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THE WHITE HOUSE

Office of the Press Secretary

For Immediate Release March 4, 1999

REMARKS BY THE PRESIDENT
AT THE DEPARTMENT OF INTERIOR
150TH ANNIVERSARY EVENT

Department of Interior
Washington. D.C.

2:50 P.M. EST

THE PRESIDENT: Thank you very much. Ladies and
gentlemen, it's wonderful to be here today. | want to thank the
Great American Indian Dancers. | got to watch on the screen, off the
stage, and | thought they were wonderful. And | want to thank Dagmar
and Mark for their presentatlons and for the employees they

represent. - )

/
J

e ) Mark that was a pretty shameless pander to Bmce _'
* " Babbitt, though. (Laughter.) If that doesn't get youaraise
nothing will. (Laughter)

And | would like to say Secretary Babbitt has spent a
lot of his time putting out fires, both figuratively and literally,
some of which | lit. (Laughter.) And | thank him for that and for
his remarkable loyalty to this department. | got kind of tickled
when he said that talking to one of you reminded him of drinking
water from a fire hydrant. Sometimes | feel like a fire hydrant
looking at a pack of dogs. (Laughter and applause.)

For six years | have declined to tell these kinds of
jokes because | have been told repeatedly it is not presidential.
(Laughter.) But | feel kind of outdoorsy today, you know.
(Laughter.)

| would like to also say to all of you, 1 really
appreciated the Secretary both featuring these two fine employees and
talking about the other appointees. | know we have some previous
administration appointees who have left to go on to other things here
in the audience. | thank all of you who have served by my
appointment, and all of you who served by choice in this department.

| have some remarks to make, but | hope that you will
forgive me if | mention a few words about a great American citizen




who deeply loved the natural beauty of his native Minnesota. Justice
Harry Blackmun died this morning, at the age of 90. In 24 years on
the Supreme Court, he served with compassion, distinction and honor.
Every decision and every dissent was firmly grounded in the
Constitution he revered, and his uncanny feel for the human element
that lies just beneath the surface of all serious legal argument.

You can see his mind and heart at work in the landmark
decision he wrote protecting women's rights to reproductive freedom,
and in his decisions to make the promise of civil rights actually
come alive in the daily existence of the American people.

Hillary and | were deeply privileged to know Justice
Blackmun and his wonderful wife of 58 years, Dottie, for quite a

long while. | saw up close Harry Blackmun's intense passion -- his
passion for the welfare of the American people, for defending our
liberties and our institutions, for moving us forward together. We
send our respect and our prayers to Dottie and to his three
daughters.

"~ To the millions of Americans whose voices he heard and
whose rights he defended, to the countless numbers of us who knew and
- loved him, Harry Blackmun s life embodied the admonition of the -
* - prophet, Michael: He did justloe and he loved mercy. And now, he
walks humbly with his God. Thank you very much. (Applause.)

Now, let me say that I've been wanting to come over here
to thank you for a long time. | don't know that there has ever been
a President who has benefitted more, in personal ways at important
times of his life, from the Department of the Interior. | was raised
in Hot Springs National Park, Arkansas, the first city in America to
contain a national park. | spent my first 18 years in a state that
is more than half-covered with pine and hardwood forests, which is
why Mike Gauldin had a little trouble appreciating Arlzona
(Laughter.)

When | finished law school, | went home to the hills of
northwest Arkansas, and spent some of the happiest days of my life on
the Buffalo River, the very first river set aside under the National
Wild and Scenic Rivers Act.

Today, my family and | have the great honor of living in
the most beautiful home under the care of the National Parks System.
Sometimes it feels more like a zoo than a park, but | love it. Now,
my lease is up in one year, 10 months, and 16 days -- (laughter) --
but who's counting? (Laughter.)

Perhaps more than any other department of the federal
government, the Interior Department really does embody the history of
our country: The story of manifest destiny and the great Western




expansion; the story of fertile fields rising from arid desert; of
people rising from the depths of the Great Depression; of a nation
marshaling the resources to win two world wars. A story of
scientific discovery and relentless explorations; a story of our
country's struggle to recognize the dignity and independence and
sovereignty, and expand the opportunity of our first citizens, our
Native Americans.

A story of the efforts of this country to expand the
horizons and make real the promise of America for all Americans, as
Secretary Harold Ickes did when he invited the incomparable Marian
Anderson to sing from the steps of the Lincoln Memorial 60 years ago,
in 1939. Most of all, as Secretary Babbitt has proved every day, it
is the story of our intensifying determination as a people to
conserve and restore our precious natural resources.

In 1849, when this Department was launched, with a
headquarter staff of 10, and a budget of $14,200, it lacked a
unifying purpose -- hard to imagine you could do much more than one
thing with that kind of money. (Laughter.) Today, with a much
larger staff and a considerably larger budget, the contrast is
remarkable.

: Under Bruce Babbitt's leadership, everything this
department does is guided by the unifying purpose of stewardship. As
wise and dedicated stewards, you act in the recognition that all of

'_ _"'us are but brief visitors on this small planet. - You understand that

“everything we want for our children depends on protecting the
forests, the streams, the deserts that were here so very long before
we came along. Today, the "Department of
Everything Else," as it was once called, is and forever will be the
"Department of Stewardship.” And for that, | thank you all.

Using a skillful touch, but not a heavy hand, you have
achieved remarkable things. Many have been mentioned today, but
because they're so important to me, | want to thank you personally
for them. Three years ago, we set out on a mission to preserve
California's Headwaters Forest, the world's largest unprotected stand
of old-growth redwoods. Three days ago, you did it. We did it. And
aren't we glad. (Applause.)

Thanks to the tireless efforts of so many people here
and at your sister agency, NOAA, not one of the magnificent trees of
Headwaters Forest will ever be logged. Anyone who has ever strolled
through a grove of redwoods -- and | have -- who have seen the tangle
of ferns at your feet and a living canape reaching high overhead,
knows that these ancient forests are as much a part of our legacy, as
| said, as the world's great cathedrals. Thank you for making them
safe for all time.

We should also be proud that over the last six years
we've set aside vast unspoiled areas of the Mojave Desert,




designating three new national parks. We put a stop to a massive
mining operation that threatened Yellowstone, the world's first
national park. To protect Utah's stunning Red Rock Canyons, we
created the Grand Staircase Escalante National Monument, and
completed the largest land exchange in the continental United States.

And | have to tell you, | just returned from Utah, where
the rest of my family went skiing, and | thought about it.
(Laughter.) And | was so pleased that any number of people, after
all the flak we took -- any number of people came up to me, just on
the street, and said, Mr. President, you might have been right about
that; | think this is going to work out fine, and I'm glad we saved
that land. (Applause.)

And in a project that has been particularly close to my
heart because | have also been there, we are restoring the Florida
Everglades - the largest restoration project ever undertaken in our
nation's history.

That is quite a legacy. But we have much, much more to
do. This year, the last of this century, we must dedicate ourselves
not to resting on these accomplishments, but to building on them.

First, we must preserve more precious lands. | will
soon send the Congress a plan to bestow the highest level of
wildemess protection on more than 5 million acres of backcountry
lands within Yellowstone, Glacier and other national parks. -
(Applause.) In these vast regions, the roar of bulldozers and
chainsaws never again will drown out the call of the wild.

I'm also proposing an unprecedented $1 billion Lands
Legacy Initiative, which Secretary Babbitt mentioned, on which many
of you worked. It will allow us to continue your efforts to protect
natural and historic lands across our nation, such as Civl War
battlefields, remote stretches of the historic Lewis and Clark trail,
and an additional 450,000 acres in and around Mojave and Joshua Tree
National Parks.

It will also allow us to meet the stewardship challenges
of a new century. It is no longer enough for our nation to preserve
its grandest natural wonders. As communities grow and expand, it has
become every bit as important to preserve the small, but sacred,
green and open space closer to home. So my Lands Legacy Initiative
will also help communities protect meadows and seashores, where
children play; streams where sportsmen and women can fish; farmlands
that produce the fresh
harvest we often take for granted.

We believe this Lands Legacy Initiative must be a
permanent legacy. So today -- (applause) -- today, | promise to work
with Congress to create for the very first time a guaranteed fund for
protecting and restoring priceless land all across America.




There are many good legislative ideas for achieving this
goal. We think any solution must provide at least $1 billion
annually, with at least half dedicated to helping communities protect
local greenspaces. It also must recognize the unique environmental
challenges of coastal states, without creating any new incentives for
offshore oil drilling.

Working together, we can ensure that not only our
generation, but each generation to come, will have the resources to
leave an even better land for those who follow. Second, as we help
preserve more open spaces, we have a great opportunity to help create
more liveable communities; healthy communities where people don't
have to waste a gallon of gasoline driving to get a gallon of milk;
where employers have no trouble recruiting workers interested in a
high quality of life.

The Vice President and | have proposed record funding
for public transit and Better America bonds to help communities grow
in ways that ensure a clean environment and strong, sustainable
economic development.

Third, we must clean up the 40 percent of our waterways
that still are too polluted for fishing and swimming. Most Americans
don't know that and many are surprised to hear it. | call on
Congress to fully fund my clean water action plan and to reauthorize
and strengthen the Clean Water Act.

Fourth, we must do more to meet our most profound,
common global environmental challenge, the challenge of global
warming. | have proposed a clean air partnership fund to help
communities reduce both greenhouse pollution and smog, as well as tax
and research incentives to spur clean energy technologies. | want to
work with members of Congress in both parties to reward companies
that take early, voluntary action to reduce greenhouse gases.

Let me say just one thing here that's not in the script.
A lot of you clapped and a lot of you were smiling when | said I'd
been to Utah, and people came up to me and said, this Grand Staircase
idea wasn't such a bad idea, after all. And you nodded your head
because you knew it all along. One of the biggest impediments to
human progress in any free society is the persistence buried deep in
the brains of the people at large or people in decision-making
positions, of old ideas that aren't right any longer. The biggest
impediment we have to dealing with the challenge of climate change is
not cheap oil. Itis the old idea that we simply cannot have
economic growth without Industrial Age patterns of energy use.

And | see it all over the world. | see it here in the
United States. | see it in the United States Congress, where one
subcommittee forced us to spend hundreds of thousands of dollars last
year trying to defend our climate change plan, which had no new
taxes, no big new regulations, was solely devoted to tax incentives,
and new research and development for new technologies.




Now, the fact is that things we do today to reduce
greenhouse gas pollution -- with available technologies, not to
mention those that are just ahead and almost within our reach -- will
lower greenhouse gas emissions, will reduce the threat of global
warming, and will create more jobs at higher incomes. The old idea
is wrong. | ask the employees of the Interior Department to help the
American people get rid of an old, wrong idea, so that we can do
this. (Applause.)

These are the things that we have to do: setting aside
more lands; making more livable communities; cleaning up our
waterways; dealing with the challenge of climate change. We can do
it. 1say to the members of Congress in both parties, please join
this crusade. | say to the majority party, the preservation of our
natural resources, the stewardship of this great land, should not be
a partisan issue. (Applause.)

This country never had a better conservation President
than Theodore Roosevelt. For 12 years, | was a governor. The first
Governors' Conference in history was called by Theodore Roosevelt in
1908 to talk about the conservation of our resources.

When | was out in Utah, | was looking through
Roosevelt's four-volume history of the American West, and thinking to
- myself, why don't we have two parties equally committed to fulfilling
. his vision? So | implore the Congress: Let us not waste precious
tlme battllng over these bad antl-envlronmental riders, which | am

/" "going to veto anyway; instead, let's go on with the work of America.

_._,(Applause J)

Let me say in closing one very personal thing. As |
have already explained, | am as deeply indebted to the work of the
Department of the Interior as any President could possibly be -- to
the visionaries like John Wesley Powell and Harold Ickes and Rachel
Carson, to the park rangers that I've seen in Yellowstone and Grand
Teton and other parks, to the people that were kind to me as a boy
when | roamed the trails and the mountains of the national park which
was my home.

In one way or the other, almost all of us have come to
see nature as a precious, but fragile, gift, and an important part of
the fabric of our lives. Probably every one of us could cite one
particular example where that came home to us as never before. |
remember once in 1971, when | was driving to California to visit
Hillary -- we had just started seeing each other -- and | stopped at
the Grand Canyon. And | crawled out on a ledge, about an
hour-and-a-half or two before sunset, and | just sat there for two
hours, and | watched the sun set on Grand Canyon -- if you've never
done it, you ought to do it.

And because of the way the rocks are layered over
millions of years, it's like a kaleidoscope. And the colors change
over and over and over again, layer by layer by layer as the sun goes
down. Itis a stunning, stunning thing to see the interplay of light




and stone, and realize how it happened over the ages. | never got
over it. | think about it all the time, now, nearly 30 years later.

That kind of moment can't be captured in the words |
have shared with you, or even photographed, because the important
thing is the interaction of human nature with nature. But we've all
felt it. And we all know that part of our essential humanity is
paying respect to what God gave us, and what will be here a long time
after we're gone.

That is what the Interior Department means to me. And
after 150 years, it's what it means to all of America's past, and to
America's great future.

Thank you, and God bless you. (Applause.)

END 3110 P.M. EST
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v TESTIMONY OF DR. JANET YELLEN
CHAIR, COUNCIL OF ECONOMIC ADVISERS
BEFORE THE
U.S. SENATE
COMMITTEE ON ENERGY AND NATURAL RESOURCES

MARCH 25, 1999

Thank you, Mr. Chairman. | 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, the Administration
released a report last July, entitled “The Kyoto Protocol and the President’s Policies
to Address Climate Change: Administration Economic Analysis.” The report states
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 manner and
we achieve meaningful developing country participation. In addition, since the
Kyoto Conference, a variety of research on the economics of Kyoto, and especially
on the economics of Kyoto’s flexibility mechanisms, has been undertaken. Today, |
will provide a brief summary of the Administration’s Economic Analysis and review
several of the key findings in the recent economic literature on climate change.

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 (CO2) 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 CO2,
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 frequency of severe weather events, shifts in agricultural
growing conditions from changing weather patterns, threats to human health from
increased range and incidence of diseases, changes in availability of freshwater
supplies, and damage to ecosystems and biodiversity. Further discussion of the
costs of climate change is contained in the Administration Economic Analysis.1
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The Kyoto Protocol and the Buenos Aires Conference of the Parties

The Kyoto Protocol provides several mechanisms that would allow countries
to achieve the emissions targets established in this agreement in a cost-effective
fashion. 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 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. In Buenos Aires, a workplan to resolve key implementation
issues regarding these mechanisms by the end of 2000 was agreed to by all the
participating countries. | want to 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 Organisation for Economic Co-operation and Development (OECD) on
the economic dimensions and policy responses to global warming, 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 iri aggregate and for typical households. This
conclusion is not entirely dependent upon, but is fully consistent with, formal model
results. The Administration believes 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
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(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 (1997 dollars). The range reflects uncertainty about the extent of
Annex | 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 per 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 and the Administration’s FY 2000 Budgets), the
Administration’s sectoral consultations to encourage and support voluntary efforts
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 emissions -- 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 quarter of the costs of meeting our Kyoto target.

The Administration released last year its proposed electricity restructuring
legislation and the analysis supporting that 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 four areas: dispatch efficiency, improved capital utilization,
savings in capital additions and cost reductions in fuel procurement, non-fuel
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. operation and maintenance expenses, and administrative and general expenses.
These four categories of savings, when translated to consumers, are likely to reach
or exceed $20 billion annually. The Department of Energy’s CECA supporting
analysis documents2 contain further discussion of the Administration’s electricity
restructuring proposal.

Recent Research on the Economics of Climate Change

Since December 1997, many economists have conducted and made available
their analyses of the Kyoto Protocol. | have noted in previous appearances before
Congressional Committees 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. Two large efforts have been undertaken to coordinate and compile
modeling results on the Kyoto Protocol. First, the Stanford University Energy
Modeling Forum (EMF), a long-running model comparison exercise involving many
of the leading climate and energy models, has coordinated full scale analyses of the
Kyoto Protocol. Second, the Organisation for Economic Co-operation and
Development (OECD) held an economic modeling workshop this past fall, and has
since published the proceedings of this workshop which includes 16 papers. In
addition, several research teams have undertaken work in evaluating the potential
for intergas trading and the cost-savings of a six-gas target relative to a carbon
dioxide-only target. | would like to take this opportunity to provide an overview of
this recent research.

Kyoto Modeling 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.
The OECD workshop included presentations by X modeling teams, Y of which had
global models as well.3 By explicitly incorporating international trading, these
models can evaluate the opportunities for cost-savings through trading among
Annex | nations and among Annex | 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 models used in the EMF exercise and the OECD workshop 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. While several modelers did assess
the economic costs of achieving the Kyoto targets with “off-line” assumptions
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about sink activity, none incorporated 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 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 results from both the EMF and OECD efforts 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.4 For example, under Annex | 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 | trading to full global trading is robust. On average, the EMF models found
that Annex | 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 | 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%.

The reported results from the OECD workshop found similar reductions in
permit prices by going from no trading to Annex | trading. On average, the OECD
workshop models found that Annex | trading would cut the U.S. permit price by
57 % relative to a no trading scenario. Moreover, they found that the European
Union and Japan would benefit more from unconstrained Annex | trading. For both
the E.U. and Japan, the average reduction in permit prices across these models
would be nearly 75%.

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, | 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 | countries to buy Russian permits), then emissions
during the first commitment period would be lower than 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
from Annex | 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, |
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 than 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
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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, the permit price for the United States
would more than triple relative to the unconstrained global trading permit price. For
the E.U., 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 from 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.

Estimated reduction in costs from trading across gases

As we note in the Administration Economic Analysis, the Kyoto Protocol
provides additional flexibility in achieving emissions targets by specifying these
targets as a basket of 6 types of greenhouse gases. Countries can effectively trade
across gases, based on their global warming potential, so that the aggregate
weighted emissions reductions occur at least cost. Most models used to evaluate
the Kyoto Protocol have not incorporated this kind of flexibility, although several
modeling teams are actively working to modify their models to include emissions of
non-CO2 greenhouse gases. In the Administration’s analysis, cost curves for these
other gases for the United States were used in conjunction with the SGM model.
These simulations suggest that trading across greenhouse gases can lower costs up
to 15% relative to a situation where no trading across gases occurs.

Complementing this finding, recent work by a group of researchers at the
Massachusetts Institute of Technology has found that including the opportunity to
abate non-CO2 greenhouse gas emissions and promote carbon sinks reduces the
costs to the United States by about 25% relative to a carbon-only approach
(assuming no international trading). On average, they find that Annex | countries’
costs would fall by more than 20%. In addition, work by University of lllinois
researchers and others has evaluated the changes in costs of abating methane and
carbon dioxide to achieve the U.S. Kyoto target instead of abating carbon dioxide
alone. They found that meeting an emissions target through cost-effective trading
between carbon dioxide and methane reductions could reduce costs by nearly 20%
relative to a case with no intergas trading. Finally, research by several Dutch
analysts presented at the OECD workshop found significant opportunities for the
European Union to substitute abatement of non-CO2 greenhouse gas emissions for



carbon dioxide reductions. They found that 27% of the total reduction effort
necessary for E.U. countries to achieve their emissions targets could occur through
the abatement of these non-carbon gases.

Developing Country Participation

During the Buenos Aires Conference, two non-Annex | countries, Argentina
and Kazakstan stated that they will announce emissions targets by the fifth climate
change conference scheduled for this coming October. We believe that these two
countries’ efforts may encourage other non-Annex | countries to follow their lead.
Economic and environmental benefits would accrue if some developing countries
adopt binding emissions targets and participate in international trading. 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 far 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 reap ancillary benefits of reducing conventional air
pollutants, which may be substantial. Benefits from trading would also accrue to
Annex | countries. Annex | 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 | countries such as the United States. Indeed, an extremely stringent target
could conceivably make the developing country a net importer of emissions
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 | countries all better off.

Conclusion

The Administration’s overall conclusion is that the economic impact of the
Protocol will be modest under 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 research efforts outside of the government.
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| look forward to continuing to work 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.

| welcome your questions.
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Good morning. This year, we have seen a disturbing string of weather-related
emergencies around the country. Just this week, [23] people died in Texas, where record heat
and drought are causing much misery and grief. My heart goes out to all the victims of this
terrible heat wave. '

Thirty-seven times already this year, I have had to declare a federal disaster to speed aid
to communities stricken by severe weather. From the deadly flash floods this week in
Tennessee, to the wildfires that have ravaged parts of Florida, to the ice storms that crippled New
England last winter, Americans have been besieged by the weather. Many are beginning to
wonder why.

Certainly, the latest El Nino is partly to blame. But there is growing evidence that the
extreme and erratic weather we are are seeing in America -- and around the world -- is being
intensified and worsened by global warming. - ..

Consider: 1997 was the warmest year on record. According to the latest data, the first six
months of this year were the warmest in well over a century. Scientists predict that July may
well be the hottest month in 600 years. The world’s leading climate experts predict even more
extreme weather -- more flooding, more drought, more powerful storms -- unless we reverse this
dangerous warming trend.

We must act now to protect future generations from the grave risks of global warming.
Vice President Gore and I have launched a comprehensive, cost-effective strategy to meet this
challenge while creating new opportunties for economic growth. We are forging partnerships
with the auto industry, the building industry and others, to develop new technologies that
improve our energy efficiency, generate clean power, and reduce the pollution that contibutes to
global warming. To spur these efforts, I have proposed $6.3 billion in research and tax
incentives over the next five years, including tax breaks for consumers who buy super-efficient
cars, homes and appliances.

We must all do our part to protect the environment -- in our homes, in our businesses, and
in our government. As the nation’s largest energy consumer, we in the federal government must
do more. Today, I am pleased to announce three additional steps we are taking to put our own
house in order. First, we will use innovative designs for new federal buildings to reduce their
energy use up by to 50 percent. Second, we will replace hundreds of thousands of conventional
light bulbs with energy-saving compact flourescents. Third, I am directing federal agencies to
work more closely with private investors to achieve maximum energy savings wherever possible.
Together, these measures will save tax payers $[TK] a year in energy costs, save energy, and
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protect our environment by significantly reducing greenhouse gas emissions.

We are squarely facing the problem of global warming -- but there are some in Congress
who would rather pretend it doesn’t exist. Despite the mounting evidence, they would deny the
science and ignore the warning signs. Rather than invest in a common-sense strategy to reduce
greenhouse gas emissions, they want to cut programs for energy efficiency and renewable energy
-- programs that long have enjoyed bipartisan support. Worst of all, some are even trying to keep
the public from leamning the facts about global warming, by barring federal agencies from
conducting educational outreach or informational seminars.

This “know-nothing-do-nothing-say-nothing” approach is not only foolish -- it offends
our basic democratic principles of free and open debate. Global warming is is real -- the risks it
poses are real -- and the American people have a right to know it. The sooner Congress
understands that, the sooner we can protect our nation, and our planet, from increased flood, fire,
drought, and deadly heat waves.

As sweltering as this summer has been, if we do not act now, our children may look
back on the summer of 1998 as one that was mild and cool. There is absolutely no excuse for
delay. We have the tools and ingenuity to head off this threat. We have the opportunity to
live up to our deepest obligation to our children -- to bestow upon them a healthy, thriving
planet -- God’s greatest gift to us.

Thanks for listening.
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Myths Hindering Progress in
Climate Change Negotiations

Thank you, and good morning ladies and
gentlemen.

Almost thirty-seven years ago to the day,
President John F. Kennedy warned the graduates of
Yale University, “the great enemy of the truth is
very often not the lie - deliberate, contrived and
dishonest - but the myth - persistent, persuasive
and unrealistic.” By obscuring the truth, myth can
inhibit progress. I would like to use my time
today to highlight {[several] [seven] harmful myths
blocking progress in the multilateral climate
change negotiations.

Myth #1: The United States lacks a serious domestic
program to reduce greenhouse gas
emissions.

The United States pursues strong domestic
actions to reduce greenhouse gas emissions, and
does not consider the Kyoto mechanisms a substitute
for such actions. Since 1993, President Clinton
has launched dozens of initiatives designed both to
save energy and to reduce emissions. Last year,
the President won a 25% increase in funding for new
programs to develop the next generation of high-
technology automobiles, electric power
technologies, and clean industries. 1In this year’s
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budget alone, the President has proposed a $4
billion climate change package, including a 34%
increase for R&D in energy efficient technology and
renewable energy, and a five year package of tax
incentives for consumers who purchase energy
efficient products and for producers of renewable
energy.

Taken together, these actions will reduce
significantly the trajectory of U.S. emissions.
Overall our emissions continue to rise. More
actions will be required to meet our Kyoto
commitment, which requires us to reduce emissions
by over 30% from business-as-usual forecasts, in
contrast to 12% reductions from business-as-usual
for all of Annex B. Our job is made more difficult
by our long running economic expansion.
Nevertheless, the United States remains committed
to its Kyoto target and further domestic action.

Myth #2: In terms of environmental benefit, what
made the Kyoto Protocol historic are its
quantitative emissions reduction targets.

The Kyoto Protocol was an historic step toward
the protection of the earth’s climate system.
Developed countries agreed to ambitious greenhouse
gas reduction targets. Meeting these commitments
will require persistence, creativity and
dedication. The Kyoto targets are significant
milestones on the path toward more sustainable
global economic growth.

Yet, standing alone, the Kyoto targets would
represent little more than a momentary pause along
a steep path of rising global emissions. The
importance of the Kyoto Protocol, therefore, lies
not in the emission reduction numbers, but in the
structural elements of its climate control regime.
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I refer to the decision to include a basket of
gases rather than just carbon, a multi-year
commitment period, various forms of carbon sinks
and, most importantly, the Kyoto mechanisms, which
were designed to harness market forces to determine
how and where to reduce greenhouse gas emissions.

While the Kyoto emissions reduction numbers are
important, the real achievement at Kyoto was the
creation of an architectural blueprint for
sustained, broad-based, and cost effective
international action on climate change.

The Kyoto Protocol, in particular the Kyoto
mechanisms, allows countries the flexibility to
achieve real emission reductions cost-effectively.
The Kyoto mechanisms also create incentives for the
transfer of advanced technologies and capital to
developing countries when they take steps to reduce
their own greenhouse gas emissions. Other
incentives in the Kyoto agreement will stimulate
private sector interest in technological innovation
and environmentally sound, low cost solutions.

One corollary myth that deserves brief mention
is the contention that so called ‘hot air’
represents the greatest threat to significant
international action on climate change. ‘Hot air,’
to the extent that means false emissions
reductions, could undermine the credibility and
environmental effectiveness of the system. The
international community should guard against false
reductions.

The obsession with ‘hot air,’ however, misses
the forest for the trees. Climate change is a one
hundred-year problem that may require a one
hundred-year solution. We must create an
environmentally and politically viable global
system that produces rapid, sustained and
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significant global emissions reductions. We need
to bring as many countries as possible into the
system as soon as possible. 1In racing to
extinguish the fires of climate change, we must not
make the search for small leaks in our bucket our
primary obsession.

Myth #3: Capping reliance on the Kyoto mechanisms
is good for the environment and will
stimulate ‘domestic action’ in the United
States and elsewhere.

Restricting use of the Kyoto mechanisms would
increase dramatically the cost of fighting global
warming, thus wasting scarce capital that could be
used to better protect the environment. A large
body of economic analysis, including by the OECD,
shows that the Kyoto mechanisms will deliver -
significant environmental gains at the lowest
possible cost. Capping reliance on the mechanisms
would gut these market approaches of their power
and effectiveness. When U.S. firms pay to install .
energy efficient technology in another country
through the purchase of emission credits that
action reduces emissions just as much as more
expensive investments made at home.

It is politically naive, furthermore, to
believe that raising the cost of implementing the
Kyoto Protocol would lead the United States to act
more swiftly to limit its emissions. Quite the
contrary, an unnecessarily costly treaty stands
little chance of U.S. ratification and, unless the
United States ratifies the Kyoto Protocol and it
enters into effect, I doubt very much the United
States will meet its stiff Kyoto emissions
reduction targets. If the planet does not
distinguish between emission reductions in one
place or another, why should we?
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While we, in the United States, know from
experience that market-based approaches to
environmental protection work, we recognize
concerns about the difficulties of monitoring and
measuring reductions. The United States is working
to address these concerns by ensuring, for example,
that the Kyoto regime has strong reporting and
compliance provisions.

Those who advocate a ‘concrete ceiling’ on
Kyoto mechanisms seek to renegotiate the Protocol.
EU member states and other developed countries
accepted ambitious, legally binding, greenhouse gas
reduction targets in exchange for the flexibility
to achieve them via the Kyoto mechanisms, such as
the “EU bubble” and international emissions
trading. The issue of whether market mechanisms,
especially emissions trading, should be capped was
explicitly debated and rejected at Kyoto.
Supporters of the caps attempt, in effect, to-
pocket the aspects of the Kyoto agreement they like
and renegotiate the rest.

Myth #4: It would be unfair and unwise to ask
developing countries to assume new
international commitments.

Climate change is a global problem that
requires a global solution. Developing country
populations, unfortunately, have the least capacity
to adapt to climate change. The longer we wait,
the harder it will be to stabilize greenhouse gas
concentrations at acceptable levels. To protect
our common interests, we must reduce global
emissions as quickly and cost effectively as
possible.
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To be sure, industrialization in OECD countries
contributed enormously to increased greenhouse gas
concentrations. These countries, including the
United States, should take significant steps.
Developing countries also are contributing to the
problem, however. Several large developing
countries will soon become the world’s leading
emitters. Developing countries already emit %
of the global emissions. Deforestation and land
use practices in the developing world have raised
carbon concentrations. Per capita energy intensity
ratios in some, but not all, developing countries
continue to rise briskly, despite the existence of
clean technology.

Acting alone, developed countries cannot
stabilize global greenhouse gas concentrations,
much less return them to pre-industrial levels.

- Scientifically, meaningful participation by

developing countries is a necessity. Bickering
about past responsibility, or about which countries
should act first, detracts from our common cause of
halting global warming. Each nation should take
national and international steps commensurate with
its capacity to contribute to the global solution.
We should strive for common, but differentiated,
action.

Developed countries should continue to work
toward their Kyoto targets. All countries should
work with developing countries to find avenues for
their participation in the international system.

In the immediate future, 80% of new electric power
generation projects will occur in developing
countries. All of us should want those projects to
use the latest cutting edge technologies.

Myth #5: Requiring developing countries to adopt
emissions reduction targets, as the United
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States suggests, would jeopardize their
economic development.

As President Clinton has said, the United
States believes that key developing countries
should participate meaningfully in efforts to
reduce greenhouse gas emissions. Primarily, this
means that each developed country should assume
obligations or undertake actions appropriate to its
national circumstances. For some countries,
including OECD members, quantitative emissions
commitments are appropriate. For many developing
countries, quantitative targets could be both
appropriate and in their self-interest, but we
remain open other equally effective forms of
participation in the international system. We
recognize that the least developed countries may
lack the capacity to assume and implement legally
binding emissions targets, and that for these
countries, other types of action would be

‘appropriate.

Emissions in many developing countries should

grow to meet their development needs, even under a

binding emissions target. Developing countries
with concerns about whether they could accurately
predict their economic growth may wish to propose
‘indexed growth targets’ that would take economic
uncertainty into account, such as by indexing
emission targets to GDP growth rates or carbon
intensity ratios. The negotiating histories of
both the Framework Convention and Kyoto Protocol
demonstrate general agreement on the need to
mitigate climate change while allowing for
continued economic growth. The United States
believes this formula remains the key to securing
developing country action.
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Myth #6: Developing countries are too poor to
participate in the Kyoto process, and
stand little to gain from the Kyoto
mechanisms.

Economic development, not climate change,
remains the primary concern of many developing
countries. On one hand, this is understandable.
Of what concern is climate change tomorrow to those
who struggle for food, medicine and shelter today?
(The distinguished Minister from India, Sir Suresh
Prabhu, has helped us understand this point today.)
On the other hand, developing countries,
particularly the poorest among them, are most
vulnerable to the consequences of climate change.
They have a strong interest in assuring, through
their direct participation, the existence,
viability and success of an international climate
control regime.

Developing countries are finding in the Kyoto
Protocol avenues to pursue their development and
environmental goals simultaneously. In the last
year alone, business and government leaders have
met in Africa, Latin America, Asia and North
America to discuss the potential of the Clean
Development Mechanism to channel advanced
technology and capital to the developing world.
Those of you present in Bonn or Buenos Aires
witnessed the enthusiasm of developing countries
for the CDM. I met recently with a dozen CEOs from
major Indian power and industrial companies who had
traveled to Washington to discuss how the CDM could
benefit their companies and India.

In the months ahead, I expect developing
country interest in all the Kyoto mechanisms to
grow significantly. Though CDM projects will
provide needed stimulus in certain sectors, the
potential of the CDM to produce economic benefit
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would be dwarfed by a well functioning trading
market in certified emission reductions. Though
some developing countries may not be ready to join
Argentina and Kazakhstan in accepting binding
emissions reductions, I believe they will conclude
that emissions trading may prove in their interest
at some point. These countries will wish to
preserve their options and ensure that the Kyoto
mechanisms are elaborated in ways that maximize
their potential to both induce development and
reduce emissions.

Myth #7: The Kyoto Protocol is on its deathbed.

Some in the U.S. Congress and elsewhere have
already heralded news of the demise of the Kyoto
Protocol. Though rumors of its demise are greatly
exaggerated, to paraphrase Mark Twain, we are
nearing a critical period. The absence of
significant momentum over the next few years could
preclude completion of the Protocol’s rules in time
for nations to meet their emissions reduction
commitments.

Despite the persistence and pervasiveness of
the myths I have sought to debunk today, I remain
optimistic about the fate of the Kyoto process. As
Michael Zammit Cutajar has already said, we are
making good progress on many important operational
elements of the Buenos Aires plan of action,
including rules for the mechanisms, monitoring and
compliance.

With regard to resolution of the more political
issues I have raised, I believe the Kyoto Protocol
points the way. It can serve as a blueprint for
sustained, serious and self-interested action by
all countries, if we value its innovative
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architecture and allow its mechanisms to function
effectively.
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Good morning. This year. we have seen a disturbing string of weather-related
emergencies around the country -- from flash floods in Tennessee. to wildfires in Flonda. to ice
storms last winter in New England. This summer. record heat and drought are taking a terrible
human toll -- destroying crops. causing power outages. and worst of all. taking lives. Since June.
more than 130 people have died because of the heat.

Certainly, the latest El Nino is partly to blame for the severe weather conditions that
have besieged so many communities. But growing evidence suggests that the extreme and
erratic weather we are seeing in America and around the world. including EI Nino. is being
intensified by global warming.

Consider: 1997 was the warmest year on record -- and 1998 may well break that record. *®
Scientists predict that July may be the hottest month since mankind began recording
temperatures. The world’s leading climate experts predict even more extreme weather unless we
reverse this dangerous warming trend.

We are doing everything we can in the short term to help communities cope with this
devastating heat wave. This week, I released $100 million in emergency funds to the 11 hottest
states. On Monday, Agriculture Secretary Glickman and FEMA Director James Lee Witt will
travel to Texas and Oklahoma to see what-more we can do to help. Today, I am pleased to
announce that the Department of Energy will begin providing new crisis assistance to low-
income families, repairing and replacing air-conditioners and fans, installing insulation. and
giving advice on the best way to keep homes cool in this extreme heat.

But to meet the long-term challenge of global warming, we must do more. Vice
President Gore and I have launched a comprehensive, cost-effective strategy to protect our
environment, while creating new opportunities for economic growth. I have proposed $6.3
billion in research and tax incentives over the next five years to encourage the private sector to
work with us to improve our energy efficiency, generate clean power, and reduce the pollution
that contributes to global warming. )

We must all do our part to protect the environment, and as the nation’s largest energy
consumer, the federal government must lead. At my direction, we are undertaking a multi-part
initiative to put our own house in order. Today, I am pleased to announce the first four parts of
this plan, aimed at increasing the efficiency of federal buildings.

First, I am directing federal agencies to work more closely with private contractors to



retrofit federal buildings and other facilities with the best energy saving technology at no cost to
taxpayers. Second, we will replace hundreds of thousands of conventional light bulbs and
fixtures with brighter, more efficient flourescents. which will pay back in energy-savings nearly
five times what they cost to install. Third, I am directing all agencies to work toward bringing
their existing buildings up to EPA’s “Energy Star™ standard of efficiency. Fourth, the Defense
Department and six other federal agencies will adopt "sustainable design" guidelines for new
federal buildings to reduce their energy use.

Together these measures will save tax payers as much as $1 billion every vear in energy
costs. help jump-start markets for new technologies. and protect our environment by reducing
greenhouse gas emissions.

We are squarely facing the problem of global warming -- but there are some in Congress
who would rather pretend it doesn’t exist. Despite the mounting evidence, they would deny the
science and ignore the warning signs. Rather than invest in a common-sense strategy to reduce
greenhouse gas emissions, they want to cut programs for energy efficiency and renewable energy
-- programs that long have enjoyed bipartisan support.

Worst of all, some have even tried to keep the public from learning the facts about globals
warming, by barring federal agencies from even talking about the issue -- though [ am pleased
that this gag order was defeated in the House of Representatives this week. Global warming is
real -- the risks it poses are real -- and the American people have a right to know it. The sooner
Congress understands that, the sooner we can protect our nation, and our planet, from increased
flood. fire, drought, and deadly heat waves. To protect our environment, we must put progress
ahead of partisanship.

As sweltering as this summer has been, if we do not act now, our children may look
back on the summer of 1998 as one that was relatively mild and cool. There is no excuse for
delay. We have the tools and ingenuity to head off this threat. We have the opportunity and
the deep obligation to leave our children and our grandchildren a healthy, thriving planet --
God’s greatest gift to us all.

Thanks for listening.
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Mr. Chairman and members of the Subcommittee. | appreciate the opportunity to appear before
you to testify on climate change and the Department of Energy’s energy research and

development programs.

Let me begin by pointing out that while one focﬁs of the Climate Change Teéhnology Initiative is
reducing greenhouse gas emissions. all components ot the Initiative are designed to also meet the
critical energy and environmental challenges that face our nation today and in the 2 st century..
The technology investments in CCTI are sound public policy -- that is, they would be appropriate
‘even if we thought global climate change was not a pot’ential threat. The botfom line is that the
return on investment to the nation from the CCTI even without considering climate benefits will
greatly exceed the investmeﬁt costs. These programs provide huge benefits in termé of cost
savings, air quality, and economic competitiveness. while enabling the nation to be better prepared

to reduce greenhouse gas emissions if and when we are required to do so.

DOE s technology programs. many of which are conducted in partnership with industry, serve a
broad range of the n.ation's energy, national security, and environmental interests, and enhance
industrial competitivehess..help provide abundant -élean energy, improve envirohmé'n_tal quality,
reduce greenhouse gases. Just this month, the Department released its ;‘Comprehensive National
Energy Strategy”™ which recognizes muitiple goals to directl our programs. First, we are working
to make more producti;/e use of energy resources and enhance overall economic performance.
Second. we are working to ensure against energy disrupiions and protect our economy from
external threats of iﬁterrupted supplies. Third, our programs encourage energy p’roduciion and

use in ways that improve our health and environmental quality. Fourth, we are working to expand



- future energy choices in order to provide future generations with a robust portfolio _o_fclean and
inexpensive energy sour.ces. Our efforts to develop a diverse energy technolégy portfolio will
enable the United States of America to meet the multiple energy and environmental challenges of
the 2 st century and. enable us to maintain the econbmy and standard of living that is the envy of

the world.

Although our programs' focus on this wide range of goals. _thé connection between energy and
climaté change is clear: fossil ﬁels supply 84 percent of the primary energy consumed in the
United States and are reééonsjble for 98 percent of U. S. emussions of carbori dioxide. And, fossil
fuels will continue to be the world’s domina.nt energy source for a considerable time. Mr.
Chairman. there is often a tendency to view energy efficiency and clean energy technologies as
somehow different from our traditional energy investments --as some “green” alternative to the
real business of energy. In fact. these technologies can help us use conventional energy more
efﬁciéntly and enhance our nation’s producti\;it_\'. There is no one “silver bullet” that will solve
"c_)ur future energy needs. A broa'd and balanced R&D portfolio i1s essential. We must use energy
efficiency technologies to make better use of conventional energy sources while we make
ihyestments in new energy supply technologies. The development and widespread use of a
diverse eilergy portfolio will provid.e many benefits -including reduced energy costs, increased
| energy security. improved urbanvair quality, greater U.S. competitiveness, and reduced

greenhouse gas emissions.

Last year. a study conducted by five national laboratories and peer-reviewed by industry and

academic experts recognized that the United States can hold down the costs of meeting climate



change goals through technological solutions such as advanced natural gas turbines. biomass and
biofuels, and enefgy savi.n(:r appliaﬁces. The study concl.uded'that progress in reducing
greenhouse gas emissions can be achieved without increasing the nation’s energy bill. Maﬁy
consumers and businesses could actually save money fhrough reduced energy use and lower
overall. energy bills. Furthermore, there are multiple other benefits associated with advancing

these technologies.

Let me conclude by highlighting some of the tremendous gains we have alreédy achieved in the
area of energy efficiency. Over 50 of our ve.hic'le techhologies; which enhance auto and truck fuel
efficiency and alternative fuel use, are now commercially available. In industry, more thah 100
ehergy saving technologies supported by DOE afe' now in the marketplace -saving 1.8 billioh
since 1985, In buildings, consumer savings from just five fechnologies -advanced windows,
eléctronic light ballas;cs. an eﬁigient refrigeration compressor. an ad'vanc.ed burner for oil furnaces,
and building energy software -have totaled more than $30 billion since 1978. And, in the federal
sectof. reduced federal building energy costs save taxpavers more than $800 million each year as a
- result of efficiency and renewable enérgy projects. The investments we make in energy efficiency .
do not simply save energy and cut emissions -- they represent one of the best public investments
we can make to ensure the productivity and competitiveness of oﬁr economy. and one of the

cheapest. least intrusive ways of accomplishing our environmental objectives.

I certainly hope that you will consider how energy technologies can prepare us to meet climate
change challenges while serving a wide range of other critical national interests. Thank you again |

for this oppdrtunity to appear before you.
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Thank you, Mr. Chairman and members of the committee, for giving me this opportunity
to testify on the Kyoto Protocol. The United States agreed to the Protocol in December because
the scientific evidence strongly supports our belief that a changing climate would pose very
serious risks to public health and the environment. The framework for action that was negotiated
in Kyoto would address those risks in a flexible, common-sense, and cost- effective way.

It is difficult to predict with certainty what will happen in the future, but the risks are
enormous. If emissions of greenhouse pollutants are not reduced worldwide, atmospheric
concentrations are expected to double by the year 2060. That would cause global temperatures to
rise by roughly two to six degrees by the year 2100, and global sea levels to rise 6 - 38 inches.

Climatic changes on that scale would pose very serious threats to publié health and the
environment. For example, a doubling of current atmospheric concentrations of greenhouse
pollutants could contribute to more frequent and intense episodes of urban smog, thus increasing
rates of human illness and death. The projected increase in the duration and frequency of heat
waves could increase mortality rates due to heat stress.

Climate change also could lead to increases in several infectious diseases, including
malaria, dengue, and yellow fever, as the range of organisms that carry these diseases expands.
It has been estimated, for example, that as global surface temperatures rise, by the end of the 21st
century the global population will suffer an additional 50 - 80 million cases of malaria.

By the year 2100, rising sea levels could submerge 15 - 60 percent of America’s coastal
wetlands. These wetlands are nature’s kidneys; they cleanse and purify the waters that pass
through them. Their loss would be a blow to the health of humans and wildlife alike.

Groundwater aquifers and surface waters could be rendered unfit for drinking by the
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saltwater intrusion that could be common as sea levels rise. Five thousand square miles of dry
land in states like Louisiana and Florida could be inundated, with devastating effects on the
quality of drinking water. Because droughts and floods are likely to become more frequent and
SEVere as average temperatures rise, the overall hydrologic cycle could be impaired, which in
turn could lower the quantify and quality of water available in many areas.

In short, the potential consequences of climate change go far beyond a few degree rise in
average global temperatures over the next century. Rising temperatures and related climate
phenomena pose a distinct and serious threat to human health, the environment, and the quality
of life on earth. The Intergovernmental Panel on Climate Change stated the problem succinctly:
“Climate change is likely to have wide-ranging and mostly adverse impacts on human health,
with significant loss of life.”

In the face of this evidence, and because the effects of climate change would be so serious
and so costly, the United States negotiated an agreement that will allow participating nations to
reduce greenhouse pollution in common sense, cost-effective, and flexible ways.

First, the Protocol sets realistic targets and timetables for reducing emissions of
greenhouse pollutants. Different targets have been set for different countries. The flexibility
entailed in differentiated targets and a five-year target period will help minimize any adverse
effects on businesses and workers.

Second, the Protocol ensures that countries can meet their obligations through the use of
flexible market mechanisms, not mandatory policies or taxes. This flexibility will allow
companies and couhtries to find the cheapest possible ways of hitting their emissions reduction
targets. In fact, because emissions permits can be traded, there is a built-in incentive to develop
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advanced -- and.cheaper -- methods of reducing emissions.

In this country we have several years of experience using the power of the free market to
reduce pollution at the lowest cost. We’ve incorporated market trading mechanisms into
programs to control acid rain, water effluents, lead, criteria air pollutants, and
chlorofluorocarbons. The results have been impressive. The lead trading program, for example,
reduced control costs by about 20 percent. Acid rain control costs were 50 percent lower than
expected. CFC phaseout costs were cut dramatically. We believe the flexible market
mechanisms built into the Kyoto Protocol will be equally effective in reducing greenhouse
pollutants at the lowest possible cost.

The United Stated entered the Kyoto negotiations with a third objective: securing the
meaningful participation of developing countries. [ admit that the Kyoto Protocol does not meet
all our objectives in this area. But it makes a solid start by encouraging investments in
developing countries that can be credited toward the Protocol’s. emissions reductions targets.

The President’s proposed Climate Change Technology Initiative also is part of our
common-sense, cost-effective strategy. These voluntary programs would bring economic
benefits beyond those associated with the control of global warming. They would provide
incentives for American businesses and communities to cut greenhouse pollution now in ways
that make economic sense now. They would speed the adoption of today’s cost-effective,
energy-efficient, low-carbon technologies throughout the economy, and hasten the development
of even more advanced technologies in the future.

Let me give you just one example of how rewarding these kinds of actions can be for

both the environment and the economy. In East Indiana, the Inland Steel Company is installing
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technology that will recapture coke gas emissions and use it to generate both electricity and
steam heat. Any excess electricity not used at the steel mill will be sold to the local utility. Thus
this new, state-of-the-art,

.cogeneration facility will save Inland money while it reduces the emissions of greenhouse gas
and other pollutants from both the steel mill and the local utility.

Ideas like that help enhance the productivity of the American economy. They help
American businesses compete more effectively in the global economy. And by reducing
greenhouse pollution they help us reduce the theat of global warming.

One last point: every dollar we invest to improve energy efficiency and limit climate
change will control pollutants besides greenhouse gases. Fossil fuel combustion is also a major
source of conventional air pollutants like particulates, nitrogen oxides, volatile organic
compounds, and carbon monoxide. These pollutants have been linked to heightened risks of
mortality, chronic bronchitis, congestive heart failure, heart disease, and other serious illnesses.
Children and the elderly are most vulnerable to these pollution-related illnesses.

In summary, the Kyoto Protocol lays the groundwork for a cost-effective, common-sense
approach to controlling climate change. It is a work in progress, and the progress so far has been
heartening. For example, we have to do more to engage the developing countries, but the
framework for future action is strong.

Most important, the need for future action is clear. Let me close by quoting from an -
article by Stephen Wolf, the CEQ of US Airways: “But in the long term, if we do not address this
issue forcefully today, we and our children and our children’s children will be penalized in ways
we do not even want to contemplate.” Thank you.
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Thank you, Mr. Chairman and Members of the Committee. I am pleased to have this
opportunity to appear before the Committee to elaborate on the Administration's views on global

climate change policy.

The international agreement that was reached in Kyoto this past December is a crucial
step forward in addressing global climate change. Global warming may be the most pressing
environmental concern of the next century. The Intergovernmental Panel on Climate Change
(IPCC), representing the world’s climate change scientists, concluded that "the balance of
evidence suggests that there is a discernible human influence on global climate." Current
_ concentrations of carbon dioxide, methane, nitrous oxide, and the other so-called greenhouse.
gases have reached levels well above those of preindustrial times.

As a result of the increased concentration of CO2, the IPCC estimates that global
temperatures will increase by between 2 to 6 degrees Fahrenheit in the next 100 years. The [PCC
reports that a doubling of carbon dioxide levels would lead to approximately 10,000 estimated
additional deaths per year for the current U.S. population from higher summer temperatures,
even after netting out the effects of warmer winters and assuming acclimatization. Other
researchers have predicted sea level increases, greater spread of tropical diseases, and more
violent storms due to increased concentrations of greenhouse gases.

While these effects may not be felt for several decades, its is important to begin to take
action now in order to avoid leaving an even more expensive legacy for future generations. Some
researchers have estimated that we already face a 1.0 degree Fahrenheit temperature increase
irom emissions that have already occurred. Delayed action will only increase the level of
greenhouse gases accumulating in the atmosphere and magnify the future costs of addressing this
issue. As CEA Chair Yellen recently testified, the monetary damages expected from a 4.5 '
degree Fahrenheit average worldwide temperature increase would amount to about $89 billion
per year or about | percent of GDP. Responsible action today would seem a prudent form of
insurance to protect the world for our children and grandchildren.

The President’s plan represents a flexible and market-oriented approach to global climate
change and is designed to insure that we reach our goals with the least cost and in the most
efficient manner. Tt exploits the creativity and ingenuity of American companies and their
workers rather than relying upon'command and control policies like taxing the use of fossil tuels.
The plan emphasizes partnering with business by investing in the further development of win-
win technologies which lower energy consumption (and costs) while reducing emissions. The
$6.3 billion program of increase R&D spending and tax credits that the President proposed is



designed to harness the power of the market to seek reductions in greenhouse gases at the least
cost possible. :

Let me emphasize that at the core of the President’s policy is the recognition that we must
begin to address this real problem but that we must do'it in such a way so as to minimize any
affect on the competitiveness of U.S. industry and workers. That is why the Administration has
insisted upon international emissions trading, meaningful developing country participation,
inclusion of land-use activities that absorb carbon ("sinks") and six categories of gases, as well as
our domestic initiatives which can help ensure that reductions in global greenhouse gas
emissions are consistent with continued strong economic growth. Our experience with the SO,
program showed that when market flexibility is harnessed emission reductions can be achieved at
costs 60 to 80 percent below what was originally thought possible. While success such as this is
not guaranteed, it does illustrate the efﬁcacy of using flexible market-based strategies to address
the problem.

In trying to access the potential costs of global climate change policy there are several
points to keep in mind. First, the parameters of the international effort to reduce greenhouse gas
emissions is still in some respects a work-in-progress so, despite the claims of some studies, it is
not yet possible to provide a full authoritative analysis. Second, one only has to pick up the
paper on a daily basis and read the range of forecasts for the economy over the next quarter to
appreciate the high degree of uncertainty attached to economic forecasts over the short term, let
alone over a decade. How many forecasters a year ago, let alone ten years ago, pred1cted that we
would again be seeing gas prices around $1.00 per g oallon"

Despite the uncertainty smounding economic forecasts a decade into the future, there is
good reason to believe that the costs of this policy will be modest. First, lower energy costs are
but one of many factors affecting competitiveness. In fact, energy prices account for only 2.
percent of total costs to U.S. industry and already vary substantially across countries. Gas pnces
. range from § cents per gallon in Venezuela to $1.28 in the U.S. to $4.41 in France. Despite high
_energy prices in Europe and Japan, neither they nor U.S. industry is moving en masse to

Venezuela. Further, the Administration’s proposed plan for electric utility restructuring may
actually offset any energy price increase caused by efforts to limit greenhouse gases.

Second, as Chair Yellen noted in her recent testimony, features of the Kyoto Protocol that
" the President insisted upon such as International Emissions Trading, Joint Implementation, and
the Clean Development Mechanism have all been found to significantly reduce the costs of
abatement. In fact, model estimates suggest that the costs could range between $7 and $12 billion
per year in 2008-2012 or one tenth of one percent of GDP. These already low estimates may
overstate actual costs as they ignore the benefits of climate change abatement as well as the
effects of electric utility restructuring and the Administration Climate Change Initiative.

thle we expect that the costs of global climate change policy to be modest, it is possible
that some industries and workers may be adversely affected by a rise in energy prices. The
President has stated that we have a moral obligation to help those who may be affectéd, no less:
than we do today, by any change in our economy which affects people through no fault of their



own. The President and the Department o8 have demonstrated the strength of this
commitment to helping today’s workers manage change by doubling funding for programs that
provide access to training and a551stance to those workers when they need it.

" Any layoff is a painful event for the workers and communities involved. By insisting
upon flexible market-based solutions, the President’s global climate change policies are designed
to minimize any adverse effect on energy prices and the economy. Just as we do today, the
Department of ¥l is committed to helping any worker or community that may be affected. .
Our rapid response teams have a proven track record of helping workers who are affected by any
economic dislocation to look ahead and plan for their future. These teams set up worker.
assistance workshops that cover everything from resume writing to interviewing skills. They set
up job fairs, training (including community college courses), direct placement, and related skills
and remedial assistance. The Secretary has repeatedly stated her commitment to further
improving these programs by increasing job placement and wage replacement for workers who
permanently lose their jobs in a plant closing or mass layoff.

Thank you Mr. Chairman for this opportunity to discuss crlobal climate change policy and
I welcome any questions you might have.
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Thank you, Mr. Chairman. The President has said that we can work to avert the grave
dangers of climate change, while at the same time maintaining the strength of our economy. I
agree and am pleased to have this opportunity to appear before the Committee to elaborate on the
Administration’s views on these issues.

The international agreement that was reached in Kyoto this past December is a crucial
step forward in addressing global climate change. But it is only one step in a long journey.
Since the international effort to reduce greenhouse gas emissions is still in some respects a work-
in-progress, it is not yet possible to provide a full authoritative analysis of it. In my testimony
today, I will attempt to identify key elements of the agreement and the Administration’s policy,
such as international emissions permit trading, meaningful developing country participation, the
use of sinks to offset emissions requirements, and the inclusion of six gases, as well as domestic
initiatives, that can ensure that reductions in global greenhouse gas emissions are consistent with
continued strong economic growth.

Effects of Climate Change

The Intergovernmental Panel on Climate Change (IPCC) jointly established by the World

Meteorological Organization and the United Nations Environment Programme, concluded in

1995 that “the balance of evidence suggests that there is a discernible human influence on global

climate.” Current concentrations of carbon dioxide, methane, nitrous oxide, and the other
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so-called greenhouse gases have reached levels well above those of preindustrial times. Asa
result of the increased concentration of greenhouse gases, 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. The IPCC reports that a doubling of carbon dioxide
levels would lead to about 6,000 to 10,000 additional deaths per year from higher summer
temperatures, even after netting out the effects of warmer winters and acclimatization. The [PCC
also predicts sea level increases of about 20 inches by 2100, with substantially greater increases
subsequently. Despite the difficulties of deriving quantitative assessments of the damages from
climate change, researchers have nonetheless developed monetary estimates of damages that
prompt substantial concern, and range in tens of billions of dollars per year for temperature
changes projected to occur in the next century. If left uncontrolled, disruption of the Earth’s
climate may thus pose substantial costs in terms of harm to commerce and the environment alike.
These costs--and they are significant--provide the primary motivation for actions to reduce
greenhouse gas emissions.

These estimates do not, and cannot, accurately reflect the value of reducing the small and
unknown possibility of large-scale and potentially irreversible events with potentially
catastrophic consequences, such as warming of the Northern tundra sufficient to release very
large amounts of methane from the permafrost. There is thus a strong argument for the Kyoto
Protocol as a form of insurance against a serious environmental threat.

Kyoto Protocol

To address climate change, the United States and approximately 160 other nations agreed
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in negotiations held in Kyoto, Japan, last December, to reduce emissions of greenhouse gases.
The Kyoto Protocol, which requires the advice and consent of the Senate, would place binding
limits on each industrial country's combined emissions of the six principal categories of
greenhouse gases. These limits apply to the 38 so-called Annex I countries, which are the
industrialized countries, defined to include Russia, Ukraine, and most Eastern European
countries.

In taking action to reduce emissions, economic analysis suggests that two elements are
absolutely essential: the effort must be flexible and market-based, to ensure that we reduce
emissions in the most efficient way; and the effort must be global, for without global emissions
reductions the effort would be ineffective. The nature of the climate change problem--that
greenhouse gas emissions have the same effect on the climate regardless of how, where, and,
within limits, when they occur--suggests three basic methods to lower the cost of achieving given
levels of environmental protection. We term these “what”, “where”, and “when” flexibility.

As a result of U.S. diplomatic efforts, all three forms of flexibility are broadly reflected in
the Kyoto Protocol. The inclusion of all six greenhouse gases and certain sink activities that
promote removal of carbon from the atmosphere provide substantial “what flexibility”--enabling
trading across emissions reductions sources to lower the cost of meeting our target. The choice
of a multi-year budget period, ending later than many countries proposed, with allowance for
“banking” of emissions reductions, constitute key elements of “when flexibility.” These
provisions mitigate costs by permitting reductions at times when they are less rather than more

costly. The inclusion of international emissions trading among countries that take on binding
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targets, coupled with an agreement allowing industrial countries to receive emissions reduction
credit for certified investments in “clean development” projects in the developing world, are the
critical forms of “where” flexibility incorporated in the Kyoto Protocol. Although details of
these provisions need to be finalized in negotiations in Buenos Aires later this year, we believe
that these mechanisms can produce substantial reductions in the costs of attaining our
environmental objectives.

The problem of climate change is global and so requires a global solution. Around 2030,
under a continuation of business as usual, a majority of world emissions are projected to come
from developing countries. Without developing country participation we cannot achieve
adequate climate protection. In addition, developing country participation would permit
relatively low-cost emissions reductions to be internationally recognized as a substitute for more
expensive reductions in many industrial countries. The President has made clear that he will not
submit the Kyoto Protocol to the Senate without meaningful participation from key developing
countries (who are not included in Annex I).

Economic Effects

An economic analysis of climate change faces three broad categories of difficulties. First
are the uncertainties that still remain over the terms of the ultimate treaty. Second are the
inherent limitations of available models to analyze even short-term costs and benefits. And
finally is the impossibility of putting a single monetary number on the long-term benefits of
climate change mitigation.

Mindful of the limitations of any single model as a tool for evaluating the economic
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impact of the Kyoto Protocol, we have employed a broad array of techniques to assess the
various possible costs and non-climate benefits of the Administration’s emissions reduction
policy. Ignoring the benefits of mitigating climate change itself, our conclusion is that the net
costs of our policies to reduce emissions are likely to be small if those reductions are undertaken
in an efficient manner and we are successful in securing meaningful developing country
participation as well as effective international trading and clean-development mechanisms in
future negotiations. As I explain in my written testimony, this conclusion is not entirely
dependent on, but is fully consistent with, formal model results. For example, given the factors,
such as trading, delineated above, but excluding the benefits of acting and the impact of
electricity restructuring , estimates derived using the SGM model suggest that the resource costs
of attaining the Kyoto targets for emission reductions might amount to just $7 to $12 billion per
year in 2008 to 2012 -- or just 0.1 percent of projected GDP. That small net premium, in effect,
purchases a partial insurance policy against a serious environmental threat.

A comprehensive economic evaluation of the Administration’s climate change policies
must also take into account the potential payoffs from the full package of proposed
Administration climate change initiatives. As you know, the President’s FY 1999 budget
includes a $6.3 billion package of tax cuts and R&D over the next 5 years; this package makes
good sense in terms of energy policy and will jumpstart our efforts. A second responsible step
entails industry-by-industry consultations to prepare emission reduction plans in key industrial
sectors. A final component of the President’s climate change policy is his support for electricity

restructuring in a manner that will offer approximately $20 billion in cost savings to electricity
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consumers, while achieving modest reductions in greenhouse gas emissions.

[ look forward to continuing to work with members of this Committee, as well as other
interested parties, in further analyzing the Kyoto Protocol and evaluating the effects of reducing
greenhouse gas emissions.

[ welcome your questions.
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Thank you, Mr. Chainnan and Members of the Committee. I am plcascd to have this
opportunity to appear befure the Committee 10 elaborate on the Administration's views on global
climate change policy.

The international agreement that was rcached in Kyolo (his pust Decemnber is a crucial
step furward in addressing global climate change. Global warming may be the most pressing
envirowuenial concern of the next century. The Intergovernmental Panel on Climate Change
(IPCC), representing the world’s climate change suicuiists, coneluded that "the balance of
evidence suggests that there is a diseernible human influetce on global climate.” Current
concentrations of carbon dioxide, mcthane, nitrous uxide, and the other socalled greenhouse
gases have reached levels well above those of preindustrial times.

As a result of the increased concentration of C0O2, the IPCC estimates that global
temperanures will increase by between 2 to 6 degrees Fahrenheit in the next 100 years. The IPCC
reports Ul u doubling of carbon dioxide fsvels would lead to approximately 10,000 estimated
additional deaths per year for the current U.S. population from higher summer temperatures,
aven after netting out the effects of warmer winters aud ussuming acclimatization. Other
researchers have predicted sea level increases, greatet spread of troploal diseascs, and were
violent storms due to increased concentratinas of greenhouse gases.

While these effects may not be felt for several decades. it is impartant to hegin to take
action now in order to avoid leaving an even greater burden for future genetations. Some
researchers have estimated that we already face a 1.0 dogree Falweulicit (emperaiute increase
frotn emissions that have occurred. Delayed action will only increase the level of greenhouse
gascs sccuuululing in the atmosphere and magnify the future costs of addressing this issue, As
CFA Chair Yellon recently testificd, the monctary duinuges expected from a 4.5 degree
Fehrenheit average worldwide temperature increase would amount to about $89 billion per year
or ahoit 1 percent of GDP. Responaibic action today would seem a prudent form of insurance v
protect the world for our children and grandchitdren.

The President’s plan represents a flexible and market-oriented approach to global climate
change and is designed to insure that we reach our goals with the least cost and in the most
efficient mmnner, It explolts the creativity and ingenuily ol American companies and their
workers rather than telying upon policies like taxing the use of fossil fuels. The plan ernphasizes
pactiering with business by investing in the further dovclopment of win-win technologies which
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lower encrgy consumption (and costs) while reducing emissions. The $6.3 billion program of
increased K& spending and tax credits that the President proposed s designed to barnoss the
power of the market to seek reductions in greenhouse gases at the least cost pussible.

Let me omphasize that at lke cory of the Prestdent’s policy is the recognition that we must
begin to address this real problem but that we must do it in such a way $0 as to minimize any
offect on the ¢orapetitivoncas of U.S. industry and workers. That is why the Administration has
insisted upon intemanional emissions trading, meaningful developing vuuntry participation,
inclusion of land-use activitias that absorb carbon ("sinks") and six catcgotics of guses, 48 well as
our domestic lultiutives which can help ensure that reductions in global greenhouse gas
emissions are consistent with continued strong econamie grauth. Dur experiencs with the 80,
program showed that when market floxibility is hamessed emission reductions can be achieved at
cnsIR 60 to B0 percent below what was originally (Luught possible, While success such as this is
hol guaranteed, It does illustrate the efficacy of using flexible market-based strategies to address
the problem.

Tn trying to access the potential costs of global climate change policy there are several
points 1o keep in mind. Firwr, the paraineiors of the internatlonal cffort to redutc grevnhouse gas
emissions is still in some respects & work-in-progress so, despite the claims of some studies, it is
not yet possible to provide a full authoritative analysis. Second, nne anly has to pick up the
paper on a daily basis and read the range of forecasts for the economy over the next yuarter to
appreciate the high degree of uncertainty attached to economic forecasts over the short term, lst
ulone over a dccade, How many furccasters a year ago, let alone ten years ago, predicted that we
would again be sceing gas prices around $1.00 per gallon?

Despite the uncertainty surrounding economio forccasts a decade inlv the future, there 13
good reason o believe that the costs of this policy will be modest. First, lower encrgy costs are
but one of many factors affecting competitiveness. ln fact, energy prices account for only 2.2
percent of total eosts to U.S. industry and already vary fuhstantinlly across countries. Gas pricca
renge from 8 cents per gallon in Venczuela to $1.28 in the U.S. to $4.41 in France. Despite high
energy priceg in Burope and Japun, noither they nor U.S. industry is moving en masse to
Vonezuela. Further, the Administration’s proposed plan for electric utility restructuring may
actunlly offset any energy price increase caused by efforts to limit greenhouse gases.

Second, as Chair Yellen noted in her recent testimony, features of the Kyoto Protocol that
the President insisted upon such as Intemationsd Emissions Trading, Joint Implemeutation, and
the Clean Development Mechanism have all been found to significantly reduce the costs of
ubaternent. In fact, model cstimates suggest that the costs could range between $7 and $12 billion
per year in 2008-2012 or one tenth of one petcent of GDP. Theso already low cstimates may
overstate actual costs as they ignore the benefits of climate change abatement as well as the
effects of vlesirie wility reswructuring and U Administration Climate Change Initiative.

-While we expect that tho costs of global ulinuuies change policy to be modest, it is possible
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that some industries and workers may be adversely affected by a rise in encrgy prices. The
President has stated that we have a moral obligation to help those who may be affected, no less
than we do today, by any change in our economy which affects people through nu fault of their
own. The President and the Department of Labor have demonstrated the strength of this
cominitinent w helping toduy's workers manage change by doubling funding for programs that
provide access to training and assistance to those warkers when they need it.

Any layoff is a painful event for the workers aud communities involved. By ingisting
upon flexible market-hased solutions, the Presidont’s global climtc change policies are designed
to minimize auy adverse effect on energy prices and the economy, Just as we do today, the
Depattment of Labor i8 committed to helping any warker ar coammuaity that mey be affectsd.
Rapid response teams have a proven ttack record of helping workers who are affected by any
econnmic dislocation to {ook ahead and plan for theix fulure, Working with locally-managed job
trainiug urgunizations, these teams set up worker assistance workshops that cover everything
from reswne writing 1o interviewing skills, Dislocated workers may also participate in job fairs,
training (including community collcge courses), direct placement, and related skills and remcdial
assistance from federally-funded programs. The Secretary has repeatedly stated her commitment
to further improving these programs by increasing jub placement and wago replecement for
workers who permanently lose their jobs in a plant closing or mass layoff,

Thank you Mr. Chairman for this opportunity to discuss ginbal climate change policy and
I welcome any questions you might have.
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Thank you, Mr. Chairman and members of the committce, for giving me this opportunity
to testify on the Kyoto Protocol. The United Statcs agreed to the Protocol in December because
the scientific evidence strongly supi:orts our belief that a changing climate would pose very
serious risks to public health and the environment. The framework for action that was negotiated

~ in Kyoto would address those risks in a flexible, common-sense, and cost- effective way, The
Kyoto Protocol would buy America an insurance policy to protect against a possible disaster in
the future. Moreover, while protecting the future, it brings us substantial human health,
environmental, and economic benefits in the near term.

Tt is difficult to predict with certainty what will happen in the future, but the risks are
enormous. If emissions of greenhouse pollutants are not reduced worldwide, atmospheric
concentrations are expected to double by the year 2060. That would cause global temperatures to
rise by roughly two to six degrees by ghe year 2100, and global sea levels to rise 6 - 38 inches.

Climatic changes on that scale would pose very serious threats to public health and the
environment. For example, a doubling of current atmospheric concentrations of greenhouse

pollutants could contribute to more frequent und intense episodes of urban smog, thus increasing
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rates of hwmnan illness and death. The projected increase in the duration and frequency of heat
waves could increase mortality rates due to heat stress.

Climate change also could lead to increases in several infectious diseases, including
malaria, dengue, and yellow fever, as the range of organisms that carty these diseases expands.
It has been estimated, for example, that as global surface temperatures rise, by the end of the 2]st
century the global popul.ation will suffer an additional 50 - 80 million cages of malaria.

By the year 2100, rising sea levels could submerge 15 - 60 percent of America’s coastal
wetlands. These wetlands are nature's kidneys; they cleanse and purify the waters that pass
through them. Their loss would be a blow to the health of humnans and wildlife alike.

Groundwater aquifers and surface waters could be rendered unfit for drinking by the
saltwater intrusion that could be common as sea [evels rise. Five thousand square miles of dry
iand in states like Louisiana and Florida could be inundated, with devastating effects on the
quality of drinking water. DBoth droughts and floods arc likely to become more frequent and
severe as average temperatures rise, thus increasing personal and property damage.

In short, the potential consequences of climate change go far beyond a few degree rige in
average global temperaturcﬁ over the next century. Rising temperatures and related climate
phenomena pose a distinct and serious threat to human health, the environment, and the quality
of life on earth. ‘The Intergovernmental Panel on Climate Change stated the problem succinctly:

"«Climate change is likely to have wide-ranging and mostly adverse impacts on human health,
with significant loss of life.”

In the face of this evidence, and because the effects of climate change would be so serious

and so cosily, the United States negotiated an agrcement that will allow participating nations to

2
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reduce greenhouse pollution in common sense, cosl-effective, and flexible ways.

First, the Protoco] sets realistic targets and timetables for reducing emissions of
greenhouse pollutants. The United. States would reduce its emissions 7 percent below 1990
levels, Japan 0 percent, and the European Unjon 8 percent,

Second, the Protocol ensures that countries can meet thejr obligations through the use of
flexible market mechanisms, not mandatory policies or taxes. This flexibility will allow
companies and countries to find the cheapest possible ways of hitting their emissions reduction
targets. In fact, because cnﬁssiom permits can be truded, there is a built-in incentive to develop
advanced -- and cheaper -- methods of reducing cmissions.

In this country we have several ycars of expericnce using the power of the free market to
reduce pollution at the lowest cost. We’ve incorporated market trading mechanisma into
programs to control acid rain, water pollution, lead in gasoline, crileria air pollutants, and the
chemicals which deplete the ozone layer (chlorofluorocarbons). The results have heen
impressive. The lead trading program, for example, reduced control costs by about 20 percent.
Acid rain control costs were 50 percent lower than expected. CFC phaseout costs were cut
dramatically. We belicve the flexible market mechanisms built into the Kyoto Protocol will be
equally effective in reducing greenhouse pollutants at the lowest possible cost,

The Um'ted: States entered the Kyoto negotiations with a third objective: securing the
meaningful participation of developing countrics. The Kyoto Protocol does not meet all our
objectives in this area, But it makes a solid start by encouraging investments in developing
countries that can be credited toward the Protocol’s emissions reductions targets through the

Clean Development Mechanism.
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The President’s proposed Climate Change Technology Initiative algo is part of our
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common-sense, cost-¢ e[fective strutegy. This initiative expands existing voluntary programs
designed to reduce greenhouse poliutants. These voluntary programs bring economic bencﬂts
beyond those associated with the control of global warming. ‘They provide incentives for
American businesses and commaunities to cut greenhouse pollution now in ways that make
economic sensc now. They speed the adoption of today’s cost-effevtive, cnergy-efficient, low-
catbon technologies throughout the economy, and hasten the development of cven more
advanced technologies in the future.

And they work. By 1999 they will reduce greenhouse poliutants by over 40 million tons
a year, and eliminate 90,000 tons of nitrogen oxides, 8 prime component of urban smog. In
addition, they will reduce U.S. energy consumption by over 43 billion kilowatt hours in 1999,
providing $3 billion in energy savings to consumets and businesaes. For every dollar spent by
EPA, the nation’s enetgy bill is reduced by more than $70.

Let me givc you just one example of how rewarding these kinds of actions can be for
toth the environment and the economy. Tn East Indiana, the Injand Steel Company is installing
technology that will recapture coke gas emissions and use it t0 generate both electricity and
steam heat. Any excess electricity not used at the steel mill will be sold to the local utility. Thus
this new, state-of-the-art, cogenoration facility will save Inland money while it reduces the
cmissions of greenhouse gas and other pollutants from both the steel mill and the local utility.

[deas like that help enhance the productivity of the American economy. They help
Ametican businesses competc more effectively in the global economy. And by reducing
greenhouse pollution they help us reduce the theat of global warming.

4
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One last point; every dollar we invest to improve encrgy efficiency and limit climate
. change will control pollutants besides grecnhousé gases. Fossil fuel combustion is also a major
source of conventional air pollutants like particulates, nitrogen oxides, volatile organic
compounds, and carbon monoxide. These pollutants have been linked to heightened risks of
mortality, chronic bronchitis, congestive heart failure, heart disease, and other serious illncsses.
Children and the elderly are most vulncrable to these pollution-related illnesses.

In summary, the Kyoto Protocol lays the groundwork for a cost-effective, common-sense
approach to controlling climate change. It is a work in progress, and the progress so far has been
heartening. We have to do more to engage the developing countries, but the framework for
future action is strong.

Most important, the peed for action is clear. Let me close by quoting from an article by
Stephen Wolf, the CEO of US Airways: “But in the long term, if we do not address this jssue
forcefully today, we and our childven and our children’s children will be penalized in ways we do

not even want to contemplate.” Thank you,
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LAM ID: EHF460

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
Washington, D.C. 206503-0001
Wednesday, April 22, 1998

LEGISLATIVE REFERRAL MEMORANDUM

TO: Legiflatite Lia'

Offfcer - jbution below
FROM: Rorfald K. Petbrson (for) Assistant Director for Legislative Reference
OMB CONTACT: Robert J. Tuccillo
PHONE: (202)395-5609 FAX: (202)395-58386
SUBJECT: ENERGY Testimony on Global Climate Change
DEADLINE: 5:45 PM Wednesday, April 22, 1998
L - —— p—

In accordance with OMB Circular A-19, OMB requests the views of your agency on the abovae
subject befare advising on its relationship to the program of the President. Please advise us If this
item will affect direct spending or receipts for purposes of the "Pay-As-You-Go" provisions of Title
Xl of the Omnibus Budget Reconcillation Act of 1990.

COMMENTS:
DISTRIBUTION LIST

AGENCIES:

33-Environmental Protection Agency - John Reeder - (202) 260-5414
Council of Econormic Advisers - Liaison Officer - {202) 395-5084
19-Council on Environmental Quality - Judy Jablow - (202) 468-6448
62-LABOR - Robert A. Shapiro - {202} 219-8201

114-STATE - Paul Rademacher - (202) 647-4483

95-Office of Science and Technology Policy - Jeff Smith - (202) 456 6047
76-National Economic Council - Sonyia Matthews - (202) 456-6630

EOP:

Todd Stern

Randall W. Lutter
Peter R. Orszag
Rosina M. Bierbaum
Shelley N, Fidler
Roger S. Ballentine
Julie Anderson
Gary L. Bennethum
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RESPONSE TO
LEGISLATIVE REFERRAL
MEMORANDUM

If your response to this raquast for views Is short {a.9., concur/no comment), we prefer that you respond by
e-mail or by faxing us this response sheet. If the responss is short and you prefer to call, please call the
branch-wide line shown below {NOT the analyst’s line) to leave a message with a legislative assistant.

You may also respond by:
- {1) calling the anulyst/attorney’s direct line (you will be connected to voice mail if the analyst does not
answer); or
(2) sending us a memo or letter
Please Include the LRM number shown sbova, and the subject shown below.

TO: Robert J. Tuccillo Phone: 3965-6609 Fax: 395-5836
Office of Management and Budget
Branch-Wide Line (to reach legislative assistant); 395-4586

FROM: ) : (Date)

{Name)

. {Agency)

{Telephons)

The following Is the response of our agency to your request for views on the above-captioned subject:
Concur

___. . No Objection

No Comment

Bee proposed edits on pages

Othaer;

~__FAX RETURN of pages, attached to this response sheet
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_ Statement of DDan Reicher -
Assistant Secretary for Energy Efficiency and Renewable Energy
Department of Encegy '
Before the

. Commitice on Government Retorm and Oversight

Subcommittee on Nationat Econoniic Growth, Natural Resources, and Regulatory Affairs

© April 23, 1998
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Mr. Chairman and members of the Subcommltlec 1 appreuate the opponumry to appear before |
you to discuss how the Department of Energy » enhanced eneryy research and development
mmatwe can help the nation reduce our dependencc on oil nmported from unstable sources,

- increasc our natmn s compctrtwcness cut uir pnllunon help maintain our leadership in energy

technology. and at the same time, address chma:e change’

As the 215t century approachcs, our natiop: faces many energy,' economic, and en»;imnmental
challenges. Over the next few yaars. we wiil restructure of U 8. electricity marke:s implement
new federal and state clean air requlrements euwunter an mcreasmgly global energy market; face
| increased economic compentlon in the global markaet for clean energy technologies: and conﬁ'ont
the challcnge of global chmate clunge Each of these challengcs poses substantial risks to our
nation. However therc isa tcchnology path that can help meet these challenges and tumn them

into opportumtlcs

Research, developmem and accelerated use of energy efficiency and clean -energy technologjes,
built upon a solid foundatmn of advanced science and basu research i8 & rna)or patt of the
solution. In fact, this technology path is 30 tmponant in meetmg these challenges, that even
without the fhreat of clima_te chahge. these 1 mvestments would still be wise national policy. This _
exact point was made last Fall by the President's Committee of Advisors on SEi'etma and |

Technology.

There is no “silver bullet” that wﬂl address all our future energy needs A broad and balauced

R&D- pnrttoho -+ ong that bullds on clean fossil, renewable and nuclear supplies and increased
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effici iciency of energy use -- is ebsentlal We muit make bctler usu uf conventmnal cner5y sources

with energy efhcnency technplogxes while dso Investing | in-new cnergy. supplv technologies to

provide us with a mbust ponfoho of clean and affordable futuxe energy options. Thc

“development 4nd wxdespread use of a dwersc eneryy porttoho will prov:de many benehts

including reduced encrgy costs, mcreascd eneryy security, improved air quality, greater U.S.

. competitivencss, and reduced greenhouse gas emissions.

That is why we are asking for funding for the following'

8/5'd

' HydmpOWer R&D to- develop a fish fnendly turbme that will help us preserve our large

mstalled hydropower base that currently pnuvudes approxlmately 10 percent of the total

"USs. electhuty

Tech:io‘logies' that improve the eﬂicien;y and extend the operating lite of current nuclear

~ power plants.

Super clean diesel engines- that will be one-third more efficient than comparable gasoline .

engines and meet equivalent emission standards.

Advanced 8as turbines that can provide mdustrial and commercial buildings not only with -

their electricity, but with their heat, at efficiencies of 70 percent and higher.

R&D Pafmcf ships with the most energy-intensive U.S, mdustnes - hke steel, chemicals,

and forest products - 10 develop technologles to save energy and increase industrial

dood

' WEILIGWOSd  K40OWr ¥AI3d0L §S:9T 966T-77-HdV



Goos

04/22/98 WED 18:38 FAX

productivity. Just last month, the Depal bment entered into a new R&D pannet sh|p with
- the agriculturc lndusuy o use crops like corn and saybeam -~ instead of oil -- to make

evel yday consumer items -- rangmg trom puints angd plasms to c,arpets and cAr parta.

. bcqnstratton technologles to keep the carhun dioxide f‘rom mmbustmg coal and other

: Fossjl fuels out of the mmosphere

Thea¢ investinent Proposals are built on 1 solid track record of DOE success in advancing energy

technology,

In January, Chrysler, Ford, and GM stunncd’ the world wuth their announcement of concept
vehicles that promlsc two (o three times greater fuel efficiency. This followed a DOE Chrysler
‘and A.D. Lite announcement ot a major breakthrough m powenng 2 fuel cell alectric car wnh
gasohne All these announcements were . result of our parinership with auto wmpeuues and tl]El!‘

uppliers in the Partnershlp for a New Generanon of Viehivles.

Last week-in Nevada we dedlcated an advanced clean coal power p]a.nt that produces 20 percent
Fowm wieenhouse gas ems-uom and 90 porcem less sulfur and nitrogen oxlde emissian, The
advances in thns plant result from our Fossil Energy R&D aﬂ“om

Yesterday, Mayor Ginliani -and %crctnrv Pefa. cclebrated the tzrsl speculutwe office tower i
Manhattan sinoe 1988 -3 buﬂdmg already fully rented, powered in part by fuc! cells and

phuwvolt:uc banels, and expected to be 40 percent more encryy eﬂiuent than the average

3
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building its size, w1th a su-mlar reducnon in as:.ocxeted a eenhouse gas enussmns The

' technolagiex nsed in tlne bmldmg were developed by DOE n panuershlp. with i:idustr_y end the

national labun slories.

Next week, in Indzana Bethlehem bteel and DOE wnll showease an array of teehnologies that will
drastically cut polluhon and cnelgy use in tho largest{ Inegrated stesl rmll in the nation -- a mill

that spenda about $300,000 per ddy on energy -- ar more than $100 million per year.

governments ogcupies 500,000 structures and iy the siugle largesf energy user in America. In"onq
recent example, Cemohdated Eudison is lnvestmg $6 million of its own money to retyofit ava

hospital thut will save the VA, and taxpayers 31 nnllxon B Year.

- Sierra Club, there is agreement that substnnml industry and govemmem support for energy R&D

is a key clement of an eﬂ"cuhve respome to chmate change, mdependent of oplmons about the

laboratones recogmzed that the Umted Statcs can hold dOer the costs of meeimg ehmuzc ehauge
goals by developmg clean cnergy technologles In fact the study concluded that Slgﬂlhcam |
progress in reducing greenhome ges emmsxon: can be achleved without i mcmasmg the nation’s

total cnelgv b:ll Tust yesu:r'day, eleven labomtory directors 158ued a study that outlined almost 50 _

sepatuly technology pathways for reducmg greenhouse Ras emnssnons over the next 30 years, This

4
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study should prave very helpﬁal to palicy makers because it attempts to assess the likelihood of

suu.esa and. umgnitude of reductmns for each technolog\

Finally, technology is a key to ensurmg the meanms;ﬁ.ll ]Jaﬂ)CI]Jalmn nf developing nations in a |
climate treaty. 1tis technology that will provlde devoloping r natlons wilh what they seek -- the
ablhty in grow their econormics while thcy limit their greenhouse £as emissions and simultancously
reduce (he tradmonal air pollutant‘: chokmb many of their cmes And, clean technology wﬂl help
ensure that developing countnes become not a challenge but an opportumty tor the U S Mr
Chmrman over the next four decadeq developmg countries alone wdl require new clcctnmty
generatmg cupacity wmh trulhom of dollars. In order to meet this cxplesive euergy demand and
reap the resultmg technology'snlos and jobs, we must invest now in the. research, development,
and dcploymem of energy te:hnologlew u. S companies and workers can hdve the largest plece
of this huge market if we ‘win the R&D race. But, if our commument to energy technology R&D
is stalled by dcbate aver the Kyota Protocol and economic and scientific quels then the U.S.

ecanomy, our citizens, and the glabal environment will bc the real lusers,
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