a more comfortable
life and reduce their energy bills.

It's also about tax cuts for our businesses and industry
80 that they can invest in these new technologies, improving
the environment, and enhancing their bottom line.

Third, it's about investments in new tachnologies,
research, and cevelopment so that the United States stays on
the forefront of building those technologies that will drive
the economy of the 21st century.

The second thing I'd like to note about the President's
budget proposals, is that we've tried to be comprehensive.

We looked across the eéconomy to those areas where most of the
emissions come from, and we tried to speak to each one of
those areas in the pbroposals we've submitted for your review.
So the building sector, industry sector, electricity sector,
and the transportation Sector; in each of these sectors, we

have offered up tax cuts and research and development
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partnerships that we think, again, can help change the
challenge into an opportunity.

Having said that, though, third point about this budget:
like the treaty itself, it is a work-in-progress. We've been
working this week to engage constituencies to hear their
comments on the ideas we suggested, and we look very much
forward to working with the Congress to refine the ideas
we've proposed. But we very much think they head us in the
right direction.

Final comment about the budget proposals: while they are
focused on what we can do domestically investing in
technology, assisting our companies and industries in
providing tax cuts for American families, there also is an
international dimension. There is a dimension which tries to
open markets for U.S. companies and technologies abroad by,
for example, funding the global environment facility, and a
new initiative at U.S. AID which will enable our companies to
work in partnership with developing countries and seize those
growing markets in developing countries.

Finally, Mr. Chairman, again, Kyoto is an important first
step. It represents a triumph, I think, of some of the ideas
this Committee and other committees on the Hill have
emphasized, and that is the environment and the economy can
work together. But this is a long-term process. We have

only here taken the first step. What we want to do are those

Il_

~
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394
395
396
397

398

things that make sense both for the environment and the
economy, but to engage in this over the long haul for the
benefit of our environment, our economy, and the health and
well-being of our citizens.

Thank you very much.

[The statement of Ms. McGinty follows: ]
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Chairman SENSENBRENNER. Thank you, Ms. McGinty.
The next witness is the Honorable Jay Hakes,
Administrator of the Energy Information Administration.

Hakes.

22

Mr.




403

404
405
406
407
408
409
410
411
412
413
414
415
416
417
418
419
420
421
422
423
424
425
426

HSY035.000 PAGE 23

STATEMENT OF JAY E. HAKES

Mr. HAKES. Thank you, Mr. Chairman, and members of the
Committee for the opportunity to participate today.

The Energy Information Administration is an agency within
the U.S. Department of Energy. We conduct independent data
collection and analysis on energy issues. And in keeping
with our statutory authorities, our views do not necessarily
reflect those of the Department of Energy, the
Administration, or any other organization.

Each year, EIA publishes projections of energy trends
roughly 2 decades into the future, and I think these
projections can be instructive in the current discussion.

Such forecasts are risky, as the widaly wréng price
projections of the 1970s and early 1980s remind us. However,
the modeling of energy has improved in the past decade, and
the EIA model is widely reviewed and utilized by energy
experts in the private and public sectors. 1In part, because
EIA works on a nonpartisan basis, our projections serve as a
great starting point for many debates about energy policy.

Last November, EIA issued its latest update on energy
projections in its annual energy outlook. These projections
were based on current energy policies and analysis of major
factors such as projected rates of economic growth,

anticipated penetration of more efficient technologies, and

T
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eéneérgy price forecasts, In this update, EIA Projects that
U.S. carbon emissions from energy will grow to 1,803 million
metric tons in the Year 2010, which is 34 percent above
levels in 1990, This is shown in the graphic that is in
your=--in my--testimony, and You can see the sectoral
breakdown. Aand it also goes to 2020 for those who are
interested.

Several factors in our forecast restrained the growth of
carbon emissions. The first is the economic attractiveness

of generating electricity from natural dgas, which leads to

least polluting of the fossil fuels and do so using very
efficient geénerating equipment.

Second, the efficiency of eénergy consuming machines and
appliances will likely continue to imprecve. The advances are
most striking for refrigerators. a new refrigerator in 2010
will likely use 48 percent less eénergy than one sold in 1990.

There are, however, other factors in addition to those
mentioned earlier that eéncourage the growth of carbon
emissions. First, 28 huclear plants have or are expected to
retire between 1996 and 2010, reducing this noncarbon
Capacity by 20 bercent and generation by 12 percent. Second,
the expectation that fossil fuels will be available at
moderate cost has raised the bar for the entry of renewable

noncarbon technologies. Third, while the fuel efficiency of
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452| equipment is likely to improve over the forecast period, the
453| gains are not expected to equal those of refrigerators or

454| those seen generally in some earlier periods.

455 Vehicles for personal transportation, for instance,

456 | became dramatically more fuel efficient from the early 1970s
457| to the mid 1980s, but the miles per gallon for new vehicles
458 | peeked in 1987. Because of switches to trucks and vans, the

459| average fuel efficiency of new vehicles remains below 1987

460| levels, and is likely to remain below those levels through

461| 2010. The introduction of energy auto technologies is offset
462| by the demand for increased energy services, particularly
463 | more powerful engines.
464 We do try to look at factors that would cause our
‘ 465| projections to be changed, and I will just show éne of them
466| which relates to technology. We made some assumptions. What
467| would happen if the cost of the energy efficiency
468| technologies went down and people use more efficient
469 insulations and other factors. And if this would happen, you

470| can see it changes the line. The more efficiency that comes 1

471| in, the lower the carbon emissions. And the higher-- With

472| less efficiency, the emissions go up. But these changes do
473| not come close to getting us to the levels needed for

474| stabilization.

475 We have done this analytic work on other factors like the

476| availability of nuclear power, renewables, economic growth,
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and the Kyoto Protocol would
require the U.S. to reduce carbon emissions 7 percent below
1990 levels, a cut of 550 million metric tons out of the
eéxpected level will be necessary. This cut equals a 31
bPercent reduction below the expected levels.

The reduction actually required in the U.s., however, is
likely to be less deep if the system of international trading
is developed. Because of économic decline, Russia and other
annex 1 members of the former Scviet Union, are elnacted %o
actually emit 155 million metric tons less of carben in 2010
then in 1990, even under a business-as-usual analysis. Even
countries that éxpect growth in carbon emissions may have
cheaper ways of making reductions than the United States.
Some interpretations of the Kyoto protocol would allow
further offsets through reforestation.

There are humerous uncertainties concerning the Kyoto
agreement and we have not modeled the impact of its
Provisions. However, our previous work on the Ssubject does
allow us to make some tentative Suggestions about what the

impacts would be. If the reductions result from domestic
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trading of carbon, or some other system that encourages
least-cost options to be adopted first, the expected impacts
of reductions in carbon emissions are: one, dramatically
reduced use of coal, with petroléum dropping to a lesser
extent; faster growth in the use of natural gas and
renewables than in a nonreduction case; more rapid
improvements in efficiencies of electric generation and
end-use energy consumption; and some reduction in energy
services. Domestic impacts tend to be lessened if carbon
permits can be acquired internationally and at significantly
lower cost than possible in the United States.

It is unlikely the adjustments necessary can be achieved
without a significant price mechanism. Under most scenarios
the price mechanism selected would slcw somewhat the rate of
economic growth. A critical issue for eccnomic growhth is
whether, or how, revenues from higher energy prices are
recycled back into the economy.

Finally, one of the most important lessons of the careful
modeling we undertake is the importance of the normal rate of
purchase of energy-using equipment, often referred to as

''"stock turnover.''

The major categories of energy-using
equipment tend to have useful lives of 8 to 50 or more years.
As a result, each month that goes by sees the purchase of
air conditioners, industrial boilers, and other equipment

that will still be in use in 2010 and beyond. Because of the
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importance of stock turnover, there will be no quick fixes
from dramatically more efficient equipment that becomes
available only a few years before 2010. Such breakthroughs,
if they occur, will at that point have only limited
opportunities to penetrate the market. Any strategy that
depends on throwing away otherwise useful equipment, will
probably add substantially to the cost of adjusting to a
lower carbon economy.

[The statement of Mr. Hakes follows: ]
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Chairman SENSENBRENNER. Thank you very much.

The next witness is David Smith, Director of Public

Policy Program of the AF of L-CIO. Mr. Smith.

29
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STATEMENT OF DAVID SMITH

Mr. SMITH. Thank you, Mr. Chairman, Mr. Brown. We're
delighted to be here. And on behalf of the almost 13 million
members of the AFL-CIO and their 40 million family members, I
want to cohgratulate you for holding this hearing which I
think is the first Congressional hearing since the Kyoto
negotiations.

Chairman SENSENBRENNER. We're proud of that.

[ Laughter. ]

Mr. SMITH. Well, you should be. This is important
business and we're glad that you've started this ball
rolling.

Let me try to summarize my statement which most of you
have.

Mr. Chairman, I agree with you that the science here is
not definitive, but I think it's our view that there is -
enough information, enough indication, enough that the burden
of evidence here is that this is serious business. We ought
to pay attention to it; we have an obligation to our
children, to our grandchildren to take this seriously; and
that the President is right in suggesting that our country
both ought to act independently and it ought to lead the way
in the international community in an effort to decelerate and

stabilize the buildup of greenhouse gasses in the atmosphere.

P s et
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The sooner we begin, the easier the task will be. The task

will be difficult under the best of circumstances, but as we

delay and as the hurdle gets higher, both the technological

problems and the eéconomic consequences multiply and

intensify.

Having said that,

it seems to me that Kyoto doesn't, in

fact, provide us with a very good road map. It indicates the

difficulties that we face and is not an agreement which at

this point that the President ought to sign.

In fact, 1I

think, the colleagues to my right, Mr. Hakes, and Ms.

McGinty, have made that argument very well.

There are at least three reasons that the President

shouldn't sign the treaty and that the conversation that this

Committee has begun ought to continue. The first is the

point you made, Mr. Chairman. This is a global prcblem. It

is nect sufficient, or even get us part way toward addressing

this question, if the United States succeeds in sharply

reducing our emissions, and the People's Republic of China,

the Indonesians, the Indians, the Mexicans, and the

Brazilians are not bound by an obligation to participate in

that effort. 1In fact, we're concerned that that creates a

double perversity. That in an environment where costs are

higher here because of the burdens of meeting emissions

reduction targets, that we may create a circumstance where

there's a bizarre incentive to move both pollution and jobs
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offshore. American workers would be disadvantaged, the
American economy would be weakened, and the environment would
not be improved.

The President ought to use this year, as Ms. McGinty
said, to redouble his efforts to create a treaty which is
truly global, which assures us that at the end of the day our
efforts, combined with the efforts of our partners in the
world community, will result in meaningful and sustainable
reduction of these concentrations. Unilateral effort may
make us-feel better, but it does very little to move us
toward that goal.

Second, this is an undertaking. Forgetting the
specifics, or perhaps more importantly the lack of specifics
in the Kyoto protocol, this is an undertaking of enormous
consequence. We're talking about reducing our carbon
appetite--the way we heat our buildings, we produce goods, we
move ourselves around-~by something on the order of 30 or 35
percent below the base case by the gsecond decade of the next
century. That's an effort with enormous conseguences.
Enormous consequences for the way people work, the way people
live, the kinds of communities that they have. We need a
much more complete conversation with the country, with the
Congress, with men and women who work for a living, about
what this means and what their stake in these efforts is, and

what the consegquences for them will be. The President ought
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to lead us in that conversation. Congress ought to assist
the President in that effort. But that conversation needs to
be completed before we enter into a binding obligation. Need
to be clear about what the economic conseqguences are; about
what the adjustment needs are; about how we're going to pay
for those adjustment needs; and how we're going to pay for
the large-scale investments in technology and in research and
development which I think we all agree will be necessary.

The President made an important step, I think, in the
budget that he submitted to you on Monday. He outlined a
number of areas about tax, and research and development
spending, in the transportation sector, in the building
heating sector, which seemed to us to be useful first steps.
Six point five billion over several years is clearly, though,
only a first step in an undertaking cf this magnitude,.

Let me review just briefly the order of the economic
consequences that we face. There are a lot of studies, and
there are competing studies. And as Mr. Hakes' said, this is
a very imprecise business. But I think we should take
pause--take some caution--in the fact that the orders of
magnitude of every study that we're looking at about what the
consequences would be in terms of employment, of wages, and
of national output, would be moving--and most of these
studies were done assuming a return to 1990 levels but by

2010, and also assuming no meaningful participation by the
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developing world--but these studies suggest that we could be
facing job losses in the neighborhood of 900,000 to 1.5
million jobs. A permanent reduction in GDP on the order of 1
percent. These are very, very big numbers. The transition
to an economy that accommodates the kind of reduction in our
carbon appetite that these studies suggest, will be very
difficult. Communities will be disrupted. People's
assumptions about their job, about it's stability, about
their ability to meet their family's obligations, will be
thrown into question.

Unfortunately, we are struck by the absence of concern,
or the absence of attention, to those transition
considerations in the Administration's planning to date. We
fear that they are toc comfortably content that there is a
“echnological fix in our future that will figure this ou%;
that there will be some wondrous capacity that we don't yet
know about; and that at the end.of the day, getting from here
to there will not be as difficult as some of us anticipate.
That may be true, and we welcome the Administration's effort
to invest in carbon suppression technology, in clean vehicle
technology, in restoring the energy efficiency of our
buildings. But even if they are right, there are people who
are making their livings, built their communities, and are
supporting their families based on today's technology. They

mine coal, they run power plants, they drive large trucks.




I, S -

g W

664
665
666
667
668
669
670
671
672
673
674

675

676

HSY035.000 PAGE 35

Our planning has got to take into account their concerns as
well. A job that my friend Mr. Hakes may get is cool comfort
to me if I've lost mine.

So we have a lot to do. We have a lot to do before we
sign this treaty. We think the President's initiatives in
his budget are part of getting that work done. We think this
hearing is part of getting that work done. We think this is
a serious problem. We want to join with you and the

Administration in figuring out how we can collectively do our

best to address it.
Thank you.

[The statement of Mr. Smith follows:)
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677 Chairman SENSENBRENNER. Thank you, Mr. Smith.

678 The next witness is Joseph Goffman, Senior Attorney of

679| the Environmental Defense Fund. Mr. Goffman?
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STATEMENT OF JOSEPH GOFFMAN

Mr. GOFFMAN. Thank you very much, Mr. Chairman. The
Environmental Defense Fund certainly appreciates the

opportunity to participate in the first post-Kyoto hearing

-and we really do appreciate the privilege of the invitation.

As you said, my name is Joseph Goffman. I am a senior
attorney with the Environmental Defense Fund.

As part of my written testimony, I submitted three
documents that the Environmental Defense Fund developed prior
to Kyoto and since Kyoto. And together with our written
testimony, we think these documents lay the foundation for
the case that EDF would like to make here today.

It is EDF's view that through the use of the market
mechanism of emissions trading, as incorporated nore or less
in the current Kyoto protocol text, the greenhcuss gas
emissions reductions objectives of the protoceol can be met
ultimately in an affordable fashion.

The importance of emissions trading and the emissions
trading mechanisms in the protocol was explained just last
week by Senator Robert C. Byrd of West Virginia in a Floor
speech on this same Kyoto protocol. And I'm quoting Senator
Byrd here. ''The purpose of these mechanisms is to allow
advanced nations and their industries to satisfy their

requirement for emissions limitations by sharing, bﬁying, and

———— 1 s
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selling credits internationally, and to fulfill part of their
obligations by assisting developing nations in developing
cleaner technologies and conservation. Emissions trading
will allow the industrialized nations to buy and sell credits
that can be created by the most cost effective reduction of

greenhouse gasses.' End quote.

The importance of the regime that Senator Byrd describes,
is that it will tap the creative energies of many, many
differently situated nations, businesses, and individuals,
and entice them to engage in an unending search for ever
better ways to reduce emissions at lower and lower cost. 1In
short, a greenhouse gas emissions trading market first and
foremost will do what markets do best, continually drive cost
down. In other words, there may or may not be a magic bullet
or a set of magic bullets out there to address the very real
concerns that Mr. Smith just raised. On the other hand, the
capacity of markets to find a wide variety of solutions, and
to do so at ever increasing--or at ever decreasing--costs, is
really what the Kyoto protocol, and the U.S. position leading
up to the protocol, delivered here.

As discussed more fully in our written testimony and in
the accompanying documents, the most striking result of the
U.S. acid rain emissions trading program, which was adopted
in the 1990 amendments to the Clean Air Act, is its

compliance costs which are dramatically lower than predicted.
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Our own acid rain program probably provides the most
extensive evidence to date as to how emissions trading
markets can be expected to perform over time. What's
happening so far under the U.S. acid rain emissions trading
program, is that costs are being reduced by 20 to 45 percent
below predicted levels. And remember, at the time those
predictions were made, analysts were already taking account
of the cost saving benefits of emissions trading.

Although EDF has not done its own analysis of the likely
costs of compliance with the Kyoto obligations, we believe
that looking to experience such as that provided by the cost
saving dynamic of the acid rain emissions trading program,
provides the most compelling lesson of all--that markets are
inherently powerful in lowering cost and stimulating
innowvaticn on a virtually continuous and unending basis.

Accordingly, in looking at the challenges presented by
the Kyoto protocol specifically and by the climate issue
generally, EDF would ask the Committee,and Congress as a
whole, and the Administration, to focus on the potential
interaction of new market-based proposals and the immediate
economic and environmental challenge that the U.S. faces if
it is to meets it responsibilities under the protocol and to
meet the larger environmental objectives.

In our testimony, we laid out what we call an early

reduction credit approach. And we laid it out for the




754
755
756
757
758
759
760
761
762
763
764
765
766
767
768
& 769
770
771
772
773
774

775

SRR T«

776

AR

3

777

XS 312\

778

HSY035.000 PAGE 40

benefit of this Committee, not only because it represents an
important policy initiative in and of itself, but it also is
a perfect illustration of how the use of emissions trading

'"'ves'' to the question: can

will enable the U.S. to answer
we afford to meet the obligations of the protocol in an
affordable fashion.

The proposal laid out in our written testimony for an
early reduction credit program is a strictly voluntary
proposal. It would allow businesses, both large and small,
who choose to, to start taking steps now to lower their costs
in the future. These two aspects: action now, and voluntary
action now, are critical. It's quite likely that the
political controversy surrounding the climate issue could
take years to resolve, and from this perspective tha
resolution is uncertain. Under the early reduction credit
approach, that controversy can play itself cut without at the
same time playing chicken with the health of the U.S. economy
and that of individual businesses.

I would ask, Mr. Chairman, if you would indulge me in
putting up an overhead.

Chairman SENSENBRENNER. Certainly. Your five minutes
are up, sir. So if you can wrap it up in a minute or two,
then we'll go on to the last two witnesses.

Mr. GOFFMAN. Okay. Then perhaps I'll skip the overhead

and just try to summarize.
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Chairman SENSENBRENNER. Thank you.

Mr. GOFFMAN. The proposal that we have included in our
testimony essentially would use market forces to give
businesses an economic reason to reduce their greenhouse gas
emissions before they have to, but would at the same time
give those businesses an opportunity to earn emissions
reductions credits, so that by the time any mandatory budget
period began in 2008, businesses participating in the program
would already have on-hand inexpensive compliance options, SO
that the cost to those businesses, and the overall cost to
the economy, of compliance would be lowered.

In the course of earning those credits, individual
businesses and the economy generally would start the process
now of uncovering the cost-saving innovations ultimately
available for meeting the ccnpliance ¢:ligations of the
treaty.

Thank you very much.

[The statement of Mr. Goffman follows:]
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of the Global Climate Coalition.

The next witness will be Dr. Co
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Chairman SENSENBRENNER. Thank you, Mr. Goffman.

nstance Holmes, Chairman

Holmes?




T

801

802

803
804
805
806
807
808
809
810
811
812
813
814
815
816
817
818
819
820
821
822
823
824

HSY035.000

PAGE 43

STATEMENT OF CONSTANCE HOLMES

Ms. HOLMES. Thank you, Mr. Chairman. Before I begin,
I'd say I appreciate the promotion, but I'm not a docctor. I
wish I were.

As you said--

Chairman SENSENBRENNER. The staff stands corrected.

[ Laughter. ]

Ms. HOLMES. Very good.

As you mentioned, I'm Connie Holmes, Chairman of the
Global Climate Coalition. Our members represent more than
230,000 individual companies with million of American workers
engaged in manufacturing, forest management, agriculture,
transportation, energy, utilities, and mining. We would like
to commend you, Mr. Chairman, for your role as lsader as the
House Observer Delegation in the meetings last December in
Kyoto. Your presence there and vour continued leadership is
certainly invaluabe, and we very much appreciate the
opportunity to be here today to give you our views on the
outcomes of that meeting.

Our members agree that potential human-induced climate
change is a concern that does need to be addressed. The
issue is not action versus inaction, but responsible action.
Under that lens, we do not believe the Kyoto Protocol

represents a responsible form of action. We believe that it
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is fatally~flawed and really can't be fixed in its current
form.

Ratifying it would intrude on U.S. sovereignty, cause
substantial economic damage and loss of jobs, and yet in the
end the primary objective of the protocol, stabilization of
greenhouse gas concentrations, would not be realized. The
President should not sign this flawed treaty. The Senate
should not approve it. Congress should not pass legislation
to implement its provision, and the Administration should not
implement it without ratification.

Having participated in every stage of its development, we
remain convinced that the Kyoto Protocol is not just bad
climate policy; it's even worse economic policy. 1It's a bad
deal for America. |

The protocol reflects an extreme response to an issue
that we still don't adequately understand. Kyoto does little
to reduce the risk of adverse human impact on climate, as it
limits substantive actions to the developed countries only.
As many have said, it's not global and it won't work.

As we point out in our written submission, the science
supporting the protocol is far from certain, but its effects
on our sovereignty and economic well-being are a little more
certain. The protocol would establish a new U.N. bureaucracy
that would have a good deal of control over U.S. energy use.

For the first time in history, a foreign entity would have
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the power to limit our economic growth. This mentality, that
the climate is in crisis, and industrial nations must bear
the entire burden of addressing the problem, can be traced
back to the 1995 Berlin Mandate.

Some U.S. officials have privately admitted that this
agreement, which established the negotiating framework for
the Kyoto Protocol, was a mistake, but because of Berlin,
Kyoto was fated to be a one-sided agreement, so flawed that
even the Administration has conceded it cannot be ratified in
its current form.

The official response is that the protocol can be fixed
through bilateral agreements with certain developing
countries or other similar measures. Any such fixes,
however, would be window-dressing that cannct fix the two
very major flaws that we see: <the failurs o include
participation by developing countries and the economic damage
to the U.S. economy, which would occur with the required huge
reduction in the use of fossil fuels.

As Mr. Hakes mentioned, the U.S. Energy Information
estimates that U.S. carbon emissions in 2010, under business
as usual, would be at least 550 million metric tons greater
than the Kyoto target. WEVA, one of the consulting firms
that has done some economic analysis, estimates that meeting
the target, the target of the Kyoto Protocol, 7 percent below

1990 levels, would cost the American economy about 3 percent
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of GDP or about $300 billion in lost economic activity, cut
the average household income by $2,000 annually, produce
approximately 2.5 million fewer jobs in 2010 than now
projected, and reduce business investments by approximately
$35 billion per Yyear.

The closest historical example we have to this type of
economic and social upheaval that are really buried in these
numbers is the energy price shocks of the 1970'S and 1980's.
Between 1973 and 1985, real U.S. energy prices quadrupled,
and at the same time the economy experienced three
recessions, and GDP declined in four years, and this was a
short-term crisis.

Complying with the Kyoto Protocol would be a long-term
permanent situation, as emissions must continually decline.
It's not just 20CS and 2C12; it's the budget periods beyond
that, and beyond that, a#d beyond that. The nécessary
increase in the price of coal, home heating oil, gasoline,
diesel, and aviation fuels to bring about these declines
could destabilize the U.S. economy and send it into a
prolonged economic recession.

It's argued that joint implementation and emissions
trading will lower costs dramatically, but, as we know, both
did barely survive as concepts in the Kyoto Protocol, and the
final design has to be determined in future negotiations in

this save unsettling situation. Emissions trading is limited

i g
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to industrialized countries. 1In essence, only two countries,
Russia and the Ukraine, will have credits to sell, and the
U.S. is going to be competing with others, such as Japan,
Canada, and others in the developed world to buy these
credits. Billions will be paid overseas each year just to
continue to do the everyday things we're already doing.

No trading regime based on the Kyoto Protocol, no matter
how it's designed, can circumvent that fact, and we believe
that it's quite unrealistic to expect that American workers,
consumers, and businesées will be willing to pay high costs
and really hidden taxes for such a massive foreign aid
program.

In conclusion, the Kyoto Protocol is a straitjacket for
the American economy unsupported by sufficient scientific
evidence. Moreover, it fails the test, the Senate has said
unanimously, are necessary for ratification: full
participation by developing countries and no serious harm to
the American economy or to American jobs.

The Global Climate Coalition encourages policymakers on
both sides of the aisle to work together with labor,
agriculture, business, and the American public to set aside
the Kyoto Protocol, but instead to work toward developing
long-term global climate strategies that will help the
environment while avoiding unwarranted economic damage and

job loss.
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Thank you, Mr. Chairman.

[The statement of Ms. Holmes follows:]
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Chairman SENSENBRENNER. Thank you, Ms. Holmes.
And, finally, Mr. Michael Marvin, Executive Director of

the Business Council for Sustainable Energy. Mr. MarVin?

ey
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STATEMENT OF MICHAEL MARVIN

Mr. MARVIN. Thank you, Mr. Chairman, Mr. Brown, members
of the Committee. Just for background, the Business Council
for Sustainable Energy was created in 1992 and is comprised
of companies and energy jndustry trade associations who are
concerned about the economic,_environmental, and national
security ramifications of our energy production and use.

The Business Council for Sustainable Energy believes that
we have sufficient information about the science of global
science change to merit a response by policymakers. The
Council has supported early action on co2 reduction, if. those
efforts focus on technology substitution and market-based
responses. There are right ways and there are wrong ways to
reduce CO2 emissions.

Having begun with that, I want to say that the Council as
a whole believes that the agreement reached in Kyoto could be
a first step. 1 say ''could be'' because, 3as has been made
clear this morning, there remain enough questions about the
treaty's provisions that it is prudent to withhold a final
verdict until some of those more critical holes are filled.
1'11 talk a little bit more about that later.

1 also want to tell this Committee that there actually is
more agreement within the business community than there might

first appear. For example, let me read you this quote from
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g55| just last October: ''We recognize that there has been an
g56| increase in CO2. It is cause for concern, and we feel very
957| strongly that there needs to be a significant effort to
958| improve the technology that will reduce CO2 emissions.''
959| That statement was made by Jack Smith, Chairman of the Board
960| for General Motors.
961 Now our only difference with that is that we believe many
962| of the answers to reducing our carbon emissions are here and
g63| available today, sometimes as close as your local hardware
964| store, in the form of insulation, high-efficiency lighting,
965| energy-efficient appliances, heat pumps, chillers, and so on.
966 We know combined cycle natural gas plants emit 60 percent
967| less CO2 per unit energy than a conventional power plant. We
968| know that wind-energy contracts in Minnesota and in Texas
969| have been signed for 4 cents a kilowatt hour, ana we know
970| that the million solar roof program that is now continuing to
971| grow will help bring down the already lowering costs of
972 ph§tovoltaic panels.
973 The key here is that we are not waiting for some black
974| box to come from a national laboratory to reduce CO2
975| emissions. Together, renewable energy, energy efficiency,
976| and natural gas can form an energy triad that, combined with
977| a market-based emissions trading program and sequestration,
978| will enable this country to meet reasonable international
979| emissions redugtion targets.
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As has been said before, we concur with the concept that
the most efficient method to reduce CO2 emissions is through
market-based mechanisms that move away from traditional
command-and-control regulation. As the Senior Vice President
from Enron Corporation from Houston, Texas, had said earlier,
late last year, ''We need two things from this Government:
set a target and time table and get out of the way.''

The Kyoto treaty did jnclude the concept of emissions
trading, but we know that details remain to be determined,
and the Business Council will be working aggressively to see
that that momentum continues to make international emissions
trading a reality.

Kyoto was also important for what it failed to address as
well, and again, we talk about the lack of clarity with, in

particular, the role of sequestration, who would run ths

{

clean development mechanism, how it might be funded, the role
of joiht implementation within the clean develorment
mechanism, and of course the all important role of developing
countries.

However, we do believe that each of these can be
addressed, and many in ways that are conducive to an
efficient market. They also can be addressed inefficiently.
We remain convinced that when American business focuses on
solving a problem, a problem gets solved.

Let me offer an example. American Electric Power, one of
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the Nation's largest electric utilities, has developed
sequestration projects that are projected to remove 53
million tons of carbon from the atmosphere. That's 53
million tons, one company, 10 percent of the 550 million tons
that we've heard. Average cost for those credits estimated
by AEP: 37 cents, zero dollars and 37 cents. That's 53
million carbon credits.

And as we've talked and have heard earlier about the
Clean Air Act Amendments and how the estimates for the sulfur
allowance credits are runnihg at about 90 percent off;
they're about 10 percent the cost that was estimated, which
was between $700 and $1,500 back in 1989 and 1990. That
figure, the transaction cost for you to purchase one
allowance of sulfur credit, the transaction costs are higher
than the 37-cent figure.

Before concluding, I also want to clear up a
misconception that continues to persist. When one hears
about a 31 or a 34 or a 40 percent reduction in emissions, we
are not automatically talking about reductions in energy use.

Switching to a less-polluting fuel does not impact energy
production and simply reduces CO2 emissions. Many of the
programs that this Committee oversees directly within the
Department of Energy, those highlighted in the Climate Change
Initiative that we saw pieces of earlier this week from the

Administration, are living proof that cost-effective
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fuel-switching remains a viable option.

I know my time is short. So let me summarize the
Council's position, Mr. Chairman.

First, voluntary programs have helped greatly reduce
emissions from business-as-