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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.

I 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, I 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, I 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 globally 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. I 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 (MFCs, 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 1 5% 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
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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. In 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.

I welcome the opportunity to visit with you today and look forward to our 
continued dialogue and exchange.
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ROAD FROM KYOTO PART I;

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, Hon. F. James 

Sensenbrenner, Jr. [Chairman of the Committee] presiding.
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Chairman SENSENBRENNER. The Committee will be in order.

Without objection, the Chair is given the authority to 

recess the Committee during roll call votes today. And 

without objection, all Members will be allowed to insert 

opening statements at the beginning of the record.

Last fall, the Speaker of the House, Newt Gingrich, asked 

me to lead the House delegation to the climate change talks 

in Kyoto, Japan, held in early December of last year. At the 

time I received the Speaker's invitation, I had formed some 

opinions on American participation in a climate change 

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

Subcommittee on Energy and Environment under the chairmanship 

of my able friend from California, Mr. Calvert.

Nevertheless, I felt the responsibility entrusted to me by 

the Speaker obliged r.s to keep an open mind cn the issue, and 

I withheld judgment on the treaty until after the 

negotiations were concluded.

The Speaker asked the delegation to examine three 

questions; first, is the science sound; second, will the 

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

more questions could have been asked, but these three seemed 

to get to the heart of a very complicated and contentious 

issue. It seems to me that all the hot air being expended on 

this issue may be a bigger threat to the environment than 

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

do—to support a treaty that cannot meet the tests of sound 

science, efficacy, and fairness.

First, is the science sound? No. Professor Bert Bolin, 

Chairman emeritus of the Intergovernmental Panel on Climate 

Change-the group of scientists that assesses and reviews the 

worldwide climate research-told the Kyoto negotiators that 

the science of climate change has considerable uncertainties 

and that the climate system is only partly predictable. His 

repeated emphasis on the scientific uncertainties raised

valid concerns about the maturity of the science underpinning 

the Kyoto Protocol.

Even basic questions about the temperature record remain 

unanswered, and scientists are still grappling with the 

discrepancy between ground-based and satellite temperature 

records. In short, what we heard at Kyoto, and have heard

subsequently, is that the Kyoto protocol is based on immature 

and uncertain science.

Second, will the treaty work? The answer to that is 

no as well. Because developing countries have not been 

required to assume binding emission reductions, the agreement

:
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will merely shift emissions from industrialized countries to 

developing countries. The end result will be that the United 

States will lose jobs and the environment will suffer because 

many of the countries exempted from the agreement also have 

lower air and water pollution standards.

Scientists estimate that under the terms of the Kyoto 

Protocol, the reduction and project warming by the year 2050 

will be on the order of 0.1 to 0.2 degrees Celsius. That's 

not much bang for the buck.

Also of great importance is the question of how the Kyoto 

Protocol would work in practice. If, as the old adage goes, 

the devil is in the details, then the Kyoto pact is one very 

devilish treaty. Indeed, the very nature of the negotiating 

process, which operated through consensus, determined that 

the agreement would include only broad concepts. Basic 

questions concerning implementation, monitoring, 

emissions-credit trading, and enforcement still have not been 

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

round of talks to be held later this year. But seeing as the 

Administration backtracked on its stated policy during the 

Kyoto talks, I have little confidence that it will safeguard 

America's interests in these upcoming talks. In the 

meantime, how can the Administration expect Congress to 

acquiesce in putting American treasure and prestige behind a 

treaty silent on these fundamental issues?
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’ 'no' '
Finally, is the treaty fair? And the answer to that is 

as well. The Kyoto Protocol only binds the United 

States and other developed countries to binding greenhouse 

gas reduction targets, while large polluters such as China, 

India, Mexico, Indonesia, and Brazil rejected any further 

role in reducing greenhouse gas emissions. By placing the 

burden of emissions limits solely on the United States and 

the other developed countries, Americans will now be at a 

competitive disadvantage against foreign competition. Higher 

energy costs and cumbersome regulations will encourage 

American industries, agriculture, and jobs to move to those 

countries where the protocol imposes no obligations and 

costs.

Indeed, recognizing how untenable its handiwork is, the 

Administration has suggested that it may not submit the 

treaty to the Senate for ratification until it can bring the 

developing countries onboard. But from what I have seen, the 

developing countries are not in the least bit interested to 

enter into binding emissions reductions. In fact, once these 

countries become sanctuaries for energy-intensive industries, 

they will be even less likely to agree to emission limits.

We all agree on the need to protect the environment and 

want to leave our children and grandchildren a better, 

cleaner, and more prosperous world. Advances in technology 

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 

without brining about any type of results.

However, the result of the untenable U.N. Treaty brokered 

by the Administration, is certain to be slower American 

economic growth, drastically higher energy prices, and the 

loss of hundreds of thousands, if not millions of American 

jobs to overseas competitors—and all for no environmental 

benefits. I believe that the Kyoto treaty is fundamentally 

flawed and will be overwhelmingly rejected by the American

people and by the Congress when it is subjected to a full and 

open debate.

And now I yield to the gentleman from California, Mr. 

Brown, for his opening statement.

Mr. BROWN. Thank you very much, Mr. Chairman. Let me 

start by commending you for holding this timely hearing, and 

also for your very capable leadership as the head of the

Congressional delegation that observed the negotiations in 

Kyoto.

Mr. Chairman, the Kyoto agreement may not be perfect, but 

It puts us on the right track. It commits the United States 

to path of economic development that depends on the wise and 

efficient use of all of our energy resources. And it commits
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our industrlaured nation partners to undertake st.tiar

a,,tessive. .ut reaUstic. aborts to reduce ,reen.ouse ,as 

emissions.

Perhaps the .ost re.arhahle aspect of the Kyoto agreement

e the decree to which the U.s. ne^otiatin, tea. succeeded in

ringing a very wary gnoup of developed nations around to our

way Of thinking about the best way to deal with cli.ate

change. The U.s. approach, which was based on flexibility

and .arhet-driven .echanis.s, was at odds with the contend

and control measures favored by the European Union. Our

auccess means that we can unleash the innovation of the

Phivate sector to help us solve the climate change problem in

a more efficient and less costly way than relying on

cumbersome governmental edicts and bureaucracies. This

success is largely due to the sbill and diligence of the U.S.

g tiating team, and I want to commend them for their 

excellent efforts.

While Ifs appropriate for Congress to begin reviewing 

a Kyoto agreement, it is also important to Keep m mind

that it remains very much a worh in progress. The agreement

was reached very late in ^^ the conference, indeed, even after
e conference was scheduled to end. As a conseguence, many 

a agreements are broad in nature and lacking in details, 

y u have pointed. There are a number of critical issues 

that need further resolution before we can really adeguately
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assess the environmental and economic impacts of the 

Ptovisions agreed to in K.oto. l „enld ur,e m. coUea^es 

not to rush to a hasty judgement while the Administration 

continues over the coming months to negotiate these important

tans as you have indicated as a prelude to submitting the 

treaty to the Senate.

Mr. Chairman, I'm going to ash unanimous consent to 

anb»rt a portion of my statement in the record to save time-

Chairman SENSENBRENNER. Without objection.

[The statement of Mr. Brown follows:)

********** insert **********
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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 open 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 them.

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. 1 thank the gentleman from

California.

[The statement of Mr. Doyle follows:]
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[The statement of Ms. Eddla Bernice Johnson of Texas 

follows:]

********** insert **********
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Chairman SENSENBRENNER. This morning we have six

witnesses: the Honorable Kathleen A. McOinty, chair of the

Counoll of Environmental Quality in Washington,- the Honorable

-lay 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

-loseph 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, lu 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. Ms. McGinty.

Mr. BOEHLERT. Mr. Chairman, before Ms. McGinty starts,

thers of us going to be given an opportunity for any 

opening remarks.

Chairman BENSENBRENHER. At the beginning of the hearing, 

Boehlert, 1 said that all opening statements 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:]

********** COMMITTEE INSERT **********
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Chairman SENSENBRENNER. The sky is definitely not 

falling over China and Mexico.

So, Ms. McGinty.

[Laughter.]
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STATEMENT OF KATHLEEN A. MCGINTY, CHAIR, COUNCIL ON 

ENVIRONMENTAL QUALITY, WASHINGTON, D.C.; ACCOMPANIED BY JAY 

E. HAKES, ADMINISTRATOR, ENERGY INFORMATION ADMINISTRATION, 

WASHINGTON, D.C.; DAVID SMITH, DIRECTOR OF PUBLIC POLICY 

PROGRAM, AFL-CIO, WASHINGTON, D.C.; JOSEPH GOFFMAN, SENIOR 

ATTORNEY, ENVIRONMENTAL DEFENSE FUND, WASHINGTON, D.C.;

CONNIE HOLMES, CHAIRMAN GLOBAL CLIMATE COALITION, WASHINGTON, 

D.C., AND MICHAEL MARVIN, EXECUTIVE DIRECTOR, BUSINESS 

COUNCIL FOR SUSTAINABLE ENERGY, WASHINGTON, D.C.

STATEMENT OF KATHLEEN A. MCGINTY

Ms. MCGINTY. Well, thank you. Chairman, members of the 

Committee.

In opening remarks, I'd just lika to make three basic 

points. First, a brief reprise cf Kyoto; second, the road 

from Kyoto; and third, the President's budget proposal 

submitted to the Congress on Monday.

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

Working with the Congress, we have developed a new vision of 

environmental protection that says the environment and the 

economy work together. The choice between jobs and the 

environment is a false one. That is not a vision that was 

shared by the rest of the world before Kyoto. But in Kyoto, 

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

before that legally binding set of reductions would kick in,\ 

^ne.

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 agreement.

And finally, in terms of "when" flexibility, we secured 

the idea of banking. if 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 C02 comes
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! ' L-'from Boston or Bengalid^, and we ought to use the cheapest

ways to achieve reductions. That is now secured in the Kyoto 

protocol.

We also achieve ''what'' flexibility. And the ''what'' 

flexibility constitutes two major things. One, most 

countries said we should only focus on a couple of the 

greenhouse gasses. We pushed back and said: no, we should 

focus on all six of them and have flexibility to trade among

the SIX gasses so we are reducing where it is cheapest to 

reduce.

Second, we said, again, the climate doesn't care if we 

are reducing our emissions of C02 or if we are doing things 

like growing trees or engaging in other kinds of conservation 

practices that sucks*^02 out of the atmosphere. We secured 

in the treaty the flexibility to use "sinks" or things that 

can pull C02 out of the atmosphere as another cost effective 

way to get the job done.

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

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

economy works together.

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

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

This is a work-in-progress. We are involved here not in a 

sprint at all, but in a marathon, and maybe an ironman 

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

J-..-
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but to work on the issue progressively. That is true in what

we hope to tehe on domestically, it's also true in the 

international arena.

While we have secured these flexibilities in the treaty

-elf. the bottom line is there is worh to do. „e now have

to tahe the concepts of emissions trading, the concepts of

ioint implementation, and mahe them a reality-get the rules

o the road, so to speah. in to place and up and operational

hat s a top priority for us now as we proceed from Kyoto to 

the years ahead.

second priority involves more meaningfully engaging the 

hey developing countries in this effort and enterprise. We 

secured in the Kyoto document the tools to help us do that 

s Clean development mechanism, or Joint implementation as 

we had called it previously, is one major tool that will 

enable us to engage those developing countries. „a also 

secured an ability ten countries to opt in to the treaty 

-ough an amendment to annex B so that they could assume for 

themselves a target and timetable and, therefore, become part

Of the treaty. We've got the tools; we need to mahe them

opsrational, now in -f-Vi-i ® — jow, in this road post-Kyoto.
Third, and final point has to do with the steps we can

tehe now that mahe environmental and economic sense to get us

s arted on this Job. The President did submit to the

congress for your review his budget proposals this weeh, 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 proposals are about tax cuts for working families 

so 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 

so that they can Invest in these new technologies, improving 

the environment, and enhancing their bottom line.

Third, it's about Investments in new tach.nologies, 

research, and development so that the United States stays on

the forefront of building t.hose 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 economy to those areas where most of the 

emissions come from, and we tried to speak to each one of 

those areas in the proposals 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
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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:]

********** insert **********
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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.
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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 currant discussion.

Such forecasts are risky, as the widely wrong 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. In 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
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energy prrce forecasts. i„ this update, ElA projects that
U.S. carbon emissions fro. energy will grow to 1,803 .illion

-trie 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-testi.ony, and you can see the sectoral

breakdown. And 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 gas, which leads to 

our conclusion that most new electric plants will utilise the 

least polluting of the fossil fuels and do so using very 

efficient generating equipment.

Second, the efficiency of energy consuming machines and 

appliances will likely continue to improve. The advances ar» 

most strrklng for refrigerators. A new refrigerator m 2010 

Will likely use 48 percent less energy than one sold in 1990.

There are, however, other factors in addition to those 

mentioned earlier that encourage the growth of carbon 

emissions. Ei„t, 28 nuclear plants have or are espected to 

retrre between 1996 and 2010, reducing this noncarbon 

capacity by 20 percent 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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equipment is likely to improve over the forecast period, the 

gains are not expected to equal those of refrigerators or 

those seen generally in some earlier periods.

Vehicles for personal transportation, for instance, 

became dramatically more fuel efficient from the early 1970s 

to the mid 1980s, but the miles per gallon for new vehicles 

peeked in 1987. Because of switches to trucks and vans, the 

average fuel efficiency of new vehicles remains below 1987 

levels, and is likely to remain below those levels through 

2010. The introduction of energy auto technologies is offset 

by the demand for increased energy services, particularly 

more powerful engines.

We do try to look at factors that would cause our 

projections to be changed, and I will just show one of them 

which relates to technology. We made some assumptions. What 

would happen if the cost of the energy efficiency 

technologies went down and people use more efficient 

insulations and other factors. And if this would happen, you 

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

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

less efficiency, the emissions go up. But these changes do 

not come close to getting us to the levels needed for 

stabilization.

We have done this analytic work on other factors like the 

availability of nuclear power, renewables, economic growth.
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and we would be glad to share those at the appropriate tl.e. 

O not view our projections as fixed in stone.
Lat me then turn to the Kyoto protocol. This is a 

comple. issue and 1 will try to contribute whatever clarity 1 

a. able. Since KXh projects that carbon emissions will grow

rIguLT" — would

1990 1* ^ below
levels, a cut of 550 million metric tons out of the

expected level will Ha nam,-Will be necessary, mis cut equals a 31
percent reduction below the expected levels.

The reduction actually required in the U.S.. however, is

is * '' "° *’* of international trading

eveloped. Because of economic decline, Russia and oth-r

annex 1 members of the former Soviet Onion, are excreted to 

-ually emit 155 million metric tons less of carb:n in 3010 

an in 1990. even under a business-as-usual a.nalysis. Even 

countries that expect growth in carbon emissions may have 

Cheaper ways of mahing reductions than the United States 

some interpretations of the Kyoto protocol would allow 

further offsets through reforestation.

There are numerous uncertainties concerning the Kyoto 

agreement and we have not modeled the Impact of its

P^awlous work on the subject does 
a ow 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 petroleum 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 slow somewhat the rate of 

economic growth. A critical issue for economic growth 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:]

********** insert **********
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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.
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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 congratulate 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.
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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 economic 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 

ifficulties that we face and is not an agreement which at 

this point that the President ought to sign, m fact, I 

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 problem, it 

IS not 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. m 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 second decade of the next 

century. That's an effort with enormous consequences. 
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 consequences 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 consequences 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 of 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 too comfortably content that there is a 

technological fix in our future that will figure this out; 

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.



HSY035.000
PAGE

664

665

666

667

668

669

670

671

672

673

674

675

676

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:]

********** insert **********
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Chairman SENSENBRENNER. Thank you, Mr. Smith.

The next witness is Joseph Goffman, Senior Attorney of 

the Environmental Defense Fund. Mr. Goffman?



HSY035.000 3^

STATEMENT OF JOSEPH COFFMAN

Mr. COFFMAN. 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 Coffman. 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 more or less 

in the current Kyoto protocol text, the greenhouse gas 

em.^ssions reductions objectives of the protocol 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, buying, and

: 1^
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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. In 

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 

innovation 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
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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 

will enable the U.S. to answer ''yes'' to the question: can 

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 the 

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 compliance c . j.ica-io..s of th^, 

treaty.
Thank you very much.
[The statement of Mr. Goffman follows:]

********** INSERT **********
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Chairman SENSENBRENNER. Thank you, Mr. Goffman.

The next witness will be Dr. Constance Holmes, Chairman 

of the Global Climate Coalition. Dr. Holmes?
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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 leader as the 

House Observer Delegation in the meetings last December in 

Kyoto. Your presence there and your 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. It'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 cannot fix the two 

very major flaws that v/e see: the failure to 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 year.
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 20GS and 2012; it’s the budget periods beyond 

that, and beyond that, and beyond that. The necessary 

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 arflued 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
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to industrialized countries. In 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 businesses 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 A.T\erican 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:]

********** insert **********
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Chairman SENSENBRENNER. Thank you, Ms. Holmes.
Aud, finally, Mr. Michael Marvin, Executive Director of 

the Business Council for Sustainable Energy. Mr. Marvin?
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STATEMENT OF MICHAEL MARVIN

Mr. MARVIN. ThanR you, Mr. Chairman. Mr. Brown, members 

of the committee. Just for background, the Business Council 

for sustainable Energy was created In 199R and Is comprised 

of companies and energy Industry 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 

„e have sufficient Information about the science of global 

science change to merit a response by policymakers. The 

council has supported early action on C02 reduction, if- those 

efforts focus on technology substitution and market-based 

responses. There are right ways and there are wrong ways to

reduce C02 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. I say ''could be'' because, as has been made 

clear this morning, there remain enough ^estions about the 

treaty's provisions that It is prudent to withhold a final 

verdict until some of those more critical holes are filled.

I'll talk a little bit more about that later.
I also want to tell this Cononittee that there actually la 

more agreement within the business community than there might 

first appear. For example, let me read you this quote
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just last October: ''We recognize that there has been an

increase in C02. It is cause for concern, and we feel very 

strongly that there needs to be a significant effort to 

improve the technology that will reduce C02 emissions.''

That statement was made by Jack Smith, Chairman of the Board 

for General Motors.

Now our only difference with that is that we believe many 

of the answers to reducing our carbon emissions are here and 

available today, sometimes as close as your local hardware 

store, in the form of insulation, high-efficiency lighting, 

energy-efficient appliances, heat pumps, chillers, and so on.

We know combined cycle natural gas plants emit 60 percent 

less C02 per unit energy than a conventional power plant. We 

know that wind-energy contracts in Minnesota and in Texas 

have been signed for 4 cents a kilowatt hour, ana we know 

that the million solar roof program that is now continuing to 

grow will help bring down the already lowering costs of 

photovoltaic panels.

The key here is that we are not waiting for some black 

box to come from a national laboratory to reduce C02 

emissions. Together, renewable energy, energy efficiency, 

and natural gas can form an energy triad that, combined with 

a market-based emissions trading program and sequestration, 

will enable this country to meet reasonable international 

emissions reduction targets.

II
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As has bsen said before, we concur with the concept that 

the most efficient method to reduce C02 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 include 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 tna 

clean development mechanism, how it might be funded, the role 

of joint implementation within the clean development 
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 running 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 C02 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-usual levels, but they're not 

enough. Domestic programs that encourage the increased use 

of cleaner, more efficient technologies are a reasonable and 

appropriate response to the threat of climate change, 

regardless of whether you believe that climate change is an 

absolute certainty or that it may be unlikely.

Second, we believe the costs of compliance are again 

being severely overstated. In many cases, consumers spurred 

to action as a result of the threat of climate change can 

find energy savings to be a financial benefit.

Finally, if we believe climate change could be a threat, 

which I believe most of us in this room do, as we consider 

the possible costs of action, it's important that we give 

equal consideration to the other side of that coin, the cost 

of inaction, and those costs, Mr. Chairman, could simpy be 

too heavy to bear.
Thank you again for the opportunity to testify this 

morning.
[The statement of Mr. Marvin follows:]

1053 ********** INSERT **********
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Chairman SENSENBRENNER. Thank you very much, Mr. Marvin, 

and thanks to all of the witnesses.

We have a large number of Committee members here, and the 

Chair will announce that we will be operating under the 

five-minute rule, including on the Chair, I might add, and 

the Chair intends to recognize members alternatively on each 

side of the aisle in the order in which you appeared on your 

side of the aisle. So those who came here first get to ask 

their questions first and then can excuse themselves and go 

on and do whatever else you have to do.

So let me begin. Ms. McGinty, we are aware that the 

Senate unanimously passed the Byrd-Hagel Resolution, which 

stated that the Administration should not sign any treaty 

that imposed binding commitments on the United States unless 

there were also binding commiments placed on the Third World.

We know that that did not come out of Kyoto.

If the Buenos Aires Conference does not provide some type 

of a mechanism for developing nation adherence to reducing 

emissions of greenhouse gases, is the Administration prepared 

to announce that this process is fatally-flawed and walk away 

from it?

Ms. MCGINTY. Let me say, Mr. Chairman, first, that the 

resolution in the Senate is one we supported. It was helpful 

to us in these negotiations. The President has said clearly 

and consistently that this is a global challenge and we need
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global participation to get the job done.

We are working very hard right now to further that 

objective, v^ether it's in continued multilateral^for the 

preparations for Buenos Aires, and, frankly, beyond Buenos 

Aires, or on bilaterial discussions with various countries to 

get those developing countries to step up to the plate^become 

part of this process.

Chairman SENSENBRENNER. Now if that fails, are you going 

to walk away from it? That's what my question is.

Ms. MCGINTY. Well, the President has said very clearly 

that the United States won't assume binding obligations until 

we have effectively secured that meaningful participation by 

developing countries.

Chairman SENSENBRENNER. I guess my question is, how long 

is this process going to play out without any results in 

getting developing nations to have meaningful participation 

before the Administration pulls the pin and says, you know, 

we've tried and tried and tried, and we have not gotten any 

of the developing nations to sign up, so we, as Americans, 

are going to walk away from this process and perhaps do 

something else?

Ms. MCGINTY. Well, let me reiterate two things that are

very important in terms of what we have accomplished already 

in that regard.

Chairman SENSENBRENNER. Please answer my question.
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You're not answering the question. The question is, if we 

don't get meaningful participation in developing countries, 

when is the Administration prepared to walk away? I don't 

believe that going about this bilaterally or multilaterally 

is going to work. If China, for example, says, no, we're not 

going to participate in this—no way, no how—they've already 

bought electric plants and steel mills that we closed down 

because they pollute too much and reopened them over there, 

and I don't think that there's anything that's really in 

evidence that indicates that anything's going to be 

different.

Ms. MCGINTY. Well, I think that in some respects our job 

is more difficult going forward from Kyoto and securing that 

developing country participation, but in some respects it's 

less difficult. One of the most interesting dynamics that 

I'm sure you observed also when you were there is that the 

G-77 is not a monolith. When the G-77 is concentrated in one 

room, there are voices that are louder than others, and 

China's was a very loud voice. But there are also the 

Mexicos of the world, the Koreas of the world, countries that 

are much more interested in working positively and 

progressively on this front. And, in fact--

Chairman SENSENBRENNER. Now, Ms. McGinty, you and I were 

both there--

Ms. MCGINTY. Yes.
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Chairman SENSENBRENNER. --and we know tha tthe job of 

the Chairman of the Committee of the Whole, a gentleman named 

Raoul Estrada, is the Argentine Ambassador to China. Now Mr. 

Estrada is the person who makes the determination on whether 

there is consensus of the participants in the Conference or 

whether there isn't. Now his main job isn't dealing with 

global climate change; it's representing his country's 

position with the Chinese government. If the Chinese get up 

and say, no, we object; we don't consent to this, do you 

think Mr. Estrada is going to ignore them and say consensus 

has been reached, like he did against us and some other 

people in Kyoto?

Ms. MCGINTY. Well, it is, in part, why we will not have 

as our strategy simply to talk to countries in multilateral 

fora. We will work with them on a bilateral basis, and I 

think it's very important to note and underscore that the 

clean development mechanism, while the original idea of the 

United States, was put into the treaty by Brazil. Second, 

that the mechanism that will allow developing countries to 

opt into this treaty was put into the treaty by Mexico.

These are countries who have a different view than China, who 

is very loud, and—

Chairman SENSENBRENNER. But who controls the 

distribution of the funds through the clean development 

mechanism? I'm sure that very few American consumers would
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like to see the money that they spent to help their electric 

utilites buy credits end up in Iraq or Iran. Are we going to 

be edjle to prevent that?
Ms. MCGINTY. There will not be a single U.S. Treasury 

dollar that goes into those mechanisms. Those are private

sector--
Chairman SENSENBRENNER. Ma’am, that's not my question, 

with all due respect. We all know that because the 

Administration has correctly rejected a carbon tax or a Btu 

tax, the way the market is going to work is that the price of 

particularly dirty energy will increase through the purchase 

of credits by those who sell this so-called dirty energy, 
through the clean development mechanism or otherwise. This 

is not U.S. Treasury dollars; these are consumers dollars. 

What's going to protect the consumers from having their money 

end up in Iraq helping Iraq build weapons of mass 

destruction?
Ms. MCGINTY. The clean development mechanism, as the 

emissions trading mechanism and the other flexibility tools 

that are in the Kyoto agreement are tools there at the 

disposal of U.S. businesses, businesses around the world, in 

their sound business judgment to either use or not use. The 

decision will be made on their basis, their estimations and 

calculations, as to whether or not it is a cost-effective, 

wise investment strategy for them to take advantage of--
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Chairman SENSENBRENNER. Okay, my time is up. I'm going 

to announce that we're going to have a second round of 

questions, so that I get another chance at you.

Ms. MCGINTY. Fair enough.

[Laughter.]

Chairman SENSENBRENNER. The gentleman from California,

Mr. Brown.

Mr. BROWN. Mr. Chairman, you might announce that some of 

us would like to submit written questions also.

Chairman SENSENBRENNER. Written questions will be 

allowed, and I would like to ask all of the witnesses to whom 

written questions are directed to respond within about 21 

days' time, so that we can close the hearing record and get 

it published.

[The information follows;]

********** COMMITTEE INSERT **********
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Chairman SENSENBRENNER. The gentleman from California.

Mr. BROWN. Mr. Chairman, obviously, it's of key 

importance to understand how we could get the significant 

involvement of the less-developed nations who will be major 

polluters, and I frankly confess I don't understand that.

I am aware that some of these nations are deeply 

interested in cutting their emissions. China is, for 

example, and is engaged in a number of programs to do that. 

They have reduced energy subsidies, and they have major

reforestation programs, and so on.
But let me ask this question: In an ideal world, not one

in which we were just looking for some immeasurable, 
significant change, what would we expect of the Chinese? And 

I ask this in part because we have a Chinese delegation 

visiting with us this week, a distinguished group of senior 

officials from their Science Academy and other places, and I 

might want to pose a question to them. What would we expect?

Would we expect, for example, that they would accept Mr. 

Hague's prediction of what their energy consumption would be 

in 2010 and agree to cut it 31 percent or something like 

that? Is there a metric that we can apply that we would find

ag]fe©able to measure this with?
Ms. MCGINTY. Thank you, Mr. Brown. I think there are a 

number of different approaches that have been suggested. In 

the President's own dialog, both with the Chinese, with the
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Mexicans, with the Koreans, the first and most important 

principle we have tried to make clear is that there is 

nothing in our agenda in wanting them to be part of this 

treaty which is about reducing their economic growth. In 

fact, to the contrary, when Mexico is shutting down its 

factories because people are choking to death on pollution, 

and the pictures we all remember in Southeast Asia this 

summer of the very same phenomenon, industries shutting down, 

tremendous tragedies because of pollution hurting the 

economy, the first and most important point we've said to 

them is we're not interested in slowing their economic growth 

in any way, shape, or form.
In Kyoto, some of the various approaches that were talked 

about would offer ideas such as sign up to a target, but it 

can be a growth target, the idea being, no, we don't expect 

Bangladesh to do the same amount of work that the United 

States will do here, but can we at least get some deflection 

from where those emissions would otherwise be growing toward?

Those are ideas that seem to offer some room for 

discussions.
Mr. BROWN. All right, but if we want the underdeveloped 

nations to sell credits, it must be credits earned by cutting 

emissions below some target, and you're saying you don't want 

them to curtail their rate of economic rate, but they can 

have economic rate with less energy use if they adopt certain
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1245 new technologies. Do we have standards for what we would

1246 expect them to do in order to generate credits, basically?

1247 Ms. MCGINTY. Yes. Yes, we do, because for the last four

1248 years we have invested in a pilot project on this idea of

1249 Joint implementation to prove to the rest of the world it's a

1250 good idea. The essential thrust of that is that if a country

1251 faces a choice of putting in place a polluting and
1252 inefficient power plant, for example, or with some additional

1253 upfront investment, could put in a place a similar power
1254 plant to provide an exactly equal amount of energy, but with

1255 significantly reduced pollution, then that action would be

1256 one which would earn them credits, the credits representing

1257 the difference between the pollution there would have been

1258 and the lesser pollution that results because of the

1259 investment in the cleaner technology.
1260 Mr. BROWN. So we could make the argument to Mexico or

1261 China or these underdeveloped nations that, if you set up a
1262 metric which we can use to quantify your reductions, we might

1263 be able to pay you enough for credits to invest in and

1264 improve technology that would improve your efficiency?

1265 Ms. MCGINTY. Well, and on a business-to-business basis

1266 that could happen, as a business partnership, yes.
1267 Mr. BROWN. Well, thank you. That helps clarify it for

1268 me.
1269 Chairman SENSENBRENNER. The gentleman from Maryland, Mr.
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Bartlett.
Mr. BARTLETT. Thank you very much.

I have what is probably an impediment; that is, I m a 

scientists. My master's and my doctorate thesis was on C02, 

so I begin the discussion here at a big disadvantage.

[Laughter.]
I would like to note that the global temperature 

increase, as I understand it, has been order of magnitude of 

something less than a degree centigrade. That's roughly a 1 

degree Fahrenheit. Most of that occurred before the ramp-up 

in C02 production. So I think it's very difficult to credit 

greenhouse gas production with the very modest increase in 

global temperatures.
If we look back through the history of our world, we note 

that we have been through several ice ages; we also note that 

at one time the earth was very much warmer, because we are 

still finding mammoths in the tundra that still have 

subtropical vegetation in their stomachs; it was such an 

abrupt climatic change; that with subtropical vegetation like 

northern Florida that was growing in the tundra, the climate 

changed very abruptly, and the mammoths are still frozen 

there as evidence that we one time had a very much warmer

world.
Pollution does two things. I remember that Carl Sagan 

was cautioning us that, if we had a nuclear, we would have
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what he called a nuclear winter, because any time you have 

pollution, you cannot produce C02 without producing other 

pollutants. Pollutants can either block the long wave 

lengths that come back—they let the short wave lengths 

in or they can block the sun from coming in, and make us 

cooler. So pollution can both warm us and cool us, and I 

submit that, on balance, we don't have the foggiest idea as 

to whether pollutants will, in fact, cause global warming or 

global cooling.

Although we are in a very short cycle of global warming 

now, that could very well be simply a small upswing in what 

is otherwise a gradual downturn in temperatures. We could 

just as certainly be moving to another ice age as we are to 

global warming.

I would note that we still enjoy very pretty sunsets and 

sunrises, primarily thanks to Rackatowa, but through 

millions, billions of tons up into the atmosphere, we're 

still seeing those effects years after the volcano. So what 

nature does kindo of dwarfs what we are able to do in 

affecting the climate.

I'm not sure what present C02 levels are. When I was 

doing my research, they were .04 percent. That is barely 

enough for plants to make it. Any serious rose fancier who's 

growing roses in a greenhouse will release additional C02 

into the greenhouse because his roses will grow faster if he
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does that. If, in fact, we're having C02 increases, there 

will be losers and winners. All plants will be winners 

because plants grow faster with increased C02.

No one has mentioned the ocean has a sink for C02. A C02 

is very soluble in water. The oceans cover three-fourths of 

the earth's surface. They have a very large fauna and flora, 

and all of the flora in the ocean, just like our plants on 

land, use C02 and produce carbon dioxide.

Some of you mentioned the renewables. I want you to know 

I'm a very strong supporter of renewables, not so much 

because I think they're important to prevent global climate 

change, but because they will limit the use of fossil fuels, 

which are not infinite in their supply, and we will one day 

run out of them.
If there is, in fact, global warming--and I'm not at all 

convinced we're on a global warming swing--but if there is 

global warming, then you have to convince me that that, in 

fact, is bad. There will be winners and losers. I doubt 

that Russia and Canada would be very much disadvantaged by a 

bit of global warming. So I'm not sure on a grand scale 

whether a little bit of global warming will produce -ore

winners or losers on the earth.
I'm very strongly supportive of reducing C02 production, 

not at all because I think that it is a disaster if we 

continue to produce C02 at current levels. I'm not convinced
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hat that 3 ,ol„, to he a disaster, because C02 Is produced 

an burning tossll tuels; they „m not last forever. „e have 

a very enonaous petrochemical industry that is totally 

-pendent on fossil fuels, m a very large sense, gas and 

Oil are too good to burn. „e shouldn't be burning them, .s a 

atter of fact, the food you eat is produced largely because

- hhere. Almost every bit of 
that nitrogen fertiliser comes from natural gas. Before „e

could do that, „e got it by mining guano from bat caves in 

islands Where birds had dropped it for thousands of years

That source is no longer available to us. We have a finite 

reserve. We should limit it.

Three guich ^estions, and you can answer them for the 

record.

[Laughter,]

Chairman SENSKN3RBWNER. The gentleman's time is expired

The Chair will recess the Committee for the two votes, and

ash the members to be bach promptly after the second vote

The committee is m recess subject to the call of the Chair.

[Recess.]

Chairman SENSEWBRenner. The Committee will be in order
And It is the turn of the Democratic side to ash guestions,

BO the Chair recognizes the gentlewoman from California, Ms 

Lofgren—ready or not.
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Ms. LOFGREN. Well, thank you, Mr. Chairman. Let me ask 

Ms. McGinty about the proposal before us and, really, what 

the stakes are.
As I think through what's happening in my own home right 

now, which is another flood—and I think we've had a number 

of severe floods, more floods in the last 15 years than we 

had in the prior 150 years--!'m mindful that most 

scientists--including 1,500 scientists who signed up, I think 

just in early-December, along with Nobel Prize 

winners--indicating clearly that there has been human impact 

on the climate, and noting that 1997 was the hottest year of 

this century—and that all of the hottest years were in the 

last 10 years, from the last century--recognizing, also, that 

the Wordie Ice Shelf is collapsing in Antarctica, melting 

away, and noting also the Reinsurance Association of America 

has communicated that they are estimating losses of a billion 

dollars a week in the United States due to climate change.

Clearly, the stakes are very high, if we do not act. Now 

I realize that we have focused here on the treaty, and that s 

absolutely appropriate, but I'm wondering, in answer to the 

Chairman's earlier question, if we were not to get the kind 

of participation we want, and really need and deserve for 

this global emergency, from some of the emerging nations, 

would we be wise to fail to act ourselves in some manner 

anyhow, given the implications?
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Ms. MCGINTY. Well, I think. Congresswoman, your question 

really does point up the other side of the equation.

Sometimes the focus is only on, what is the energy cost going 

to be. And we lose sight of the very real cost communities 

across the nation are experiencing right now.

Now, of course, no scientist will ever say that any 

specific weather event or even series of weather events is 

the signature, -aha, it's climate change. But, everyone of 

these things that you have recounted are all well within what 

the scientists predict we can expect with much greater 

frequency if we see this kind of climate disruption. That's 

why the President is urging that we start to take steps now 

that make sense, whether or not the science changes, or 

doesn't change, becomes more firm or less firm. If we invest 

in the kind of technologies we're talking about--energy 

efficiency, renewable energy, that is about both removing 

those pollutants from the atmosphere, and creating economic 

opportunity.

Ms. LOFGREN. If I may just reclaim my time, because I 

think this--the public, as usual, is way ahead of some of the 

policymakers in the country, and people know there's 

something odd going on, and, in fact, the scientists have 

told us that extreme weather events is part of this whole 

issue. People understand that at a gut level. What we can 

do about it is not yet known. And I guess the question I
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have is, have we plotted out--understanding that it is 

almost, I mean, it is as certain that we have added emissions 

and helped create climate change as tobacco causes health

problems. What is the answer?
And, I think, you know, we've referenced it in the Kyoto

documents, there are different ways to help. Maintaining a 

forest, if you're a third world country, helps, just as 

reducing emissions, if you're a developed country, helps, 

however, isn't it true that Americans, per capita, consume 

more energy than any other country in the world?
Ms. MCGINTY. Any other developed country in the world,

that is absolutely my understanding, yes.
Ms. LOFGREN. And, so the concern is that we need to do, 

since we, per capita, consume more energy, we really need to 

do something about that, but also, if the Chinese were to 

consume, per capita, the amount of energy that we are 

currently consuming, what impact would that have on the

globe?
Ms. MCGINTY. I'm sorry. Congresswoman, your last question 

again?
Ms. LOFGREN. If the Chinese were to consume, per capita, 

what we consume in energy, what impact would that have on 

global climate change?
Ms. MCGNITY. Well, I think it would dramatically increase 

the amount of pollution that is in the atmosphere and
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therefore dramatically increase the impacts that would result 

from that, without question.

Ms. LOFGREN. And, so the Administration's goals, as I 

understand it, is not to bring this treaty for ratification 

until we have some meaningful participation with emerging 

countries to do something. It's really, they're going in 

this direction, and we need them to go in this direction, is 

that correct?

Ms. MCGINTY. That is correct, but we do urge that we get 

started now, and that we not wait until every ''i'' is dotted 

or ''t'' is crossed; that there are steps we can and should 

take now.

Ms. LOFGREN. Now, the final question I have--and it may 

not be possible to do this with precision, since we know more 

about what we're doing than how to undo the damage we've 

done--have we plotted out in any way, are we certain about 

how much time we have. There is some growing scientific view 

that the climate change may occur much more rapidly, really 

over a period of decades, rather than centuries. Do we know 

that if we fail to act over five years, for example, it will 

have ''x'' effect or ''y'' effect? Have we plotted out that?

Ms. MCGINTY. Well, let me make two points with regard to

that. First, our scientists tell us that unless we begin to

bring worldwide emissions of greenhouse gasses down by 2013,
^ O

and this treaty speak^2008 to 2010, unless we actually
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reduce emissions in that time period, we cannot avoid 

doubling the amount of greenhouse gasses in the atmosphere as 

compared to pre-industrial times. So, we are hitting 

irreversibilities.

That's first, and the second, I think your comment 

harkens back to Mr. Bartlett's comment, which is, one thing 

that is very important here, is that our climate system may 

well not be a steady, stable, predictable system. But there 

are nonlinearalities where you meet thresholds; thresholds 

beyond which changes accelerate.

And one dramatic example we have of that is the ozone 

depletion situation. That was a nonlinear situation. At a 

certain level of pollutants, it wasn't a little bit of 

damage, it was a continent-size hole ovez^the'^in the ozone 

layer. Those are the kind of nonlinearities we could see 

here.

Chairman SENSENBRENNER. The gentlewcman's time has 

expired. The gentleman from California, Mr. Calvert,

Mr. CLAVERT. Thank you, Mr. Chairman.

I just wanted to point one thing out. It's true that we 

do consume more energy, per capita, than any other country in 

the world, but we're also the most productive economy, per 

capita, of any country in the world. We also enjoy the 

highest standard of living of any other country in the world, 

and I don't think we should apologize for that.



§m I

HSY035.000 PAGE

*1i;.'

1495

1496

1497

1498

1499

1500

1501

1502

1503

1504

1505

1506

1507

1508

1509

1510

1511

1512

1513

1514

1515

1516

1517

1518

1519

First, I would like to say what this Conunittee has been 

in favor of, I think on a bipartisan basis, is that we have 

been in favor of research for alternative energy sources such 

as solar, hydrogen, fuel cell technology, wind, geothermal, 

clean nuclear technology, certainly better and more efficient 

use of existing energy sources, there's coal, petroleum, that 

would lessen pollution and cause lower carbon emissions, 

which is good. Not only for that reason, but just as 

importantly, because it lessens our dependence on importing 

energy and on fossil fuel, and as Mr. Bartlett pointed out,

it's a diminishing resource.
However, I am extremely concerned that this country is, 

because of the Administration's efforts, into an agreement 

that does not enjoy the support of the American public. This 

agreement that the Adrr.ir.istraticn is promoting, I don't 

believe will have any meaningful effect on emissions 

worldwide, but could have an extremely negative effect on our

economy.
This concept of trading credits, which has been brought 

up, cheaper energy costs overseas which would be the, a 

potential problem, would have the effect of transferring jobs 

overseas, especially those jobs that have high energy 

dependence. I don't think, and I think the majority, by the 

way, of both the House members and Senate members, the Senate 

especially, who have to make determination on this, believe
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that this treaty isn't responsible to act in a 

responsible--or needed, to act in a responsible way. And I 

think, in fact, it could make our economy act irresponsibly.

Mr. Chairman, you and I were both in Kyoto with other 

members of this Committee, and we had the opportunity to meet 

with the Chinese delegation, and after a meeting that Mr. 

Dingell questioned the gentleman from China, we, I don't 

think any of us left that room with any confidence that China 

intends to enter into any agreement that is binding upon 

their economy. So, from my perspective, and, I think, the 

perspective of majority of Members of the Congress and 

members of the Senate, we want to find solutions that are 

pro-active in finding alternative energy that is good for our 

economy and good for the country, but, on the other hand, 

will not put us at a competitive disadvantage to other 

countries in the world.

Mr. Smith, I was interested in your testimony, and we 

know that plants move outside of this country for various 

reasons. Obviously labor costs is a part of that, but it's 

not the only reason. Energy costs are also part of 

manufacturing costs, and do you believe that big companies, 

or even smaller companies, that make decisions in the 

long-term—especially if they believe that there may be laws 

that may make them less competitive—may make a decision to 

transfer their operations overseas?
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Mr, SMITH. Mr. Calvert, as I said in my testimony, I 

think this is a real risk. Certainly our experience in the 

international trading system has been that investors and 

corporate managers who make facility location decisions worry 

about costs. And, if we systematically put American location 

decisions at a cost disadvantage, I think it would be foolish 

to believe that investors wouldn't respond. And I think that 

argues not to do nothing, but to seek a treaty where those 

perversities aren't built-in to one chunk of the global 

community having binding undertakings, and the balance being 

exempt.

I mean, I think one only has to, to take a look at the 

boarder area with Mexico to understand just how powerful the 

competitive cost issue is. It would be foolish to argue that 

what is going on in the Maquiladoras has to do with greater 

efficiency on the part of Mexican workers, or a greater 

opportunity in the Mexican market, or higher standards of 

technology available in production facilities. It's a 

combination of the failure of the Mexican government to 

have--and in the cases where it does have, to 

enforce--adequate standards of labor rights and adequate 

standards of environmental protection.

Magnifying this by obligating yet a higher threshold for 

American companies, I think, is very dangerous business.

Mr. CALVERT. Mrs, Holmes, did you have any comment on
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that?

Ms. HOLMES. Yes, Mr. Smith is exactly right. Companies, 

all of our companies in the United States are competing on a 

global basis, and they have to look at the most 

cost-effective way to do business. Companies when they 

locate overseas, of course, meet the same high environmental 

standards that we enjoy here in the United States. When they 

build a plant overseas, they make darn certain that they meet 

those same environmental requirements. But, at the same 

time, they have to look at overall costs, and if they do not 

have to buy credits, they do not have to restrict themselves 

to a certain kind of energy, for example, they will have to 

seriously consider, as competitors in a global market, to 

move their facilities overseas.

Chairman SENSENBRENNER. The gentleman's time has expired. 

The gentlewoman form Texas, Ms. Johnson.

Ms. EDDIE BERNICE JOHNSON OF TEXAS. Thank you, Mr. 

Chairman. And thank you for having this hearing.

I have a question for Ms. McGinty first, and that is, 

with this agreement, it's been described as binding, and what 

are the sanctions if we fail to meet that requirement.

Ms. MCGINTY. Right now. Congresswoman, the compliance and 

enforcement provisions are among those provisions that are in 

the list of items that still need further detail. The 

enforcement, as it stands now, would involve a team of
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experts, that currently exist under this treaty, that comes 

and reviews reports that are developed by the various 

countries. Those experts review the reports and comment on 

them, and that's the system that's been underway since 1993.

Ms. EDDIE BERNICE JOHNSON OF TEXAS. Thank you. Now, 

notwithstanding this treaty, it is clear that we have some 

environmental problems—and I'm from an area that has its, 

more than it's share—and notwithstanding any more scientific 

science, we know that it's affecting us, health-wise.

And I want, Mr. Marvin, if you can tell me, what 

incentives will be required to encourage industry to take 

early action before the emissions trading regime goes into 

effect because my constituency, and everyone else's around 

the north Texas area there, are choking with emissions, and 

our children and our elderly are already being affected with 

respiratory illnesses, and it's something we cannot deny even 

if we'd like to. And we understand about the threatening of 

the jobs, we want to save jobs, but we also need to look 

after the health status of the people.

Mr. MARVIN. Thank you. I think maybe I can narrow it 

down to three things. I would say, first and foremost, is to 

guarantee that the actions that a company takes today, that 

they will be given credit for that when and if an emissions 

credit trading program is put into place. In other words, 

don't create this perverse disincentive to wait until an
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emissions credit trading program is established before you 

begin to get credit for anything that you do. Otherwise 

we'll find that the next several years actually move us in 

the wrong direction, and away from more efficient 

technologies.

So, along with those lines, I would also argue that it 

isn't necessary that an international emissions trading 

portfolio or program be put in place prior to a domestic 

credit trading program being enacted. So, give 

consideration, again, to moving things over which we have a 

great deal more control. The Congress, obviously, has a 

great deal more control over a domestic emissions credit 

trading program than it does over a trading program in which 

we are one of roughly 165 voices as we find within the 

framework convention.

Finally, I would say that many of the provisions that 

have been Introduced earlier this week by the Administration 

begin to tackle, kind of what I would call the two-sides of 

the coin, as far as spurring technological innovation and 

market growth for those. And that is, the technology push by 

encouraging research and development programs, which this 

Committee has been so helpful in over the years, as well, the 

second side of that, and that's the market pull, give-pull 

technologies out. The economists will argue that there's 

roughly a ten-year window between the time that a new
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technology is ready for the market and the time that the 

market is ready for the technology. So, pulling those 

technologies through tax credits, through incentives to move 

to a higher-efficiency chiller or heat pump or washer or 

dryer, those are some of the things that we can do today, and 

some of the things that will a clear effect. Because, if we 

don't, if there's a 100 kilowatt hours or 100 tons of carbon 

that are emitted by our activities in 1997, they'll be 

emitted in 1998, 1999, and 2000, to the earlier—in other 

words, when what we've argued, as an organization, is to 

start early and start small, because the earlier we start the 

less of a problem we will have at the end, because it's a 

cumulative problem—total emissions in the air. So start 

early, and start small.

And these are some of the things, I think, that can move 

us in that direction.

Ms. EDDIE BERNICE JOHNSON OF TEXAS. Thank you. Let me 

say, Mr. Chairman, and members of this panel, clearly we use 

more energy than anybody else; we have more pollution than 

anybody else in the world. And we want to make sure that 

other countries don't get to that point before we put some 

kind of guidelines there, but is it fair? We have fax 

machines, and mobile telephones and all kinds of technology 

that's only driven by electrical energy of some sort, and the 

only way we're going to be able to accommodate all
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this—we're not buying less of it, we're buying more—is to 

substitute some of the other polluting areas with new 

technologies, hydrogen cars or whatever. But at what point 

are we going to get there?

You just mentioned 10 years, that's still in research, so 

it's not even on the market yet. Once it comes to the 

market, it'll take ten years. Where else do we go, can 

anybody—anybody on the panel?

Ms. HOLMES. I'd like to address that for just a minute.

As you know, first of all, I'd like to just say one thing 

about pollutants, C02 isn't a pollutant, per se. It is, as 

you know, a naturally occurring gas that we all need to live 

and breathe. With that said, we would agree with Mr. Marvin 

that the early--that credits for early action are 

extraordinarily important for businesses and companies to be 

able to respond and respond in a very fast way. The R&D, the 

incentives that we need, and that are beginning to show, are 

certainly very, very important, but it's going to take a very 

long time to change our patterns of—to change our lifestyle 

patterns, to change the way that we use energy, so that we 

can ultimately reach a goal, should that goal be set, of 

reducing emissions.

And, by 2008, we're very frankly concerned that it's such 

a short time frame to meet such a very, very large goal, that 

we will have to expend dollars and our economy will suffer.
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for the things that they need.

Chairman SENSENBRENNER. The gentlewoman's time has 

expirea. The gentleman from Pennsylvania, Mr. Doyle.

Ms. EDDIE BERNICE JOHNSON OF TEXAS. Mr. Chairman, may I 

asR unanimous consent to submit a statement from the 

Physicians for Social Responsibility?

Chairman SENSENBRENNER. Without objection.

Ms. EDDIE BERNICE JOHNSON OF TEXAS. Thank you.

[The statement of Dr. Balbus follows:)

********** insert **********
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Chairman SENSENBRENNER. Mr. Doyle?

Mr. DOYLE. Thank you, very much, Mr. Chairman. Thank you 

for holding this hearing.

Well, I think, you know, I can just think back to my 

mother saying to me when I was a kid, you've got a lot of 

explaining to do. And I think that you guys have a lot of 

explaining to do before this, this treaty should even be 

thought about ratifying.

I come from a region of the country where we've got a lot 

of coal, and we still make a little steel and aluminum and 

some other things. And we look at this agreement--which, by 

everyone's admission, is not a global agreement--that, if 

it's implemented as currently written, will put our 

industries at a competitive disadvantage. And I listen to 

the testimony from Mr. Smith, and I just share many of the 

concerns that Mr. Smith has about how this is going to affect 

people living not only in western Pennsylvania, but other 

parts of this country, and I don't think we've factored those 

people into this equation.

Mr. Hakes, I want to first ask you some questions about 

how you see this impacting the domestic energy supply, 

production, for this country. Assuming that we're going to 

need to seek the reductions that you spoke of in your 

testimony, it seems to me that these coal-fired utility 

plants are going to be the obvious target for a lot of these
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reductions. And I didn't hear the Administration coming out 

with any new nuclear power plant initiatives to replace some 

of these facilities, so if we assume that these coal-fired 

utilities--they're either going to have to undergo extensive 

retrofitting, and we're in an era now of deregulation where 

we're deregulating the electric utility industry--that a lot 

of these companies, I think, are going to see that it's going 

to be more profitable just to become transmission companies 

instead of generating companies. And, given that 

reality--that coal is going to have a diminished role, and 

that nuclear is going to remain static--it seems to me that 

even if we factor in the contributions of solar and renewable 

energies well beyond current projections, that we're going to 

end up relying on natural gas for almost 50 percent of our 

energy needs under that scenario. And I just wondered, 

number one, how will we build that infrastructure to 

accommodate that increase in natural gas, and what that will 

cost, and what is likely to be the effect on natural gas 

prices if that demand, you know, raises to that capacity.

And is that even feasible, you know, given that scenario, if 

we're not going to be building a whole new generation of 

nuclear power plants that don't emit any C02; I've not heard 

of any plans to do that. So, assuming nuclear is not going 

to play a prominent role in the future, and coal is going to 

play a diminished role, how feasible is it, and what might it
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cost to use natural gas at the levels that may be necessary?

Mr. HAKES. I think that is a very important question. 

Even without the Kyoto agreement, our projections show that 

the use of natural gas would increase dramatically from the 

current level of about 22 trillion cubic feet per year to 32 

trillion cubic feet a year. So, there will be a lot of 

pressure on the gas system.
In any case, we think that gas can be supplied in these 

greater amounts. The developments off the Gulf Coast, 

particularly, are very encouraging the last few years, in 

finding very large supplies of very deep gas. It's also our 

judgment that the gas supply can be expanded beyond that 

level of growth, and supply the growth needed for carbon 

stabilization of the Kyoto agreements.

That will raise the price of natural gas, and th'.'; 

transition could not be made quickly because you'd have to 

build pipeline structure and all sorts of things. You can't 

just snap your finger and all of a sudden next year the gas 

industry produces ''x'' amount of gas. They've got to sort 

of know and plan in advance with clear schedules well into 

the future--it affects their exploration and development 

budgets.
So, we don't--we have not precisely modeled the Kyoto 

treaty. We would be glad to do that, if the Committee would 

like us to. So we can't really estimate the precise effect
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on gas prices, but they would go up. This is the hey 

question—

Chairman SENSENBRENNER. Excuse .e, Mr. Hahes. consider

that a revest which we will be happy to Include in the 

hearing record.

[Laughter.]

Mr. HAKES. Okay Bu't" -t->>■!«» a-t.>^ay. But this is the key question, and it
also raises the ^estion, iE, at a certain gas price, whether

nuclear then becomes an economic alternative-there May be

other issues than econoMics at play-that at a certain price

Of gas, it's conceivable that nuclear plants night becone 

economic again.

«r. DOYLE. Mr. Hakes, let ne Just follow up on that, too
with regards to our use of coal in the country. Lo you thin::
It makes sense that c5+-o>.+. a.

we start to explore two new
state-of-the-art technologies to utilise coal, to find ways

to burn rt cleaner and cheaper, and to put that in the nix 

also?

«t. HAKES, well, under the current projections, even 

wathout Kyoto, we estimate that about 85 percent of the new 

slectrrc generation will come from natural gas. The reason 

that IS partly environmental regulations that already 

exist, but it's also the great efficiency of these new 

combined-cycle plants that can get efficiencies up close to 

60 percent. There will, however, be a lot of coal plants
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built around the world in any scenario, I believe. So I

think coal will be playing a large role in any case.

Mr. DOYLE. I'll just close, Mr. Chairman-

Chairman SENSENBRENNER. The gentleman's time has expired.

Mr. DOYLE. Could I just close by saying that I think the

R&D effort is a good effort, but I think that it falls

well-short in that area, and I would like to see that plussed 

up.

Chairman SENSENBRENNER. The gentleman from Texas, Mr. 

Lampson.

Mr. LAMPSON. Thank you, Mr. Chairman.

Obviously, 1 come also from an area that is going to be 

significantly concerned about what, where we go with all of 

this, but without getting into that, I was concerned and 

curious, and wanted to ask Miss McCinty; Mrs. Holmes 

testified that the Kyoto protocol would cede powers to a 

United Nations bureaucracy to control u.s. economic growth 

and our foreign policy. Would you comment some on that, 

please. Do we need to be concerned about how this is going 

to be implemented or are we giving up our powers?

Ms. MCGINTY. Yes, thanks. Congressman. No, there is no 

relinquishment of sovereignty here in this agreement. First, 

look at the treaty itself. The treaty involves a target that 

the United States picked for the United States,(Jke. Two, 

the treaty Involves, at our insistence, that there would be
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no prescription in that treaty as to what measures we would 

undertake, whether they’re energy measures, whether they are 

the sinks measures, planting forests, replanting 

forests--whatever the measures are, those we would decide 

solely for ourselves. So, there's nothing in this treaty 

that is about a relinquishment of sovereignty and I think, 

time and again, this nation has reached out and secured the 

participation of other nations to work toward objectives that 

are in our sovereign interests.

We have a sovereign interest in making sure that the 

economy, the environment, and the health and well-being of 

the people of the United States are not adversely impacted by 

global climate change. That means we need the nations of the 

world to participate with us to that end, and that is the 

goal that we are advancing through this agreement.

Mr. LAMPSON. Thank you. I have no further questions 

right now, Mr. Chairman.

Chairman SENSENBRENNER. The gentlewoman from Michigan,

Ms. Rivers.
Ms. RIVERS. Thank you, Mr. Chair. I think that Mr. Smith 

really put his finger on the issue here, when he talked about 

finding some way to balance the competing interests that are 

at work, and so I would like to explore that a little bit.

And I would like to turn to Mr. Smith to begin with; what 

would the changes that you could feel comfortable with look
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like? Obviously expanding it to all the developing 

nations--which is something that I happen to agree with, with 

you--but beyond that, what other sorts of things would, you 

would like to see as part of this?
Mr. SMITH. Well, Ms. Rivers, let me, I think many of your 

colleagues have addressed some of those questions in your 

comments from the dais.
Mr. Doyle raises an important question; coal remains our 

most abundant, least expensive energy resource. It is dirty, 

and we ought to figure out, and we ought to be prepared to 

invest far more than the Administration has proposed, in 

carbon sequestration technology and clean-coal technologies, 

so we increase the efficiency with which we can use this 

resource.
I think a second thing that's important here, let me, 

actually, let me comment here for just a moment on the 

sovereignty question. Ms. McGinty is absolutely right. In 

our increasingly interconnected global atmosphere, or global 

economy, it's terribly important that we seek rules-based 

regimes which oblige our trading partners, our economic 

partners, the people with whom we share this planet, to play 

by rules which protect all of us. Precisely what the labor 

movement and many of you argued in the Fast Track debate; 

that we need a set of rules, that we need to have rules that 

work in a global environment, not simply in a national

IF
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environment. And that underscores the Importance that we

think is associated with making sure that this treaty has

global reach rather than simply being confined to the Annex 1 

countries.

I think the second thing, or the third thing, Ms. Rivers, 

that we'd argue is, several of my colleagues on the panel 

have talked about the magic of the market, and in fact have 

invoked the acid rain permit trading program as evidence of 

the magic of the market. Perhaps that's true, but I'd think 

you'd have an awful hard time explaining that to the 40,000 

coal miners who lost their jobs. And who boar economic 

consequences for the rest of us that we decided should be 

born by them alone, and not shared. And that's--

Ms. RIVERS. Excuse, but is your argument that we can't 

move forward--

Mr. SMITH. No, that—

Ms. RIVERS, --or that as we move forward, there have to 

be provisions to deal with the consequences.

Mr. SMITH. It's precisely the latter. Congresswoman.

That we have to take account of the consequences for people 

and places and industries, of the steps we take. And, in the 

absence of that, a, 1 don't think we'll be able to move 

ahead, which I think we agree with you that we should, I 

don't think the American people will let us, and they should 

not. We must pay attention to the enormous transition costs
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associated with moving from one energy regime to another, and 

when we talk about the great success of the market, we need 

to account for all of its consequences not just the ones that 

bolster our case.

Ms, RIVERS. Okay. Ms. Holmes, I would ask a similar 

question to you in that, in your statement, your testimony, 

you really implied that you recognized that there was a 

problem, but that you didn't feel Kyoto addressed the problem 

very well. What actions to reduce greenhouse gasses could 

your organization support?

Ms. HOLMES. Well, a couple of things. We indicated that 

we believe that this is an issue that we have to consider 

very seriously. We're not quite--we haven't quite gone over 

the line yet to say that this is such a problem that we have 

to, that we have to take measures such as would be required 

by the Kyoto protocol, which, as has been explained by other 

panelists, would require us to reduce our energy use fairly 

significantly, by approximately one-third.

Our companies are already involved in a number of 

measures that increase energy efficiencies. In fact, the 

companies in your own area, the automobile companies that are 

located in Detroit and in the Michigan area, are involved in 

developing low-emission vehicles that will be on the market,

I have read, at about 2003, 2005 or so.

A niomber of our other companies, our eclectic utility
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companies are engaged in projects here and abroad-- 

Ms. RIVERS. What—
Ms. HOLMES, --however, we believe, in the future, we need 

to continue those efforts, we need to continue to work with 

R&D, and develop and put in place new technologies, but we 

need to do it at the pace at which our economy can afford.

Ms. RIVERS. So that nothing other than what is currently

being pursued should be done?
Ms. HOLMES. Currently being pursued, and there is more,

when we look at more, additional R&D.
Ms. RIVERS. So no new initiatives or no attempt to push

ourselves harder?
Ms. HOLMES. We think that the attempts that are being 

made now really do push ourselves quite hard, to be very 

honest with you. We are--
Ms. RIVERS. The last question that I have for you, is, 

if, as you say, the investors and business managers of the 

world are looking for the most cost-effective place to put 

their operations, wouldn’t that argue for a repeal of our

current environmental regulations?
Ms. HOLMES. No, absolutely not, I think all of our

companies—
Ms. RIVERS. It wouldn't?
Ms. HOLMES. No, I don't think so. All of our companies 

are very environmentally-conscience. When I mentioned that
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they were looking at the most cost-effective--and remember, 

good environmentalism is good business--it always is-- 

Ms. RIVERS. So, your coalition would argue that the 

current environmental laws and regulations in this country 

don't hurt business at all?

Ms. HOLMES. I don't think we would probably argue that.

I wouldn't go into all of the details, but we certain--what I 

was mentioning was that when you look at the total cost, and 

you can see that you do not have to buy a credit for C02 

reduction, for example, in another country, and that cost 

would be considerable, and enough to make uncompetitive in 

the global market, you would have to seriously consider 

moving your plant.

Ms. RIVERS. Thank you. Thank you, Mr. Chair.

Chairman SENSENERSNNER. The gentlewoman's time has

expired. The gentleman from Texas, Mr. Hall.

Mr. HALL. Mr. Chairman, thank you, very much. I would 

ask unanimous consent to put my statement in the record. 

Chairman SENSENBRENNER. Without objection.

[The statement of Mr. Hall follows:]

********** COMMITTEE INSERT **********
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Mr. HALL. I was almost sure you'd insist on me reading 

it, here, but--

[Laughter.]

Chairman SENSENBRENNER. The Chair has absolute confidence 

in the ability of the gentleman from Texas to do what's 

right.

[Laughter.]

Mr. HALL. As you know, Mr. Chairman and members, I've 

been fairly vocal on what a good climate control treaty ought 

to require of the American businesses. I see, from the 

testimony today, that from the Kyoto documents, that we have 

some good things to examine and report, and that's heartening 

to me.
I guess I was pleased on Monday that the President's 

budget included the $2.7 billion in new R&D. And I suppose 

to Ms. McGinty, my question would be how these are to be 

divided between the private and the public sectors. And, if 

you would cover, during my five minutes, whether any specific 

research programs would be earmarked for grants and, if so, 

what. And I think to start-off with, you might tell us what 

the current level of R&D—I think Mr. Doyle got into this, 

but didn't cover these aspects--what is the current level of 

R&D spent by Government on clean energy issues? If you'd 

just kick that off, to start with, if you know.

Ms. MCGINTY. I can tell. Congressman, right off the bat.
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that th^e are some of the details we'll have to provide for 

you for the record. The one piece that I would address, 

though, as-pai^-©f~the^, your comments about the R&D portion 

of the initiative the President is proposing, some of it is 

basic research and development on energy technologies, on 

clean coal technologies, in fact, also on nuclear 

technologies in that proposal. But, a large portion of it is 

aimed at trying to encourage partnerships between the private 

sector and our national laboratories, which are doing all of 

this good work and have developed a lot of technologies, but 

those technologies haven't moved out into the market place.

The automobiles that Mrs. Holmes was speaking about, 

that, those emanate from our__partnership for a new generation 

of j^ehicles, where we are investing our resources in 

partnership with the big-three to develop cars now that 

promise to achieve 80 miles-to-the-gallon. So, it's a 

partnership, private-public partnership kind of approach.

Mr. HALL. Because I have real problems with, and I think 

I've signed a letter to the negotiators, that you may have 

seen, in opposition to any agreement that didn't include the 

developing nations—and I don't have to name them because 

they're well-known and important. And I've heard some of the 

testimony today, and read other bits of the testimony 

minimizing some of the costs of the goals that we seek. I 

will have some questions, Mr. Chairman, to submit, along that
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line, as to what those costs are, and how you arrive at the 

small amount that you attribute to the cost, if, I 

suppose--and I hope I'm wrong--but I suppose you're talking 

about, if we go it alone, and go it without these other 

emerging nations, which I hope you don't do.

Ms. MCGINTY. Right. Shall I respond?

Mr. HALL. Yes, please.

Ms. MCGINTY. Yes, Congressman, I think you put your 

finger on one of the very key points of this. There are all 

kinds of economic models out there. Without exception, they 

do not model reality. They don't model the reality of the 

elements that we have fought hard for, and insisted upon in 

this agreement. One of the primary ones, that you're 

pointing to, is that there will be opportunity to work not 

only here in the United States, but in developing countries 

as well. The flexibilities we've talked about, whether it's 

joint implementation, emissions trading, being able to use 

sinks as well as sources. In addition to other movements in 

the economy, electricity restructuring being a primary one, 

all of these things, if not included in the economic models, 
you'll get your doo^^s-^ay scenario that some of these models 

provide because you put doon{s^^y scenario assumptions in.

But if you model the reality in these very important 

provisions we're talking about, you get a very different 

picture of how this environmental challenge is, in fact, an
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economic opportunity for us.

Mr. HALL. I thank you. And, Mr. Chairman, I will have 

questions, basically, well, to most of those. And I thank 

you for the time in preparing to come here, and for the time 

you've given us. I yield back my time.

Chairman SENSENBRENNER. The questions and the replies 

will be placed in the hearing record.

[The information follows:]

********** COMMITTEE INSERT **********
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Chairman SENSENBRENNER. The gentleman from Indiana, Mr. 

Roemer.
Mr. ROEMER. I, too, want to join in thanking the panel 

for their expertise and their help in assisting us in 

understanding a very complicated issue in a complicated 

negotiation in complicated treaty.

Mrs. Holmes, I would want to start by just asking you a 

question. Is your organization, the Global Climate 

Coalition, responsible for a commercial that has been 

currently been playing against the treaty?

Ms. HOLMES. The, the campaign that was conducted before 

the, the December meeting was sponsored by a number of 

concerned groups, including ours, including many of, of cur 

labor groups, agricultural groups, senior citizens' groups, 

and a very broad spectrum of, of companies and concerned 

organizations throughout the United States.

I'd like to say one thing, if I could, about economic 

models, though. A lot--

Mr. ROEMER. Excuse me, one second.

Ms. HOLMES. Surely.

Mr. ROEMER. So you have sponsored this commercial.

Ms. HOLMES. We were one of many.

Mr. ROEMER. One of many. And do you have any idea how 

much has been spent on the commercial?

Ms. HOLMES. Well, I'm not the treasurer of that



HSY035.000 PAGE

I

h:.
W"'

U-
>r.':

2087

2088

2089

2090

2091

2092

2093

2094

2095

2096

2097

2098

2099

2100 

2101 

2102

2103

2104

2105

2106

2107

2108

2109

2110 

2111

particular organization, I, it was somewhere in the vicinity 

of $10 to 12 million. I couldn't give you an exact figure; 

we probably can, for the record.
Mr. ROEMER. Okay, I would appreciate that, for the 

record. My only caution on that, and I certainly am not an 

expert in this business, nor am I an expert on consulting 

with TV commercials, I happen to share your concern about 

this treaty, I applaud the Administration for their initial 

position on this treaty. I thought it was an excellent 

position to go into Kyoto on; I share their concerns coming 

out of Kyoto, I, however, think that when you get into the 

advertising, the way that could--this is a very personal 

opinion, and this is only mine—that sometimes the way these 

commercials are portrayed, they make it appear to the 

American public that this is a trade agreement rather than an 

environmental agreement, and it makes it exceedingly 

difficult for us to communicate with our constituents on 

important trade matters as well, too. I happen to be a 

strong proponent of MEN and GATT, and I was against the Fast 

Track proposal, but I think that that is something that your 

agricultural and business interests, you know, might, might 

be concerned about. But, I'm not--again, this is a very 

personal comment.
Ms. McGinty, in terms of the Administration's proposal on 

this, I just have two very quick comments which are hopefully
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questions for you. One is, these are binding agreements; 

what are the sanctions and penalties that come out of this 

kind of agreement if we do not reach the targeted goal?

Ms. MCGINTY. The enforcement mechanisms that are in the 

treaty, as it stands, involve only, each country is required 

to report both on its emissions and the policy measures it 

has put in place to reduce those emissions, and the United 

States would be involved in having experts serve on a panel 

that would review those reports when they come in.

Mr. ROEMER. And how about in terms of some of the things 

that we may look at on monitoring and enforcement of the 

treaty? There have been some criticisms that this brings the 

United Nations into this realm; how do we make sure that we

trust other countries, but verify what they've been able to 

agree to.

Ms. MCGINTY. Yes, Congressman, I think you paint the 

poles of a balance that needs to be struck. One is, our 

industries, the United States, when it signs up to a treaty 

means it, and does it, and our industries, we have 

confidence, will comply. So, it's in our interest to have an 

enforcement mechanism so that we can be sure everyone else is 

complying. But, we'll want to be very much involved in what 

the details are because we wouldn't want, for example, there 

to be any issue about confidential business information from 

our industries in any way having to be disclosed. So while
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we want an enforcement mechanism, the details are going to be 

very important, and we'll watch that very closely.

Mr. ROEMER. Well, again, in conclusion--! thank the 

panel again for your time--! want to tell you, Ms. McGinty, 

that I hope the administration and get back to their original 

position. I think that was a balanced proposal, trying to 

get developing countries involved in the reduction of gases.

I think that you looked at trading credits, and now you've 

come forward with an investment and tax credits for enhanced 

cooperation on the technology side. I hope that you get back 

to that particular position, and that if you can't get back 

to that position, that you assess this thing very, very 

carefully and don't agree to a bad treaty.

Ms. MCGINTY. Thanks, Ccngressr.an.
Chairman SENSENBRENNER. The gentlewoman from Texas, Ms. 

Jackson Lee.
Ms. JACKSON LEE. Thank you very much, Mr. Chairman.

This is certainly an important meeting and hearing, and I 

thank you for the opportunity.
If I can ask Ms. McGinty the status of the procedural 

posture we find ourselves in, there is word that there is 

supposed to be a signing in March. What opportunities for 

input from Congress, and what will you convey back to the 

Administration in terms of wanting to have input with some of 

the many issues that we've raised today?
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Ms. MCGINTY. Thanks, Congresswoman. Yes, the treaty 

itself becomes open for possible signature in March; I think 

it's March 15 or 18. It remains open, however, for a year, 

and even after that a year, any country that wishes to can 

accede to the treaty. The March timeframe is only dictated 

by the degree of time it takes to translate the document and 

that kind of thing. It's very much our intention, and I 

think this is a good start, in terms of having dialog as we 

move forward and plan a strategy for how we should move 

forward.

Ms. JACKSON LEE. I wanted to make sure I got you on the 

record for the openness that I hope the Administration will 

show in terms of hearing many of the concerns that may be 

raised.

Let me, Mr. Chairman, ask that I might have unanimous 

consent to submit my statement into the record.

Chairman SENSENBRENNER. Without objection.

Ms. JACKSON LEE. Thank you very much

[The statement of Ms. Jackson Lee follows:]

********** COMMITTEE INSERT **********
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Ms. JACKSON LEE. Let me try to focus on what we might 

have gotten, doing what I will call the initial negotiations.

Help me understand the impact that the international trading 

emissions might have. And let me say this in the context of 

an Industry that I represent, the energy industry, which is 

obviously going through many changes, including potential 

electricity deregulation. And the question would be: How do

we match the interests of maintaining the productivity of our 

industries, but with very high interest, of what I have great 

concern of the many of my constituents with asthmatic 

illnesses and other breathing illnesses, along with, of 

course, my working families who have to work?

So what did you secure out of the international emissions 

trading concept in contrast to what I understand we do not 

have, these mandatory measures such as energy taxes, if you 

can compare those two issues?

Ms. MCGINTY. Yes, yes. Congresswoman, our approach in 

these negotiations is very similar to what we’ve tried to do 

working with you domestically, and that is, yes, we have 

called for tough environmental protection, whether it means 

cleaning up the air, so our children don't have asthma and 

other lung disease, or now in this context that they're not 

suffering the consequences of global climate change. But 

with those tough standards or tough goals, we've really said 

we Should have all the flexibility in the world, so that our
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industries can figure out the best, cheapest, most 

cost-effective^y^tb get that job done.

So we've tried to have two things, both domestically and 

internationally: Have the tough target, but through things

like emissions trading, joint implementation, now called the 

clean development mechanism, and using sources and sinks, in 

the jargon of all of this, that industry is assured complete 

flexibility in how they achieve the target.

And I would just say that the energy industry has been 

very much in the forefront of this. Whether it's the Sunoco 

Company, who has endorsed the approach we have taken here, 

British Petroleum, who has endorsed the approach we have 

taken here, or other companies, they're saying, look, we 

don't mind environmental challenges; we're gccd environmental 

companies, but give us the flexibility and the tools we need 

to get the job done, and that's what we tried to do

Ms. JACKSON LEE. Excuse me for interrupting, but I want 

to sort of pursue—what does not having the energy taxes do?

Ms. MCGINTY. It means that if you are, let's use the 

Sunoco Company again, a company that wants to reduce your 

greenhouse gas emissions, you have a universe of choices as 

to how to go about that. No one is telling you we're going 

to impose an energy tax on you. So you decide yourself. It 

makes more sense for us, for example, to plant trees and euoh- 

C02 out of the air than it does to reduce our emissions per
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Ms. JACKSON LEE. So it adds to the flexibility, in 

response to some of the concerns as to whether we're all 

going to play in the same playing field, which is commitment 

to improving the environment, but how we do it leaves the 

door open? Is that where we are, from your perspective?

Ms. MCGINTY. Open, yes.

Ms. JACKSON LEE. Mr. Smith, let me ask again, and I 

think the question had been asked by my colleagues, when do 

you think we can go forward with the kind of international 

cooperation and treaty that would get to where many of us 

want to be, which is to assure a good environment for our 

children and our grandchildren?

Mr. SMITH. Well, I think the answer to that, Ms. Lee, I 

don't know the precise date, but it's when the Administration 

has succeeded in meeting the goal that the President 

articulated on his way--or on the way of the negotiators--to 

Kyoto: that we secure meaningful participation by the entire

world community, and that means not necessarily, and 

certainly not likely, that the same kind of targets that we 

accept, but nonetheless, measurable and enforceable targets. 

So that at the end of the day we can all be assured that 

we've stabilized the concentration of greenhouse gases at a 

level that's appropriate to a secure environment.

In the meantime, we quite agree with the Administration
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and with many of my colleagues on the panel, we oughtt to 

proceed in a way to encourage investments in clean 

technology, to encourage research and development in both how 

to use our existing resouces more effectively and exploring 

new energy resources. There's nothing about the treaty that 

says we can't start doing that now. We agree with the 

Administration that we should, but we should not undertake 

binding commitments to a potentially very disruptive regime 

without the inclusion of the balance of the global community.

Ms. JACKSON LEE. Mr. Chairman--

Chairman SENSENBRENNER. The gentlewoman's time has 

expired.

Ms. JACKSON LEE. Mr. Chairman, I would ask for an 

additional 15 seconds to pose a question, and then I would be 

happy if either Mr. Goffman could answer it in two seconds, 

but if he could not, then I will certainly appreciate it 

being in writing.

Chairman SENSENBRENNER. The gentlewoman will get 17 

seconds.

[Laughter.]

Ms. JACKSON LEE. Thank you very much, Mr. Chairman, for 

your indulgence, and also, Mr. Luther, thank you very much.

Mr. Goffman, first, I want to appreciate that you're 

here, and I think this should be a discussion and a dialog to 

get where we'd like to be.
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How can we work together to be assured of the question I 

asked, a good quality environment, but recognizing that 

economics is very important in this country?

And thank you for your work.

Mr. GOFFMAN. Thank you. And in two seconds—

Ms. JACKSON LEE. You might have longer, but--

Mr. GOFFMAN. --as an example of how to answer that 

question, our written testimony includes the outline for what 

we call an early reduction credit proposal, which not only, I 

think, have practical benefits, striking the balance that 

you’ve articulated, but is, I guess, a nice little microcosm 

of how balancing what Ms. McGinty referred to as tough 

environmental goals with economic incentive-based flexibility 

can allow us to hit both the environmental objective while 

maintaining economic productivity.

Ms. JACKSON LEE. Thank you, Mr. Chairman. Thank you,

Mr. Goffman.

Chairman SENSENBRENNER. The gentlewoman's time has 

really expired.

[Laughter.]

Ms. JACKSON LEE. Thank you.

Chairman SENSENBRENNER. The gentleman from Minnesota,

Mr. Luther.

Mr. LUTHER. Thank you, Mr. Chair. I appreciate your 

having this hearing. I think it's terrific, the interest
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that's been shown in this particular subject, which obviously 

is a key issue for Congress to deal with.

I'm going to be very brief. The question that I'd like 

just any panelist that's interested to touch on is this issue 

of what our real reduction in C02 emissions would really be 

under this. We all understand the formal commitment to a 7 

percent reduction. That's the one that's been publicized 

widely. But we continue to get information that the real, 

actual reduction would be more in the area of 3 percent, for 

example. Well, there's obviously a big difference in terms 

of not only reality, but perception in terms of those 

numbers. And what I'd like is anyone on the panel to just

discuss that, and perhaps highlight that difference and that 

issue.

Ms. MCGINTY. Congressman, if I could take a shot at 

that, as you will recall, the President in October proposed 

that we should reduce U.S. emissions to their 1990 levels by 

the years 2008 to 2012. Out of Kyoto, that number is 7 

percent below 1990 levels, as you just referred to. Now the 

reason why it's actually only about 2 to 3 percent different 

from what the President has proposed is because of two 

things. One is that in our original proposal, the one the 

President spoke to in October, there were six gases included 

in that calculation. All six gases were measured at their 

1990 levels.
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In the Kyoto agreement, we won on getting all six gases 

into the agreement, but we also achieved some additional 

flexibility, if you will, because three of those six gases 

will now be measured at their 1995 levels, which is a higher 

level than 1990. That change amounted to about a 1 

percentage point reduction. So rather than 7 percent in real 

terms, according to what the President was speaking to, we're 

talking 6 percent. Now the other 3 percent comes from the 

change that was made in how sinks, forestry activities, will 

be treated under the treaty. The basic result of the 

discussions in Kyoto was that you didn't have to count 

anymore in the baseline year, 1990, how much C02 was being 

taken out of the air by your trees, but in the target year, 

2008 to 2012, you could still get credit if you planted trees 

and brought those emissions down. That amounted to another 2 

to 3 percentage points in terms of real changes from what the 

President had articulated. You add that together: 7 is

actually about 2 to 3.

[Laughter.]

Chairman SENSENBRENNER. Is this the new math or the old 

math?

[Laughter.]

Mr. Smith?

Mr. SMITH. I was going to comment, Mr. Chairman, I've 

heard Ms. McGinty do this before, and I've been dazzled and
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I’m convinced.

(Laughter.]

But let me take the opportunity, Mr. Luther, to raise a 

question that's troubled us related to the target issue. We 

will end up, assuming that the President is successful, that 

the global community does comply, agreeing to some set of 

targeted reductions that could put quite serious burdens on 

the economy, as we've discussed. But what has struck us is 

missing from this conversation, in fact, is the real target 

that the global community ought to be aiming for, which is 

what level of greenhouse gases should we try to stabilize 

atmospheric concentrations at. Emissions contribute to that 

level, but they are not, in and of themselves, determinant 

it. And it's one of the reasons why it's so important, of 

course, that the entire world community participate.

Reduction of our emissions to levels quite below the levels 

agreed to in Kyoto, in the absence of any reduction in 

developing country base case emissions, will result in no 

reduction in global concentration levels, which seems to us

to fall far short of the environmental goal which we ought to 

set.

So part of the discussion—and it's important because it 

does affect both the pace and the nature of the economic 

change, what we'll have to go through—does need to be about 

U.S. emissions, but at the end of the day we need a

Ivii
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discussion about what sustainable and safe level of 

concentrations should we be striving for.

Chairman SENSENBRENNER. The gentleman’s time has 

expired. Now, as I indicated, there will be a second round 

of questions for those diehards that were not able to get 

their questions answered the first round, starting with the 

Chairman.

[Laughter.]

Ms. McGinty, I have been listening very attentively to 

all of the testimony and answers to questions today, and I 

commend the Administration for. No. 1, opposing a carbon tax 

or a Btu tax as a way of meeting our goals, and. No. 2, 

putting great emphasis on market forces in terms of doing 

this. But the devil is always in the details, and what I'd 

like to know is, who establishes the credits that our 

industry can buy? How many credits will be established for 

sale on the global market? And is this something that is 

flexible that can expand or contract? And how will these 

credits be priced and paid for, and then how is the money 

from these credits to be distributed?
Ms. MCGINTY. The credit system itself(^^ne thing that's 

very important is that, while there are some rules of the 

road that we need to work out, both on emissions trading and 

the clean development mechanism. Article 16 in the treaty 

immediately establishes the right and ability of countries
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and companies to begin to trade. The degree to which credits 

are both recognized and then divvied up between the partners 

will be part of the business agreement that the U.S. company

and maybe a company in another country agree to among their 

selves.

Chairman SENSENBRENNER. Well, this is different than 

emissions trading. The credit purchase is different than 

trading of emissions. They're two separate issues. You 

know, the trading thing, I'm not particularly concerned 

about, if the details can be worked out in Buenos Aires, but 

what I want to know is, say Wisconsin Electric wants to keep 

its coal-fired power plant going and needs to buy a credit.

How do they go about buying credit?

Ms. MCGINTY. And there will be two ways in which that 

could happen. One is that they could engage in a 

project-directed activity with either another company in the 

United States or another company in another country. So--

Chairman SENSENBRENNER. Okay. If that's not enough, 

then where do they go? They already do that for acid rain 

credit changing. If that's not enough for what they need, 

then where do they go?

Ms. MCGINTY. The second piece of this would be 

essentially a secondary market that's not project-driven; 

it's just a secondary market in this new commodity that is 

being created. The new wealth, the new commodity that is
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created through these initiatives is a C02 commodity. Right 

now S02 is traded on the Chicago Board of Trade. We would 

envision a similar kind of secondary market system to trade 

this new unit of wealth.

Chairman SENSENBRENNER. Okay, and where does Wisconsin 

Electric write out the check and who creates the number of 

credits that are on the market? That's subject to the law of 

supply and demand. You know, if you run the printing press, 

the price goes down. If you're stingy on the printing press, 

then the price goes up.

Ms. MCGINTY. Yes. Well, the total number of credits 

would come from each country, of course, has taken on^ each 

developed country has taken on a target, and that targei" 

represents a certain volume of emissions, and those volumes 

of emissions would represent the volume of credits that are 

there and available either to be used by a particular plant 

or traded among plants.

Chairman SENSENBRZlIlvIER. Now cna of the things that I 

think really has not been specific is how the Third World 

gets its cut in this.

Ms. MCGINTY. Right.

Chairman SENSENBRENNER. And that includes Iran and Iraq, 

because they're less-developed countries, too.

Ms. MCGINTY. Well, one of the things about one of the 

inducements to developing countries to join this treaty is

P|
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that if they do not, while they can engage on the 

project-by-project kinds of approaches under the clean 

development mechanism, they will not be able to participate 

in tbr-emissions tradin^P tois vhoie secondary, much more 

liquid market in this new unit of wealth.

Now in terms of the Irans and the Iraqs, this treaty, an 

environmental treaty, doesn't speak to rogue nations, but 

certainly any treaty that's out there, rules of the road with 

regard to whether rogue nations play, that all still exists 

and would be effective in this regard as well.

Chairman SENSENBRENNER. Now the treaty establishes a 

bureaucracy within the United Nations relative to the 

assessment of what the C02 levels of emission are in certain 

inspection procedures. How does that get paid for?

Ms. MCGINTY. Well, we've fought against, and were 

successful in making sure that there would not be, any new 

U.N. institution set up to oversee or monitor this at all.

Chairman SENSENBRENNER. But this is-you know, these

will be—who does the inspecting and the compliance and the

assessment of whether the nations are meeting their target or 

not?

Ms. MCGINTY. Well, I assume it would be two things. I'd 

imagine that there would be a body of experts that would be 

put together in the United States to participate in that, but 

I think, more likely, it will be driven just like the
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financial marketa are driven now. There would be certified 

auditors who are recognized—

Chairman SENSENBRENNER. Okay.

Ms. MCGINTY. -i„ a new profession that can say whether 

the reductions are real or not real.

Chairman SENSENBRENNER. Yes, but people don't work for 

free. Who's going to pay for the certified auditors?

Ms. MCGINTY. Yes. Well, again, since this Is purely a 

private sector, market-driven kind of Initiative, just like 

there Is a transaction fee that you pay to the SEC in your 

various transactions—

Chairman SENSENBRENNER. Aha.

Ms. MCGINTY. —with your portfolio, you do that—

Chairman SENSENBRENNER. Now who does the transaction fee 

get paid to?

Ms. MCGINTY. We have said in regard to the clean

development mechanism that we want it to be a self-financing

institution, no new body established. It will be a

aelf-financlng entity of the private sector, and that's how 

it would—

Chairman SENSENBRENNER. But the bottom line is that, as 

we use market forces to reduce demands for types of energy 

that emit greenhouse gases, and the price goes up, and we

reduce the demands, how does the price go up If we are not 

imposing a tax?
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Ms. MCGINTY. As you—

Chairman SENSENBRenner. The price goes up because the 

cost of the credits go up?

Ms. MCGINTY. Well, I think, as you indicated before, the 

price, as the quantity, would be driven by the forces of 

-PPly and demand, ^ust as in the S02 example, the price has 

been set by the marketplace, and we've seen that price, of 

course, come down fairly precipitously.

Chairman SENSENBRENNER. Well, you see, the concern that 

I have, Ms, McGinty, is that this is going to result in a 

redistribution of money as our businesses and Industry have 

to buy these credits, and changes are pretty good, because 

we're under a reduction regime from business as usual, that 

this money would go offshore and would be used by the folks 

offshore to develop their own economies, and that's what I 

heard from developing nations almost uniformly over in Kyoto.

Now, you know, my concern is that doing it that way, you 

know, is not going to provide the money to clean up the 

factors in the United States that cause the problem. I'n not 

for raising taxes, but at least if we went that route, then 

we would be recycling that money within the United States to 

do something that was socially acceptable, whereas this 

emissions trading business and this credit business means 

that we will be losing money that we could be using to clean 

up the problem in the United States by sending it offshore.
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^ WO.M ..p, p,,, woula answer that

question because it cer-t-anmi,«rtarnly has not done so at the present

And tl.e has expired. The gentleman fron 

Pennsylvania, Mr. Doyle.

^VLE. Thanh you, Mr. Chairman, and „ayhe I'n 

follow up on that a little bit.

If this is so contusing to a lot ot people-we're trying 

to understand how these sinhs and this trading and clean 

development mechanisms will worh, and once all thafs in

Place What the burdens will be on our industries, once we've 

oalculated what all that e^als. But I'm trying to

understand this emission trading. Russia, for instance,

- re saying, is going to have a lot of credits, yog

y ve gone through this aggressive program of economic 

collapse.

[Laughter. ]

Ms. MCGINTY. Right.

Mr. DOYLE. as a result-

-they don't do anything over there

doing to have all these credits, hnd then here we are in 

ia country, we're going to be able to purchase those
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I understanding this correctly? So what we're going to do 

here, basically, is send a lot of money from this 

country--for Russia, it's a good deal. I mean, they're 

sitting there on their butts and saying, well, we're going to 

get some money from the United States, so that they can stay 

under their caps, and nothing's getting cleaned. I mean, 

we ve not affected the global warming issue one iota. We 

haven't clean any emissions or C02 emissions in this country, 

and we're not doing anything over in Russia. They're just 

sort of collecting a check from us, so that we can stay under 

our caps. It's a very confusing situation, if that's how 

this actually plays out.

And I want to make one more point, too. I notice you 

nodded your head, Ms. McGinty, when I mentioned the clean 

coal technology program, and I do see here in the 

Administration proposal where it does mention innovative coal 

combustion technologies and nuclear power plant life 

extensions.

Ms. MCGINTY. Yes.

Mr. DOYLE. I would just say to you that if we're really 

serious about developing new technologies and addressing this 

program in the long term, because we're not going to affect 

this in the short term, $2.7 billion is a pittance of what we 

should be spending in research and development. That number 

should be increased maybe tenfold in this year's budget, if

SIS
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we're really serious about aggressively pursuing these 

technologies, and I would i.aglne-1 don't see the exact 

hreahdown of what's going into coal combustion technologies 

or the nuclear power plant life extensions, but I would 

imagine it's gulte small at this point, and I would encourage 

the Administration to show some real commitment toward this. 

And let's make-let's put a couple of zeroes in front of that 

number, if we re really serious about this.

[Laughter.]

Thank you, Mr. Chairman.

Chairman SENSENBRENNER. Thank you. The gentleman's time
has expired. The gentleman from Maryland, Mr. Bartlett, last 

and definitely not least.

[Laughter.]

Mr. BARTLETT. Thank you.

Let me return to our questions which were rudely

interrupted by a vote on the Floor, which was probably not as

important for our country as the discussions that we're 

having here.

If the Administration feels that COE production is such a 

menace to our society, why are not they more vigorously 

proposing an increase in the use of nuclear power production, 

since that produces zero COE? 1 suspect the answer to that 

Is that that's not politically popular, but the President is 

in a unique position to conduct an education program, so that
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Americana will support, rather than oppose, an increase in 

nuclear power production.

I have a couple more questions, and then you may answer 

as you wish.
I'd like some statement in the record as to why we feel 

that this very modest increase over a long number of years in 

global temperature is, in fact, moving us toward global 

warming rather than just a small upswing and an overall 

downswing. Twenty years ago, we were concerned that we were 

moving into another ice age. The data has not changed. Now 

we're concerned we're moving into global warming with 

absolutely disastrous effects. And I'd like to know what the 

evidence is that we're, in fact, moving to global warming.

Then the next question is: If we're moving to global

warming, a modest global warming, so what? Our earth in the 

past has been very much warmer than it is now, with mastodons 

up in the tundra, and I'm sure Russia and Canada would not be 

at all averse to a bit of global warming. There will be 

winners and losers, but in terms of the globe, so what, if 

we're having a bit of global warming?

And the last question is: Just singling out C02 alone,

as Mrs. Holmes pointed out, it is not a pollutant. It is an 

absolutely essential for plants. You know, if you plant a 

tree, it uses C02 only in the summertime. The oceans, as I 

mentioned previously, are absolutely enormous. There may be
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something that we could do to enhance the floral use of C02 

in the oceans, since they are an enormous sink for C02, and 

they do exactly what trees do, they convert C02 into oxygen.

I just feel that we have nowhere near enough—see, almost all 

of this discussion has gone from a premise that we've got to 

do something because we're facing a disaster. As a 

scientist, I'm not at all sure there is any evidence, any 

credible evidence, to move us in that direction.

What I would like to see us do is move to more 

alternative energy use, not because it's a disaster coming 

from global warming or increased C02, but simply because we 

Will run out of the fossil fuels. They are not going to last

forever, and we need to have some alternatives to that.

Thank you.

Chairman SENSENBRENNER. Who would like to answer that in 

a minute and 50 seconds?

[Laughter.]

Mr. BARTLETT. I really gave the questions for the 

record. I know that you can't answer these questions here,

but I think that the answers are very important ones, and 

hope we will-

chairman SENSENBRENNER. Mr. Bartlett is the kindest

member of the Committee in not requiring any of you to answer 

any of his questions.

[Laughter.]
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Chairman SENSENBRENNER. I would like to thank all of the

witnesses for their patience and for their excellent

2661 testimony. I think that we've begun the national debate on 

the Kyoto treaty on a very good note, and that there are a2662

2663 lot of facts on the table. Certainly more facts and more 

opinions will be on the table before the Nation and the 

Senate and the House make up its mind, but the Science 

Committee started it out.

2664

2665

2666

2667 So, again, thank you, witnesses, and thank you. Committee

2668

2669 And the Committee is adjourned.

[Whereupon, at 1:00 p.m., the Committee adjourned subject 

to the call of the

2670

2671 Chair.]
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TESTIMONY OF DR- JANET YELLEN 
CHAIR, COUNCIL OF ECONOMIC ADVISERS 

BEFORE THE
U.S. HOUSE OF REPRESENTATIVES 

COMMERCE SUBCOMMITTEE ON ENERGY AND POWER

TUESDAY OCTOBER 6,1998

Thank you, Mr. Chairman. I appreciate having this opportunity to discuss with you the 
economics of climate change and the Administration’s efforts to address this significant * 
environmental challenge. As you know, I have testified on this topic before this Committee on 
two prior occasions. In my first appearance, prior to the Kyoto negotiations, I emphasized that if 
flexible, market-based mechanisms are effectively used, the costs of cutting greenhouse gas 
emissions would be significantly reduced. Elaborating on this point, I stated in March of this 
year that, in the Administration’s view, the costs of achieving our Kyoto target would be modest 
if we can succeed in implementing international trading, joint implementation, and the Clean 
Development Mechanism in an efficient marmer and we achieve meaningful developing country 
participation. A report released by the Administration in July, entitled “The Kyoto Protocol and 
the President’s Policies to Address Climate Change: Administration Economic Analysis” 
elaborates the assumptions and analysis underlying this conclusion. In addition, the Stanford 
Energy Modeling Forum has been coordinating an economic modeling exercise of the Kyoto 
agreement, and the participating modelers, who include academic, private sector and government 
analysts, have made available some of their preliminary results. Today, I will provide a brief 
summary of the Administration’s Economic Analysis and review several of the key findings of 
the Energy Modeling Forum effort.

The Potential Impact of Climate Change

The Intergovernmental Panel on Climate Change (IPCC) concluded in 1995 that “the 
balance of evidence suggests that there is a discernible human influence on global climate.” 
Current concentrations of greenhouse gases have reached levels well above those of preindustrial 
times. If growth in global emissions continues unabated, the atmospheric concentration of 
carbon dioxide (CO?) will likely double relative to its preindustrial level by midway through the 
next century and continue to rise thereafter. As a result of the increased concentration of COj, 
the IPCC estimates that global temperatures will increase by between 2 to 6 degrees Fahrenheit 
in the next 100 years, with a best guess of about 3.5 degrees Fahrenheit. Potential consequences 
associated with this shift in climate include a rise in sea levels, greater fi^uency of severe 
weather events, shifts in agricultural growing conditions from changing weather patterns, threats 
to human health fix>m increased range and incidence of diseases, changes in availability of
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freshwater supplies, and damage to ecosystems and biodiversity. Further discussion of the costs 
of climate change is contained in the Administration Economic Analysis.'

The Kyoto Protocol and the Buenos Aires Conference of the Parties

Previously, Undersecretary Eizenstat and I appeared before this Comminee to discuss the 
Kyoto Protocol and the Administration’s efforts to address the risks of climate change. In my 
testimony, I described the many important flexibility mechanisms in the Kyoto Protocol and 
explained how they would allow countries to achieve cost-effectively the emissions targets 
established in this agreement. These mechanisms, which permit what we have termed “when”, 
“what”, and “where” flexibility in meeting the Kyoto emissions targets, are described in detail in 
the Administration Economic Analysis. Since securing international emissions trading, the 
Clean Development Mechanism, and joint implementation last year in Kyoto, the Administration 
has worked in bilateral and multilateral arenas to promote understanding of these mechanisms 
and to develop rules that will promote their efficient operation. This work will continue in the 
talks in Buenos Aires and beyond. While I will defer to the Department of State for a discussion 
of the upcoming international negotiations, I will reiterate that efficient implementation of these 
flexibility mechanisms is critical to reducing the costs of achieving the targets established in the 
Kyoto Protocol.

Costs of Action

In assessing the economic effects of the Kyoto Protocol, the Administration has drawn on 
the insights of a wide range of models and analysis. Examples include models of the energy 
sector and economy over the next 25 years, such as the Stanford Energy Modeling Forum, the 
Intergovernmental Panel on Climate Change’s review of the economic and social dimensions of 
climate change, the work of the Organization for Economic Co-operation and Development 
(OECD) on the economic dimensions and policy responses to global wanning, and the 
Administration’s staff-level interagency analysis. In addition, the Administration used other 
tools, such as a meta-analysis, basic economic reasoning, overviews of the domestic and 
international energy sectors, statistics regarding energy efficiency and greenhouse gas emissions, 
and economic indicators from World Bank, International Energy Agency, and Energy 
Information Administration databases.

Assuming that effective mechanisms for international trading, joint implementation, and 
the Clean Development Mechanism are established, and assuming also that the United States 
achieves meaningful participation of key developing countries, the Administration’s overall 
assessment is that the economic cost of attaining the targets and timetables specified in the Kyoto 
Protocol will be modest for the United States in aggregate and for typical households. This

‘ Please refer to the attached paper copy or http;//www.whitehouse.govAVH/New/h1ml/kyoto.pdf 
for a PDF version of this document.
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conclusion is not entirely dependent upon, but is fully consistent with, fonnal model results. The 
Administration continues to believe that there are limitations to relying on any single model to 
assess the economic impact of the Kyoto Protocol. However, model results can further inform 
and improve the understanding of the effects of climate change policy. To complement the 
economic analysis of the Administration’s policy to address climate change, we have conducted 
an illustrative assessment with a modified version of the Second Generation Model (SGM). The 
results from the SGM substantiate the conclusion that the economic effects of an efficient, 
effective, and global policy to address the risks of climate change will be modest.

An assessment using the SGM model that accounts for effective trading and developing 
country participation yields permit price estimates ranging between $ 14/ton and $23/ton, and 
direct resource costs to the U.S. between $7 billion and $12 billion/year. The range reflects 
uncertainty about the extent of Annex I participation in international trading.

Under the assumptions of the Administration’s analysis, permit prices in the range of 
$14/ton to $23/ton translate into energy price increases at the household level between 3 and 5%. 
Under these permit prices, fuel oil prices would increase about 5 to 9 percent, natural gas prices 
about 3 to 5 percent, gasoline prices about 3 to 4 percent (or around 4 to 6 cents per gallon), and 
electricity prices about 3 to 4 percent. This increase in energy prices at the household level would 
raise the average household’s energy bill in ten years by between $70 and $110 per year, 
although such predictions may not be observable because they would be small relative to typical 
energy price changes, and nearly fully offset by electricity price declines from Federal electricity 
restructuring. By 2008*2012, the anticipated 10 percent decline in electricity prices from 
restructuring is projected to lead to expenditure reductions of about $90 pa year for the average 
household.

The illustrative modeling analysis does not account for several key components of the 
Kyoto Protocol and the Administration’s policies to reduce greenhouse gas emissions. These 
include the benefits of reducing net emissions through carbon sinks, the Administration’s 
electricity restructuring proposal, the Administration’s Climate Change Technology Initiative 
(R&D funding and tax incentives in the FY 1999 Budget), the Administration’s sectoral 
consultations to encourage and support voluntary effons by U.S. industry to undertake emissions 
reductions, including the provision of credit for early action, and the Administration’s efforts to 
reduce federal energy use. There are also ancillary benefits of reducing greenhouse gas emissioits 
“ in particular, the corresponding reductions in conventional air pollutants like sulfur dioxide 
and fine particulate matter. These benefits alone could produce savings equal to about a qiwrter 
of the costs of meeting our Kyoto target.

Since I last testified before this Committee, the Administration has released its proposed 
electricity restructuring legislation and the supporting analysis of this proposal. The 
Administration’s proposed Comprehensive Electricity Competition Act (CECA) is estimated to 
reduce greenhouse gas emissions by about 25 to 40 million metric tons of carbon equivalent per 
year by 2010. Further, the electricity restructuring proposal provides potential cost-savings in
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four areas: dispatch efficiency, improved capital utilization, savings in capital additions and cost, 
reductions in fuel procurement, non-fuel operation and maintenance expenses, and administrative 
and general expenses. These four categories of savings are likely to reach or exceed $20 billion 
annually. The Department of Energy’s CECA supporting analysis documents^ contain further 
discussion of the Administration’s electricity restructuring proposal.

Recent Research on the Economics of Climate Change

Since I last appeared before this Committee, many economists have conducted and made 
available their analyses of the Kyoto Protocol. I noted in both of my previous appearances that 
there are limitations to relying on one or a small set of models and that we were eager to see 
assessments of the Kyoto Protocol by other models. In March, I indicated that the Energy 
Modeling Forum (EMF) based at Stanford University, a long-running model comparison 
exercise involving many of the leading climate and energy models, would conduct full scale 
analyses of the Kyoto Protocol. We have now received a compilation of the preliminary analyses 
by the participating modeling teams.

EMF Kyoto Analyses

The Energy Modeling Forum comparison exercise of the Kyoto Protocol has included ten 
modeling teams from the United States, Europe, and Asia. In evaluating the Kyoto Protocol, all 
of the participating teams used economic models that incorporate the potential for international 
trading in greenhouse gas permits. By explicitly incorporating international trading, these 
models can evaluate the opportunities for cost-savings through trading among Annex I nations 
and among Aimex I and developing countries were they to adopt emissions targets. Since the 
Kyoto Protocol enables all countries with emissions targets to trade emissions allowances among 
other countries with targets, these models are well-suited to assess the economic implications of 
the international trading component of the agreement.

While the EMF models can assess international trading, there are several other flexibility 
mechanisms of the Kyoto Protocol that they cannot, at present, readily assess. For example, 
these models did not incorporate the effects of sinks. \^le several modelers did assess the 

economic costs of achieving the Kyoto targets with “off-line” assumptions about sink activity, 
none incoiporated an integrated energy-land use model. Further, most of the modelers did not 
evaluate opportunities to reduce costs by trading across greenhouse gases. These models are 
primarily energy models and are focused on the economics of reducing carbon emissions from 
fossil fuel combustion. Again, some modelers analyzed the Protocol by making some “off-line” 
assumptions about the potential reductions in non-carbon dioxide greenhouse gases, but none 
employed a model with cost curves for these gases. Finally, it should be noted that these models

^ Please refer to the attached paper copy or http://www.doe.gov/ceca/ceca.htm for the PDF 
version of the supporting analysis.
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did not include opportunities for emissions reduction through Administration proposals, such as 
electricity restructuring or the Climate Change Technology Initiative, that could lower 
greenhouse gas permit prices.

The EMF results provide very useful context for the Administration’s economic analysis. 
First, the illustrative model used by the Administration, the Second Generation Model of the 
Pacific Northwest National Laboratory, tends to fall in the middle of the range of this set of 
models in terms of U.S. permit prices.’ For example, under Annex I trading SGM generates a 
permit price which is at the median of this set of models. Under full global trading, the SGM 
permit price is just below the median permit price. Second, the EMF exercise found that the 
reduction in permit prices as trading expands from no trading to Annex I trading to full global 
trading is robust. On average, the EMF models ft)und that Annex I trading would cut the U.S. 
permit price by 53% relative to a no trading scenario. Of these models, one estimated a 72% 
reduction in the permit price under Annex I trading. In full global trading, the permit price 
would be, on average, 80% lower than the no trading price. Several models estimated permit 
price reductions of about 90%.

Analyses of Trading Constraints

In addition to the modeling of various efficient international trading scenarios, several 
EMF modeling teams have considered the impact of constraints on the opportunity to buy or sell 
emissions allowances in an international market. While the United States is unambiguously 
opposed to trading restrictions, several parties to the agreement have indicated support for some 
form of a trading constraint, for example, by setting a limit on the amount a party can purchase 
through the trading system. Trading restrictions would generate no benefit for the global climate 
while they could significantly increase the costs of achieving the Kyoto targets.

Before describing the economic costs of trading constraints, I would like to explain why 
such constraints yield no climate benefits. Regardless of where an emission reduction occurs, it 
has the same effect on total emissions and the same effect on the climate. A ton reduced in New 
York generates the same climate benefit as a ton reduced in Berlin, in proposing trading 
constraints, some have focused on countries such as Russia, that will have emissions below their 
Kyoto targets during the commitment period because of the decline in their economic output 
associated with the transition to market economies. If trading constraints are established that 
restrict the ability of Russia to sell permits (or restrict the opportunity for other Annex I countries 
to buy Russian permits), then emissions during the first commitment period would be lower than

’ Please note that the version of SGM used in EMF differs from the analysis conducted by the 
Administration because the EMF version does not include cost curves for non-carbon dioxide 
greenhouse gases used by the Administration. Since efficient trading across gases would lower 
costs and permit prices, the EMF version of SGM yields slightly higher permit prices than the 
Administration version.
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in the absence of such constraints. However, Russia would simply bank its allowances and use ^ 
these allowances in a subsequent commitment period when its emissions exceed its target. While 
a trading constraint might lower emissions during the first commitment period, the cumulative 
emissions over several commitment periods fix>m Annex I countries would be the same with and 
without the trading constraint. Given the long residence times of greenhouse gases (on the order 
of a 100 or more years), the cumulative effect is what is most relevant in terms of changes in the 
global climate.

To provide a sense of the economic implications of trading constraints, I would like to 
share with you two examples from work done by EMF modeling teams. First, consider a trading 
constraint that mandates that at least two-thirds of the emissions reductions necessary for a 
country to achieve its Kyoto target must occur through domestic actions. Evaluating this trading 
constraint with the EPPA model based at the Massachusetts Institute of Technology, the permit 
price for the United States is almost four times higher with the constraint thaii under an 
unconstrained global trading system. It is important to note that the effects of this constraint are 
even more pronounced for the European Union and for Japan. The permit price for the EU 
would be more than five times higher than the unconstrained global trading permit price, and the 
Japanese permit price would be thirteen times higher. As these results indicate, the trading 
constraint would result in each country experiencing a different marginal cost of abatement, and 
there would be no common permit price for a ton of carbon equivalent. Since the constraint 
restricts opportunities for countries like the United States, Japan, and members of the EU to buy 
emissions allowances, the competitive price for emission allowances from countries like Russia 
would fall below the unconstrained level,

Second, consider a trading constraint that mandates that acquisitions of permits through 
international trading could not exceed 10% of a country’s emissions allocation. For example, the 
U.S. target is approximately 1.5 billion tons of carbon equivalent on an annualized basis. Under 
this trading constraint, the United States, or private firms in the United States, could not purchase 
more than 150 million tons on an annual basis from other countries. Assessing this trading 
constraint with the Second Generation Model based at the Pacific Northwest National 
Laboratory, the permit price for the United States would more than triple relative to the 
unconstrained global trading permit price. For the EU, the permit price would nearly double, and 
for Japan, the permit price would be eleven times as high as the unconstrained global price.

While trading constraints increase greenhouse gas permit prices (and subsequently, 
energy prices) in the United States, the European Union, and Japan, they also reduce the gains 
fix»m trade by the countries likely to be sellers of emissions allowances. For example, Russia and 
large developing countries that adopt emissions growth targets and participate in international 
trading, e.g., China and India, would sell fewer emissions allowances at lower international 
permit prices under such trading constraints than in an unconstrained global trading environment. 
Such restrictions lessen the benefits of participation by developing countries in international 
trading.
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Developing Country Participation

While no non-Annex I country has yet adopted a binding emissions target, economic and 
environmental benefits would accrue if some developing countries do so. Setting a target below 
the business as usual emissions level for the commitment period would generate climate benefits 
by reducing global emissions below what they would otherwise have been. In addition, if the 
target is set not too ^ below the business as usual emissions level, the participation of the 
country in a global trading system would produce economic benefits or “gains from trade” for 
both the developing country and its trading partners. Emissions trading by developing countries 
would occur only if they chose to undertake emissions reductions above and beyond their 
commitments — reductions that would generate trading extra income for them as long as their 
marginal abatement cost is below the world trading price for greenhouse gas permits. Many of 
the EMF models reveal that, for large developing countries, like China, such excess reductions 
would indeed be profitable, so that these countries would export allowances and gain from trade. 
Developing countries would also re^ ancillary benefits of reducing conventional air pollutants, 
which may be substantial. Benefits from trading would also accrue to Annex I countries. Annex 
I countries (and private firms in these countries), who would purchase these emissions 
allowances in the world market, would achieve their targets at lower cost than without the 
participation of the developing countries. However, it should be noted that the more stringent the 
target for the developing country, the lower the gains from trade both for that country and for 
Annex I countries such as the United States. Indeed, an extremely stringent target could 
conceivably make the developing country a net importer of emissioiis allowances, and raise the 
international trading price for a greenhouse gas permit. Still, these models illustrate the potential 
to create targets that simultaneously make the environment, the developing country, and Annex I 
countries all better off.

Conclusion

The Administration’s overall conclusion is that the economic impact of the Protocol will 
be modest imder the conditions we have identified in our economic analysis. The purpose of this 
testimony has been to summarize the analysis we have presented in the Administration Economic 
Analysis on climate change and to provide a brief update of recent modeling efforts outside of 
the government.

I look forward to continuing to woric with members of this Committee, as well as with 
other interested parties, in further analyzing the Kyoto Protocol and evaluating the net effects of 
reducing greenhouse gas emissions. It is my hope that economic analysis will continue to play a 
key role in designing policies in this area.

I welcome your questions

ann-pnn'H cc-HT QCtiT-n_ I



American Council for an Energy-Efficient Economy
WASHINGTON, DC

TESTIMONY OF HOWARD GELLER, EXECUTIVE DIRECTOR 
THE AMERICAN COUNCIL FOR AN ENERGY-EFFICIENT ECONOMY

BEFORE THE SCIENCE COMMITTEE 
U.S. HOUSE OF REPRESENTATIVES

ON IMPACTS OF THE KYOTO PROTOCOL ON U.S. ENERGY MARKETS
AND ECONOMIC ACTIVITY

October 9, 1998

The American Council for an Energy-Efficient Economy (ACEEE) is a non-profit 
research organization dedicated to advancing energy efficiency as a means of promoting both 
economic prosperity and environmental protection. We conduct studies, advise 
policymakers, assist with energy efficiency program design and evaluation, work 
collaboratively with business, disseminate information, and inform consumers. I appreciate 
the opportunity to appear again before the Science Committee.

In my testimony today, I would like to make three points:

1) The Energy Information Administration's (ElA) new study "Impacts of the Kyoto 
Protocol on U.S. Energy Markets and Economic Activity" is seriously flawed.

2) Promoting greater energy efficiency can substantially reduce U.S. greenhouse gas 
emissions while saving consumers and businesses money.

3) The Federal governinent should provide greater support for the development, 
commercialization and deployment of energy efficiency and renewable technologies for a 
host of reasons including but not limited to global warming concerns.

The EIA study is seriously flawed.

FLAW n. IGNORING ONGOING AND LIKELY POLICIES, PROGRAMS AND 

TRENDS

The EIA smdy (in all cases) fails to account for ongoing and/or likely policies, 
programs, and associated technological trends that will lead to reductions in carbon 
emissions. These ongoing and/or likely policies, programs, and trends include:

A) issuing new appliance efficiency standards, including new standards where

1001 Connecticut Avenue N.W. • Suite 801 • Washington, D.C. 20036 • (202) 429-8873 / FAX (202) 429-2248
Q recycled paper



rulemakings are underway and are deemed high priority;

B) tougher Clean Air Act standards which have been announced and are in the 
process of being implemented, especially new standards on particulates that will 
reduce the cost differential between coal and natural gas-based power plants;

C) adoption of public benefits funds and renewable energy performance standards that 
maintain or expand utility investment in energy efficiency and -renewable technologies 
in additional states;

D) expansion of the Energy Star programs, regional market transformation initiatives. 
Motor Challenge, Steam Challenge, Combined Heat and Power Challenge, Climate 
Challenge and Climate Wise programs, and other voluntary programs that are helping 
to stimulate energy efficiency improvements;

E) growing willingness on the part of the private sector to take early action and make 
voluntary greenhouse emissions reductions, as witnessed by BP’s recent 
announcement that it will voluntarily cut its GHG emissions to 10% below 1990 
levels by 2010;

F) introduction of new energy-efficient vehicle technologies during the next decade, 
such as hybrid vehicles and fuel cell electric vehicles, which Toyota, Honda, GM, 
Ford, Daimler Benz, and other manufacturers have announced they will introduce;

G) rapidly advancing building-integrated solar technologies which are resulting in part 
from the million solar roofs initiative; and

H) strengthened building energy codes which a few states adopt every year, as well as 
strengthened model energy codes which serve as the basis for upgrading state codes.

Ignoring these policies, programs, and trends inflates the amount of carbon emissions 
reduction that must be obtained through other means, thereby raising the level of carbon tax 
required in a tax-based analysis such as that performed by the El A.

FLAW #2. EMISSIONS REDUCTIONS DON’T START UNTIL 2005.

EIA assumes the country waits until 2005, just three years before the first budget 
period starts, to begin emissions reductions. This ignores the reality of voluntary 
commitments and early action, as mentioned above. It also is contrary to the Kyoto Protocol 
which EIA was supposed to have modeled. Article 3.2 of the Protocol states: "Each Party 
included in Annex I shall, by 2005, have made demonstrable progress achieving its 
commitments under this Protocol." But EIA assumes no demonstrable progress by 2005.

Forcing large emissions reductions in just three years results in higher costs than



would be the case if significant emissions reductions started sooner and were more gradually 
phased in as new buildings are constructed, vehicles and appliances manufactured and 
purchased, factories renovated etc. over a 10-15 year period. In short, waiting until 2005 to 
start reducing emissions would be dumb and would be contrary to the Protocol.

FLAW #3. POOR TECHNOLOGY CHARACTERIZATION AND EXTREMELY 
LIMITED TECHNOLOGICAL RESPONSE.

Outside of one "High Technology" sensitivity run, the EIA ignores or artificially 
limits key technologies for reducing GHG emissions in the utility, transport, buildings, and 
industrial sectors. About 75% of the carbon reduction in the low emissions cases comes 
from switching from coal-fired to natural gas-fired power plants, brought about in the EIA 
analysis by imposing a very large carbon fee. Once again this is a dumb approach 
considering that there are a wide range of available energy efficiency measures that could 
reduce emissions at much lower cost and in many cases with a net economic benefit, 
especially if they are gradually phased in.

The EIA analysis also ignores a number of key technologies that are rapidly 
advancing and are either emerging in the marketplace or are expected to be commercially 
available within two to five years. For example:

o Cogeneration — the EIA study assumes minimal expansion of industrial 
cogeneration of electricity and thermal energy in the low emissions cases, in spite of 
rapidly improving cogeneration technologies and much greater reliance on 
cogeneration for both economic and environmental reasons in Europe.

o Fuel cells for stationary applications - the EIA study assumes no adoption of fuel 
cells for power generation in any of its emissions reduction scenarios for the next 22 
years, in spite of rapid advances and great optimism in all assessments of this 
technology. In the real world, GE Power Systems and a small fuel cell developer are 
starting a joint venture to produce and distribute fuel cells for cogeneration in 
residences and commercial buildings, while companies such as Westinghouse, United 
Technologies, Ballard, and Sanyo have either started production or announced plans 
to introduce fuel cells for stationary applications.

o Hybrid and fuel cell electric vehicles -- outside of a "High Technology" sensitivity 
case, these technologies are ignored by EIA in its low emissions cases. Again, EIA 
ignores rapid developments in the real world including a hybrid vehicle that Toyota is 
producing in Japan and has announced will be sold in the United States in 2000, as 
well as announcements by other major auto companies that they will be selling hybrid 
vehicles by 2001 and fuel cell electric vehicles by 2003-2005.



FLAW H. NO CONSIDERATION OF NEW POLICIES EXCEPT CARBON TAXES

The EIA study fails to include a scenario where new policies other than a carbon tax 
are adopted to comply with the Kyoto Protocol. There was no consideration of alternative 
policy instruments such new minimum efficiency standards, tax incentives, revenue-neutral 
fees and rebates, federal utility restructuring legislation with provisions to encourage greater 
energy efficiency and renewable energy measures, etc. Some of these policies have already 
been proposed by the Clinton Administration. They are noTnore controversial and in some 
cases much less controversial than imposing a high carbon tax. Without consideration of 
alternative policies, EIA has not provided a clear picture of the potential impacts of the 
Kyoto Protocol.

In spite of these serious flaws, the EIA study shows that a dumb approach to 
implementing the Kyoto Protocol--an approach that unnecessarily delays action, ignores 
ongoing and likely policies, programs and trends that are reducing emissions, and ignores or 
assumes minimal adoption of innovative technologies—would still have a negligible impact on 
U.S. economic growth if the carbon tax revenue is offset by reductions in either the income 
or social security taxes. Given this result, policy makers should ask "What could be the 
impact of a smart approach?" I address this question in my comments below.

Promoting greater energy efficiency can substantially reduce greenhouse gas emissinns 
while savin2 money.

A strong commitment to cut U.S. emissions of carbon dioxide and other greenhouse 
gases (GHGs) does not need to be a drain on the U.S. economy, as some critics of the Kyoto 
Protocol have claimed. For example, over 2000 economists issued a statement last year 
which says in part, “Economic studies have found that there are many potential policies to 
reduce greenhouse gas emissions for which the total benefits outweigh the total costs.”’

Promoting better technologies such as more efficient appliances, lighting, vehicles, 
and industrial processes as well as renewable energy sources, rather than onerous taxes or 
heavy-handed regulations, is the key to cutting GHG emissions without harming the 
economy. By taking a technology-oriented approach, the United States and other nations can 
create new industries and jobs, save consumers and businesses money, reduce all types of air 
pollution, and greatly reduce GHG emissions.

U.S. energy intensity (total energy use per unit of GDP) declined 34% during 1973- 
97; most of this decline was due to energy efficiency improvements. In spite of this 
progress, there is still enormous potential for cost-effective energy efficiency improvements 
in the United States. A new study by ACEEE titled Approaching the Kyoto Targets: Five

’ "Economists’ Statement on Climate Change", Redefining Progress, San Francisco, CA, 
1997.



Key Strategies for the United States,^ shows how the United States can achieve further 
energy efficiency improvements on a large scale.

This study, which I would like to submit for the hearing record, examines five major 
policy initiatives that would stimulate widespread energy efficiency improvements in all 
sectors of the American economy. The five policy initiatives are;

o New Appliance and Equipment Efficiency Standards and Related Voluntary 
Programs

o Public Benefit Trust Fund as Part of Electric Utility Industry Restrucmring 
o Fuel Economy Standards and Market Incentives to Improve Vehicle Fuel Economy 
o Removing Barriers Inhibiting Greater Use of Combined Heat and Power Systems 
o Power Plant Efficiency Standards

The ACEEE study estimates that these five initiatives could cut U.S. carbon emissions 
in 2010 by 310 million tons per year-17 percent of the emissions expected in 2010 given 
business-as-usual trends and about 60 percent of the emissions reduction necessary to meet 
our Kyoto target. Furthermore, the carbon emissions reduction could nearly double by 2020 
as efficiency improvements continue to be made and more appliances, buildings, vehicles, 
and power plants are replaced.

By increasing energy efficiency on a wide scale, these initiatives yield energy bill 
savings that exceed the cost of the efficiency measures. The ACEEE study estimates that 
these five initiatives could yield net savings for consumers and businesses of over $160 
billion during the life of efficiency improvements made during 1999-2010. This is equivalent 
to saving about $1,600 per household.

The ACEEE study shows that if we are smart about the policies and measures used to 
reduce GHG emissions, we can achieve substantial reductions with a net economic gain, not 
a penalty. Another recent study, sponsored by the U.S. EPA and carried out by Lawrence 
Berkeley National Laboratory, reaches the same conclusion-relying on improved 
technologies as the centerpiece of our strategy for Kyoto Protocol compliance would yield net 
economic benefits as well as environmental benefits.^

^ H. Geller, S. Nadel, R.N. Elliott, M. Thomas, and J. DeCicco, "Approaching the Kyoto 
Targets: Five Key Strategies for the United States", American Council for an Energy-Efficient 
Economy, Washington, DC, Aug. 1998.

^ J.G. Koomey, R.C. Richey, S. Laitner, R.J. Markel, and C. Mamay, "Technology and 
Greenhouse Gas Emissions: An Integrated Scenario Analysis Using the LBNL-NEMS Model", 
LBNL-42054 (internal review draft), Lawrence Berkeley National Laboratory, Berkeley, CA, 
Sept., 1998.



While the Kyoto Protocol provides the flexibility to achieve emissions reductions 
overseas via trading and joint implementation, it would be a mistake for the United States to 
emphasize this approach. If we emphasize overseas reductions, we will pay our competitors 
to become more efficient and miss the oppormnity to make the U.S. economy more efficient 
and productive.

If it is possible to greatly reduce GHG emissions with net economic benefits, it is fair 
to ask why some studies claim that reducing GHG emissions will harm our economy. First 
it should be noted that many of these studies are funded by producers and major consumers 
of the fossil fuels that cause global warming, the parties that have a vested interest in 
preventing GHG emissions reductions on a large scale. Second, the smdies use worst case 
assumptions that lead to loss of economic output, such as imposition of a carbon tax without 
recycling the revenue, no consideration of technological response or the cost savings from 
energy efficiency improvements, no economic benefits from pollution abatement, and no 
international joint implementation. The studies are thoroughly critiqued in a 1997 World 
Resources Institute report."*

Putting economic modeling aside, history tells us that every time we have faced an 
environmental challenge-from getting the lead out of gasoline, to protecting the stratospheric 
ozone layer, to controlling acid rain-there have been those in affected businesses that have 
said that it won’t work and it will wreck the economy. They have never been right. In fact, 
once the decision was made, each time industry rose to the challenge and American ingenuity 
found ways to address these problems cheaper and faster than had been anticipated.

Consider one example-controlling emissions that cause acid rain. Industry predicted 
during the Clean Air Act debate in the late 1980s that reducing SOj emissions would cost as 
much as $1500 per ton of SO2 removed. EIA notes in this new report that in 1993, the EIA 
itself projected that SO2 emissions allowances (a measure of the marginal pollution control 
cost) would be selling for over $400 per ton in 2000. In fact SO2 emissions allowances are 
now trading for about $100 per ton-far less than the prior estimates. The reasons for this, 
as noted by EIA, are 1) early actions placing downward pressure on emissions allowance 
costs, 2) emphasis on the most cost-effective control strategies such as switching to lower 
sulfur coal, and 3) technological improvements in SO2 scrubbers and other control 
techniques.

The exact same strategies-early action, emphasis on the most cost-effective strategies, 
and technological innovation-will be employed to hold down the cost of GHG emissions 
reductions once the United States formally accepts GHG emissions limits. It is truly ironic 
that the EIA acknowledges it was way off in predicting the cost of acid rain control and 
recognizes the reasons why it erred, yet it repeats the same mistakes in predicting the future

"* R. Repetto and D. Austin, "The Costs of Climate Protection: A Guide for the Perplexed", 
World Resources Instimte, Washington, DC, 1997.



cost of GHG emissions control!

The Federal government should provide greater support for the development, 
commercialization and deployment of energy efficiency technologies.

As pointed out in the recent PC AST energy R&D report, "R&D investments in 
energy efficiency are the most cost-effective way to simultaneously reduce the risks of 
climate change, oil import interruption and local air pollution, and to improve the 
productivity of the economy."^ DOE, working with the private sector, is helping to develop 
a wide range of highly innovative, energy-efficient technologies. Here are a few examples:

o Hybrid vehicle and fuel cell technologies that could double or triple the fuel 
economy of cars and light trucks while dramatically reducing urban air pollution.

o New housing designs that use 30-60% less energy for heating and air conditioning 
compared to typical new homes while providing better comfort and improved housing 
affordability for the occupants.

o New appliances, lighting products, and window technologies that offer twice the 
energy efficiency and other advantages compared to typical new products sold today.

o New industrial process technologies for the steel, aluminum, paper and pulp, 
chemicals, and other heavy industries that promise greatly reduced solid wastes, air 
emissions, and energy use.

o Ceramic and composite materials that improve reliability and quality, reduce 
waste, and improve energy performance of engines, turbines, and other products.

On the deployment side, a variety of federal programs such as the Energy Star 
programs. Green Lights program, and Motor Challenge program educate consumers and 
businesses and facilitate implementation of state-of-the-art energy efficiency measures. These 
programs are saving businesses and consumers billions of dollars while cutting pollution of 
all types.

But current energy efficiency R&D and deployment programs are underfunded 
considering the potential benefits - greater energy bill savings, lower criteria pollutant 
emissions, reduced oil imports, enhanced business competitiveness, and lower GHG 
emissions. And the private sector, confronted with increasing competitive pressures and 
uncertain returns from longer-term, higher risk R&D, has significantly reduced its investment

^ President’s Committee of Advisors on Science and Technology, Panel on Energy Research 
and Development, "Federal Energy Research and Development for the Challenges of the 
Twenty-First Cenmry," Executive Office of the President, Nov. 1997.



in energy R&D in recent years. ^ Consequently, the PC AST panel recommended doubling 
funding for energy efficiency programs between FY1998 and FY2003. The panel estimated 
that this investment could produce a 40 to 1 return for the nation.

President Clinton has proposed expanding Federal energy efficiency and renewable 
energy programs as well as providing tax credits to stimulate the commercialization of 
advanced technologies (the so-called Climate Change Technology Initiative). I urge members 
of the Science Committee to support this initiative independent of opinions concerning the 
Kyoto Protocol. Put simply, these programs are good for innovation, good for U.S. 
businesses, and good for consumers. If these technology-oriented programs are a success, 
we won’t need to adopt onerous carbon taxes in order to meet our nation’s environmental 
goals. A technology-led strategy is the smart response to the threat posed by global 
warming, in contrast to the dumb response analyzed by the El A.

Thank you for considering these views.

^ PCAST (ibid.); J.J. Dooley, "Unintended Consequences: Energy R&D in a Deregulated 
Energy Market", Energy Policy 26(7), pp. 547-555, 1998.
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Introduction

Thank you, Mr. Chairman and Members of the Subcommittee. '

I am pleased to be with you today to discuss the current status of negotiations leading to 
the next meeting of the Conference of the Parties to the UN Framework Convention on 
Clim^e Change (UNFCCQ to be held in Buenos Aires, Argentina this November. I will 
also highhght our ongoing, intensive diplomatic efforts in this regard. Almost one year 
ago, the world community took an historic step forward in its efforts to address climate 
change in ^pting the Kyoto Protocol to the UNFCCC. I wiU not go into detail 
regarding its many substantial elements with which I’m sure you are familiar ~ five-year 
comimtment periods, the flexibility mechanisms (i.e., emissions trading, joint 
implementation and the Clean Development Mechanism), and inclusion of all six major 
peenhouse pses and sinks. Suffice to say that we believe the Protocol represents an 
important milestone on the path toward putting in place a credible global response to this 
significant enviromnental problem.

That sad, the Protocol is a “work in progress.” We still need to elaborate the Protocol’s 
provisions for flexibility mechanisms to assure that they are cost-effective tools and are 
not unduly burdened with bureaucratic structure or artificial constraints, and we rontimip 
to pursue securing meaningful partietpafion by key developing countries. The Clean 
Development Mechanism (CDM) will likely be pivotal to encouraging developing 
countries to pgage in the global response to climate change. The CDM will do so by 
example and incentive - by showing how actions to limit, reduce or sequester 
greenhoiue gas poissions also bring significant benefits in promoting technology 
transfer, increasing the availability of financial resources and promoting sustainable 
development Moreover, there is much we can do bilaterally to build ctq>acity in 
developing countries to address this challenge.

We recognize that we have not yet achieved the meaningful participation by key
^veloping countries to which the President is committed. I would like to reiterate our
intention to obtain such participation prior to submitting this agreement to the Senate for 
its advice and consent
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U.S. Cominitments under the UN Framework Convention on C^^TT^atff P.Vianpe

As we look to Buenos Aires, our goal is to make progress on our climate change agenda. 
We must not lose sight of the instrument that is in force - the 1992 UN Framework 
Convention on Climate Change (UNFCCC). There are commitments under this treaty 
that will be reviewed in Buenos Aires and subsequent Conferences of the Parties to the 
UNFCCC - and tibe more we progress on meeting these commitments, the better 
prepared Parties will be to address the goals of the Kyoto Protocol when it is complete 
and in force. Since 1992, when the United States was the fourth nation in the world and 
die first developed nation to ratify, 175 countries have become Parties to this Convention 
to combat global wanning.

Froni the beginning, the United States spearheaded the international effort to address 
climate change. Ten years ago, the Reagan Administration supported the establishment 
of the Mteigovenimental Panel on Climate Change (IPCC), which just held its fourteenth 
meeting and launched its Third Assessment Report on cliinate change. The initial work 
of the IPCC prompted the Bush Administration to join the international call to establish a 
negotiating body to deal with this issue. In 1991, the U S. hosted the first meeting of the 
Intergovernmental Negotiating Committee (INC), whose hard work culminated in the 
adoi^on of die Convention in May 1992. The INC met six times over two years to craft 
an historic agreement President Bush signed the Convention at Rio in June 1992 and 
proinptly sufymttcd it for the Senate’s advice and consent. Later that year, in bipartisan 
fashion, the Senate gave its support to the treaty without opposition. The Convention 
entered into force in March 1994.

Let me briefly review the commitments that the United States undertook in becoming a 
Party to the Convention. The ultimate objective of the UNFCCC is to stabilize 
greenhouse gas concentrations in the atmosphere at a level that would prevent dangerous, 
human interference with the climate system. To this end, the UNFCCC established 
implementation and technical bodies, set forth binding commitments for all Parties, and 
called for penodic review and tqxlatmg of obligations. All Parties, including developing 
countries, are obligated, among otha things, to:

• Prepare national inventories of greenhouse gas (GHG) sources anH sinlrc;
• Formulate and implement national programs containing measures to mitigate 

change;
• Report infonnation related to the in^lementation of obligations; and
• Promote and cooperate in education, training and public awareness related to rtiTnaf** 

change.
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Furtheraiore, Parties listed in Annex I, including ±e United States, agreed to:

• A continuing obligation to adopt policies and measures and take corresponding 
measures to address climate change through both limitation of emissions and 
enhancement of sinks ;

• Enhanced reporting obligations; and
• A non-binding “aim” of returning their net GHG emissions to 1990 levels by the year 

2000.

U.S. Fulfillment of its UNFCCC Obligations and Aim: Climate Change Action Plan and 
October 1997 Initiative
-------------------------- 1
All of our existing and proposed domestic climate change initiatives further the 
fulfillment of U.S. obligations under the Climate Convention to adopt policies and 
corresponding measures to limit greenhouse gas emissions. These are in no an 
attempt to inclement the Kyoto Protocol before it is ratified. Rather, these actions are 
consistent with our existing treaty obligations. The United States is, thus, taintig stqjs to 
implement existing commitments while it continues to complete work on the Protocol. 
Because the United States is the biggest emitter in the world, the level of our 
commitment to address climate change sends a clear signal to all nations. To the extent 
that the United States can demonstrate continued leadership through serious domestic 
action, the U.S. position is strengthened in the international negotiations. Without such 
dedication, it would be difficult to sustain U.S. leadership on the climate change issue.

Climate Change Action Plan

The Climate Change Action Plan (the Action Plan), announced by President Qinton and 
Vice President Gore in October 1993, is designed to promote environmentally sound 
economic growth in the United States into the next century - and help mitigate die threat 
of climate change. The Action Plan is also designed to generate sustainable emission 
reductions that increase over time, providing larger benefits in later years.
The Action Plan consists of over 40 programs that combine efforts of the public sector 
(federal. State, and local governments) and the private sector through a niimlvy of 
diffOTent ^iproaches. These programs reduce emissions while stimulating greater energy 
efficiency, and commercializing renewable energy technologies. Through the Action 
Plan programs, die United States is:

• Pr^erving die Environment — The Action Plan comprehensively addresses all 
mqor greenhouse gases in all sectors of the economy. It provides attffitinnnl 
environmratal c<>bcnefits, including preventing ozone and particulate air pollution 
and reducing solid and hazardous wastes.
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• Contribating to Economic Growth -- Hie Action Plan contributes to improving 
productivity and economic growth, and generates employment opportunities by 
promoting the use of advanced technologies and eliminating unnecessary energy 
expenditures.

• Building Partnerships — The Action Plan relies largely on successfiil voluntary 
^rproaches to engage U.S. businesses in achieving greenhouse gas reductions-

• Involving the Public - Federal agencies solicited outside views when developing the
Action Plan and this evaluation - and the public contributes continually to the 
development and improvement of Action Plan programs. ^

• Encouraging International Emission Reductions — Recognizing the significant 
potential for cost-effective emission reductions in other countries, the Action Plan 
established the U.S. Initiative for Joint Irrq)lementation and the U.S. Country Studies 
Program. Many of the Action Plan programs are assisting other countries in 
achieving cost-effective emission reductions.

Many Action Plan programs have been highly successful. The Action Plan has over 
5,000 organizations paiticipaling from around the county. As recognized in the Action 
Plan, it will take most of the programs three to five years to begin to achieve substantial 
carbon reduction benefits based on die strong foundations and partneiships that have 
been built Here are some of its many successes;

Thousands of efficient ENERGY STAR-labeled products are widely available;
Over 2,300 partners in the ENERGY STAR Buildings and Green Lights programs 
hwc invested over $1 billion in energy-efficient improvements, saving over $250 
million on their energy bills in 1996 alone.
Rebuild America is reducing the $6.5 billion energy bill at colleges and universities 
across the country.
USDA programs have led to the planting of trees on 54,000 hectares of land 
In 1996, partners in BPA’s Natural Gas STAR program reduced metirane leakage 
firom natural gas pipelines by over 1.0 million metric tons of carbon equivalent

October 1997 fiiitiative

In Octo^ 1997, well before Kyoto, President Clinton outlined an environmentally and 
economically sound plan for redudng U.S. greenhouse gas emissions, which is fully 
^^t with U-S. obligations under the UNFCCC and designed to meet the voluntary 
aim and othw ongoing commitments. The plan encompasses ground-breaking 

mitiaiives designed to cut emissions by increasing energy efficiency, developing and 
enrouraging diffusion of new, cleaner energy technologies; working with industry and 
oth^ to promote sensible solutions to the climate change problem; and employing 
market-based mechanisms to ensure cost-effective reductions. By promoting technology
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development and diffusion now, we will be increasing our competitiveness and we will 
be making a down payment that can help us avoid potentially costly actions in tiie future 
Specifically, the President’s plan includes the Climate Change Technology Initiative - an 
ambitious program of tax cuts and fimding for research and development aimed at 
improving energy efGciency and spurring the use of renewable energy sources. 
in the President’s FY1999 Budget, the package amounts to $6.3 billion over five years 
$3.6 biUion in tax cuts and $2.7 bUlion in new investment Electricity restructuring and 
efforts to improve energy use and procurement practices by the Federal government will 
also help reduce emissiems. On a longer time horizon, a domestic emissions trading 
system will be developed and in place by 2008.

^ imi^rtant component involves building partnerships with key energy-intensive 
industries to develop scctor-by-sector initiatives to cut emissions. These partnerships 
will identify opportumties for working together to remove barriers to the development 
and widespread use of energy efficient technologies and practices. One example is the 
Partnership for Advancing Technology in Housing (PATH) which will also play an 
important role in achieving the goals of the President’s plan. As part of its consultations,
the Admirus^on will discuss ways to ensure credit for businesses that act early. High’
level Administration officials have already met with CEOs from the steel, aluminum,
c^Mt, publicly owned and investor-owned electric utilities, forest products and gas 
pipelines industries.

Expectations for Buenos Aires

In the context of six years since the Framewoik Convention on Climate Change was 
<yened for signature and the recently negotiated Kyoto Protocol, the fourth meeting of 
the Conference of the Parties to the UNFCCC (COP-4) provides an opportunity to 
continue momentum on both of these historic agreements. Breakthrough 
accomplishments and headline-making events, however, are not likely, given the early 
stage of international understanding of how the flexibility mechanisms in the Protocol 

work. We are focused on achieving “maximum progress” as we seek to advance the 
ultimate objective of the Convention and to elaborate upon the unfinished business of 
Kyoto.

We believe all countries, both developed and developing, should reiterate the need for 
concerted, cooperative action to address this global problem. We intend to renew our 
corarmtment to taking actions in the context of the Framework Convention, which
recognizes the need for a global effort And, we hope others will do the same.

The problem of dim^change emerged over decades and solving it is a “marathon” not
sprmt. We view COP-4 as a stepping stone to future efforts on climate change and 

as such. It must yield mcremcntal, but credible progress.
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Flexibllity Mechanisms

Our assessment three weeks before the international community convenes in Buenos 
Aires is that there is a solid basis for making progress on elaborating the Kyoto 
Protocol’s flexibility mechanisms - emissions trading, joint implementation, and the 
Clean Development Mechanism (CDM). Securing agreement on rules and guidelines is 
essential to protect U.S. interests and achieve the objectives of Kyoto. The U.S. was able 
to agree to the Protocol, in large part, because Aese mechanisms were included. Moving 
“the ball forward” at Buenos Aires on verification, measurement and reporting rules and 
guidelines would be a welcome development. Our goal is to engage in frank discussions 
on Ae areas of shared mterest, to develop a consensus on next steps, ^d to avoid 
unproductive arguments on issues Aan carmot be resolved at COP-4.

Essentially, Acre is agreement on Ae need to strike a balance between ensuring Ae 
mtegnty of Ae mtemational emissions trading system through strong rules, and 
maximizmg iA abiliQr to generate emissions reductions worldwide by making it simple, 
credible and transparent Trading is a coxaplex issue and countries have different views 
on precisely how it should work. We are working wiA oAer nations to improve decision 
makers’ understanding of Ae mechanics as well as Aeir comprehension of our positions. 
Above all, we need to ensure that emissions trading, as well as Ae oAer flexibility 
mechanisms, are cost-effective and environmentally sound. Progress on this front wiA 
Ae European Union at Ae recent informal Ministerial m Tolgro seems to have reduced 
Ae likelAood that this issue of Ac flexibility mechanisms will be Avisive at COP-4.

The Clean Develt^nnent Mechanism, or CDM, shows real promise as a bridge between 
Ae developed and dcvelopmg countries in Aeir efforts to address Ac global problem of 
climate change. As wiA Ae oAcr mechanisms, familiarity wiA Ae fimdamffntals of Ae 
CDM is moving us closer to agreement on next steps. More Parties accept that Ae 
projects to be covered by Ae CDM can create emissions reductions that translate into 
glob^ environmental boiefits, ensuring Aat investments m developing countries fiirAer 
sustainable developmoit, while helpmg developed countries meet Aeir Kyoto goals, cost- 
effectively, through qiplying project-generated credits against their targets.

One positive outcome of COP-4 would be a work plan and timetable for fuiAer 
elaboration of Ae rules, modalities and guidelmes for all of Ae flexibility rntyii 
Such a plan would signal Aat we are moving forward, and that we understand Ae need 
for greyer certainty among our public and private sectors about how Ae Kyoto 
medianisms and processes will woric. We have been engaging in efforts to seek input 
fix>m fiiiancial cqicrts and U.S. industry on aspects of emissions trading and oAer market 
mechanisms to infpim our policy formation on such issues as allocation of risk and 
institutional structures, and we will continue to do so as Acse issues will need further 
refinement after Buenos Aires.

COP-4 offers an opportunity to share perspectives on how to proceed and build 
consensus on concrete steps Aat can be taken to reduce Ae growA in greenhouse gas
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emissions without jeopardizing economic growth. We plan to share experiences gained 
through the “Activities Implemented Jointly” pilot phase, as well as hi^ight successful 
domestic policies and measures that may have lessons for others.

Engaging Developing Countries

We continue to make clear, at every opportunity, that developing countries must be part 
ofthe solution to the climate change problem. Meaningful participation by key 
devolving countries is essential. In evaluating what constitutes this level of 
participation, it is important to keep in mind the substantial differences that exist anirmg 
developing countnes in terms of their emissions profiles, levels of development, capacity 
for effective action, and economic and political conditions. We have not established a 
fixed standard or set of criteria. Instead, we want to conv^ that key developing 
countries must commit to serious steps to limit their greenhouse gas emissions and help 
in the international effort to control global warming This could effectively be 
accomplished through developing countries’ taking on their own emissions targets, 
coiisistent with economic growth, which would enable them to participate in inteniational 
emissions trading. At the same time, we do not believe that it makes good sense to rule 
out other potential ideas for accoinplishing the desired result, namely that key developing 
countries take serious steps to lirmt their emissions. We also believe that active 
participation in the Clean Development Mechanism could be a fector in deteimming 
meaningful participation.

At COP-4, we anticipate that the issue of developing country participation will be 
extensively discussed. COP4 will provide an opportunity to advance the ongoing 
dialog OT the need for greater devxloping country involvement and the meaningful 
parttcipation of key nations. We also expect important discussions on the Clean 
Development Mechanism, as noted earlier, and on ways that non-Annex I Parties can 
more fully achieve their existing Climate Convention commitments.

Technical Issues

Meeting only once a year, the COP must iq) a number of technical issues that often
do not receive as much attention as die others I have mentioned. An example of this is 
land use change and forestry, more commonly refened to as "sinks.” Because ofthe 
linkages to the Kyoto Protocol, the COP will seek to continue to increase understanding 
ofthe concepts found in Article 3, including those recently addressed at a joint workshop 
spr^ored by the Intergovernmental Panel on CUmate Change (IPCQ and the Subsidiary 
Body for Scientific and Technological Advice (SBSTA) under the Convention - 
affo^tation, reforestation and deforestation, the outcomes of the workshop - an 
oumne for an IPCC Special Report on land use change and forestry and suggestions for 
auAors - were forwarded to the full IPCC Plenary which met a few days ago in Vienna
mdagTMd on a final outline for this Special Report that should be available in early

0. A second workshop will be held in the United States early next year to consider 
the additional categories of sinks in Article 3.4 ofthe Protocol.
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A second important “technical’* issue is that of reporting obligations under the UNFCCC. 
The Parties will consider how Annex I Parties are to begin preparing for the submission 
of their third national communications by addressing timing and guideline questions. 
Because these reports will contam emissions inventory data as well as description of • 
policies and measures, they will be critical indicators of progress in Ae post-2000 period. 
The Parties will also agree upon the process fw considaing die first communications 
from non-Annex I Parties. Such a process will enable all Parties to determine how these 
Parties are fulfilling their Convention obligations, to what extent they are taking 
measures to mitigate climate change, and what further assistance they need.

Bilateral and Multilateral Activities: Advancing U.S. Climate Change Diplnmary

Since Kyoto, die State Dqiaitment and other U S. govenunent agencies have been hard 
at woricto frirdier U.S. objectives through a “full court” diplomatic press in a variety of 
mul^ateral and bilateral discussions. At the highest levels, President Clinton and Vice 
President Gore have raised climate change in their meetings with the leaders of China, 
Korea, and other countries in Europe, Latin America and Africa Secretary Albright has 
also taken advantage of every opportunity in many of these and other countries to urge 
other nations to support our positions on the flexibility mechanisms and securing 
meaningful participation by k^ developing countries.

Under Seaetaiy of State Stuart E. Eizenstat led our delegation to an informal Ministerial 
on Climate C^ge held in Tokyo on September 17-18. Among the approximately 
twenty countries invited to attend, there was a strong spirit of cooperation and shared 
commitn^t to continue the progress on climate change b^n in Kyoto last December. 
The Ministerial focused on the critical COP-4 issues that I have outlined, especially 
emissions trading. One week later, I led the U.S. delegation to a ministerial on the Clean 
Development Mechanis^ co-hosted by the Canadian, Braziliau and Argentine 
governments. The meeting sought to inform ministers and other high-level officials on 
technical issues of the CDM and its potential to facilitate the transfer of technology and 
investment opportumties in developing countries. I believe it also enhanced the 
coope^ve spirit between developed and developing countries on this important 
flexibility mechanisrxL Both meetings, and others, provided excellent occasions to have 
bilateral discussions with a number of delegations including those from Argentina,
Brazil, China, and Samoa

Most recently, I was in London last Friday meeting with my G-8 counterparts to discuss 
our respective views on the flexibility mechanisms, developing country participation, and 
othwissuesthatwillariseinBueaosAires. A great deal of effort centered on convincing 
oitf European partners of the necessity of an unfettered emissions trading system, built on 
a foimdation of credible reporting, measurement and verification. We are awaiting
developments m Luxembourg this week as the EU Environment Ministera formulate 
positions for COP-4.
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Within the last month, I have also traveled to China, Korea, Japan and Canada to advance 
our climate change goals. In early September, I led an interagency delegation to China, 
in fulfillment of an agreement reached at the Qinton-Jiang Presidential Summit. We had 
very productive discussions with a number of ministries to identify areas of cooperation 
between our nations. We were encouraged by the positive atmosphere of the talVs and 
their usefulness in sharing views and perspectives. In Seoul, we met with Korean 
government officials and explored how to advance full acceptance of the flexibility 
mechanisms and offered technical bilateral cooperation on energy efficiency and 
conservation, assessment of reduced reliance on fossil fuels, and other related 
environmental issues, including the identification and evaluation of ancillary health 
benefits. In virtually every instance, we have explored how developing countries could 
assume commitments consistent with their economic and environiiiental Directives, 
particularly in light of the flexibility mechanisms.

In addition to these extremely useful sessions, the “Umbrella” group (a group of 
countries with common views on many of the flexibility mechanisms, and tnr.ltiH^’ng the 
U.S., Japan, Canada, Australia, New Zealand, Norway, Iceland, the Russian Federation, 
^d Ukraine) held meetings in Wellington, New Zealand, September 7-8. Participants 
fi^om eight of tiie nine Umbrella partners (Ukraine was not able to attend) met to discuss 
issu« related to emissions trading including aUocation of risk in transactions and 
institutional structures. In addition to agreement to continue our close, collaborative 
efforts, the Umbrella group reached consensus on responses to questions on the 
flexibility mechaiiisms posed by the developing countries at the June meetings of the 
UNFCCC Subsidiary Bodies. Ukraine’s concurrence to the responses was gained 
throu^ off-line conversations at the meeting of the OECD/IEA Annex I Expert Group 
m Paris, which immediately followed the Umbrella session. At that meeting, we had an 
opportunity to discuss international emissions trading at some length. We understand 
that papers informed by the discussion at the Paris meeting are being prepared by the 
OECD for COP-4. With regard to Ukraine, a State Depailment-led delegation is meeting 
wth officials in Kiev this week to enhance their understanding of emissions trading 
through a workshop and to conduct general climate change bilaterals.

Next Steps: niree Weeks to COP-4

In the coming w^, the Administration, the Department and other agencies will be fine- 
tuning our negotiating pwition for Buenos Aires and woridng to build alli'anow with 
partnere the whole suite of issues. We intend to utilize every opportunity to convey 
our position and seek support for our views on the flexibUity mechanisms, developing 
comtnes, and the technical issues. We look forward to your participation in the Buenos 
Aires meeting, and to working with you as we seek to address this critical problem.

Mr. Cbainnan. Members of the Subcommittee, thank you for your attention I would be 
pleased to respond to any questions that you might have.
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