
FOIA Number: 2017-1095-F

FOIA
MARKER

This is not a textual record. This is used as an 

administrative marker by the William J. Clinton 

Presidential Library Staff.

Collection/Record Group: 

Subgroup/Office of Origin: 

Series/Staff Member: 

Subseries:

Clinton Presidential Records 

Council of Economic Advisers 

Michele Jolin

OA/ID Number: 
FolderlD:

23905

Folder Title:
[Climate Change Issues] [Folder 2] [1]

Stack:

s
Row:

21
Section:

2
Shelf:

3
Position:

1



10/10/97 FRI 18:39 FAI @002

wm
U.S. Department of Justice 

Environment and Natural Resources Division

Assistant AlUmey Gentnil 
950 Pennsyhama Avtnut. N. »'• 
tPoahinpon, DC 20530-0001

^Faa’i^‘^^^fl40S57

October 10, 1997

MEMORANDUM
To; Assistant Secretaries Group

From:

%

Lois J. Schiffer, Assistant Attorney General 
Environment & Natural Resources Section

Re; Right-to-Know Proposal for GHG Emissions

RprVgrftUTid

speech in Kalamazoo, Michigan, the President stated,

SimUarly, in an August 8, 1995 speech in Baltimore, the President stated.
Community right to know is here to say. .. . Democracies always have depended upon the 
free flow of information to ordinary citizens.

Finally the President wrote regarding an existing right-to-know program that ,

41,791 (1995)

Hioposal
The principle of right-to-know is directly applicable to

S r^StJ ^“tlle” iSSSoaJe

providers of various services which result in GHG emissions.
Hence we recommend that a right-to-know proposal be included in ^y options 

memorandurn’io the President which generally identifies federal progi^ that can help reduce 
national GHG emissions. The proposal should apply to emitters of GHG at an appropnate level
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would roesh wel wim by compames within that program.
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STATEMENT OF THE HONORABLE DAN SCHAEFER 
SUBCOMMITTEE ON ENERGY AND POWER

HEARING ON THE KYOTO PROTOCOL AND ITS ECONOMIC IMPLICATIONS

MARCH 4, 1998

I'd like to welcome everyone to today's hearing on the Kyoto Protocol and its 

economic implications.

Unfortunately, after 6 hearings, my concerns about where the Administration 
is headed with this agreement seem to increase rather than decrease with every time 
we have an opportunity to look closely at the domestic implications of this Issue.

Today I hope to focus my questions on the results of the economic analysis 
contained in the prepared testimony for today. Last July, the Administration released 
a document at least 59 people across the Administration spent nearly two years 
developing. That economic analysis determined the cost of stabilizing greenhouse gas 
emissions to 1990 levels by the year 2010 would require the equivalent of a $95 per 
ton carbon tax. The day that document was made public the Administration called it 
a "flawed" effort.

Today we are presented with the result of analysis conducted, 1 presume, in the 
three months post-Kyoto that, apparently using at least one of the same models used 
in the previous analysis, produces vastly different results for a more ambitious target, 
$14-23 per ton of carbon.

What disturbs me the most about this outcome is It appears to be based on 
assumptions about the outcome of future negotiations that may never materialize. To
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be specific: according to Ms. Yellen's testimony, the cost of complying with the Kyoto 
Protocol is reduced between 50 and 75 per cent if there is efficient international 
emissions trading. However, the details of emissions trading are, unfortunately, one 
of the things the Administration has left to work out in a future negotiation. And other 
parties to this agreement and non-governmental groups are already positioning 
themselves to place as many restrictions as possible on emissions trading. In this 
context. I would remind you of the history of joint implementation. The Rio Treaty 
provides for h, but in subsequent negotiations the promise it held for significantly 
reducing costs of compliance proved hollow when h was limited to developed 
countries only.

Similarly, Ms. Yellen's testimony notes that the cost of compliance is further 
reduced if we can secure full participation by developing countries in the emissions 
trading markets. I am extremely disturbed If this was relied upon to reach the cost 
prediction in today's testimony because whh respect to meaningful developing country 
commitments under the Kyoto Protocol: It is a done deal and they don't have any.

In order for us to fully analyze the Administration's economic analysis and the 
assumptions used, I am formally requesting that the Administration provide to this 
Subcommittee, no later than two weeks from today, the complete analysis of the 
conclusions presented in today's testimony, any other economic analysis that was 
done that reached different conclusions, and I ask that the Administration send its 
analysis out for peer review. The reason why understanding this analysis is so 
important was highlighted in an article that appeared in the Washington Post this 
morning: Robert Stavins, an economist at Harvard noted: the Impact can be relatively 
small if done In the smartest possible way. "But if we don't do It that way it will cost 
10 times what the Administration is saying."

Finally, I am pleased that the Administration is supportive of the idea of 
electricity restructuring. I too believe it will bring real savings to electricity consumers. 
Unfortunately, it is becoming clear to me that the Administration support restructuring 
as a way to mask the costs of complying with this treaty from American consumers. 
As 1 stated at the last hearing I would like the benefits of restructuring to flow to the 
consumers and not be spent buying emissions credits from a foreign government.

I hope today the Administration can answer our questions about the agreement 
in a straightforward manner. I look forward to the testimony and exploring all of these 
issues during the question and answer period.

Thank you.
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September 19, 1997

The Honorable Dan Schaefer 
Chairman
Energy and Power Subcommittee 
Committee on Commerce 
Room 2125
Rayburn House Office Building 
Washington, DC 20515

Dear Mr. Chairman:

I received your August 22 questions that relate to the Administration’s policy making 
process on the issue of global climate change. I appreciate your thoughtful inquiries on this 
important issue.

As you know, the Administration has not yet settled on a particular set of policies to 
reduce greenhouse gas emissions. Instead, the President, Members of his Cabinet, and Senior 
White House officials have been meeting with a wide range of parties interested in the issue of 
global climate change. We have been consulting with business and labor representatives, 
scientists, economists, and environmental groups about the best, most cost-effective way to 
reduce greenhouse gas emissions. And, on October 6, the White House will hold a conference to 
discuss the scientific evidence, the economic impact^and international implications of global 
climate change. These discussmns are intended to inform the Administration’s decision-making 
process, which will culminate in a U.S. policy position for the international negotiations in 
Kyoto in December of this year.

Because we are in the final stages of this policy making process, I believe that many of 
the questions asked in your August 22 submission would be more accurately and thoroughly 
answered after the Administration has announced its policy position. For that reason, I am 
requesting that you allow me to provide answers to these questions after the Administration has 
engaged in a thorough and complete policy making process and has made the key policy 
decisions about this important issue.

If you or your staff have any questions, please contact me or Michele John, the CEA 
Chief of Staff at (202)395-5084. I appreciate your consideration and cooperation, and look 
forward to working with you further. *

Sincerely,

H-n,
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Responses to Murkowski Questions

2. When will the Administration release to the public the economic analysis that it used in 
reaching these targets and timetables?

I don 7 know the answer to this question.
The Administration will release the economic analysis in a timely manner prior to the opening of 
the conference in Kyoto.

3. Will the economic analysis used to arrive at these targets and timetables be peer 
reviewed?

a. Knot, why not?

b. K so, will the peer reviewers comments be made public?

The economic analysis will not be peer reviewed. The peer review comments on the Interagency 
Analytical Team report provided the Administration with valuable information on the strengths 
and weaknesses of existing economic models. Many of the reviewers’ suggestions were 
incorporated and addressed in this economic analysis. The Administration also drew on the 
peer-reviewed economic literature for this analysis. Further, as is the case with most major policy 
decisions, the nature of the internal deliberations of the Administration precluded an extensive and 
time-consuming peer review.

9. The economic modeling effort that was abandoned by the Administration earlier this 
year assumed that the mere announcement of an agreement to reduce carbon dioxide 
would immediately result in a 25% increase in the rate of improvement in energy 
efficiency.

a. Was this a valid and realistic assumption?

b. Did the peer reviewers feel it was a realistic assumption?

Several of the peer reviewers noted that the rate of energy efiBciency improvement (the 
autonomous energy efficiency improvement, or AEEI) may be on the upper range of estimates of 
this variable, and may cause some debate. Given the concern about the realism of this 
assumption, and in response to several reviewers’ suggestions about increasing the scope of the 
sensitivity analysis, the Admimstration has conducted subsequent economic analyses with an 
AEEI comparable to the value used by the Energy Information Administration in its energy 
forecasting.

10. The Administration economic modeling effort also assumed a decrease in long term 
interest rates to almost 2%.
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a. Was this a valid and realistic assumption?

b. Don’t new taxes and higher costs tend to increase inflation and interest rates?

The lAT report indicates that in the modeling exercises, the revenues from carbon permit auctions 
are used to reduce the deficit (or in its sensitivity analyses, to cut income and corporate taxes).
As we heard many times over the past several years on the balanced budget debate, cutting the 
Federal deficit will lower interest rates. Of course, how much interest rates would fall also 
depends on other characteristics of the economy and how the Federal Reserve responds to them. 
Qualitatively, the conclusion of the analysis appears to be valid and realistic. ‘TSTew taxes” don’t 
necessarily lead to an increase in inflation and interest rates if other changes in fiscal policy are 
undertaken (e.g., reducing the deficit, cutting income and corporate taxes).

11. The Administration modeling effort did not consider the costs associated with the 
development, implementation, and monitoring of a trading program.

a. Was this a valid and realistic omission?

The purpose of the lAT was not to assess any specific policy position. Since the Administration 
had not yet developed a policy position internally, the lAT did not have a specific implementation 
policy to model. It would not be valid for the lAT to devise a specific, hypothetical program and 
model the costs of implementing it.

12. Did the Administration modeling effort take into account the adverse effects on U.S. 
competitiveness and the potential shifting of producers in the United States?

As several of the reviewers noted, the models used in the lAT do not handle international trade 
well and the lAT did not specifically account for effects on U.S. competitiveness.



Responses to Senator Chafee’s Questions

1. The President and his Administration are still going through a process of hearing the opinions 
of the many interested parties on this issue. This process will culminate with a White House 
Conference in October on the climate change issue.

However, the framework for the Administration’s policy has been largely settled. For example, 
we support the use of flexible approaches, such as joint implementation and international 
emissions trading. We support the requirement that non-Annex I countries, as they become 
wealthier, abide to binding emissions goals. For domestic implementation, we support the use of 
flexible, market based approaches. Although the President has spoken of the need for realistic 
achievable targets, the Administration is still deciding the details on targets and timetables and 
domestic implementation.

2. No one model, or even a small set of models, can give a definite estimate of the effects of a 
policy on the economy 20 or 30 years into the future. However, a vast aiTay of economic tools 
exists to provide us with a basis for informed judgment about the likely effects of different 
climate policies. For example, we know that a market based approach to reducing carbon 
emissions will be less costly than a command and control approach. The Administration intends 
to bring to bear on the climate issue many analytic tools and perspectives. Some of these may 
have strengths on issues where the models used in the lAT analysis were weak. I am confident 
that the analytic tools and perspectives available to the Administration can provide us with 
sufficient information to generate ranges of economic effects so that the Administration can 
make informed policy decisions.

3. The Administration is considering an array of market based approaches to implement climate 
policy.

4. Tradeable emissions permits and energy taxes share several important characteristics. First, 
they both send a price signal to markets that would stimulate the development and adoption of 
energy efficient technologies. Second, they both provide flexibility to achieve emissions goals. 
In the case of tradeable permits, firms that find it very costly to reduce emissions may purchase 
permits from firms that find it less costly. In the case of taxes, firms would reduce their energy 
use until it became more costly than the tax. These both achieve emissions reductions at 
substantially lower costs than through command and control approaches.

Tradeable emissions permits would provide greater certainty than energy taxes of attaining a 
specified emissions cap. By specifying a number of permits and allowing firms to trade these 
permits, the country can ensure that it is meeting an agreed upon carbon emissions goal. A tax, 
on the other hand, would provide greater certainty than a cap-and-trade approach of limiting 
costs, since the increase in unit costs would be determined by the tax.



5. For international emissions trading, all countries participating in the trading scheme will need 
to have their emissions capped.

International emissions trading can significantly decrease the costs of meeting an emissions goal. 
It would provide greater opportunities to reduce emissions at low costs. If some of the emissions 
reductions necessary to achieve the U.S. goal can be undertaken in other countries at lower costs, 
then U.S. emissions control costs will fall. In both the lAT analysis and other modeling efforts, 
the costs of achieving a variety of emissions goals could decrease by more than half.

For joint implementation, all countries may participate, regardless of when their emissions will 
be capped. Lower cost abatement opportunities abroad again suggest substantial savings to the 
U.S. could result if U.S. companies could receive credit for incremental abatement efforts in 
other counties.

6. Some innovation surely occurs in the absence of a price signal. Many studies suggest that 
energy use relative to GDP falls each year regardless of the price signal by 0.5 to 1.25 percent.
To the extent that energy use is associated with climate change effects, and this causes damages 
not reflected in market prices, this innovation is unlikely to be sufficient. Additional incentives 
to iimovation, such as price signals, or support for R&D may be needed.

7. As the question notes, some observers of the climate change issue have claimed that capping 
only developed countries’ emissions will result in “leakage”: the escape of jobs, capital, and 
polluting activity to developing countries. Any time countries negotiate international treaties that 
would apply different rules to different countries, there is a concern about some countries gaining 
a competitive advantage. However, the economic evidence does not support the argument that 
climate policy will adversely affect U.S. economic competitiveness. First, non-tradeable sectors 
account for a substantial share of carbon emissions. Transportation and residential and 
commercial buildings account for approximately two-thirds of U.S. carbon emissions. For these 
sectors, the “competitiveness” argument does not appear applicable. Second, energy costs 
comprise only a small percentage of total manufacturing costs. According to the 1995 Annual 
Census of Manufactures, energy costs for manufacturing industries averaged just 2.2% of total 
costs. Given the small share of energy in total costs, differential shifts in existing energy prices 
are unlikely to have substantial effects on location decisions and trade flows. Third, our 
experience in this country with environmental regulation has been that it does not cause 
significant leakage. Firms that decide to relocate to other countries do so because of 
international differences in labor costs, capital costs, material costs, and exchange rate changes 
that all swamp the costs of complying with environmental regulations.

To address the possibility of leakage occurring, we should do climate policy smart. If we do it 
dumb, it will cost our economy a lot. By doing it smart, through flexible, market-based 
approaches, we will make the costs of complying with an emissions goal much lower. In 
addition to using market-based approaches domestically, joint implementation and international 
emissions trading would also lower the costs of climate policy. These lower costs associated 
with a smart climate policy would decrease the economic rationale for industries to move to 
developing countries.



Responses to Senator Boxer’s Questions

1. As stated in my answer to question 7 of Senator Chafee’s questions, some observers of the 
climate change issue have claimed that capping only developed countries’ emissions will result 
in “leakage”: the escape of jobs, capital, and polluting activity to developing countries. Any time 
countries negotiate international treaties that would apply different rules to different countries, 
there is a concern about some countries gaining a competitive advantage. However, the 
economic evidence does not support the argument that climate policy will adversely affect U.S. 
economic competitiveness. First, non-tradeable sectors account for a substantial share of carbon 
emissions. Transportation and residential and commercial buildings account for approximately 
two-thirds of U.S. carbon emissions. For these sectors, the “competitiveness” argument does not 
appear applicable. Second, energy costs comprise only a small percentage of total manufacturing 
costs. According to the 1995 Annual Census of Manufacturers, energy costs for manufacturing 
industries averaged just 2.2% of total costs. Given the small share of energy in total costs, 
differential shifts in existing energy prices are unlikely to have substantial effects on location 
decisions and trade flows. Third, our experience in this country with environmental regulation 
has been that it does not cause significant leakage. Firms that decide to relocate to other 
countries do so because of international differences in labor costs, capital costs, material costs, 
and exchange rate changes that all swamp the costs of complying with environmental 
regulations.

To address the possibility of leakage occurring, we should do climate policy smart. If we do it 
dumb, it will cost our economy a lot. By doing it smart, through flexible, market-based 
approaches, we will make the costs of complying with an emissions goal much lower. In 
addition to using market-based approaches domestically, joint implementation and international 
emissions trading would also lower the costs of climate policy. These lower costs associated 
with a smart climate policy would decrease the economic rationale for industries to move to 
developing countries.

2. The costs of reducing emissions in the U.S., and in Europe and Japan depend on how all of 
these countries implement their policies. If the U.S. employs a market based approach, the costs 
will not be that high relative to Europe and Japan. Regardless of the implementation approaches 
used in these countries, the costs of emissions reductions are not likely to affect U.S. 
competitiveness. As noted above, energy costs comprise a small share of total manufacturing 
costs (2.2%). Further, two-thirds of carbon emissions occur in non-tradeable sectors. The 
evidence on energy price differentials across countries suggests that they are not sufficient to 
spur firm relocation to other countries. ________ -

3. The I AT report did not focus on the benefits of reducing greenhouse gas emissions. Without a 
benefits assessment, the lAT could not provide estimates of the positive effects on human health 
and the environment. In addition, the I AT did not study the effects of the risks of climate change 
on economic activity. However, the report did assess the impacts of climate policy on the



economy. The I AT analysis confirms other economic research (for example, the recent report by 
the World Resources Institute) that smart climate policy can actually lead to net benefits in the 
long term. For example, the lAT analysis found that auctioning off tradeable permits and using 
the proceeds of the auction to lower income and corporate taxes would help the economy grow 
faster in the future than without climate policy.

4. The longer we wait to take any action can adversely affect the economic and environmental 
outcomes of climate policy. However, we do know that more gradual efforts to reduce our 
carbon emissions can lower the economic costs relative to very aggressive reductions efforts 
while still achieving the same carbon dioxide concentration goal. For example, some 
international proposals to reduce carbon emissions would have Annex I countries cutting 
emissions to 20% below 1990 levels by 2005. Such a target would have very substantial 
economic costs because it does not provide enough time for the capital stock to turn over. It is 
very expensive to scrap the existing capital stock, while much of it is in the prime of its life, and 
replace it with carbon-free technology. Further, such a target would require the economy to 
employ existing low-carbon and carbon-free technologies while longer-term targets would 
provide more lead time to develop and implement superior technologies. Given that it is the 
stock of carbon dioxide, not the annual emissions of carbon dioxide, that drive global warming, 
there is an opportunity to be flexible in the timing of emissions reductions. Less aggressive paths 
that 1990 -20% emissions level by 2005 could achieve the same carbon dioxide concentration 
stabilization goal in the year 2100 by increasing carbon reductions in the future when they are 
less costly to the economy.

5. It is very difficult to assess the nature of the economy, and especially specific industries, 20 or 
30 years into the future. If the country embarked on a policy of reducing carbon emissions, 
obviously the firms and industries that can creatively and cost-effectively reduce their emissions 
will benefit relative to their competitors. To reduce carbon emissions, it is reasonable to envision 
that the products and services of industries that develop energy efficient technologies and 
industries that develop low-carbon based energy (such as renewable energy sources including 
wind, solar, and biomass) would be in greater demand.

Responses to Senator Lieberman’s Questions

1. The Administration’s analysis on the issue of climate policy has not occurred in a vacuum. In 
fact, climate change has been one of the more active areas of research in economics this decade. 
The economic literature on climate change, complemented by the lAT report, has already done 
quite a lot to inform the policy development process. Based on the economic research, we have 
identified some of the important characteristics of the climate policy we will develop: joint 
implementation, international emissions trading, developing country participation, emissions 
budgets, and market-based, flexible domestic implementation. My interpretation of the role of 
economics differs — I believe economics has informed the process, and I am confident that it will 
continue to play an important role in our country’s deliberations over a climate policy position.



2. As stated in my answer to question 2 of Senator Chafee’s questions, no one model, or even a 
small set of models, can give a definite estimate of the effects of a policy on the economy 20 or 
30 years into the future. However, a vast array of economic tools exists to provide us with a 
basis for informed judgment about the likely effects of different climate policies. For example, 
we know that a market based approach to reducing carbon emissions will be less costly than a 
command and control approach. The Administration intends to bring to bear on the climate issue 
many analytic tools and perspectives. Some of these may have strengths on issues where the 
models used in the lAT analysis were weak. I am confident that the analytic tools and 
perspectives available to the Administration can provide us with sufficient information to 
generate ranges of economic effects so that the Administration can make informed policy 
decisions.
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Responses to Senator Boxer’s Questions

1. Some observers of the climate change issue have suggested that capping only developed 
countries’ emissions will result in “leakage”: the escape of jobs, capital, and polluting activity to 
developing countries. Any time countries negotiate international treaties that would apply 
different rules to different countries, there is a concern about some countries gaining a 
competitive advantage. However, the economic evidence does not support the argument that 
climate policy will adversely affect U S. economic competitiveness. First, non-tradeable sectors 
account for a substantial share of carbon emissions. Transportation and residential and 
commercial buildings account for approximately two-thirds of U.S. carbon emissions. For these 
sectors, the “competitiveness” argument does not appear applicable. Second, energy costs 
comprise only a small percentage of total manufacturing costs. According to the 1995 Annual 
Census of Manufacturers, energy costs for manufacturing industries averaged just 2.2% of total 
costs. Given the small share of energy in total costs, differential shifts in existing energy prices 
are unlikely to have substantial effects on location decisions and trade flows. Third, our 
experience in this country with environmental regulation has been that it does not cause 
significant leakage. Firms that decide to relocate to other countries do so because of 
international differences in labor costs, capital costs, material costs, and exchange rate changes 
that all swamp the costs of complying with environmental regulations.

To ensure that climate change policy does not damage U.S. competitiveness, we need a smart 
climate change policy. If we do it dumb, it could cost our economy a lot. By doing it smart, 
through flexible, market-based approaches, we will make the costs of complying with an 
emissions goal much lower. In addition to using market-based approaches domestically, joint 
implementation and international emissions trading would also lower the costs of climate policy. 
These lower costs associated with a smart climate policy would decrease the economic rationale 
for industries to move to developing countries.

^ 2. The costs of reducing emissions in the U.S., and in Europe and Japan depend on how all of
V ^ £ wl/. these countries implement their policies. If the U.S. employs a market based approach, the costs 

r will not be that high relative to Europe and Japan. Regardless of the implementation approaches 
b V used in these countries, the costs of emissions reductions are not likely to affect U.S. 

iV competitiveness. As noted above, energy costs comprise a small share of total manufacturing
Hi. costs (2.2%). Further, two-thirds of carbon emissions occur in non-tradeable sectors. The 

Oc ujt Wif evidence on energy price differentials across countries suggests that they are not sufficient to 
y 7 spur firm relocation to other countries.

VAKL

0*^

3. The lAT report did not focus on the benefits of reducing greenhouse gas emissions. Without a 
benefits assessment, the lAT could not provide estimates of the positive effects on human health 
and the environment. In addition, the lAT did not study the effects of the risks of climate change 
on economic activity. However, the report did assess the impacts of climate policy on the 
economy. The lAT analysis confirms other economic research (for example, the recent report by 
the World Resources Institute) that smart climate policy can actually lead to net benefits in the 
long term. For example, the lAT analysis found that auctioning off tradeable permits and using

7



the proceeds of the auction to lower income and corporate taxes would help the economy grow 
faster in the future than without climate policy.

CM,

4. The longer we wait to take any action can adversely affect the economic and environmental 
outcomes of climate policy. However, we do know that more gradual efforts to reduce our 
carbon emissions can lower the economic costs relative to very aggressive reductions efforts^ 
while still achieving the same carbon dioxide concentration goal. For example, some 
international proposals to reduce carbon emissions would have Annex I countries cutting 
emissions to 20% below 1990 levels by 2005. Such a target would have very substantial 
economic costs because it does not provide enough time for the capital stock to turn over. It is 
very expensive to scrap the existing capital stock, while much of it is in the prime of its life, and 
replace it with carbon-free technology. Further, such a target would require the economy to 
employ existing low-carbon and carbon-free technologies while longer-term targets would 
provide more lead time to develop and implement superior technologies. Given that it is the 
stock of carbon dioxide^ not the annual emissions ofisaAeo- that drive global warming,
there is an opportunity to be flexible in the timing of emissions reductions. Less aggressive 
paths tha^ 1990 -20% emissions level by 2005 could achieve the same carbo^^oxide ^ 
concentration stabilization goal in the year 2100 by increasing carbon reductions in the future 
when they are less costly to the economy.

5 . It is very difficult to assess the nature of the economy, and especially specific industries, 20 or 
30 years into the future. If the country embarked on a policy of reducing carbon emissions, 
obviously the firms and industries that can creatively and cost-effectively reduce their emissions 
vvdll benefit relative to their competitors. To reduce carbon emissions, it is reasonable to 
envision that the products and services of industries that develop energy efficient technologies 
and industries that develop low-carbon based energy (such as renewable energy sources 
including wind, solar, and biomass) would be in greater demand.

Vu

Responses to Senator Lieberman’s Questions

1 The Administration’s analysis on the issue of climate policy has not occurred in a vacuum. In 
fact, climate change has been one of the more active areas of research in economics this decade.

' ^ ’ The^economic literature on climate change, complemented by the lAT report, has already done 
quite a lot to inform the policy development process. Based on the economic research, we have
identified some of the important characteristics of the climate policy we will develop: joint-------

^T'Hfflplementation, international emissions trading, developing country participation, emissions 
budgets, and market-based, flexible domestic implementation. My interpretation of the role of 
economics differs — I believe economics has informed the process, and I am confident that it will 
continue to play an important role in our country’s deliberations over a climate policy position.

2. As stated in my answer to question 2 of Senator Chafee’s questions, no one model, or even a 
small set of models, can give a definite estimate of the effects of a policy on the economy 20 or
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30 years into the future. However, a vast array of economic tools exists to provide us with a 
basis for informed judgment about the likely effects of different climate policies. For example, 
we know that a market based approach to reducing carbon emissions will be less costly than a 
command and control approach. The Administration intends to bring to bear on the climate issue 
many analytic tools and perspectives. Some of these may have strengths on issues where the 
models used in the lAT analysis were weak. I am confident that the analytic tools and 
perspectives available to the Administration can provide us with sufficient information to 
generate ranges of economic effects so that the Administration can make informed policy 
decisions.



Responses to Senator Chafee’s Questions

1. The President and his Administration are in the process of discussing the issue of climate
change with all interested parties, including representatives from business and labor, 
environmental groups, economists and others. This process will culminate with a White House 

Conference on climate changej0October_—---- i<.( ?

The Administration has established a framework. For example, we support the use of flexible ^
approaches, such_as^rifimpmS^jon^intemationaJ emissions trading^^^ suppptUhe----- . ,

'^requirement that nomAnnex'I'countries, as they become wealthier, abide urbindmg emissions / 
goala^ And, for domestic implementation, we support the use of flexible, market based 

approaches.

2. No one model, or even a small set of models, can give a definite estimate of the effects of a 
policy on the economy 20 or 30 years into the future. There are a vast array of economic tools 
that provide us with a basis for informed judgment about the likely effects of different climate 
policies. For example, we know that a market based approach to reducing carbon eimssions will 
be less costly than a command and control approach. The Administration<Qtend&TQ.br^ to~ 
bear on the climate issue many analytic tools and perspectives. Some of these may have 
strengths on issues where the models used in the lAT analysis were weak. I am confident that 
the analytic tools and perspectives available to the Administration can provide us with sufficient

f M 0 r( information to generate ranges of economic effects so that the Administration can make
I f informed policy decisions.
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3. At this time, the Administration has not settled on a particular set of policies. The 
Administration is considering an array of market based approaches to implement climate policy.

4. Tradeable emissions permits and energy taxes share several important characteristics. First, 
they both send a price signal to markets that would stimulate the development and adoption of 
energy efficbnUechnol^iei Second, they both provide flexibility to achieve emissions goals. 
In the case of tradeable permits, firms that find it very costly to reduce emissions i^'^purchase 

permits from firms that find it less costly. In the case of taxes, firms would reduce their energy 
use until it became more costly than the tax. These both achieve emissions reductions at 
substantially lower costs than through command and control approaches.

Tradeable emissions permits would provide greater certainty than energy taxes of attaining a 
specified emissions cap. By specifying a number of permits and allowing firms to trade these 
permits, the country can ensure that it is meeting an agreed upon carbon emissions goal. A tax, 
on the other hand, would provide greater certainty than a cap-and-trade approach of limiting 
costs, since the increase in unit costs would be determined by the tax.
iWn. d^lso Up ^('f^
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Responses to Senator Chafee’s Questions

1. The President, Members of the Cabinet and Senior White House officials have meeting
\vith with a wide range of parties interested in the issue of global climate change. We have been
consulting with representatives from business and labor, environmental groups, scientists,
economists and others about the best, most cost-effective way to reduce greenhouse gas
emissions. On October 6, the White House will hold a conference to discuss the scientific
evidence, the economic impact and the international implications of global climate change.
These discussions are intended to inform the Administration’s decision-making process, which
wall culminate in a U.S. policy position for the international negotiations in Kyoto in December
of this year.

With the lessons we have learned so far,, the Administration has established a broad
framework within which this policy position will be developed. For example, we support the use
of flexible approaches, such as joint implementation and international emissions trading. We
support the requirement that non-Annex I countries, as they become wealthier, abide to binding
emissions goals. And, for domestic implementation, we support the use of flexible, market based
approaches.

2. No one model, or even a small set of models, can give a definite estimate of the effects of
a policy on the economy 20 or 30 years into the future. There are a vast array of economic tools
that provide us with a basis for informed judgment about the likely effects of different climate
policies. For example, we know that a market based approach to reducing carbon emissions will
be less costly than a command and control approach.

In developing a climate change policy, the Administration intends to bring to bear many
analytic tools and perspectives found in the economics literature. Some of these may have
strengths on issues where the models used in the lAT analysis were weak. I am confident that
the analytic tools and perspectives available to the Administration can provide us with sufficient
information to generate ranges of economic effects so that the Administration can make informed
policy decisions.

3. At this time, the Administration has not settled on a particular set of policies. The
Administration is considering an array of market based approaches to implement climate policy.

4. Tradeable emissions permits and energy taxes share several important characteristics.
First, they both send a price signal to markets that would stimulate the development and adoption
of energy efficient technologies. Second, they both provide flexibility to achieve emissions
goals. In the case of tradeable permits, firms that find it very costly to reduce emissions may
purchase permits from firms that find it less costly. In the case of taxes, firms would reduce their
energy use until it became more costly than the tax. These both achieve emissions reductions at
substantially lower costs than through command and control approaches.



Tradeable emissions permits would provide greater certainty than energy taxes of 
attaining a specified emissions cap. By specifying a number of permits and allowing firms to 
trade these permits, the country can ensure that it is meeting an agreed upon carbon emissions 
goal. A tax, on the other hand, would provide greater certainty than a cap-and-trade approach of 
limiting costs, since the increase in unit costs would be determined by the tax.

5. For international emissions trading, all countries participating in the trading scheme will
need to have their emissions capped.

International emissions trading can significantly decrease the costs of meeting an 
emissions goal. It would provide greater opportunities to reduce emissions at low costs. If some 
of the emissions reductions necessary to achieve the U.S. goal can be undertaken in other 
countries at lower costs, then U.S. emissions control costs will fall. Various modeling efforts 
have shown that the costs of achieving a variety of emissions goals could decrease by more than 
half.

For joint implementation, all countries may participate, regardless of when their 
emissions will be capped. Lower cost abatement opportunities abroad again suggest substantial 
savings to the United States could result if U.S. companies could receive credit for incremental 
abatement efforts in other counties.

6. Some innovation surely occurs in the absence of a price signal. Many studies suggest
that energy use relative to GDP falls each year regardless of the price signal by 0.5 to 1.25
percent. To the extent that energy use is associated with climate change effects, and this causes
damages not reflected in market prices, this innovation is unlikely to be sufficient. Additional
incentives to innovatTon, such as price signals, or support for R&D may be needed.

7. Some observers of the climate change issue have suggested that capping only developed
countries’ emission will result in “leakage”: the escape of jobs, capital, and polluting activity to
developing countries. However, the economic evidence does not support the argiunent that
climate policy ^vill adversely affect U.S. economic competitiveness.

First, non-tradeable sectors account for a substantial share of carbon emissions. 
Transportation and residential and commercial buildings account for approximately two-thirds of 
U.S. carbon emissions. For these sectors, the “competitiveness” argument does not appear 
applicable. Second, energy costs comprise only a small percentage of total manufacturing costs. 
According to the 1995 Annual Census of Manufactures, energy costs for manufacturing 
industries averaged just 2.2% of total costs. Given the small share of energy in total costs, 
differential shifts in existing energy prices are vmlikely to have substantial effects on location 
decisions and trade flows. Third, our experience in this country with environmental regulation 
has been that it does not cause significant leakage. Firms that decide to relocate to other 
countries do so because of international differences in labor costs, capital costs, material costs, 
and exchange rate changes that all swamp the costs of complying with environmental 
regulations.



To address the possibility of leakage occurring, we should do climate policy smart. If we 
do it dumb, it will cost our economy a lot. By doing it smart, through flexible, market-based 
approaches, we will make the costs of complying with an emissions goal much lower. In 
addition to using market-based approaches domestically, joint implementation and international 
emissions trading would also lower the costs of climate policy. These lower costs associated 
with a smart climate policy would decrease the economic rationale for industries to move to 
developing countries.

Responses to Senator Boxer’s Questions

1. Some observers of the climate change issue have suggested that capping only developed 
countries’ emissions will result in “leakage”: the escape of jobs, capital, and polluting activity to 
developing coimtries. However, the economic evidence does not support the argument that 
climate policy will adversely affect U.S. economic competitiveness.

First, non-tradeable sectors account for a substantial share of carbon emissions. 
Transportation and residential and commercial buildings account for approximately two-thirds of 
U.S. carbon emissions. For these sectors, the “competitiveness” argument does not appear 
applicable. Second, energy costs comprise only a small percentage of total manufacturing costs. 
According to the 1995 Aimual Census of Manufacturers, energy costs for manufacturing 
industries averaged just 2.2% of total costs. Given the small share of energy in total costs, 
differential shifts in existing energy prices are unlikely to have substantial effects on location 
decisions and trade flows. Third, our experience in this country with environmental regulation 
has been that it does not cause significant leakage. Firms that decide to relocate to other 
countries do so because of international differences in labor costs, capital costs, material costs, 
and exchange rate changes that all swamp the costs of complying with environmental 
regulations.

To ensure that climate change policy does not damage U.S. competitiveness, we need a 
smart climate change policy. If we do it dumb, it could cost our economy a lot. By doing it 
smart, through flexible, market-based approaches, we will make the costs of complying with an 
emissions goal much lower. In addition to using market-based approaches domestically, joint 
implementation and international emissions trading would also lower the costs of climate policy. 
These lower costs associated with a smart climate policy would decrease the economic rationale 
for industries to move to developing countries.

2. The costs of reducing emissions in the U.S., and in Europe and Japan depend on how all 
of these countries implement their policies. If the U.S. employs a market based approach, the 
costs will not be that high relative to Europe and Japan. Regardless of the implementation 
approaches used in these countries, the costs of emissions reductions are not likely to affect U.S. 
competitiveness. As noted above, energy costs comprise a small share of total manufacturing 
costs (2.2%). Further, two-thirds of carbon emissions occur in non-tradeable sectors. The



evidence on energy price differentials across countries suggests that they are not sufficient to 
spur firm relocation to other countries.

3. The I AT report did not focus on the benefits of reducing greenhouse gas emissions. 
Without a benefits assessment, the lAT could not provide estimates of the positive effects on 
human health and the environment. In addition, the lAT did not study the effects of the risks of 
climate change on economic activity. However, the report did assess the impacts of climate 
policy on the economy. The lAT analysis confirms other economic research (for example, the 
recent report by the World Resources Institute) that smart climate policy can actually lead to net 
benefits in the long term. For example, the I AT analysis found that auctioning off tradeable 
permits and using the proceeds of the auction to lower income and corporate taxes would help 
the economy grow faster in the future than without climate policy.

4. The longer we wait to take any action can adversely affect the economic and 
environmental outcomes of climate policy. However, we do know that more gradual efforts to 
reduce our carbon emissions can lower the economic costs relative to very aggressive reductions 
efforts while still achieving the same carbon dioxide concentration goal. For example, some 
international proposals to reduce carbon emissions would have Annex I countries cutting 
emissions to 20% below 1990 levels by 2005. Such a target would have very substantial 
economic costs because it does not provide enough time for the capital stock to turn over. It is 
very expensive to scrap the existing capital stock, while much of it is in the prime of its life, and 
replace it \vith carbon-fi-ee technology. Further, such a target would require the economy to 
employ existing low-carbon and carbon-free technologies while longer-term targets would 
provide more lead time to develop and implement superior technologies. Given that it is the 
stock of carbon dioxide, not the annual emissions-of carbon dioxide, that drive global warming, 
there is an opportunity to be flexible in the timing of emissions reductions. Less aggressive paths 
that 1990 -20% emissions level by 2005 could achieve the same carbon dioxide concentration 
stabilization goal in the year 2100 by increasing carbon reductions in the future when they are 
less costly to the economy.

5. It is very difficult to assess the nature of the economy, and especially specific industries, 
20 or 30 years into the future. If the country embarked on a policy of reducing carbon emissions, 
obviously the firms and industries that can creatively and cost-effectively reduce their emissions 
will benefit relative to their competitors. To reduce carbon emissions, it is reasonable to envision 
that the products and services of industries that develop energy efficient technologies and 
industries that develop low-carbon based energy (such as renewable energy sources including 
wind, solar, and biomass) would be in greater demand.



Responses to Senator Lieberman’s Questions

1. The Administration’s analysis on the issue of climate'policy has not occurred in a 
vacuum. In fact, climate change has been one of the more active areas of research in economics 
this decade. The economic literature on climate change, complemented by the lAT report, has 
already done quite a lot to inform the policy development process. Based on the economic 
research, we have identified some of the important characteristics of the climate policy we will 
develop: joint implementation, international emissions trading, developing country participation, 
emissions budgets, and market-based, flexible domestic implementation. My interpretation of 
the role of economics differs -1 believe economics has informed the process, and I am confident 
that it will continue to play an important role in our country’s deliberations over a climate policy 
position.

2. No one model, or even a small set of models, can give a definite estimate of the effects of 
a policy on the economy 20 or 30 years into the future. However, a vast array of economic tools 
exists to provide us with a basis for informed judgment about the likely effects of different 
climate policies. For example, we know that a market based approach to reducing carbon 
emissions will be less costly than a command and control approach. The Administration intends 
to bring to bear on the climate issue many analytic tools and perspectives. Some of these may 
have strengths on issues where the models used in the lAT analysis were weak. I am confident 
that the analytic tools and perspectives available to the Administration can provide us with 
sufficient information to generate ranges of economic effects so that the Administration can 
make informed policy decisions.



i':-

Comments on Schaefer Q«&As

I. Insert period after “meetings”.

3. Change “accumulate” to “account for”.

7. Rewrite second sentence to read: “However, the lAT process was unsuccessful in providing a 
definitive answer on the economic effects to support the Administration’s overall decision­
making process.” The range of results, as specified in the draft, are less of a concern (especially 
since the range is in part a function of the different trading, AEEI, and revenue recycling 
assumptions). Of more importance are the flaws raised by the peer reviewers.

8. Rewrite second sentence to read; “As the work done by the lAT proceeded, the concerns raised 
by the peer reviewers called into question the benefits of continued lAT work on these economic 
models, given the many other competing claims on agency resources.”

8. Delete from the last sentence: “given the many other competing claims on agency resources.”

9. Change “models” after “situations” to “modeled”.

9. The range of the lAT results are incorrect. If the context is all permit prices for all runs 
reported, the highest permit price is $207 in the year 2020 with Markal Macro under the 1990 - 
10% case. If the context is the highest 1990 permit price, then the highest permit price is $200 
with DRI under the 1990 -10% case. The $145 value only applies to the 1990 in 2010 case.

9. The third sentence should be rewritten to read: “The lAT found that the estimates of the costs 
to the U.S. economy of a carbon emissions reduction policy depended on several factors, 
including targets and timetables, the use of market based incentives, technology assumptions, 
implementation of international emissions permit trading, and revenue recycling.”

9. Delete fi-om the last sentence: “and indeed could produce net benefits in the long run.”

10. Delete “wide” in first sentence.

II. Rewrite first sentence to read: “The lAT’s analysis focused on a standard emissions target 
widely used in the academic literature for comparing model results.”

12. Replace “or” with “and” in first sentence.

14. Delete from the last sentence; “to changed price levels.”

15. Rewrite answer based on revised answer 9 (permit price range, inserting factors affecting 
costs).

18. Make “it” possessive in last sentence.



18. Switch “fully” and “implement” in last sentence.

25. Do we want to state that a “full assessment of the costs and benefits of action would be taken 
prior to committing the United States to any new legal obligation” at the end of the first 
paragraph?

28. Should our discussion of international emissions trading be couched in more uncertainty, 
given that under some targets and timetables, we are actually a net seller of permits? Further, 
any JI might affect the conclusion drawn at the end of this answer.
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Responses to Senator Chafee’s Questions

1. Dr. Yellen, you indicate at the beginning of your testimony that the Administration, 
“has not settled on a particular set of new policies to reduce greenhouse gas 
emissions.” We are now twenty weeks away from Kyoto. When will it? Is there 
still time for informed public review and debate on the options?

The President, Members of the Cabinet and Senior White House officials have been 
meeting with a wide range of parties interested in the issue of global climate change. We 
have been consulting with representatives from business and labor, environmental groups, 
scientists, economists and others about the best, most cost-effective way to reduce 
greenhouse gas emissions. On October 6, the White House will hold a conference to 
discuss the scientific evidence, the economic impact and the international implications of 
global climate change. These discussions are intended to inform the Administration’s 
decision-making process, which will culminate in a U.S. policy position for the 
international negotiations in Kyoto in December of this year.

With the lessons we have learned so far, the Administration has established a broad 
framework within which this policy position will be developed. For example, we support 
the use of flexible approaches, such as international emissions trading. We support the 
requirement that non-Annex I countries, as*they become wealthier, abide by binding 
emissions goals that are formulated in international treaty negotiations. And, for domestic 
implementation, we support the use of flexible, market based approaches.

2. You also say in your prepared remarks that, “the effort to develop a model or set of 
models that can give us a definite answer to the economic impacts of a given climate 
change policy is futile.” How are we to respond? What reliable tools do we have to 
determine what, if any, agreement is best for the United States?

No one model, or even a small set of models, can give a definite estimate of the effects of 
a policy on the economy 20 or 30 years into the future. The existence of modeling 
difficulties does not mean that we can abandon rigorous economic analysis. Rather, we 
must employ a broad set of economic tools to analyze the policy options. Some of these 
may have strengths on issues where the models used in the Interagency Analytical Team 
(lAT) analysis were weak.

The analytic tools the Administration is employing include models of the energy sector and 
) economy over the next 25 years, including but not limited to the models that were used by 

the lAT earlier in the year and models that are-designed to operate on the longer time 
frame that is relevant for thinking about climatological effects. Other tools include simple 
relevant statistics, “meta-analyses” of existing models, historical and sectoral examples and 
basic economic reasoning. For example, we know that a market-based approach to 
reducing carbon emissions will be less costly than a command and control approach. 
Drawing on this broad array of analytic tools allows an intelligent evaluation of policy
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alternatives. I am confident that the analytic tools and perspectives available to the 
Administration can provide us with sufficient information to generate ranges of estimated 
economic effects so that the Administration can make informed policy decisions.

3. Is the Administration considering some form of new energy tax to administer a new 
treaty, domestically?

At this time, the Administration has not settled on a particular set of policies. The 
Administration is considering an array of market-based approaches to implement climate 
policy.

4. What advantages or disadvantages (economically or environmentally) might a 
trading system have over energy taxes?

Tradeable emissions permits and energy taxes share several important characteristics.
First, they both send a price signal to markets that would encourage energy conservation 
and stimulate the development and adoption of energy efficient technologies. Second, 
they both provide flexibility to achieve emissions goals. In the case of tradeable permits, 
firms that find it very costly to reduce emissions may purchase permits from firms that find 
it less costly. In the case of taxes, firms would reduce their energy use until it became 
more costly than the tax. These both achieve emissions reductions at substantially lower 
costs than through command and control approaches.

\ ii Tradeable emissions permits would provide greater certainty than energy taxes of attaining 
a specified emissions cap. By specifying a number of permits and allowing firms to trade 
these permits, the country can ensure that it is meeting an agreed upon carbon emissions 
goal. A tax, on the other hand, would provide greater certainty than a cap-and-trade 
approach of limiting costs, since the increase in unit costs would be determined by the tax. 
Taxes and permits may also differ in their administrative and transactions costs and ease of 
enforcement, particularly depending on how a permit trading system is implemented.

5. In order to use flexibility instruments like the proposed joint implementation and 
emissions trading, do we need to have a cap on nations’ emissions?

To what extent can these instruments reduce the cost of implementation of 
greenhouse gas emissions reductions for the United States and others? Is there 
reliable data available?

For international emissions trading, all countries participating in the trading scheme will 
need to have their emissions capped.

International permit trading allows emission reductions to occur in areas where the costs
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Some have argued that innovation toward less greenhouse-intensive technologies 
will occur in the absence of any market signal. Do you agree? Why or why not? If 
a market signal is needed, how should it be provided?

Some shift towards a less energy-intensive economy occurs in the absence of deliberate 
government influences on price, some believe because of the changing composition of the 
U.S. economy towards less energy-intensive sectors. Many studies suggest that energy 
use relative to GDP falls each year, regardless of the price signal, by 0.5 to 1.25 percent. 
To the extent that energy use is associated with climate change effects, and in turn causes 
damages not reflected in market prices, the business-as-usual decline in energy use relative 
to GDP is unlikely to be sufficient. Additional incentives to innovation, such as price 
signals or support for R&D may be needed.

Many are concerned that caps on industrialized nations’ emissions, without similar 
caps on developing nations’ emissions, will simply promote the flight of jobs, capital, 
and polluting activity to developing nations. Is this a valid concern? How should it 
be addressed? Would joint implementation help?

I Certainly the participation of developing countries is key to the long term success and 

i cost-effectiveness of a global reduction in greenhouse gas emissions. In the next century, 
developing countries will likely reach and surpass currently developed countries in their 
share of global emissions. Any emissions reductions that Annex I countries achieve can be 
undone by others who do not so carefully address the problem. In addition, the important 
opportunities for low cost reductions created by developing countries’ participation could 
reduce the overall cost of achieving a given environmental goal by more than a half by 

I'l some estimates.

1 Some observers of the climate change issue have suggested that capping only developed 
countries’ emission will result in “leakage”: the escape of jobs, capital, and polluting 
activity to developing countries. Even if caps are not initially placed on developing ^
countries’ emissions, the economic evidence does not support the argument that climate^^__^;-— 
policy will adversely affect overall U.S. economic competitiveness.

First, non-tradeable sectors account for a substantial share of carbon emissions.

A TV( o{ - A
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does not appear applicable. Second, energy costs comprise only a small percentage of 
total manufacturing costs. According to the 1995 Annual Census of Manufactures, energy 
costs for manufacturing industries averaged just 2.2% of total costs. Given the small 
share of energy in total costs, differential shifts in existing energy prices are unlikely to 
have substantial effects on location decisions and trade flows. Third, our experience in 
this country with environmental regulation has been that it does not cause significant 
leakage. Firms that decide to relocate to other countries do so because of international 
differences in labor costs, capital costs, material costs, and exchange rate changes that all 
swamp the costs of complying with environmental regulations.

In conclusion, we should do climate policy smart. If we do it dumb, it v^ll cost our 
economy a lot. By doing it smart, through flexible, market-based approaches, we will 
make the costs of complying with an emissions goal much lower. In addition to using 
market-based approaches domestically, international emissions trading by all countries 
would also lower the costs of climate policy. These lower costs associated with a smart 
climate policy would decrease the economic rationale for industries to move to developing 
countries.

Responses to Senator Boxer’s Questions

1. In the Administration’s economic analysis, it is stated that, “There is no evidence of 
a wholesale ‘capital flight’ from the United States resulting from an emissions 
reduction policy.” Can you please expand on this?

Certainly the participation of developing countries is key to the long term success and 
cost-effectiveness of a global reduction in greenhouse gas emissions. In the next century, 
developing countries will likely reach and surpass currently developed countries in their 
share of global emissions. Any emissions reductions that Annex I countries achieve can be 
undone by others who do not so carefully address the problem. In addition, the important 
opportunities for low cost reductions created by developing countries’ participation could 
reduce the overall cost of achieving a given environmental goal by more than a half by 
some estimates.

Some observers of the climate change issue have suggested that capping only developed 
countries’ emission will result in “leakage”: the escape of jobs, capital, and polluting 
activity to developing countries. Even if caps are not initially placed on developing 
countries’ emissions, the economic evidence does not support the argument that climate 
policy will adversely affect overall U.S. economic competitiveness.

First, non-tradeable sectors account for a substantial share of carbon emissions. 
Transportation and residential and commercial buildings account for approximately 
two-thirds of U.S. carbon emissions. For these sectors, the “competitiveness” argument 
does not appear applicable. Second, energy costs comprise only a small percentage of 
total manufacturing costs. According to the 1995 Annual Census of Manufactures, energy
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costs for manufacturing industries averaged just 2.2% of total costs. Given the small 
share of energy in total costs, differential shifts in existing energy prices are unlikely to 
have substantial effects on location decisions and trade flows. Third, our experience in 
this country with environmental regulation has been that it does not cause significant 
leakage. Firms that decide to relocate to other countries do so because of international 
differences in labor costs, capital costs, material costs, and exchange rate changes that all 
swamp the costs of complying with environmental regulations.

In conclusion, we should do climate policy smart. If we do it dumb, it will cost our 
economy a lot. By doing it smart, through flexible, market-based approaches, we will 
make the costs of complying with an emissions goal much lower. In addition to using 
market-based approaches domestically, international emissions trading by all countries 
would also lower the costs of climate policy. These lower costs associated with a smart 
climate policy would decrease the economic rationale for industries to move to developing 
countries.

2. The United States has far lower energy costs than Europe and Japan. How would 
our costs of emission reductions compare with theirs? How would this affect our 
ability to compete?

The costs of reducing emissions in the U.S., and in Europe and Japan, depend on how all 
of these countries implement their policies. If the U.S. employs a market based approach, 
the costs will not be that high relative to Europe and Japan. Regardless of the 
implementation approaches used in these countries, the costs of emissions reductions are 
not likely to affect U.S. competitiveness. As noted above, energy costs comprise a small 
share of total manufacturing costs (2.2%). Further, two-thirds of carbon emissions occur 
in non-tradeable sectors. The evidence on energy price differentials across countries 
suggests that they are not sufficient to spur firm relocation to other countries.

Several analyses indicate that Western Europe v^ll bear higher costs for reducing carbon 
emissions than will the United States. Western Europe already has high energy taxes 
relative to the U.S., and has already “backed out” of fossil fuel use to varying degrees. 
This implies that a lot of the less expensive measures for reducing carbon reductions have 
already occurred in Europe, so that the U.S. has relatively more opportunities to 
inexpensively cut carbon emissions. For example, 20% of all energy in France, and a 
majority of its electricity production, is from nuclear power, while only 7% is from coal. 
Since nuclear is not carbon-based, France cannot further reduce carbon emissions from 
that energy source, and can achieve relatively limited emissions reductions from its low 
use of coal. In contrast, in the U.S.,nuclear power comprises only 9% of total energy 
production, while coal comprises 23%.

3. Dr. Yellen, we have heard horror stories of all the catastrophic economic effects that 
embarking on a policy of reducing greenhouse gas emissions would cause. Did the 
administration’s analysis consider the positive effects on health, environment, AND
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the economy that reducing greenhouse gases would produce?

The lAT report did not assess the human health and environmental benefits of reducing 
greenhouse gas emissions. In addition, the lAT did not study the risks of effects of 
climate change on economic activity. However, the report did assess the impacts of 
climate policy on the economy. The lAT analysis confirms other economic research (for 
example, the recent report by the World Resources Institute) that smart climate policy can 
actually lead to net benefits in the long term. For example, the lAT analysis found that 
auctioning off tradeable permits and using the proceeds of the auction to lower income 
and corporate taxes would help the economy grow faster in the future than without 
climate policy.

We heard last week that the longer we wait to implement our reductions, the more 
costly it will be in practically all sectors — health, environment, and jobs. This 
reminds me of the commercial where the grizzled mechanic says, “You can pay me 
now, or you can pay me later.” What did your analysis find in terms of the costs of 
delaying action?

We believe it is important to take early, credible acj^n^tj^wards a long term strategy to 
control greenhouse gas emissions. More gradual^^rts to reduce our carbon emissions 
can significantly lower the economic costs relative to very aggressive reductions efforts 
while still achieving the same carbon dioxide concentration goal. For example, some 
international proposals to reduce carbon emissions would have Annex I countries cutting 
emissions to 20% below 1990 levels by 2005. Such a target and timetable would have 
very substantial economic costs because it does not provide enough time for the capital 
stock to turn over. It is very expensive to(ciematurelv/^scr^the existing capital stock 
while much of it is in the prime of its life. Further, such a goal would require the economy 
to employ existing low-carbon and carbon-free technologies while longer-term reductions 
would provide more lead time to develop and implement superior technologies. Given 
that it is the stock of carbon dioxide, not the annual emissions of carbon dioxide, that 
drive global warming, flexibility in the timing of emissions reductions can lower costs 
while not undermining our commitment to achieving a given ultimate concentration. ^
0^ iUt H C\ <

0^'^ ^'\o wouU, \iaT
California has been a leader in development of new energy technologies. Based 
upon your analysis, what industries are likely to grow over the next 20-30 years?

It is very difficult to forecast the nature of the economy, especially specific industries, 20 
or 30 years into the future. If the country embarked bn a policy of reducing carbon 
emissions, obviously the firms and industries that can creatively and cost-effectively 
reduce their emissions will benefit relative to their competitors. It is reasonable to 
envision that the products and services of industries that develop energy efficient 

/ technologies and industries that develop low-carbon based energy (such as renewable 

energy sources including wind, solar, and biomass) would be in greater demand during a
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period of reduction in greenhouse gas emissions.

Responses to Senator Lieberman’s Questions

1. Congressman Dingell suggested on 6/19/97 that the Administration’s analysis is “too 
late to inform the process, and likely will be used to justify what the Administration 
has already decided to do.” Please comment on his concerns.

The Administration’s analysis on the issue of climate policy has not occurred in a vacuum. 
In fact, climate change has been one of the more active areas of research in economics this 
decade. The economic literature on climate change, complemented by the lAT report, has 
already done quite a lot to inform the policy development process. Based on the 
economic research, we have identified some of the important characteristics of the climate 
policy we will develop: international emissions trading, developing country participation, 
emissions budgets, and market-based, flexible domestic implementation. My interpretation 
of the role of economics differs — I believe economics has informed the process, and I am 
confident that it will continue to play an important role in our country’s deliberations over 
a climate policy position.

If the economic impacts of climate policies cannot be determined precisely, how will 
the economic analysis be used to develop the Administration’s specific positions on a 
target and a timetable? Can the relative costs of different policies be evaluated with 
confidence by the Interagency Team?

No one model, or even a small set of models, can give a definite estimate of the effects of 
a policy on the economy 20 or 30 years into the future. The existence of modeling 
difficulties does not mean that we can abandon rigorous economic analysis. Rather, we 
must employ a broad set of economic tools to analyze the policy options. Some of these 
may have strengths on issues where the models used in the Interagency Analytical Team 
(lAT) analysis were weak.

The analytic tools the Administration is employing include models of the energy sector and 
economy over the next 25 years, including but not limited to the models that were used by 
the lAT earlier in the year and models that are designed to operate on the longer time 
frame that is relevant for thinking about climatological effects. Other tools include simple 
relevant statistics, “meta-analyses” of existing models, historical and sectoral examples and 
basic economic reasoning. For example, we know that a market based approach to 
reducing carbon emissions will be less costly than a command and control approach.

Drawing on this broad array of analytic tools allows an intelligent evaluation of policy 
alternatives. I am confident that the analytic tools and perspectives available to the 
Administration can provide us with sufficient information to generate ranges of estimated
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economic effects so that the Administration can make informed policy decisions.



Schedule

l-riday, September 19 

Tuesday, September 23

CLIMATE CHANGE WORK PLAN 
September 23,1997 •

Oversight meeting on WH Conference

Initial draft of follow-up memo to POTUS written by Sandalow, 
Orszag, and Gruber. Submitted to Sperling, McGinty, and Tarullo. 
Taskings to agencies for appendices.

Wednesday, September 24 Oversight meeting in Gene’s office to cover diplomatic strategy,
economic analysis, and short-term Hill strategy.

rhursday, September 25 Oversight meeting in Gene’s office to clear on POTUS memo and
prepare for principals meeting.

Friday, September 26 Principals meeting led by Sperling, McGinty, and Tarullo on:

— Technology,

— Auctioning vs. grandfathering, and

— Tasking for recommendations

Memorandum from Sperling, McGinty, and Tarullo submitted to 
POTUS following up on questions raised during September 18 

meeting:

— Emissions sources,

— Technology potential and options,

— Mandates vs. permits,

— Grandfathering vs. auctions,

— Escape clauses, and

— Enforcement mechanisms.

Appendices from Treasury on why grandfathering is problematic, 
and from EPA on how it could work. Sperling section on domestic 

politics.



Monday, September 29 Principals meeting led by Sperling, McGinty, and Tarullo to cover:

- Recommendations regarding specific options on targets and 
timetables, domestic implementation (auctioning vs. 
grandfathering), and other policy options to achieve target and 
timetable (including technology package).

Wednesday, October 1

Monday, October 6 

October 6-10

Briefing book submitted by Sperling, McGinty, and Tarullo to 
POTUS with summary NEC/CEQ recommendations memo. 
Attach as an appendix individual submissions from Cabinet 
secretaries, and other background papers (e.g., from Assistant 
Secretaries working group) as appropriate.

Memorandum from NEC/CEQ/NSC on diplomatic strategy 
submitted either as part of briefing book or separately.

White House conference on climate change

POTUS makes final decisions on U.S. position for Kyoto and 
beyond

FRI DAY, OCTOBER 10 FINAL DECISION OF U.S. NEGOTIATING POSITION
FOR KYOTO

October 12-19 POTUS visit to Latin America

Monday, October 20 Negotiations begin in Bonn

Wednesday, October 29 Chinese state visit

November Intense diplomatic campaign, formulating precise negotiating 
instructions, and working with domestic constituencies

DECEMBER 1-12 KYOTO



•.v.v.^v.-'.

^ David B Sandalow
10/07/97 08:13:05 PM

Record Type: Record

To:

cc:

See the distribution list at the bottom of this message

Subject: climate oversight mtg tomorrow

Peter and I suggest the following agenda for our oversight meeting tomorrow:

1. Safety valve/escape clause
-relationship to int'l treaty 
-trigger price

2. Developing country policy
-Hill reaction to two-step 
-int’l reaction to two-step

3. POTUS meeting Friday 

Other items for discussion soon:

1. electricity dereg

2. early credit

3. concentration goal

4. federal efforts
-inci NEPA greenhouse gas guidance

5. technology program

6. tax cuts

7. policy roll-out

A/.

j

Message Sent To:
Kathleen A. McGinty/CEQ/EOP 
Gene B. Sperling/OPD/EOP 
Daniel K. Tarullo/OPD/EOP 
Todd Stern/WHO/EOP 
Janet L. Yellen/CEA/EOP 
Jeffrey A. Frankel/CEA/EOP 
Peter R. Orszag/OPD/EOP
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1.
2.

3.
4.

options For Advancing Negotiations With Different Groups 

The foUovmis eummerizes negotiating issues, provides a table of pros "^les

induded in budgets, and (3) poUdes and measures.

Negotiating Issues - Possible Types of Rexibility

limits would assist in negotiating this target. . ^ .
Announce a willingness to commit to a third budget penod number.fledbUiV^start ya“ »f *”'*8'* "'°”®“

5. At^t dS^^ation or begin participating in differentiation discussions svhhout 

fully committing to acceptance.
a) Agree to formula for differentiation
W) Agree to differentiated budgets as part of the Kyoto ^eeinent
c) A^ee to differentiate budgets in principle, but leave determination of

actual budgets to a post-Kyoto process , • ir
d) Agree to (hfferentiation for the second budget penod only m Kyoto or m 

post-Kyoto process.
Limit which sinks are included, e.g., omit soil carbon.
Accept New Zealand proposal for a stock approach to sink accounting w* ^ 
tith?ut re-allocation scheme. Accept Iceland proposal to count sequestration duo

Stt2005™Ac^oar by which national institutional arrangements required to meet 
the budget are in place and subject to review by the Parties.

Flexibility
lr‘‘%mit the amount of trading or JI. together or separately, that oonld be

b) CtSk Rule out pre-budget period paper j
legitimizing them during the budget period. Limit tradmg to the second
and subsequent budget periods.

Joint of JI credit that could be added to budgets,
b) Allow to participate only Annex. I and Article 0 Parties, 
c! UNFCCC-charted carbon banks or exchanges. This would create

iXandent institutions to sell II credits while at the same hme prowde 

vehicle for aggregating small projects into financtally attraotivo smos. 
d) Postpone decision on JI until the end of the pilot phase.
Banking an^Bo^o^^ti®tivg on borrowing in the protocol 

Limit banking to JI projects only

6.
7.

8.

1.

2.

3.

4.
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Pros and Cons;
Issues Budgets

1. Level of 1st budget
period

Pros

2. Level of 2nd budget 
period

3. Announce a 
willingness to 
commit to a 3rd 
budget period.

Differentiation --
move from flat rate 
proposal

Symbolic importance; may 
reduce “paper ton” 
controversy. Stronger 
budget appeals to EU, 
AOSIS, and to a lesser
extent, Japan.
Further appeal to all 
groups but OPEC, China, 
and India

May appeal to EU and 
some JUSCANZ 
countries— Would 
indicate tocontinue a known 
reduction path through
2023
Appeals to JUSCAMZ
countries and G-77

a) Agree to formula Proposed by Japan
for diflferentiation 
at Kyoto

Agree to specific 
differentiated 
targets (not
derived by 
formula) at Kyoto
Agree to post-
Kyoto process for
arriving at 
differentiated
budgets 
Differentiate in 
2nd budget period
only

Allows political solution 
without a formula, if 
solution can be found.

Favored by Australia

May be compromise

Cons

President, himself, 
announced target. 
Stronger target may be 
unwelcomed by OPEC,
China, India and Australia.

Need to keep ElT’s
“comfortable” with target. 
Greater incentive to bank 
likely to limit “paper tons” 
Will be opposed by OPEC,
China and India

No single solution 
addresses concerns of all 
differentiation advocates. 
All option variants may
complicate negotiations. 
Difficult to reach 
consensus on formula, all 
of which disadvantage
some parties
Difficult for countries to
determine acceptable 
solution in short period of 
time, although easier than 
agreeing on a formula. 
Possible never ending
negotiating process

If a post
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1. Exclusion of sinks

Chan^ng to Ne-w 
Zealand 
accounting basis 
for sinks

Favored by EU, AOSIS, 
and environmental 
NGO’s

More analytically 
sound; favored by most 
JUSCANZ

3 Start year for 
first budget 
period 

a) Agree to put in
place domestic 
mechanisms for 
meeting budget, e.g., 
domestic trading by
2005

b) Agree to a non­
binding target prior 
to initial budget 
period
Trading

Limit on 
amount to 
be traded

Earlier start years favored 
by ETJ and G-77

Possible compromise for 
EU; might be done 
outside the protocol (i.e., 
“prompt start” decision).

Some variant likely to 
find acceptance with all 
Annex 
1
Appeals to EU and G-77

Premature movement 
towards excluding sinks 
limits flexibility but 
reduces reductions US 
needs for a given target. 
May accentuate impact of 
uncertainties. Some 
countries, e.g. Australia, 
are particularly 
disadvantaged (surgical 
fix for them may be 
possible). May look, to 
some, like gimmick 
without strengthening target. 
Earliest years (e.g., 
2003) may not allow time 
for implementation 
measures to be put into 
place and begin to have 
an effect. Moderate risk 
of noncompliance included 
in protocol and 
ratification is 
delayed.

No trading in May be favored by EU 
first period 
(credit based 
trading)
Allow paper Favored by EITs-tons increases market liquidity

in initial budget 
period, lowering costs

Opposed by G-77 (but not 
strongly)

Industry opposition 
(intensity depends upon 
how restrictive) — 
possible increase in costs 
Severely restricts 
trading 
and increases 
implementation costs
Strong opposition in EU; 
would likdy generate 
heavy criticism from 
environmentalists in the
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US - may result in
increased emissions
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1.

a) Limits on 
amounts

b) Limits on 
participating 
countries (e.g.. 
Annex I)

c) Green

Appeals to different 
degrees to all Annex 1 
Parties

Favored by EU

10.
2. Banking and 

borrovdng

Early period 
banking Umited to

n

Favored by E(J

May attach some G-77
Development Fund support 
(re-engineered)

Drop JI in 
favor of 
emissions 
trading with 
Parties that 
accept 
budgets 
under Article

Appeals to G-77

Banking attractive to most 
Annex I countries, 
borrowing enhances 
compliance, but has much 

less support.
Broadens appeal to many 

groups

Opposed by G-77 (despite 
some support from 
individual developing 
countries outside this 
forumy
May increase cost

Increases cost ~ opposed 
by electric utilities. 
“Holding-out” for trading 
may be a better option. 
Would take work to 
overcome Congressional 
and industry wariness of 
new approach.

Would take work to 
convince skeptical 
Congress, industry.

Borrowing opposed by 

most groups.

Requires that domestic 
early action be 
accommodated by 
domestic budgets.

3. EU Bubble

Unfon' S«ks tighter GHG eimssions reduction targets and favors UmtaUons 

on ejtercisinv each type of flexibility. They support budgets if the miual budget year 
begins in 2003. The^favor a variety of limitations on trading and H to insure 
Son of Annex 1 budgets are met domestically. The BU is likely to support baukmg but 
rCrrlt^unless afa compensatiou mechanism. T'-f« °PPOs« co^ensauou 

funds. The EU favors a flat cate budget approach except for their own bubble.
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r.-77 3.dClm: Great div.^genee within *X7„\r of their position n«y be charactered as a "^dy, 7.5% by 2005,of interest to OPEC. Have announced the most a^eae targ , .;,5%by2010,and35%by2020. Th^fotmaUjXiforboth.fteenDevelopment
managed by geographically.

budgets, trading, H and bankmgFund capitalized through non-comphan p representative countries, and both from mitigationflatSl^ae beUeved to beaaions and dimate damage. Whi e m g subsequent amendments,sympathetic to totiation as a prmaple »^dut^m»o ^AOSIS and Latm Ammoan com m w ^ showing

flexibility with long limits.
„,«r.ANN2. Encept for New Zealand and tlm U.S., ^^'^SCANZ—,^7

ahhough «ia. —flexibility provisions with mmor differences. All JUbUAiMZ,compensation funds. All oppose EU bubble.
RUSSIA AND EITs; Want to maximize their reductionsallowing future undefined fleribUity. Opposes EU bubble.
JAPAN; Stands alone in JUSSCANNZ ^j^ngtySposes EU bubble.S^n^TnlfeSto^d^nU^hUy tighter target'fbelowlW
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but to keep the crediting provisions of our Jl proposal. Providing language that speaks to their technology transfer concerns would be appealing - perhaps by providing someprocess for facilitating technology transfer.
ncMmied to aoueaUgEU: Higher target numbers in every period app^l to the EU.Indicating an acceptable reduction number for the second period and for ^ ^might be helpful. Lrly start provisions may be attractive, including providing a sp^c Ta^lhat Clonal implLentation systems would be in place and subj^ to re^^w by ^Parties Indicating in the agreement a provisional long term, quantify concentration goal Luld build credibility with the EU. Acceptance of the bubble .critical EU position. Any movement toward credit trading would be favorably Dropping 0? limiting Jl 4uld be attractive to the EU. Finally, acknowledging that theU.S^favors a Ky^Mandate and dropping our insistence on evolution would assist.

C^T'Snd Sl^ll-e Jhe^most powerful players within the
appear to be most concerned with the level of the target The weaker thethey are under pressure to do in the next negotiations. Brazil seems more driven by oth
issues, particularly the treatment of sinks.
There are a second tier of important actors which are unwilling to buck the big three, butare nevertheless opinion makers on some issues. Those mclude;Indonesia. Technology transfer issues are particularly important to them.
AOSIS as a group our important within the G-77. Their principle concern are tlie
stringent budgets.
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UNITED STATES ENVIRONMENTAL PROTECTION AGENCY 
WASHINGTON. D.C. 20460

OFFICE OF 
AIR AND RADIATION

January 12, 1997

AEEMORANDTJM

SUBJECT: International Greenhouse Gas Emissions Trading under Kyoto Protocol

TO: David Wilcox, Treasury
Jonathan Gruber, Treasury
Ray Squitieri, Treasury
Jeff Frankel, CEA
Randy Lutter, CEA
Joe Aldy, CEA
Mark Mazur, DOE
Abe Haspel, DOE
Jeffrey Hunker, Commerce
Larry Campbell, Commerce
Rafe Pomerance, State
Sue Biniaa; State
Victoria Greenfield, State
Jim Rubin, DOJ

* David Gardiner, EPA

FROM: Sharon Saile for David Doniger, EPA

Attached is a draft Emissions Strategy Paper (pages 1-3) and a background paper which
covers the issues raised during the Kyoto negotiations in more detail (pages 4-9). Please read the
draft paper and bring your ideas for the final paper for the Assistant Secretary’s meeting to a
meeting tomorrow;

Emissions Trading Meeting
9:30 - 10:45 am
Judiciary Square Building
501 Third Street, N.W,
4th floor conference room

If you have any questions about the meeting or the paper, please contact Sharon Saile of EPA
at 202-564-9156.
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EMISSIONS TRADING STRATEGY PAPER

What Flexibility Did We Get in the Kyoto Protocol?

Article 3: Budget addition and subtraction (in accordance with relevant provisions).

Article 4: “Bubble” or “Umbrella” Agreements among Annex I Parties (this article was 
developed to allow the EU burden sharing arrangement, but explicit discussion of interest 
in forming an “umbrella” was discussed with Russian Federation, Ukraine, Japan, New 
Zealand, Australia, Canada, and Norway).

Article 6: “Joint Implementation” among Annex I Parties (might be more aptly named 
“emission reduction credit trading” because it allows credit trading among Annex I Parties 
for specific projects which demonstrate emission reductions).

Article 12: Clean Development Mechanism allows “certified emission reductions” credit 
for projects which benefit non-Annex I Parties (what we meant by “joint implementation” 
with non-Annex I Parties) The text specifically allows credits to count for Annex I 
commitments, allows private party participation, creates an executive board, sets aside a 
share of the proceeds for administrative costs and adaptation costs for vulnerable 
countries, and allows “early” certified emission reductions fi-om 2000-2007 to assist in 
achieving compliance.

Article 16bis: Emissions Trading allows Parties included in Annex B to participate in 
emissions trading for the purposes of fulfilling their commitments under Article 3 of this 
JProtocol. The text also calls for the Conference of the Parties to define the relevant 
principles, modalities, rules and guidelines, in particular for verification, reporting and 
accountability for emissions trading. The article also contains the restriction that trading 
be supplemental to domestic emission reduction actions.

How will the trading text be interpreted?

A strict legal reading of the text indicates that emissions trading is allowed now under the 
protocol, even if “principles, modalities, rules, and guidelines” are never developed. In a separate 
decision documem, it is clear that the focus for the Fourth Conference of the Parties is only on 
developing the “definition of relevant rules and guidelines for verification, reporting, and 
accountability of emissions trading”.

However, we had hoped to have a longer article on emissions trading which would have spelled 
out the link to monitoring, reporting, and compliance provisions more specifically and also would 
have explidtly authorized private sector participation. Unfortunately, we never agreed on final 
languap within Annex I because we could not agree on restrictions proposed by the EU, 
primarily because they wanted the US to agree to a deeper emission reduction target but also to 
address various concerns about competitiveness.
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The strongest objections came from China, India, Saudi Arabia, and many other developing
countries. The stated objections include a fear that emissions trading would obstruct the
achievement of real emission reductions. In addition, China and India in particular raised
concerns that emissions trading will result in an unfair allocation of poUution entitlements to the
industrialized countries. Finally, these countries may have objected to emissions trading because
they were not included in the intense consultations on this issue (in other words, they objected to
the idea that developing countries should just accept emissions trading because it would only
apply to Annex I countries).

It is likely that most countries Avill believe that the compromise reached at the Kyoto Conference
with this text means that relevant “principles, modalities, rules, and guidelines” must be developed
before emissions trading can start.

How should we proceed to develop international emissions trading?

Any effort to have additional text adopted at COP4 will require that substantial progress be made
during the SBSTA/SBI meetings to be held in June.

Ideally, we would want to add a few very specific rules to the protocol text and to develop
guidelines which would clarify the accounting and reporting provisions. The specific rules to add
to the protocol text would explicitly provide the link to monitoring, reporting, and compliance
provisions and authorize private sector participation (specific language suggested in background
paper). We are likely to get strong support for this approach from our key allies on the emissions
trading issue: New Zealand, Australia, Canada, Norway, (and probably the Russian Federation
and Ukraine). In addition, Mexico and some of the AOSIS states may be helpful. Japan also
supports emissions trading, although they may try to pursue market restrictions.

However, we can expect to meet substantial resistance. China, India, and Saudi Arabia may try to
block adoption of any further text; they would be very likely to object to the idea that additional
text need only address “verification, reporting, and accountability” and would probably want any
further text to focus on “principles” of emissions trading. We can also expect that the EU
countries, (particularly France) will want to propose many additional restrictions (see attached
background paper for the types of restrictions proposed at Kyoto).

Options fnot mutually exdusive't:

1. Pursue development of our ideal rules and guidelines for emissions trading for discussion
by SBSTA/SBI in June and adoption by COP4 in November, recognizing that it may be
difficult to get agreement because of strong opposition from some Parties. Advantages:
codifies the universal emissions trading rules in the protocol text, which provides certainty
that trades will count, and ensures strong and consistent incentives for compliance.
Disadvantages; Provides opposition with another opportunity to reject text all together or
add unpalatable restrictions.
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2. Pursue development of an emissions trading system with key partners, for implementation 
under an “umbrella”, which can then be expanded into a fully international system. 
Advantages: only need agreement from allies, so no need for accommodating unnecessary 
restrictions or blockage. Disadvantages: There is no explicit language under this Article 
to include participation from private sector (is this a legal problem?). May increase 
concerns from opposition, particularly developing countries, because they will be left out 
of the initial design phase, and thus may result in stronger opposition both to trading and 
on other negotiation issues).

(NOTE: it may be advantageous to use the umbrella mechanism to separate government- 
government exchanges from the emissions trading system, which would then primarily 
covtf firm-firm trading with government authorization. This would allow us to be more 
flexible on accepting the government-government restrictions that others may want to 
propose under emissions trading provisions.)

Recommendation:

The emissions trading strategy should be developed as part of an integrated diplomatic strategy. 
Key partners are listed below along with what they might be looking to achieve:

1.

2.

3.

4.

5,

New Zealand, Australia, Canada, Norway - virant emissions trading, no restrictions

Russian Federation, Ukraine, (Poland) - will benefit from emissions trading with no 
restrictions, but want to achieve more concrete commitments for investment

’Japan - wants emissions trading but had expressed support for restrictions to ensure 
transparency of market” - apparently to prevent U.S. monopoly power

European Union
United Kingdom - generally wants emissions trading, but has to represent EU 
France - wants to require domestic allocations by auction to disadvantage US 
Belgium, Netherlands - veiy concerned about small countries’ access to market

We may be able to address their concerns about small countries’ access by developing a 
set aside for auction” concept, which will both guarantee access and provide an early 

price signal to jumpstart the market. We also have to find other ways to assure them that 
emissions trading really will be supplemental to domestic action in the United States.

China, India, and Saudi Arabia - we need to find out more about their objections to see if 
we can diflEiise them

6. Other Developing Countries - may want to spend some time explaining emissions trading 
to some key countries (Mexico, Samoa, Marshall Islands, Costa Rica, Argentina, 
Zimbabwe, Uganda)
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EMISSIONS TRADING BACKGROUND PAPER - NEGOTIATIONS TO DATE

Quick Summary of the key negotiating positions expressed in Kyoto on emissions trading

The strongest objections came from several developing countries, including China, India, Saudi
Arabia, Nigeria, Kenya, Vietnam, Togo, Gambia, and United Arab Emirates. These countries
objerted to inclusion of any set of provisions on emissions trading until Chairman Estrada
brokered the final deal.

Developing countries who spoke up with reservations about emissions trading but still favored a
compromise in order to ensure the passage of the protocol included Indonesia, Burkino Faso,
Mali, Zimbabwe, Malawi and Sri Lanka.

The "weak supporters" of restricted emissions trading were lead by the EU (where France was the
countiy with strong objections). The “EU position” was characterized by the idea that
international rules and guidelines for emissions trading would have to be established through
further negotiations before emissions trading could begin. This position was supported by
Hungary; the Czech Republic; Slovenia; Switzerland; some AOSIS countries - Nauru, Tuvalu,
Seychelles, and Carabaos; Phdippines; Chile; Uruguay; and Uganda.

The strong supporters of emissions trading were led by the US and included New Zealand,
Australia, Canada, Norway, Japan, Russian Federation, Ukraine, Romania, Poland, Mexico,
South Korea, Israel, Argentina, Costa Rica, and Samoa.

What were the obiections to emissions trading expressed bv other countries?

L Strong Opposition to Emissions Trading

The strongest objections came from several developing countries, including China, India, Saudi
Arabia, and several other nations. The stated objections include a fear that emissions trading is a
new and little known scheme that will not ensure real emission reductions. In addition, China and
India in particular have raised concerns that emissions trading will result in an unfair allocation of
pollution entitlements to the industrialized countries. Finally, an unstated reason may be that
some developing countries would prefer that no greenhouse gas protocol ever take effect, and
rather than openly blocking the entire protocol, such countries may believe that they may achieve
their objective of avoiding a meaningful protocol by strenuously objecting to emissions trading, a
set of provisions which the United States and other industrialized countries have made clear is a
key element for reducing costs of implementing a protocol.

Strategy: It will be difficult to quell these strenuous objections; it may be worthwhile to try some
bilateral commumcation on emissions trading with these key countries. In the end it will probably
be most productive to ensure we have agreement among the countries who supported some form
of emissions trading (note: including some developing countries), and to rely on multilateral
pressure to include such provisions as part of the entire package at the Buenos Ares meeting of
the Conference of the Parties.
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11. Supporters of Restricted Emissions Trading

Among Annex I Parties, the most limited support for emissions trading came from the 
European Union. Japan raised similar concerns early in the Kyoto session, but desisted after other 
issues, including the differentiated targets and baseline adjustments, tvere resolved. All the other 
key Annex I countries shared our position that emissions trading is a cost-saving mechanism 
which is vital to achieving the emission reductions called for by the Kyoto Protocol.

Although the “EU position” was that international rules and guidelines for emissions trading 
would have to be established through further negotiations before emissions trading could begin, 
we heard many more specific objections and proposed solutions during our extensive bilateral 
discussions vnth the EU negotiators.

It is important to note that different member states had different views on emissions trading (the 
United Kingdom is fairly supportive, France ^vas raising the most strenuous objections). The rest 
of this section will examine the various issues raised by the EU negotiators.

1. Each Party should be required to make domestic emission reductions, even if those 
reductions are not as cost effective as reductions through emissions trading. The overall 
concern was that emissions trading provisions should not be allowed unless the United States 
agreed to an aggressive emission reduction target. This objection primarily was translated into a 
concern that every industrialized Party should be required to implement a certain fraction of its 
emission reduction obligations at home. The protocol states that emissions trading must be 
“supplemental” to domestic action; the UK had proposed translating this qualitative text into a 
quantitative requirement that at least 50% of emission reductions take place domestically.

The EU had indicated one of the causes for this concern was their view that a 1990 uniform target 
would have allowed a significant amount of “hot air'*, or emissions reductions which would have 
occurred anyway in the absence of a protocol, to count toward US reductions. In other words, 
their argument was that we shouldn’t get emissions trading if the target was lax enough that the 
U.S. could meet a significant portion of its emission reduction obligation by buying emission 
reductions from Russia which would have occurred anyway. However, now that the US and 
most other Annex I Parties have agreed to significant reductions below 1990 levels, the EU 
should be more convinced that Parties wiU be taking aggressive actions at home without the need 
for an arbitrary restriction on the percentage of emission reductions to be taken at home.

Practical implications of a quantitative restriction: (plug in the SGM results here, which show that 
the US is likely to make xx% reductions at home anyway)

Strategy: We should argue strenuously against any quantitative domestic emission reduction
requirement, because this restriction may severely inhibit an allowance-based private sector 
emissions trading system. Important arguments to stress are a) the US is taking on an aggressive 
errussion reduction target, b) the protocol contains an Article to ensure that Parties will undertake 
domestic policies and measures; c) this restriction can directly prohibit cost effective global 
emission reductions, and d) this is difficult to implement and unfair to private sector participants
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(which private sector participant should be identified as the one that caused the countiy to fail its
domestic restriction?)

2 a. Emission trading may result in competitive advantage for large countries like the
United States. Some smaller countries (such as Belgium or the Netherlands) are
concerned that even if robust emissions trading results in a global market price, it may be
difficult for smaller countries to have equal access to the sellers. However, this issue was '
often subsumed in the next objection:
b. Emissions may result in trades for non-economic reasons. Some countries openly
expressed concern that the United States and Russia might cut a deal based on something
other than the market price. This was thought to be particularly unfair, despite the
obvious comparison to the EU bubble arrangement.

Thus, the overall concern expressed by both these issues is that the United States in particular
would have unfair competitive advantage or monopoly power over the market price of
allowances. As a result, the first solution proposed by the EU was a requirement that all
transactions be conducted through some required exchange at the market price. Failing a
requirement for all transartions, the EU proposed that all bilateral transactions between
governments (although the EU bubble government-government trading would of course be
exempt) be required to go through this public exchange mechanism. Another proposal was that at
least some percentage of trades be required to go through a public exchange mechanism.

Strategy; We should continue to object to this requirement for some sort of public exchange
mechanism because it would exempt the transactions to be conducted under the EU Bubble and
because requiring disclosure of price might prevent the emergence of a robust emissions trading
market (companies will be reluctant to trade in a market where the buyer, the seller, and the
quantity must already be publicly recorded for compliance purposes - being required to also
disclose the exact price reveals too much competitive information - in big exchanges where prices
are disclosed, generally the buyer and seller remain anonymous).

However, small potential buyers will still be worried about being frozen out of the market by big
buyers. The Acid Rain Program dealt with this concern by holding back a very small fraction of
allowances from each market participant to offer an annual auction - small players were
guaranteed access to this annual public auction, the market was ensured of a mechanism for
disclosing a public price, and the market participants were reimbursed with the proceeds.
Although the original fear that big electric utilities would hoard emission allowances to create
monopoly power never materialized, the auction was useful for two reasons: 1) it was better to
allay small buyer fears with this mechanism than to create other more onerous restrictions, and 2)
the auction did provide an early price signal and jump started the market for these new emission
allowances - the EPA held auctions in 1993 and 1994 before private brokerage firms emerged
which both sold allowances and publicly tracked prices. It might be possible to apply this idea to
the international greenhouse gas system.
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During the negotiations, we offered to address this concern by ensuring that the COP would do a 
review of all emissions transactions to determine that there wasn't improper monopoly power.

3. Requirement for harmonization for domestic allocation of allowances. The French 
negotiators clearly indicated their preference for all Parties to undertake any domestic allocation of 
allowances by auction rather than through grandfethering provisions. Their argument was that U.S. 
industry could be subsidized if it was allocated allowances without charge by the U.S. Congress. 
This, in turn would undercut the French government's ability to require its firms to pay for aUowances 
through an auction.

Strategy: We should spend more effort on bilateral discussions with the French negotiators and
their industry - [we should discuss with Treasury to see if there is a legitimate concern about tax 
mbsidies, and if so, if there is a pre-existing international forum for addressing these issues]. There 
is definitely a national sovereignty argument - this international treaty should not dictate how a 
country chooses to set up its domestic mechanisms (and it smgles out countries choosing to do 
domestic emissions trading, without speaking at all to domestic subsidies that other countries could 
choose through their own policies and measures).

4. Buyer versus seller liability. (This section needs more work). Basically, the US position 
fevors a seller-liability approach, where the seller is responsible for demonstrating the legitimacy of 
the allowances by maintaining a good monitoring and reporting system. We believe that compliance 
problems can be addressed through the automatic consequences of restriction or prohibition of sales 
of allowances. The advantage of this system is that it provides an incentive for good monitoring by 
making that a requirement for participation in the trading system, encouraging investment in both 
monitoring and emission reduction technology in places where cheap emission reductions are 
availaye. Accurate, standardized monitoring is the key to ensuring accountability with emission 
reduction requirements and for quantifying the environmental impact of the emissions and any further 
steps to reduce them.

The European Union negotiators suggested a preference for a buyer liability approach. In a buyer 
liability approach, the buyer would be responsible if the seller's allowances turned out to be non- 
legitimate. The idea is that allowances from Parties with questionable monitoring or emission 
reduction tracking would be worth less than allowances fi-om Parties with good monitoring. Thus, 
the idea is cheap emission reductions which may be inadequately monitored will be so risky that 
buyers will avoid buying these allowances unless the seller improves its quality. From an 
implementation perspective, if the seller turns out to be in default, then the buyer’s allowances would 
be deduaed retroactively (if the buyer’s allowances were not deducted retroactively, there would be 
a perverse incentive to buy cheap, bad allowances and use them up before the seller was determined 
to be in defeult), which could through the buyer into non-compliance or force the buyer to buy further 
allowMces elsewhere. However, this approach may not provide sufficient investment to the 
countries which need to improve their monitoring; and may perpetuate poor monitoring by offering 
soi^ (albeit small) market value for poor quality allowances. The seller beware approach provides 
an incentive to develop standardized, accurate monitoring in all countries. (StiU needs work!)
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5. National certirication and verification mechanism. The US concern was to ensure that each
Party would identify an authorized representative to account for allowances (prevention of rogue
agencies from selling allowances) - the concern is that other countries may use this terminology to
justify extensive government intervention in the market. This is where additional guidelines should
be developed to focus on the mechanism needed to ensure that transactions are officially authorized,
and to specify procedures to ensure good accounting and reporting.

6 . Link with monitoring, accounting, and reporting requirements. We need to reinstate the
protocol text which was deleted from the Kyoto protocol, but outlines the vital components for a
good emissions trading system - there was general agreement on this text from all Annex I Parties,
but this "good stuff' was dropped when the Annex I Parties couldn't agree on the complete emissions
trading text because of the ^sagreements about restrictions outlined above.

DL Additional Text for the important monitoring and compliance provisions:

New text should be added to reinstate the essentially agreed upon text from Chairman Estrada's
proposed text:

1. For the purpose of meeting its commitments under Anicle 3, any Party included in
Annex B may transfer to or acquire from any other Party included in Annex B any of its emissions
allowed under Article 3, provided that each such Party is in compliance with its obligations under this
Article and Articles 5 and 8, and has in place a national mechanism for the official authorization of
emission trades.

2. A Party may authorize intermediaries to participate, under the responsibility of that Party,
in actions leading to the transfer or acquisition, under this Article, of emissions allowed.

3. A Party whose emissions are in excess of its emissions budget in any budget
period may acquire, but may not transfer, emissions allowed.

4. If a question of a Party’s implementation of the requirements of this Article or Articles 5 or 8 is
identified in accordance with the provisions of Article 9, transfers and acquisitions of emissions
allowed may continue to be made, provided that any such emissions allowed may not be used by
any Party to meet its obligations under Article 3 until any issue of compliance is resolved. If a
question of a Party’s implementation of paragraph 3 above is identified in accordance with the
provisions of Article 9, the provisions of this paragraph shall apply only to transfers of emissions
allowed by that Party.

.
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Attachment: Parties Views on Emissions Trading Expressed at Kyoto Negotiations

Core Supporters 
(US Position - 
emissions trading 
allowed, further 
guidelines to be 
elaborated)

Weaker Supporters 
(EU Position - COP 
to define rules before 
emissions trading 
allowed)

Supporters of 
Compromise

Opposition

USA (UK for the EU Indonesia China
Japan had previously Burkino Faso India
New Zealand expressed Mali Saudi Arabia
Australia support) Zimbabwe
Canada Malawi Togo
Norway Hungary Sri Lanka Nigeria

Czech Republic Vietnam
Russian Federation Slovenia Kenya
Ukraine Switzerland Gambia
Romania United Arab Emirates

(Poland - Nauru
had previously Tuvalu
expressed Seychelles
support) Carabaos

Mexico Phillippines
South Korea Chile
Israel Uruguay
Argentina Uganda
Costa Rica
Samoa
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EMISSIONS TRADING STRATEGY PAPER

What Flexibility Did We Get in the Kyoto Protocol?

Article 3: Budget addition and subtraction (in accordance with relevant provisions).

Article 4: “Bubble” or “Umbrella” Agreements among Annex I Parties (this article was
developed to allow the EU burden sharing arrangement, but explicit discussion of interest
in forming an “umbrella” was discussed with Russian Federation, Ukraine, Japan, New
Zealand, Australia, Canada, and Norway).

Article 6: “Joint Implementation” among Annex I Parties (might be more aptly named
“emission reduction credit trading” because it allows credit trading among Annex I Parties
for specific projects which demonstrate emission reductions).

Article 12: Clean Development Mechanism allows “certified emission reductions” credit
for projects which benefit non-Annex I Parties (what we meant by “joint implementation”
with non-Annex I Parties) The text specifically allows credits to count for Annex I
commitments, allows private party participation, creates an executive board, sets aside a
share of the proceeds for administrative costs and adaptation costs for vulnerable
countries, and allows “early” citified emission reductions from 2000-2007 to assist in
achieving compliance.

Article 16bis: Emissions Trading allows Parties included in Annex B to participate in
emissions trading for the purposes of fulfilling their commitments under Article 3 of this
Protocol. The text also calls for the Conference of the Parties to define the relevant

^ principles, modalities, rules and guidelines, in particular for verification, reporting and
accountability for emissions trading. The article also contains the restriction that trading
be supplemental to domestic emission reduction actions.

How will the trading text be interpreted?

A strict legal reading of the text indicates that emissions trading is allowed now under the
protocol, even if “principles, modalities, rules, and guidelines” are never developed. In a separate
decision document, it is clear that the focus for the Fourth Conference of the Parties is only on
developing the “definition of relevant rules and guidelines for verification, reporting, and
accountability of emissions trading”.

However, we had hoped to have a longer article on emissions trading which would have spelled
out the link to monitoring, reporting, and compliance provisions more specifically and also would
have explicitly authorized private sector participation. Unfortunately, we never agreed on final
language wdthin Armex I because we could not agree on restrictions proposed by the EU,
primarily because they wanted^the US to agree to a deeper emission reduction target but also to
address various concerns about competitiveness.
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The strongest objections came from China, India, Saudi Arabia, and many other developing 
countries. The stated objections include a fear that emissions trading would obstruct the 
achievement of real emission reductions. In addition, China and India in particular raised 
concerns that emissions trading will result in an unfair allocation of pollution entitlements to the 
industrialized countries. Finally, these countries may have objected to emissions trading because 
they were not included in the intense consultations on this issue (in other words, they objected to 
the idea that developing countries should just accept emissions trading because it would only 
apply to Annex I countries).

It is likely that most countries will believe that the compromise reached at the Kyoto Conference 
v^th this text means that relevant “principles, modalities, rules, and guidelines” must be developed 
before emissions trading can start.

How should we proceed to develop international emissions trading?

Any effort to have additional text adopted at COP4 will require that substantial progress be made 
during the SBSTA/SBI meetings to be held in June.

Ideally, we would want to add a few very specific rules to the protocol text and to develop 
guidelines which would clarify the accounting and reporting provisions. The specific rules to add 
to the protocol text would explicitly provide the link to monitoring, reporting, and compliance 
provisions and authorize private sector participation (specific language suggested in background 
paper). We are likely to get strong support for this approach from our key allies on the emissions 
trading issue: New Zealand, Australia, Canada, Norway, (and probably the Russian Federation 
and Ukraine). In addition, Mexico and some of the AOSIS states may be helpful. Japan also 
supports emissions trading, although they may try to pursue market restrictions.

However, we can expect to meet substantial resistance. China, India, and Saudi Arabia may try to 
block adoption of any further text; they would be very likely to object to the idea that additional 
text need only address “verification, reporting, and accountability” and would probably want any 
further text to focus on “principles” of emissions trading. We can also expect that the EU 
countries, (particularly France) vrill want to propose many additional restrictions (see attached 
background paper for the types of restrictions proposed at Kyoto).

Options (not mutually exclusive);

1. Pursue development of our ideal rules and guidelines for emissions trading for discussion 
by SBSTA/SBI in June and adoption by COP4 in November, recognizing that it may be 
difficult to get agreement because of strong opposition from some Parties. Advantages; 
codifies the universal emissions trading rules in the protocol text, which provides certainty 
that trades will count, and ensures strong and consistent incentives for compliance. 
Disadvantages: Provides opposition with another opportunity to reject text all together or 
add unpalatable restrictions.
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2. Pursue development of an emissions trading system with key partners, for implementation
under an “umbrella”, which can then be expanded into a fully international system.
Advantages: only need agreement from allies, so no need for accommodating unnecessary
restrictions or blockage. Disadvantages; There is no explicit language under this Article
to include participation from private sector (is this a legal problem?). May increase
concerns from opposition, particularly developing countries, because they will be left out
of the initial design phase, and thus may result in stronger opposition both to trading and
on other negotiation issues).

(NOTE; it may be advantageous to use the umbrella mechanism to separate government- 
government exchanges from the emissions trading system, which would then primarily
cover firm-firm trading with government authorization. This would allow us to be more
flexible on accepting the government-government restrictions that others may want to
propose under emissions trading provisions.)

Recommendation;

The emissions trading strategy should be developed as part of an integrated diplomatic strategy.
Key partners are listed below along with what they might be looking to achieve:

1. New Zealand, Australia, Canada, Norway - want emissions trading, no restrictions

2. Russian Federation, Ukraine, (Poland) - will benefit from emissions trading with no
restrictions, but want to achieve more concrete commitments for investment

3. Japan - wants emissions trading but had expressed support for restrictions to ensure
'“transparency of market” - apparently to prevent U.S. monopoly power

4. European Union
United Kingdom - generally wants emissions trading, but has to represent EU
France - wants to require domestic allocations by auction to disadvantage US
Belgium, Netherlands - very concerned about small countries’ access to market

We may be able to address their concerns about small countries’ access by developing a
“set aside for auction” concept, which will both guarantee access and provide an early
price signal to jumpstart the market. We also have to find other ways to assure them that
emissions trading really will be supplemental to domestic action in the United States.

5. China, India, and Saudi Arabia - we need to find out more about their objections to see if
we can diffuse them

6. Other Developing Countries - may want to spend some time explaining emissions trading
to some key countries (Mexico, Samoa, Marshall Islands, Costa Rica, Argentina,
Zimbabwe, Uganda)
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EMISSIONS TRADING BACKGROUND PAPER - NEGOTIATIONS TO DATE

Quick Summary of the key negotiating positions expressed in Kyoto on emissions trading

The strongest objections came from several developing countries, including China, India, Saudi 
Arabia, Nigeria, Kenya, Vietnam, Togo, Gambia, and United Arab Emirates. These countries 
objected to inclusion of any set of provisions on emissions trading until Chairman Estrada 
brokered the final deal.

Developing countries who spoke up with reservations about emissions trading but still favored a 
compromise in order to ensure the passage of the protocol included Indonesia, Burkino Faso,
Mali, Zimbabwe, Malawi and Sri Lanka.

The "weak supporters" of restricted emissions trading were lead by the EU (where France was the 
country with strong objections). The “EU position” was characterized by the idea that 
international rules and guidelines for emissions trading would have to be established through 
further negotiations before emissions trading could begin. This position was supported by 
Hungary; the Czech Republic; Slovenia; Switzerland; some AOSIS countries - Nauru, Tuvalu, 
Seychelles, and Carabaos; Philippines; Chile; Uruguay; and Uganda.

The strong supporters of emissions tracing were led by the US and included New Zealand, 
Australia, Canada, Norway, Japan, Russian Federation, Ukraine, Romania, Poland, Mexico,
South Korea, Israel, Argentina, Costa Rica, and Samoa.

What were the objections to emissions trading expressed bv other countries?

I. Strong Opposition to Emissions Trading

The strongest objections came from several developing countries, including China, India, Saudi 
Arabia, and several other nations. The stated objections include a fear that emissions trading is a 
new and little known scheme that will not ensure real emission reductions. In addition, China and 
India in particular have raised concerns that emissions trading will result in an unfair allocation of 
pollution entitlements to the industrialized countries. Finally, an unstated reason may be that 
some developing countries would prefer that no greenhouse gas protocol ever take effect, and 
rather than openly blocking the entire protocol, such countries may believe that they may achieve 
their objective of avoiding a meaningful protocol by strenuously objecting to emissions trading, a 
set of provisions which the United States and other industrialized countries have made clear is a 
key element for reducing costs of implementing a protocol.

Strategy; It will be difficult to quell these strenuous objections; it may be worthwhile to try some 
bilateral communication on emissions trading with these key countries. In the end it will probably 
be most productive to ensure we have agreement among the countries who supported some form 
of emissions trading (note: including some developing countries), and to rely on multilateral 
pressure to include such provisions as part of the entire package at the Buenos Aires meeting of 
the Conference of the Parties.
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n. Supporters of Restricted Emissions Trading

Among Annex I Parties, the most limited support for emissions trading came from the 
European Union. Japan raised similar concerns early in the Kyoto session, but desisted after other 
issues, including the differentiated targets and baseline adjustments, were resolved. All the other 
key Annex I countries shared our position that emissions trading is a cost-saving mechanism 
which is vital to achieving the emission reductions called for by the Kyoto Protocol.

Although the “EU position” was that international rules and guidelines for emissions trading 
would have to be established through further negotiations before emissions trading could begin, 
we heard many more specific objections and proposed solutions during our extensive bilateral 
discussions with the EU negotiators.

It is important to note that different member states had different views on emissions trading (the 
United Kingdom is fairly supportive, France was raising the most strenuous objections). The rest 
of this section will examine the various issues raised by the EU negotiators.

1. Each Party should be required to make domestic emission reductions, even if those
reductions are not as cost effective as reductions through emissions trading. The overall
concern was that emissions trading provisions should not be allowed unless the United States
agreed to an aggressive emission reduction target. This objection primarily was translated into a
concern that every industrialized Party should be required to implement a certain fraction of its
emission reduction obligations at home. The protocol states that emissions trading must be
“supplemental” to domestic action; the UK had proposed translating this qualitative text into a
quantitative requirement that at least 50% of emission reductions take place domestically.

The EU had indicated one of the causes for this concern was their view that a 1990 uniform target 
would'have allowed a significant amount of “hot air”, or emissions reductions which would have 
occurred anyway in the absence of a protocol, to count toward US reductions. In other words, 
their argument was that we shouldn’t get emissions trading if the target was lax enough that the 
U.S. could meet a significant portion of its emission reduction obligation by buying emission 
reductions from Russia which would have occurred anyway. However, now that the US and 
most other Annex I Parties have agreed to significant reductions below 1990 levels, the EU 
should be more convinced that Parties will be taking aggressive actions at home without the need 
for an arbitrary restriction on the percentage of emission reductions to be taken at home.

Practical implications of a quantitative restriction; (plug in the SGM results here, which show that 
the US is likely to make xx% reductions at home anyway)

Strategy: We should argue strenuously against any quantitative domestic emission reduction
requirement, because this restriction may severely inhibit an allowance-based private sector 
emissions trading system. Important arguments to stress are a) the US is taking on an aggressive 
emission reduction target, b) the protocol contains an Article to ensure that Parties will undertake 
domestic policies and measures; c) this restriction can directly prohibit cost effective global 
emission reductions, and d) this is difficult to implement and unfair to private sector participants
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(which private sector participant should be identified as the one that caused the country to fail its 
domestic restriction?)

2 a. Emission trading may result in competitive advantage for large countries like the 
United States. Some smaller countries (such as Belgium or the Netherlands) are 
concerned that even if robust emissions trading results in a global market price, it may be 
difficult for smaller countries to have equal access to the sellers. However, this issue was 
often subsumed in the next objection:
b. Emissions may result in trades for non-economic reasons. Some countries openly 
expressed concern that the United States and Russia might cut a deal based on something 
other than the market price. This was thought to be particularly unfair, despite the 
obvious comparison to the EU bubble arrangement.

Thus, the overall concern expressed by both these issues is that the United States in particular 
would have unfair competitive advantage or monopoly power over the market price of 
allowances. As a result, the first solution proposed by the EU was a requirement that all 
transactions be conducted through some required exchange at the market price. Failing a 
requirement for all transactions, the EU proposed that all bilateral transactions between 
governments (although the EU bubble government-government trading would of course be 
exempt) be required to go through this public exchange mechanism. Another proposal was that at 
least some percentage of trades be required to go through a public exchange mechanism.

Strategy: We should continue to object to this requirement for some sort of public exchange
mechanism because it would exempt the transactions to be conducted under the EU Bubble and 
because requiring disclosure of price might prevent the emergence of a robust emissions trading 
market (companies will be reluctant to trade in a market where the buyer, the seller, and the 
quantity must already be publicly recorded for compliance purposes - being required to also 
disclose the exact price reveals too much competitive information - in big exchanges where prices 
are disclosed, generally the buyer and seller remain anonymous).

However, small potential buyers will still be worried about being frozen out of the market by big 
buyers. The Acid Rain Program dealt with this concern by holding back a very small fraction of 
allowances from each market participant to offer an annual auction - small players were 
guaranteed access to this annual public auction, the market was ensured of a mechanism for 
disclosing a public price, and the market participants were reimbursed with the proceeds. 
Although the original fear that big electric utilities would hoard emission allowances to create 
monopoly power never materialized, the auction was useful for two reasons: 1) it was better to 
allay small buyer fears with this mechanism than to create other more onerous restrictions, and 2) 
the auction did provide an early price signal and jump started the market for these new emission 
allowances - the EPA held auctions in 1993 and 1994 before private brokerage firms emerged 
which both sold allowances and publicly tracked prices. It might be possible to apply this idea to 
the international greenhouse gas system.
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During the negotiations, we offered to address this concern by ensuring that the COP would do a
review of all emissions transactions to determine that there wasn't improper monopoly power.

3. Requirement for harmonization for domestic allocation of allowances. The French
negotiators clearly indicated their preference for all Parties to undertake any domestic allocation of
allowances by auction rather than through grandfathering provisions. Their argument was that U.S.
industry could be subsidized if it was allocated allowances without charge by the U.S. Congress.
This, in turn would undercut the French government's ability to require its firms to pay for allowances
through an auction.

Strategy: We should spend more effort on bilateral discussions with the French negotiators and
their industry - [we should discuss with Treasury to see if there is a legitimate concern about tax
subsidies, and if so, if there is a pre-existing international forum for addressing these issues]. There
is definitely a national sovereignty argument - this international treaty should not dictate how a
country chooses to set up its domestic mechanisms (and it singles out countries choosing to do
domestic emissions trading, without speaking at all to domestic subsidies that other countries could
choose through their own policies and measures).

4. Buyer versus seller liability. (This section needs more work). Basically, the US position
favors a seller-liability approach, where the seller is responsible for demonstrating the legitimacy of
the allowances by maintaining a good monitoring and reporting system. We believe that compliance
problems can be addressed through the automatic consequences of restriction or prohibition of sales
of allowances. The advantage of this system is that it provides an incentive for good monitoring by
making that a requirement for participation in the trading system, encouraging investment in both
monitoring and emission reduction technology in places where cheap emission reductions are
available. Accurate, standardized monitoring is the key to ensuring accountability with emission
reduction requirements and for quantifying the environmental impact of the emissions and any further
steps to reduce them.

The European Union negotiators suggested a preference for a buyer liability approach. In a buyer
liability approach, the buyer would be responsible if the seller's allowances turned out to be non­
legitimate. The idea is that allowances from Parties Avith questionable monitoring or emission
reduction tracking would be worth less than allowances from Parties with good monitoring. Thus,
the idea is that cheap emission reductions which may be inadequately monitored will be so risky that
buyers will avoid buying these allowances unless the seller improves its quality. From an
implementation perspective, if the seller turns out to be in default, then the buyer’s allowances would
be deducted retroactively (if the buyer’s allowances were not deducted retroactively, there would be
a perverse incentive to buy cheap, bad allowances and use them up before the seller was determined
to be in default), which could through the buyer into non-compliance or force the buyer to buy further
allowances elsewhere. However, this approach may not provide sufficient investment to the
countries which need to improve their monitoring, and may perpetuate poor monitoring by offering
some (albeit small) market value for poor quality allowances. The seller beware approach provides
an incentive to develop standardized, accurate monitoring in all countries. (Still needs work!) j
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5. National certification and verification mechanism. The US concern was to ensure that each 
Party would identify an authorized representative to account for allowances (prevention of rogue 
agencies from selling allowances) - the concern is that other countries may use this terminology to 
justify extensive government intervention in the market. This is where additional guidelines should 
be developed to focus on the mechanism needed to ensure that transactions are officially authorized, 
and to specify procedures to ensure good accounting and reporting.

6 . Link with monitoring, accounting, and reporting requirements. We need to reinstate the 
protocol text which was deleted from the Kyoto protocol, but outlines the vital components for a 
good emissions trading system - there was general agreement on this text from all Annex I Parties, 
but this "good stuff' was dropped when the Annex I Parties couldn't agree on the complete emissions 
trading text because of the disagreements about restrictions outlined above.

HL Additional Text for the important monitoring and compliance provisions;

New text should be added to reinstate the essentially agreed upon text from Chairman Estrada’s 
proposed text:

1. For the purpose of meeting its commitments under Article 3, any Party included in 
Annex B may transfer to or acquire from any other Party included in Annex B any of its emissions 
allowed under Article 3, provided that each such Party is in compliance with its obligations under this 
Article and Articles 5 and 8, and has in place a national mechanism for the official authorization of 
emission trades.

2. A Party may authorize intermediaries to participate, under the responsibility of that Party, 
in actions leading to the transfer or acquisition, under this Article, of emissions allowed.

3. A Party whose emissions are in excess of its emissions budget in any budget 
period may acquire, but may not transfer, emissions allowed.

4. If a question of a Party’s implementation of the requirements of this Article or Articles 5 or 8 is 
identified in accordance with the provisions of Article 9, transfers and acquisitions of emissions 
allowed may continue to be made, provided that any such emissions allowed may not be used by 
any Party to meet its obligations under Article 3 until any issue of compliance is resolved. If a 
question of a Party’s implementation of paragraph 3 above is identified in accordance with the 
provisions of Article 9, the provisions of this paragraph shall apply only to transfers of emissions 
allowed by that Party.
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Attachment: Parties Views on Emissions Trading Expressed at Kyoto Negotiations

Core Supporters 
(US Position - 
emissions trading 
allowed, further 
guidelines to be 
elaborated)

USA
Japan
New Zealand 
Australia 
Canada 
Norway

Russian Federation 
Ukraine 
Romania 

(Poland -
had previously
expressed
support)

Mexico 
South Korea 
Israer 
Argentina 
Costa Rica 
Samoa

Weaker Supporters 
(EU Position - COP 
to define rules before 
emissions trading 
allowed)

(UK for the EU
had previously
expressed
support)

Hungary 
Czech Republic 
Slovenia 
Switzerland

Nauru
Tuvalu
Seychelles
Carabaos

Phillippines
Chile
Uruguay
Uganda

Supporters of 
Compromise

Indonesia 
Burkino Faso 
Mali
Zimbabwe 
Malawi 
Sri Lanka

Opposition

China
India
Saudi Arabia

Togo
Nigeria
Vietnam
Kenya
Gambia
United Arab Emirates
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McGinty Science Committee Te.stimi
)iiy

I am pleased to be hem today to describe the

activities, both at home and abroad, to foil 

negotiations. The Kyoto Protocol is

agreement reached in Kyoto and our

ow-up on the substantial progre.s.s achieved in these

an cnoimous fir.st step in what will undoubtably be a long

Sloba, effc,

h.™ anci oar Child,-a„ and g,.andchild,cn fro. rha anccacionahle rragedias rha. could unfed rf

WC fail heed dre warning., ten, ,he world', leading ,cien.ific expe
3CrLS.

' a™ verg pleaaed ,o repor, rha, we made rren.endou, progre.,., in pu.dng i„.„ p^ce

of .he key building block., for a ,u,.i„able. .arker-ha,ed ,y„e. for achieving .dudon, in

g.«nho„se gase,. All American, can be proud of our achieve.em: U..S. leadership .ade ,he

difference,- ,he power and in.egri.y of U.S. .dca, won .he day. On behalf of Preiden. and

V,ce-P.,|de„., I would l.kep.«4’ -o cornn.end .he ,km.,. persever^ce, and dedication of .he

United States delegadon a. Kyoto. Niue agencies were represen.d in Kyoto. Ud by our very

able Stanr Department tea. and Undersec,eta,y Eisens.., the U.S. .a. .served our county well 

and honorably.

Our effotr, following up on Kyoto a,e d.rected a. achlevlug fuohet progress in ob.aintng 

.dantngfu, padcipatton by developing eoun.rie, and in ..ple.endng the Pmsiden.'s pian to

--™f..forcesa.bo„.e„„dahr„ad.oe„ha„cee„ergycff.cie„cy.e„vrr„„.e„d^

and economic pro.sperity.
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Because this committee’s junsdiciiun focuses on science. I iliought it would be useful, 

before discussing the outcome in Kyoto, to locus bricHy on two noteworthy scientific 

developments that occuircd at the end of last year. Based on extensive ground-bused 

measurements. National Oceanic and Atmospheric Administration - our lead national agency for 

collecting weather statistics - reported that 1997 was the warmest year based on records that 

date back over a century. While the temperature in any one year cannot prove or disprove 

anything about global wanning, this year’s statistics, further confirmed by the two other sources 

of global surface temperatures (the Goddard Instiuitc for Space Studies/NASA and the 

researchers at East Anglia University in the U.K.), follow a clearly emerging pattern. The nine 

warmest years of the century have occurred in the past 1 I years. This pattern of warm years, led 

the head of research at NOAA to issue a statement that reaffirms a key conclusion contained in 

the latest international scientific assessment prepared by the Intergovernmental Panel on Climate 

Change - that “the balance of evidence suggests a discernible human influence on global climate.” 

Put another way. in the view of the va.st majority of U.S. and international climate scientists, it is 

highly unlikely that the trends in global temperatures we have experienced are the re.sult of the 

natural variability inherent to our climate system.

A .second development relates to a study published in November in the medical Journal 

Lancet. Most sludie.s have examined the impacts of climate change on human health in terms of 

increased fatalities due to heatsire.ss or the spread of infectious diseases. While by themselves, 

these areas represent con.siderable human health ri.sks. this new study by he Working Group on 

Public Health and Fo.s.sil Fuel Combustion looked at the shon-term impacts on mortality from air­

borne paniculate matter assuming no changes in estimates of energy use from fossil fuels. The



Feb-02-98 02:57P CTimaite Change "Task For-ce P . 04

analysis tcnind that an estimated 8 million deaths globally from rc.spiratoi-y deaths from fine 

particulates could be avoided between 20()() and 2020 if steps were taken to limit greenhouse gas 

emissions from burning fossil fuels. In the United Suites alone, the study reports that an estimated 

500.000 deaths could be avoided during die 2000-2010 period. This study presents an important 

near-term benefit from actions to reduce greenhou.se gas emissions that must be considered in 

addition to the long-tenn benefits of avoiding climatic disruptions.

THE KYOTO PROTOCOL

Although the agreement reached in Kyoto will not reverse the build-up of greenhou.se 

gases in the atmosphere, it will begin slowing the rate of incre.ase. Equally important, it puts in 

place a solid foundation upon which the global maikctplace can increasingly be engaged in 

reducing greenhouse gas emissions. The agreement draws heavily from the proposals advanced 

by the United States and effectively rejects alternatives proposed by others that would have 

substantially increased the costs of action.

In October of last year, the President outlined a number of elements critical to achieving

an effective agreement. He underscored that any agreement had to contain: I) realistic medium-

teiTH. legally binding targels for developed cotmtnes; 2) llexiblc, market-based implementation
a>iLx

mechanisms: and 3) mea.sures to .secure the meaningful paiticipation of key developing countries. A Af y

I am pleased to report that we fully achieved our first two objectives, and through the innovative

clean development mechanism secured the tools necessai'y to begin work on the third. In 

addition, next steps must include further work on operational details and compliance mechanisms.

The President ha.s made it clear that he docs not intend to .send the Kyoto Protocol to the Senate

"Ct

T
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hir ratiticaiion until wc have achieved meaningful paiticipation by key developing countries.

Even with the complexities of climate science and the challenge of crafting policy 

solutions, we found in Kyoto a new spirit of resolve, a new openness lo market-based approaches, 

and a new hope for global cooperation.

Key elements of the U.S. proposals that were adopted as elements of the Kyotc) Protocol 

include the following:

- Legally binding emission targets: The agreement calk for legally binding targets for developed 

countries. By advancing from the exi.sting non-binding aim contained in the Framework 

Convention to a binding target, we believe efforts to address global warminc will take on greater 

signilicatice and commitment. Moreover, our insistence on a legally binding legime encouraged 

other countries to think more soberly about their reduction proposals. Ultimately, the U.S. 

agreed to a target of a 7% reduction from baseline levels. Given the changes in the definition of 

the ba.seline for ihc three long-lived chemical compounds (HFCs, PFCs and SF6) from 1990 to 

1995 combined with a change in the way sinks are accounted for in the ba.seline, the actual 

reduction required in the about 2-3% moi^than the President originally proposed as the

U.S. negotiating position. A>f fMrf

— Budget periods spanning five years: Ihe U.S. proposal for a five year budget period was 

adopted rather than the single year target proposed by others. Allowing nations to average over 

live years mcrea.se.s flexibility and lowers costs by smoothing out any short-term variations in
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emission.s based on fluctuations in energy prices, economic activity, business cycles, or weather.

- First budget period beginning in 2008 and ending in 20 [2; mie U.S. proposal for a budget

period beginning in 2008 wa.s accepted. This provides a full decade for redirecting efforts toward 

gteater eneigy ettlciency, allowing for substantial changes in investment decisions and turnover in 

capital .stock. Other proposals calling for reductions to begin as early as 2003 were rejected. 

Action during this time period appears critical to redirecting emission.s toward a pathway that 

allows for stabilization of greenhouse gases at a doubling of prehistoric level.s.

-- Market-basket approach including all 6 gases: The U.S. proposal held sway on including all 6 

majoi gieenhou.se gases in the calculation of u target. Moreover, we secured trading among these 

gases so that the lowest co.st reductions can be secured.

- Inclusiim ot sinks; We also .supported, and the Parties agreed, to allow actions that capture

and seciiiester greenhouse gases (sinks) to be included as part of the target. Carbon sequestration, 

such as reforestation programs, offers potentially attractive low cost opportunities to reduce 

greenhouse gas emi.ssions.

-- International Emissions Trading: The U.S. .secured acceptance of emission.s trading as a 

flexible, free market approach to lowering the costs of meeting a target. While the U.S. has 

experience with emissions trading in the acid rain and load phase-out programs, it was a new 

concept to the imemational community and incoiporatcd for the first lime in the Kyoto 

agreement. Early studies suggesied that the costs of compliance can be reduced by around 907p if \
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ncxible implementation were permitted. One recent study by Battelle Labs suggests that coss can 

be reduced by 75% alone through the use of international emi.ssions trading.

-- Clean Development Mechanism: Under thi.s innovative provision, project-specific trading can

occur between developed and developing countries and their industries. This provides both a 

mechanism u.) secure low cost reductions throughout the world and a powetful economic 

incentive to lead developing countries toward more greenhou.se friendly technologies. This 

represents an impoiiant avenue for developing country actions to reduce emi.ssions in cooperation 

with U.S. private sector firms tliat have the technology, resources and know-how to make such 

reductions in ways that save energy, reduce emissions and improve performance. Thi.s provision 

ettectively embodies the U.S. proposal for joint implementation with credit for activities in 

developing countries. It also provides, again at U.S. insistence, an incentive for early action by 

permitting credit for reductions that occur beginning in tbe year 2000.

- Emission from the Military: The U.S. obtained agreement on its proposal for an exemption for 

emissions from multilateral operations pursuant to the United Nations charter. This provisions 

will insure that nations do not hold back from participating in sanctioned multinational 

peacekeeping efforts due to concerns about greenhou.se gas emissions.

NEXT STEPS - INTERNATIONAL ACTIVITY

While the Kyoto agreement secures major elements that the U.S. sought to ensure 

a market-based, sustainable basis for addressing concems about global warming, future
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negotiationi; will still need to address several important issues. The Parties now move forward 

with a woiking group meeting .sclieduled for June and the nc.\t meeting of the Climate 

Convention scheduled for November in Buenos Aires. Issues that will be addressed at that and 

subsequent meetings include the following:

- guidelines for implementing the clean development mechanism;

- additional provisions related to compliance and enforcement;

- continued progress advancing commitments of developing countrie.s;

-further refinement of how sinks will be treated; and

-guidelines lor implementing the emissions trading provisirms included in the

Protocol.

NEXT S'l EPS - DOMESTIC ACTIONS

State ol the Union mcs.sage, the President described his proposed tax cut and 

lesearch initiative aimed at jump-starting ellorts to enhance our nation’s energy efficiency 

and economic competitiveness. This program - targeted at over .$6 billion over the next 

five years - will provide incentives for our industry, businesses and consumers to make 

and purchase more energy efficient products. It challenges the innovative abilities of the 

private sector and ensures that those that succeed in developing energy saving products 

wilt have a substantial market in whicli to sell tho.se products. For consumers, it provides 

a double bonus. First it helps reduce the initial costs of purcha.sing energy saving products, 

Second, throughout the lifetime of the product, consumers will benefit from reduced 

energy costs. The Pre.sident’s proposals include .$3.6 billion over five years in tax credits 

aimed at encouraging broader use of existing energy saving technologies and spurring
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further innovations. It also includes S2.7 billion in new research and development support 

to en.sure that gitenhouse gas reducing innovative products continue to flow through the 

pipeline and into the market-place in the coming year.s.

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

following:

-- Tax credits for fuel efficient vehicles: This credit would be $4,(XK) for each 

vehicle that gets three times the base fuel economy for its class beginning in 2003. A credit of 

$3,000 would be available be.ginning in 2()0(,) for vehicles that get double the base fuel economy 

tor Its class. These credits would be available to jump start these markets and would be phased

out over time.

" Tax credits for energy efficient eciuipment; 7 his credit would include a 20% 

credit (.subject to a cap) for purchasing energy efficient building equipment, a 15% credit for the

purchase of solar rooftop systems, ;uid a 10% credit for the purchase of combined heat and power 

systems.

— Research and development support: Additional resources are provided for the 

Partneiship for a New Generation of Vehicles including the expansion of activities to include 

more efficient die.sel engines for both light and heavy duty trucks, for key areas of renewable 

energy, and for carbon sequestration.

These budget proposals implement one of the key commitments made by the President in 

his October 22nd speech at the National Geographic, In thai speech the President also pledged;
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that the rcderal government, as the largest user ol'energy, would take the lead in enhancing our 

ettoi'LS at improving energy efficiency; that we would work closely with the private sector in 

developing voluntary programs to reduce emissions: that we would grant early credit for 

reductions that occur prior to a binding target; and that we would help shape utility restructuring 

in ways that contribute to reductions in greenhouse gas reductions.

Beyond the Prc.sident’s budget proposals, a number of encouraging developments have 

taken place in both the public and private sectors in the short time since Kyoto. Let me briefly 

mention four of them today.

1. VCRTTV Energy Star Program: TV and VCRs represent one of the fastest growing sources of

electricity demand. Consumers spend over .‘>1 billion annually to power VCRs and TVS that are 

switched off. In early January the Vice President announced a pathbreaking partnership between 

EPA and the major manufacturers ot these electronic goods. The program is quite ambitious with 

a goal ot achieving a 70% reduction in energy use without sacrificing product quality, utility or 

increasing co.sLs. The average hou.sehold could cut their energy bills by 40% or .$300 per year if 

they switched to the full line of Energy Star products.

2. Compressed Air Challenge: Air compressors represents about 3% of total industrial elecu'icity

u.se and !% of total U.S. electricity consumption, hi mid-January, DOE and major equipment

manutacturers announced a new agreement aimed ai significantly enhancing efficiency in tliis 

.sector. Under the agmement, changes in equipment and operating practices are anticipated to 

reduce energy u.se in this category by 10% by 2010 at a cost savings of XI 50 million per year 

while reducing greenhouse gases by 700,00<J metric tones of carbon.
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3. Fuel Efficient Vehicles: At the recent automobile show in Detroit, GM atinounced that it has 

developed a hybrid-ba.sed vehicle that can achieve fuel efficiency of 80 miles per gallon and that 

this car could be in commercial production within a few years. Ford also exhibited a prototype of 

a light weight, highly fuel cttlcient sedan that could be in commercial production by the middle of 

the next decade. Tliese announcements followed an earlier breakthrough announced by DOE and 

its parincr.s of a fuel cell that would run on gasoline and double curmnt fuel economy while 

reducing conventional air pollution emissions by 90 percent. These technological advances have 

been made possible through the efforts of the Partnership for New Generation of Vehicles 

between the Administration and the U.S. auto companies and their suppliers.

4, BP Solar Opening: In late Januaiy, BP Solar opened its first manufacturing plant in the United 

States, [yocated ()utside San Francisco, this iacilily will produce a new generation of thin film 

photovoltaic cells. Spuired by DOE's recently announced Million Solar Roof Initiative, planned 

plant expansions and openings by other solar cell manufacturers, as well as the President's budget 

request foi enhanced funding for renewable technologies, demonstrate that efforts to increase 

maiket penetration based on harnessing the sun’s energy arc now making significant advances.

These examples fuithcr underscore the potential for energy and cost saving oppoaunities 

to reduce nur emissions of greenhouse gases. A more detailed economic analysis of the impact of 

the targets reached in Kyoto is currently nearing completion. |The Administration's intends to 

present this analysis in testimony at a hearing next week before the Senate Foreign Relations 

Committee].
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In .sum, the Kyoto Protocol reprc.sents a steniHcam diplomatic achievement for the United 

Stares and a key contribution to the critical effort tr. safeguard our children from the effects of 

potentially severe climatic disruption. At the same time, this effort is a work in progress. Much 

remains to be done it wc are fully to .sei/e the environmental and economic benefits of action on 

this pressing issue. We in the Administration look forward to working with Congress in the 

months and years ahead to further our efforts to address the risks associated with global warming 

in a way that enhances our environmental and economic well being.

I welcome the opportunity to visit with you today and look forward to our continued 

dialogue and exchange.
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Record Type: Record

To:

cc:

Robert J. Tucci!lo/OMB/EOP

Michele Jolin/CEA/EOP, Jeffrey A. Frankel/CEA/EOP, Randall W. Lutter/CEA/EOP, Adele C 
Morris/CEA/EOP 

Subject: comments on McGinty testimony

We appreciate the opportunity to review Katie McGinty's testimony, and found it to be an excellent 
overview of climate change issues and the Kyoto Protocol. We have three comments:

1) On page 3, a reference is made to a recent study that indicates that reducing greenhouse gas 
emissions could result in avoiding 500,000 deaths associated with particulate matter pollution 
between 2000 - 2010. Since the Administration recently promulgated a fine particulate matter 
standard, it would be appropriate to make some reference to it. Specifically, it might appear 
awkward that the Administration proposed an air quality rule, and yet hundreds of thousands of 
people would still die prematurely. We suggest adding language such as "however, the recently 
promulgated fine particulate matter standard will aehieve^a^gBifiGaot-amtmotjaf these avoided 
deaths." ^ c:*?-

2) On page 4, the discussion on legally binding emission targets states that the U.S. target in Kyoto 
is about 2-3% more stringent than what the Administration proposed in October. This estimate 
assumes sinks equal zero. While we are confident about the sign of the sinks, we are still quite

<N uncertain about their magnitude. We suggest changing the language such that it reads "the actual
^ reduction required in the U.S. is no more than about 2-3% more than the President originally

proposed as the U.S. negotiating position."

3) On pages 5-6, in the discussion of international emissions trading, there are two references to 
the percentage change in compliance costs associated with flexibility measures. Since decisions 
have not been made about what the economic analysis will look like, nor have final decisions been

^ made about what will be presented at the Senate Foreign Relations hearing next week, we think it is 
premature to provide estimates of cost savings. While qualitative statements about cost savings are 
fine, we suggest that the percentage change estimates should not be included.

Feel free to give me a call (x51455) if you have any questions about our comments.
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McGiiity Science Committee Testimony

I am pleased to be here today to describe the agreement reached in Kyoto and our 

activities, both at home and abroad, to follow-up on the substantial progress achie\ ed in these 

negotiations. The Kyoto Protocol is an enormous first step in what will undoubtably be a long 

term global effort to safeguard our earth’s climate system from unprecedented human-induced 

harm and our children and grandchildren from the unconscionable tragedies that could unfold if 

we fail to heed the warnings from the world’s leading scientific experts.

I am very pleased to report that we made tremendous progress in putting into place most 

of the key building blocks for a sustainable, market-based system for achieving reductions in 

greenhouse gases. All Americans can be proud of our achievement: U.S leadership made the 

difference; the power and integrity of U.S. ideas won the day. On behalf of the President and 

Vice-President, 1 would like publicly to commend the skills, perseverance, and dedication of the 

United States delegation at Kyoto. Nine agencies were represented in Kyoto. Led by our very 

able State Department team and Undersecretary Eisenstat, the U.S. team served our country' well 

and honorably.

Our efforts following up on Kyoto are directed at achieving further progress in obtaining 

meaningful participation by developing countries and in implementing the President's plan to 

liarness market forces at home and abroad to enhance energy efficiency, environmental quality, 

and economic prosperity.

Because this committee’s jurisdiction focuses on science, I thought it would be useful, 

before discussing the outcome in Kyoto, to focus briefly on two notewonhy scientific 

developments that occurred at the end of last year. Based on extensive ground-based
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measurements. National Oceanic and Atmospheric Administration — our lead national agency for 

collecting weather statistics - reported that 1997 was the warmest year based on records that 

date back over a centui7 While the temperature in any one year cannot prove or disprox e 

anything about global warming, this year’s statistics, further confirmed by the two other sources 

of global surface temperatures (the Goddard Institute for Space Studies/NASA and the 

researchers at East Anglia University in the U K ), follow a clearly emerging pattern. The nine 

warmest years of the century have occurred in the past 11 years. This pattern of warm years, led 

the head of research at NOAA to issue a statement that reaffirms a key conclusion contained in 

the latest international scientific assessment prepared by the Intergovernmental Panel on Climate 

Change — that “the balance of evidence suggests a discernible human influence on global climate.’ 

Put another way, in the view of the vast majority of U.S. and international climate scientists, it is 

highly unlikely that the trends in global temperatures we have experienced are the result of the 

natural variability inherent to our climate system.

A second development relates to a study published in November in the medical journal 

Lancet. Most studies have examined the impacts of climate change on human health in terms of 

increased fatalities due to heat stress or the spread of infectious diseases. While by themselves, 

these areas represent considerable human health risks, this new study by he Working Group on 

Public Health and Fossil Fuel Combustion looked at the short-term impacts on mortalitx from 

air-borne particulate matter assuming no changes in estimates of energy use from fossil fuels. The 

analysis found that an estimated 8 million deaths globally from respiratory deaths from fine 

particulates could be avoided between 2000 and 2020 if steps were taken to limit greenhouse gas 

emissions from burning fossil fuels. In the United States alone, the study reports that an estimated 

500,000 deaths could be avoided during the 2000-2010 period. This study presents an important 

near-term benefit from actions to reduce greenhouse gas emissions that must be considered in 

addition to the long-term benefits of avoiding climatic disruptions.
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Tl-LE KYOTO PROTOCOL

Although the agreement reached in Kyoto will not reverse the build-up of greenhouse 

gases in the atmosphere, it will begin slowing the rate of increase. Equally important, it puts in 

place a solid foundation upon which the global marketplace can increasingly be engaged in 

reducing greenhouse gas emissions. The agreement draws heavily from the proposals advanced 

by the United States and effectively rejects alternatives proposed by others that would have 

substantially increased the costs of action.

In October of last year, the President outlined a number of elements critical to achieving 

an effective agreement. He underscored that any agreement had to contain: 1) realistic 

medium-term, legally binding targets for developed countries; 2) flexible, market-based 

implementation mechanisms; and 3) measures to secure the meaningful participation of key 

developing countries I am pleased to report that we fully achieved our first two objectives, and 

through the innovative clean development mechanism secured the tools necessary to begin work 

on the third. In addition, next steps must include further work on operational details and 

compliance mechanisms. The President has made it clear that he does not intend to send the 

Kyoto Protocol to the Senate for ratification until we have achieved meaningful participation by 

key developing countries.

Even with the complexities of climate science and the challenge of crafting policy 

solutions, we found in Kyoto a new spirit of resolve, a new openness to market-based approaches, 

and a new hope for global cooperation.

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

include the following;
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-- Legally binding emission targets The agreement calls for legally binding targets tor de\ eloped 

countries. By advancing from the existing non-binding aim contained in the Framework 

Convention to a binding target, we belie\ e efforts to address global warming will take on greater 

significance and commitment. Moreover, our insistence on a legally binding regime encouraged 

other countries to think more soberly about their reduction proposals. Ultimately, the U.S. 

agreed to a target of a 7% reduction from baseline levels. Given the changes in the definition of 

the baseline for the three long-lived chemical compounds (HFCs, PFCs and SF6) from 1990 to 

1995 combined with a change in the wa\ sinks are accounted for in the baseline, the actual 

reduction required in the U.S. is about 2-3% more than the President originally proposed as the 

U.S. negotiating position.

- Budget periods spanning five years; The U.S. proposal for a five year budget period w-as 

adopted rather than the single year target proposed by others. Allowing nations to a\ erage over 

live years increases flexibility and low'ers costs by smoothing out any short-term variations in 

emissions based on fluctuations in energ\ prices, economic activity, business cycles, or weather.

— First budget period beginning in 2008 and ending in 2012; The U.S. proposal for a budget 

period beginning in 2008 was accepted This provides a full decade for redirecting efforts toward 

greater energy efficiency, allowing for substantial changes in investment decisions and turnover in 

capital stock. Other proposals calling for reductions to begin as early as 2003 were rejected. 

Action during this time period appears critical to redirecting emissions toward a pathway that 

allows for stabilization of greenhouse gases at a doubling of prehistoric levels.

- Market-basket approach including all 6 gases; The U.S. proposal held sway on including all 6 

major greenhouse gases in the calculation of a target. Moreover, we secured trading among these
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gases so that the lowest cost reductions can be secured.

- Inclusion of sinks: We also supported, and the Parties agreed, to allow actions that capture

and sequester greenhouse gases (sinks) to be included as part of the target. Carbon sequestration, 

such as reforestation programs, offers potentially attractive low cost opportunities to reduce 

greenhouse gas emissions.

-- International Emissions Trading: The U.S. secured acceptance of emissions trading as a 

flexible, free market approach to lowering the costs of meeting a target. While the U.S. has 

experience with emissions trading in the acid rain and lead phase-out programs, it was a new 

concept to the international community and incorporated for the first time in the Kyoto 

agreement. Early studies suggested that the costs of compliance can be reduced by around 90% if 

Hexible implementation were permitted. One recent study by Battelle Labs suggests that costs can 

be reduced by 75% alone through the use of international emissions trading.

— Clean Development Mechanism: Under this innovative provision, project-specific trading can

occur between developed and developing countries and their industries. This provides both a 

mechanism to secure low cost reductions throughout the world and a powerful economic 

incentive to lead developing countries toward more greenhouse friendly technologies This 

represents an important avenue for developing country actions to reduce emissions in cooperation 

with U.S. private sector firms that have the technology, resources and know-how to make such 

reductions in ways that save energy, reduce emissions and improve performance. This provision 

effectively embodies the U.S. proposal for joint implementation with credit for activities in 

developing countries. It also provides, again at U.S. insistence, an incentive for early action by 

permitting credit for reductions that occur beginning in the year 2000.
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- Emission from the Military: Tlie U S. obtained agreement on its proposal for an exemption for 

emissions from multilateral operations pursuant to the United Nations charter. This provisions 

will insure that nations do not hold back from participating in sanctioned multinational 

peacekeeping efforts due to concerns about greenhouse gas emissions.

NEXT STEPS - INTERNATIONAL ACTIVITY

While the Kyoto agreement secures major elements that the U.S. sought to ensure 

a market-based, sustainable basis for addressing concerns about global warming, future 

negotiations will still need to address several important issues. The Parties now move forward 

with a working group meeting scheduled for June and the next meeting of the Climate 

Convention scheduled for November in Buenos Aires. Issues that will be addressed at that and 

subsequent meetings include the following;

— guidelines for implementing the clean development mechanism;

— additional provisions related to compliance and enforcement;

— continued progress advancing commitments of developing countries,

—further refinement of how sinks will be treated; and

—guidelines for implementing the emissions trading provisions included in the

Protocol.

NEXT STEPS - DOMESTIC ACTIONS

1. In his State of the Union message, the President described his proposed tax cut and

research initiative aimed at Jump-starting efforts to enhance our nation’s energy efficiency 

and economic competitiveness. This program — targeted at over $6 billion over the next 

five years — will provide incentives for our industry, businesses and consumers to make 

and purchase more energy efficient products. It challenges the innovative abilities of the
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private sector and ensures that those tliat succeed in developing energy saving products 

will have a substantial market in which to sell those products. For consumers, it pro\ ides 

a double bonus. First it helps reduce the initial costs of purchasing energy saving products. 

Second, throughout the lifetime of the product, consumers will benefit from reduced 

energy costs. The President’s proposals include $3.6 billion over five years in tax credits 

aimed at encouraging broader use of existing energy saving technologies and spurring 

further innovations. It also includes $2.7 billion in new research and development support 

to ensure that greenhouse gas reducing innovative products continue to flow through the 

pipeline and into the market-place in the coming years.

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

following:

— Tax credits for fuel efficient vehicles: This credit would be $4,000 for each 

vehicle that gets three times the base fuel economy for its class beginning in 2003. A credit of 

$3,000 would be available beginning in 2000 for vehicles that get double the base fuel economy 

for its class. These credits would be available to jump start these markets and would be phased 

out over time.

— Tax credits for energy efficient equipment: This credit would include a 20% 

credit (subject to a cap) for purchasing energy efficient building equipment, a 15% credit for the 

purchase of solar rooftop systems, and a 10% credit for the purchase of combined heat and power 

systems.

— Research and development support: Additional resources are provided for the 

Partnership for a New Generation of Vehicles including the expansion of activities to include 

more efficient diesel engines for both light and heavy duty trucks, for key areas of renewable
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energy, and for carbon sequestration.

These budget proposals implement one of the key commitments made by the President in 

his October 22nd speech at the National Geographic. In that speech the President also pledged 

that the federal government, as the largest user of energy, would take the lead in enhancing our 

efforts at improving energy efficiency, that we would work closely with the private sector in 

developing voluntary programs to reduce emissions, that we would grant early credit for 

reductions that occur prior to a binding target, and that we would help shape utility restructuring 

in ways that contribute to reductions in greenhouse gas reductions.

Beyond the President’s budget proposals, a number of encouraging developments have 

taken place in both the public and private sectors in the short time since Kyoto. Let me briefly 

mention four of them today.

1. VCR/TV Energy Star Program. TV and VCRs represent one of the fastest growing sources of 

electricity demand. Consumers spend over $1 billion annually to power VCRs and TVS that are 

switched off. In early January the Vice President announced a pathbreaking partnership between 

EPA and the major manufacturers of these electronic goods. The program is quite ambitious with 

a goal of achieving a 70% reduction in energy use without sacrificing product quality, utility or 

increasing costs. The average household could cut their energy bills by 40% or $300 per year if 

they switched to the full line of Energy Star products.

2. Compressed Air Challenge: Air compressors represents about 3% of total industrial electricity 

use and 1% of total U S. electricity consumption. In mid-January, DOE and major equipment 

manufacturers announced a new agreement aimed at significantly enhancing efficienc\- in this 

sector. Under the agreement, changes in equipment and operating practices are anticipated to 

reduce energy use in this category by 10% by 2010 at a cost savings of $150 million per year 

while reducing greenhouse gases by 700,000 metric tones of carbon.
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.V Fuel Efficient Vehicles: At the recent automobile show in Detroit, GM announced that it has 

developed a hybrid-based vehicle that can achieve fuel efficiencv of SO miles per gallon and that 

this car could be in commercial production within a few years. Ford also exhibited a prototype of 

a light weight, highly fuel efficient sedan that could be in commercial production by the middle of 

the next decade. These announcements followed an earlier breakthrough announced by DOE and 

its partners of a tliel cell that would run on gasoline and double current fuel economy while 

reducing conventional air pollution emissions by 90 percent. These technological advances have 

been made possible through the efforts of the Partnership for New Generation of Vehicles 

between the Administration and the U.S. auto companies and their suppliers.

4. BP Solar Opening: In late January, BP Solar opened its first manufacturing plant in the United

States. Located outside San Francisco, this facility will produce a new generation of thin film 

photovoltaic cells. Spurred by DOE’s recently announced Million Solar Roof Initiative, planned 

plant expansions and openings by other solar cell manufacturers, as well as the President's budget 

request for enhanced funding for renewable technologies, demonstrate that efforts to increase 

market penetration based on harnessing the sun’s energy are now making significant ad\ ances.

These examples further underscore the potential for energy and cost saving opportunities 

to reduce our emissions of greenhouse gases. A more detailed economic analysis of the impact of 

the targets reached in Kyoto is currently nearing completion. [The Administration’s intends to 

present this analysis in testimony at a hearing next week before the Senate Foreign Relations 

Committee].

In sum, the Kyoto Protocol represents a significant diplomatic achievement for the United 

States and a key contribution to the critical effort to safeguard our children from the effects of 

potentially severe climatic disruption. At the same time, this effort is a work in progress. Much
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remains to be done if we are fully to seize the environmental and economic benefits of action on 

this pressing issue. We in the Administration look forward to working with Congress in the 

months and years ahead to further our efforts to address the risks associated with global warming 

in a way that enhances our environmental and economic well being.

I welcome the opportunity to visit with you today and look forward to our continued 

dialogue and exchange.
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Thank you, Mr. Chairman.

At the outset, let me thank those members of Congress, in this
chamber and in the House of Representatives, who participated with us in
the Kyoto Conference and who lent their advice and support to our efforts
there. In particular I wish to thank Senators Hagel, Baucus, Chafee, Enzi,
Kerry and Lieberman for taking the time to be present. I must also thank
Senator Byrd, who could not be with us in Kyoto, for his interest and
leadership. Rarely has there been an environmental issue more important or
complex than global warming, and rarely has there been a greater need for
the Executive Branch and the Congress to work closely together.

It is with great pleasure that I appear here today to explain the
Administration’s position on global warming. To this end, I will divide my
testimony into three parts: (1) a short discussion of the science - the driving
force for all the efforts we have taken to date to mitigate a significant and
growing global environmental problem; (2) a discussion of the results of the
recent Kyoto Conference and key features of the Kyoto Protocol; and (3) a
brief review of the President’s Climate Change Technology Initiative. I
hope to leave you with a clear understanding of why we believe that it is
necessary to act, of and how we intend to proceed internationally, and of
what the President plans to do here at home.



The Science

Human beings are changing the climate by increasing the global 
concentrations of greenhouse gases such as carbon dioxide, methane and 
nitrous oxide. Burning coal, oil and natural gas to heat our homes, power 

our cars and illuminate our cities produces carbon dioxide and other 
greenhouse gases as by-products - more than 6 billion metric tons worth of 
carbon in the form of carbon dioxide annually. Similarly, deforestation and 
land clearing also release significant quantities of such gases — another 1 to 
2 billion tons a year. Over the last century, greenhouse gases have been 
released to the atmosphere faster than natural processes can remove them. 
There is no ambiguity in the data; since 1860, concentrations of carbon 

dioxide have risen 30 percent, from 280 parts per million (ppm) to 365 ppm.

The authoritative Intergovernmental Panel on Climate Change 
(IPCC), representing the work of more than 2,000 of the world’s leading 
climate change scientists from more than 50 countries, concluded the 
balance of evidence suggests a “discernible human influence on global 
climate.”

The 1995 IPCC Assessment represents the best synthesis of the 
science of climate change. It concludes:

Concentrations of greenhouse gases could exceed 700 ppm by 2100 
under “business as usual” - levels not seen on the planet for 50 million 
years. The projected temperature increase of 2 to 6.5 degrees Fahrenheit 
over the next 100 years, could exceed rates of change for the last 10,000 
years. (For perspective, the last ice age was 9 degrees cooler than today.)

Increased temperatures are expected to speed up the global water cycle. 
Faster evaporation will lead to a drying of soils and increased drought, 
but overall, there will be an increase in precipitation.

Sea levels will rise between 6 and 37 inches over the next century. A 20 
inch sea level rise could double the global population at risk from storm 
surges - from roughly 45 million to over 90 million, even if coastal 
populations do not increase. Low-lying areas are particularly vulnerable 
(e.g., much of coastal Louisiana and the Everglades).



• Human heallh is likely to be affected. Warmer temperatures will
increase the chances of heat waves (like the Chicago event in 1995 that
killed over 400 people) and can exacerbate air quality problems such as
smog, and lead to an increase in allergic disorders. Diseases that thrive
in warmer climates, such as dengue fever, malaria, yellow fever,
encephalitis, and cholera are likely to spread due to the expansion of the
range of disease carrying organisms. By 2100, there could be an
additional 50-80 million cases of malaria each year.

• Agriculture, forests, and natural ecosystems will also be affected. The
poorest countries, already subject to food production and distribution
problems, will likely suffer the greatest agricultural impacts. Doubling
current carbon dioxide concentrations could lead to a dramatic change in
the geographic distribution of one-third of the Earth’s forests. (For- 
example, the ideal range of some North American forest species would
shift by as much as 300 miles to the north in the next 100 years - far
faster than their ability to migrate on their own.) Such changes could
have profound effects on parks and wildlife refuges, lead to reduction in
species diversity.

What Changes Have We Seen to Date?

The earth’s temperature is increasing; Scientists from NOAA
(National Oceanic and Atmospheric Administration), the U.K.
Meteorological Office and NASA’s GISS (National Aeronautics and Space
Administration’s Goddard Institute of Space Studies) all recently announced
that 1997 was the warmest year on record. In fact, nine of the last 11 years
are among the warmest ever recorded.

The water cycle of the planet may be speeding up: Since the
beginning of the century, NOAA estimates that preeipitation in the United
States has increased by about 5-10 percent, while the frequency of heavy
downpours (where more than 2 inches fall in a day) has increased by about
20 percent. The United States has had many recent reminders of how costly
extreme events are; the Mississippi flooding of 1993 led to damages of
between $10 and $20 billion; the Southern Plains drought of 1996 was
estimated to cost $4 billion; and the Northwest floods of 1996-97 about $3
billion. We have yet to learn what the current floods in California will cost.
While no single event can be attributed to global warming, increases in
droughts and floods are expected as global warming occurs.



Action Needed Now

Some have argued that we can wait - and only act once all the details 
of the climate system have been fully understood. The science tells us that 
this is a recipe for disaster. We will only fully confirm predictions when we 
experience them. At that point it will be too late. The concentrations of 

greenhouse gases in the atmosphere continue to rise each year, and because 
these gases will persist for many decades to centuries, this problem is only 
slowly reversed. The earth will continue to warm and the seas continue to 
rise as long as we continue to load the entire atmosphere of the earth with 

greenhouse gases. The problem has developed over the course of a century 
and it will take many decades to solve. Already, we have another 0.5 
degrees Fahrenheit of warming in the pipeline from emissions that have 
previously occurred, so some impacts will happen no matter what actions we 
take. Nevertheless, we can still forestall many others if we begin taking 
cost-effective actions now.

Many speak of the need for an insurance policy. I agree. But there is 
a critical difference in the case of the climate system. In most insurance 
policies, the loser can be made whole - restitution is possible; the building 
can be rebuilt, the stolen car replaced, the fire or flood damage repaired. In 
the case of global warming, we will not have a second chance. We are 
committing ourselves, our children and our grandchildren to a very different 
planet.

The totality of our scientific information, including that on 
vulnerability and impacts of global warming, provides a compelling reason 

to act.

Let me now turn to the recent Kyoto Conference.

Kyoto Protocol

Last December in Kyoto, Japan, the nations of the world reached 
agreement on an historic step to control greenhouse gas emissions which 
cause global warming - one of the profound environmental challenges of our 
time. No sooner had the marathon negotiating session ended, however, than 

some critics on sides of the political spectrum, without a full examination of 
the results achieved, denounced the agreement as either too little too late or



too much too soon. In Tact, the Kyoto Protocol, reached only through the
exercise of vigorous American leadership, represents an important
achievement in the best interests of the United States. But it is a framework
for action, a work in progress, not a finished produce ready for Senate
consideration.

U.S. Negotiating Objectives

In order to secure an effective agreement that is environmentally
strong and economically sound, and to protect the unique worldwide
interests of the-U.S. military. President Clinton and Vice President Gore
established three major objectives. As a result of the Kyoto negotiations, we
achieved the first two - sound targets and timetables for reducing
greenhouse gas emissions among the world's major industrial nations,-and
flexible market-based mechanisms for achieving those targets. The tliird,
meaningful participation of developing countries, will be the focus of our
work in the coming months and years, but with the Kyoto Protocol we have
made an important down payment.

Elements of the Kyoto Protocol and Related Decisions

Our first objective - realistic targets and timetables among developed
countries - had to be a credible step in reducing the dangerous buildup of
greenhouse gases, yet measured enough to safeguard U.S. prosperity at
home and competitiveness abroad. In the end, we secured the key elements
of the President's proposal on targets and timetables, often over the initial
objections of the European Union and other developed countries. The
agreement and related decisions include;

• The President's concept of a multi-year time frame for emissions
reductions rather than a fixed, single-year target. The multi-year time
frame will allow the United States, other nations and our industries
greater flexibility in meeting our targets.

• The President's specific time frame of 2008-2012, rather than earlier
periods preferred by the European Union, Japan and others, giving us
more time to phase in change gradually and deploy new technologies
cost-effectively, and athereby to cushion the effects on our businesses
and workers.



• DilTeientiated targets for the key industrial pow ers ranging from 6% to 
8% below baseline levels (1990 and 1995) of greenhouse gas emissions, 
with the United States agreeing to a 7% reduction. When changes in the 

accounting rules for certain gases and offsets for activities that absorb 
carbon dioxide are factored in, the level of effort required of the U.S. is 
quite close to the President's original proposal to return emissions to 
1990 levels by 2008-2012, representing at most a 3 percent real 
reduction below that proposal, and perhaps less.

• An innovative proposal shaped by the United States allowing certain 
activities, such as planting trees, that absorb carbon dioxide - called 
“sinks” - to be offset against emissions targets. This will both reduce 
the burden on U.S. industry and encourage good forestry practices. As a 
major forestry nation this will be of special benefit to the United States.

• As proposed by the United States, the Kyoto Protocol covers all six 
significant greenhouse gases even though the E.U. and Japan proposed 
and fought until the last moment to cover only three. This was an 
important environmental victory - supported by many in our own 
industry - because gases that other countries wanted to omit and leave 

uncovered (including substitutes for the now banned chloro- 
fluorocarbons that endanger the ozone layer) are among the fastest 
growing and longest lasting greenhouse gases.

• We took special pains, working the with Defense Department and the 

uniformed military to protect the unique position of the United States as 

the world’s only superpower with global military responsibilities. A 

decision of the Parties was made to exempt key overseas military 
activities from emissions targets, including exemptions for "bunker 
fuels" (those used in international aviation and maritime transport) and 
for emissions resulting from a wide range of multilateral operations, such 
as peacekeeping and humanitarian relief. This means that emissions 
from military operations like Desert Storm or those in Bosnia or Grenada 
would not count against our national targets.

Flexible Market Mechanisms

Our second broad Presidential objective was to make sure that 
countries can use flexible market mechanisms to reach their targets rather



than the mandatory “policies and measures,” such ;is carbon taxes, favored
by the E.U. and many other developed countries.

The Kyoto Protocol enshrines a centerpiece of this U.S. market-based
approach - the opportunity for companies and countries to trade emissions
permits. In this way, companies or countries can purchase less expensive
emissions permits from countries and companies that have more permits
than they need (because they have met their targets with room to spare).
This is not only economically sensible, but environmentally sound. By
finding the least expensive way to reduce emissions, we will be providing a
strong incentive for achieving the maximum level of emissions reductions at
the least cost. The U.S. has had a very positive experience with permit
trading in the acid rain program, reducing costs by 50 percent from what was
expected, yet fully serving our environmental goals.

This was a new concept for developed and developing countries alike
- some of whom fought it vigorously. But we have it firmly enshrined in the
Kyoto Protocol and its is a critical way of reducing excessive burdens on
U.S. industry. Its inclusion was a major victory for us.

We went even further by reaching a conceptual agreement with
several countries, including Australia, Canada, Japan, New Zealand, Russia
and Ukraine, to trade emissions rights with each other. This ‘umbrella
group’ could further reduce compliance costs.

Ensuring that we can meet our target reductions cost-effectively will
depend significantly on access to the flexibility mechanisms we fought hard
to include in the Kyoto Protocol. Let me be very clear: The commitment
we made in Kyoto would not have been made — could not have been made —
were it not for the flexibility mechanisms that were also agreed there. Until
we are satisfied with the rules and procedures yet to be established, the
promise of Kyoto will never be realized.

Meaningful Participation of Developing Countries

Our third objective was to secure meaningful participation of key
developing countries, a concern that the Senate obviously shares, as
evidenced by last summer's Byrd-Hagel Resolution. Global warming is,
after all, a global problem which requires a global solution - not only from
the developed world but also from key developing countries. Now let us not



forgeL lliat per capita emission rales are low in the developing world and will 
remain so lor some time, and 75 percent of today’s atmospheric 

concentrations of greenhouse gases attributable to human activities are the 
result of emissions by the industrialized world. At the same time, it is also 
true that by around 2015 China will be the largest overall emitter of 
greenhouse gases, and by 2025 the developing world will emit more 
greenhouse gases in total than the developed world. So from an 
environmental perspective, this problem cannot be solved unless developing 

countries get on board. We encountered fierce resistance in Kyoto by some 
developing countries to meaningful participation in solving the global 
warming problem.

Some developing countries believe - wrongly - that the developed 
world is asking them to limit their capacity to industrialize, reduce po-verty 
and raise their standard of living. We have made clear that we support an 

approach under which developing countries would continue to grow - but in 
a more environmentally sound and economically sustainable way, by taking 
advantage of technologies not available to countries that industrialized at an 
earlier time.

The Kyoto agreement does not meet our requirements for developing 
country participation. Nevertheless, a significant down payment in the form 
of a provision advanced by Brazil and backed by the United States and the 
Alliance of Small Island States. This provision defines a “Clean 
Development Mechanism,” which embraces the U.S.-backed concept of 
“joint implementation with credit.” The goal is to build a bridge - with 
incentives - between developed, industrialized countries, and developing 
nations. This new mechanism will allow companies in the developed world 

to enter into cooperative projects in the developing world - such as the 
construction of high-tech, environmentally sound power plants - for the 
benefit of both parties. The corporations in developed countries will get 
emission credits at lower costs than they could achieve at home, while the 
developing countries will share in those credits, receive the kind of 
technology that can allow them to grow without ruining their environment, 
and have access to funds from a small share of the proceeds to help them 
adapt to the impact of climate change.

The Clean Development Mechanism has great potential, but 
developing countries will need to do more in order to participate 
meaningfully in the effort to combat global warming. In determining what



developing countries ought to do, we should be aware that the circumstances
of developing countries vary widely, along a kind of continuum. Some
today are very poor; their greenhouse gas emissions are negligible and are
likely to remain so for the foreseeable future. Others, whose greenhouse gas
emissions are not substantial, are relatively well off. Some are poor on a per
capita basis, but their greenhouse gas emissions today rival or surpass those
of the most advanced industrialized nations. Still others have already joined
ranks with the industrialized world in the OECD but have not yet fully
accepted the added responsibility for protection of the global environment
that comes with their new status.

Any ‘one-size-fits-air approach to the ‘meaningful participation of
developing countries’ and to satisfy the Byrd-Hagel Resolution is unlikely to
prevail. We found in Kyoto that even among the industrialized countries it
was necessary to recognize the individual national circumstances faced by
those differently situated in order to reach agreement, notwithstanding our
common purpose. Similarly, any uniform, inflexible approach to the
‘meaningful participation of developing countries’ is unlikely to prevail.

Recognizing our “common but differentiated responsibilities and
respective capabilities” it will be necessary to develop an approach that
provides for a meaningful global response to the threat of global warming,
while acknowledging the legitimate aspirations of developing countries to
achieve a better life for their peoples. To succeed, we will need to ensure
that those responsible for a significant share of global emissions accept their
responsibility to protect the global environment. We will also need to
ensure that those who are able to do so contribute according to their means
and stage of development.

Framework for Action

Where do we go from here? While historic, the Kyoto Protocol is
only one step in a long process. It is, in essence, a framework for action, and
a number of challenges still lie ahead.

Rules and procedures must be adopted to ensure that emissions
trading rights, joint implementation and the Clean Development Mechanism
operate efficiently and smoothly. The Kyoto Protocol establishes emissions
trading, but leaves open the specifics of operations. We will work hard to
ensure that the rules and procedures adopted enable emissions trading, joint
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implementalion and the Clean Development Mechanism to work smoothly 
and efficiently, thereby encouraging the private sector to engage.

Let me be unmistakably clear - while trading rules must be 
established internationally to have emissions trading work - as our SEC 

must set rules for equity trading - there will not be an international body 
which must give prior approval to emissions trading. Trading will be done 
between interested companies, based on market principles. We will work 
closely with our industries to be sure they are satisfied with the system 
which is devleoped.

We will also be working to elaborate the non-compliance regime 
under the Protocol.

' ■*

Most significant, we must work to secure the meaningful participation 
of key developing countries. We must be creative in initiating bilateral 
agreements. We have made a promising start with an agreement we reached 
with China during last fall’s Summit. We must also use regional and 
multilateral fora to achieve our objectives — such as the Summit of the 
Americas process, in the Asian Partnership for Economic Cooperation 
(APEC) process, the President’s forthcoming trip to Africa, and the G-8 
Summit in the United Kingdom. We will put on a full court diplomatic press 
to bring developing nations into a meaningful role in helping solve the 
global climate challenge. We will accept nothing less.

The Administration also plans to examine how international financial 
institution policies affect greenhouse gas emissions growth in developing 
countries. Multilateral bank and export credit agency policies, including 
those of the Global Environment Facility, strongly influence international 
lending and private capital flows for energy, industrial and transportation 
investments. Policies that favor clean technologies and environmentally- 
friendly approaches will make implementing the Kyoto Protocol easier and 
will speed the development of markets for new technologies. Policies that 
do not will block the flow of clean technologies, and worse, will erode the 
benefits of our efforts at home.

We have two main goals in this effort. First, we want to ensure that 
implementation of existing international financial institution policies is not 
harming the atmosphere. Second, we want to advance policies that favor 
investments in clean technologies that help reduce emissions in developing



nations. We will work with [and use our vote in - check with Trcasiirvl
the international financial institutions themselves - from the World Bank to
the regional development banks - and with other countries, especially other
developed countries, to achieve these goals in the coming years.

The Kyoto agreement does not solve global warming, but it represents
an important step in dealing with a problem that we cannot wish away. A
premature decision to reject the Protocol would deprive us of the
opportunity to complete its unfinished business. If we fail to take reasoned
action now, our children and grandchildren will pay the price.

Mr. Chairman, let me now turn to our domestic efforts.

President’s Climate Change Technology Initiative

In his State of the Union address. President Clinton said that global
warming is “the gathering crisis that requires worldwide action.” We need to
begin now to launch the sensible, cost-effective efforts that will help us
avoid the high future cost of inaction. We should look at the Kyoto Protocol
as an insurance policy against the potentially devastating and irreversible
impacts of global warming. This insurance policy is fully justified today,
based solely on our current understanding of the science. If we act now the
premium will be reasonable and far less expensive than if we delay and hope
the problem created by greenhouse gases will go away. It is like a life
insurance policy whose costs grow significantly if we delay year after year
insuring ourselves In the case of climate change failure to act will lead to
irreversible consequences. Unless we are prepared to act, our children and
grandchildren will never forgive us.

But the premium for this insurance policy must be reasonable. For
this reason we rejected unrealistic targets in Kyoto; we insisted on full
recourse to market-mechanisms such as emissions trading and joint
implementation; and we opposed mandatory policies and measures - like
carbon taxes — that ignore the particular circumstances we face in this
country.

1?,

The President last October outlined a three-stage approach to
addressing climate change at home. The first stage consists of immediate
actions to stimulate development and use of technologies that can minimize
the cost of meeting U.S. goals in reducing greenhouse gas emissions. Stage

1 A. A.



two will review options cieated through ongoing technology development 
and lead to detailed plans for a domestic, market-based permit trading 
system for carbon emissions. Stage three will begin to implement a market- 
based emissions-trading system.

As a first installment on this plan, President Clinton announced two 
weeks ago his proposal for a $6.3 billion Climate Change Technology 
Initiative over five years to cut U.S. greenhouse gas emissions $1.3 billion 

higher than the President announced in his initial plan in October. This 
vigorous initiative calls for tax cuts coupled with research and development 
(R&D) to take cost-effective, practical steps that will position us well to 
meet the challenge we face early in the next century.

This initiative consists of two parts - $3.6 billion in tax credits-for 
energy-efficient purchases and renewable energy, and $2.7 billion in new 
R&D spending.

The tax package includes tax credits of $3,000 to $4,000 for 
consumers who purchase advanced technology, highly fuel efficient 
vehicles. These are expected to total $660 million over the next five years.
It is exciting to see our U.S. automakers already planning for the cars of the 
future, not as pipe dreams but as achievable greenhouse gas friendly 
products. IMention GM CEO Smith’s statement?!

The tax package provides a 15 percent credit (up to $2,000) for 
purchases of rooftop solar electricity and hot water systems to provide 
incentives for meeting the Million Solar Roofs goal. It also includes a 20 
percent credit (subject to a cap) for purchasing energy-efficient building 
equipment, a $2,000 credit for purchasing energy efficient new homes, 
extension of the wind and biomass tax credit, and a 10 percent investment 
credit for the purchase of combined heat and power systems.

The R&D component covers the four major carbon-emitting sectors of 
the economy (buildings, industry, transportation and electricity), plus carbon 
removal and sequestration. Federal facilities, and cross cutting analysis and 
research. Examples of this R&D effort include the Partnership for a New 
Generation of Vehicles (PNGV). PNGV is a government-industry effort to 
develop attractive, affordable cars that meet all applicable safety and 
environmental standards and get up to three times the fuel efficiency of 
today’s cars. In 1999, the combined proposal for PNGV is $277 million, up
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t'rom $227 million appioprialed for 1998. Our PNGV effort is clearlv
paying off - the developments about higher mileage cars announcement by
the Big Three last month were assisted by research supported tinder PNGB.

Similar government-industry efforts are proposed to develop cleaner,
more efficient diesel engines for both light trucks and heavy trucks. The
R&D effort also includes expanded research partnerships for key renewable
technologies such as wind, photovoltaics, geothermal, biomass, and
hydropower to accelerate price reductions and improve performance. The
President’s 1999 budget proposes a $100 million increase in Department of
Energy appropriations for solar and renewable energy R&D - a 37 percent
increase over 1998.

We hope that the Congress will view the President’s initiative
favorably and appropriate the funds that he has requested. We look forward
to working with you to put the President’s proposals into action.

The President and his Administration are committed to working with
you in the Congress, both to realize the potential of the Climate Change
Technology Initiative and to craft the ongoing U.S. approach to climate
change. The United States has the power to lead the global effort, and
Congress holds the key. What is done or not done today will determine the
kind of world we will leave to future generations and the conditions of life
they will face.

Sustained Effort Required

Mr. Chairman, I have mentioned that Kyoto produced a framework
for future action, and I have listed a number of the steps that await us.

Coming to grips with the threat of global warming is no small task.
We must tackle it in a vigorous, sober and determined manner,
understanding that it represents a challenge but also an opportunity. And as
we have always done in the face of global challenge, we must assume the
responsibilities of American leadership.

Thank you.
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Thank you, Mr. Chainnan.

iMdershij. Rarely to there been an envirenmenua iarne more imnortmt or
complex than ^obal warming, and rarely has there been a greater Ld for
the Exoouuve Branch and the Congress to work closely together.

ah™, J.‘ i' •'eie today to explain the
A^stranon s position on global wanning. To this end, fwill divide my
testimony into three parti: (1) a diott discussion of the sdenee - the
force for all the efforts we have taken to date to mitigate a significant and
Sv^re P “Wm; (2) a discusL of SS^ttie
recent Kyoto C toereaoe and key faatiues of the Kyoto Protocol; and O) a
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The Seifiiicfi

Human beings arc changing the climate by increasing the global 
concentrations of greenhouse gases such ns carbon dioxide, methane and 
nitrous oxide. Burning coal, oil and natural gas to heat our homes, power 
our cars and illuminate our citlea produces carbon dioxide and other 
greenhouse gases as by-products - mow than 6 bilHon metric tone worth of 
carbon in die form of carbon dioxide annuaUy. SimUarly, deforestation and 
l^d clearing also release significant quanddes of such gases - another 1 to 

billion tons a year. Over the last century, groonhouBB gases have boon 
released to the atmosphere faster than natural processes can remove them;
1 here IS no ambiguity In the data; since 1860, concentrations of carbon 
dioxide have risen 30 percent, from 280 paila per Tnillion (ppm) to 365 ppm.

authoritative Intergovernmental Panel on Climate Change 
(^CC), representing tho work of more than 2,000 of die world’s leading 
climate change scientists from more than 50 countries, concluded the 

evidence suggests a “discernible human influence on global

The 1995IPCC Assessment represents the best synthesis of the 
ficienue of climate change. It concludes:

• Concentrations of greenhouse gases could exceed 700 ppm bv 2100 
under “business as usual” - levels not seen on the planet for 50 million 
years The projected tempcrauire Increase of 2 to 6.5 degrees Fahrenheit 
over the next 100 years, could exceed rates of change for the last 10 000 
y«u^. (For peiapBcdve, die last ice age was 9 degrees cooler than today.)

• Increased temperatures are expected to speed up die global water cycle 
Faster evaporation will lead to a drying of soUs and increased drought ' 
but overall, tliere will be an increase in preetpitmion.

• Sea levels wiU rise between 6 and 37 inches over the next century. A 20 
inch sea level rise could double the global population at risk from storm 
surges « from roughly 45 milUon to over 90 million, even if coastal 
populations do not increase. Low-lying areas are particularly vulnerable 
(e.g., much of coastal T xmisiana and the Everglades).
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tinge of disease carrying organisms. By 2100, there co;Ud be an
additional 50-80 million cases of malaria each year.

* Agricultum, forests, and nami'al ccosyslcnis will also be affected. The
poorest countries, already subject to food production and distribution
problems, will Ukely suffer the greatest agricultural impacts. DoubUne
curront carbon ^oxidc concentraUous could lead to a dramatic change in
the geographic distribution of one-third of the Earth’s foreste. (Hnr- 
example, the ideal range of some North American forest spc^cies would
shift by as miich as 300 miles to the north in the next lOO years ~ far
faster tlian tlieir abiUty to migrate on their own.) S?uch changes could
have profound effects on parks and wildlife refuges, lead lo reduction in
species divcrbiiy.

What Changes Havp Wh to D^teT

. The earth's temperature is increasing: Scientists from NOAA
(National Oceanic and Atmospheric Administration), the U K
Meteorological Office and NASA’s GlSS (National Aeronautics and Space
Admimstration’fi Cmddard InsUtute of Space Studies) all recently announced
tliat 1997 was tlie wanne.<u year on record. In fact, nine of the last 11 years
arc among the wannest ever recorded.

The water cycle of the planet may be speeding up: Since the
begimung of tlie century, NOAA esdinales that precipitation in the United

- States has increased by about 5-10 percent, while the frequency nf heavy
downpours (where mow than 2 inches faU in a day) has increased by about
20 peioent. The United States has had many recent reminders of how cosUy
extreme events are: the MiBsissippi flooding of 1993 led to damages of
between $10 and $20 bilUon; the Southern Plains drought of 1996 was
estimated to cost $4 billion; and the Northwest floods of 1996-97 about $3
bihion. We have yet to leam whot the current floods In California will cost.

no Single event can be attributed to global warming, increases in
droughts and floods arc expected as global wanning occurs.
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Action Novy

• Some have argued that we can wait and only act once aU the details 
of tlie cliiriate system have beenfiiUyunderstofid. The science tells us that 
this IS a recipe for disaster. We wUl only fully confim, predictions when we 

Mperiencethem. At that point it will be too late. The concentrations of 
l^cenhouse gases in die atmosphere coniinue to rise each year, and because 
these gases will persist for many decades to centuries, this^problem is 0°”^
HcTa* ^ continue to warm and the seas continue to
rise as long as we continue to load the entire atmosphere of the earth with 
pconhoise gases. The problem has developed over the course of a century 
and It will take many decades to solve. Already, we have ujnothcr 0 5 ^ 
degrees Fahrenheit of wanning In the pipeline fiom emissions that have 
previously occurred, so some impacts will happen no matter what actions we 
take. Nevertheless, we can stiU forestall many others if wc begin takinv 
cost-effective actions now.. o 6

n insurance policy. I agree. But thcie is
^ntical difference in the case of the climate system. In most insurance 
policies, the loser can be made whole - restitution is possible; the buUding

ourselves, our children and our grandchildren to. a very different

‘ The totality of our scientific information, including that on 
vuWabiUty and impacts of global warming, provides a compelling reason

Let me now imn to the recent Kyoto Conference.

Kyoto Prfitnrnl

Lost December in Kyoto, Japan, the nations of the world reached 
agreement on an histone step to control greenhouse gas emissions which 
timr’profound environmental challenges of our
tune. No sooner had the marathon negotiating session ended, however than
some critics on sides of the political spectrum, without a full examination of 
the results achieved, denounced the agreement as either too little too late or
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tw much teo soon, In fact, the Kyoto ftotocol, reached only through the
w ‘^"’"wan leadefshlp, represents an important *

achieycment m the best interests of the UniM States. But h is a Rework

TJ«S» Nftgnrtwting Ohiectivoft

I" order to sipre an eirecUve agreement that is environmentaUy
strong and eMnoimcally sound, and to protect the unique worldwide 
eS H1°innm and vL President Gore

ss&.sszataa-is.'i^^pamctpoilon of dewdoping countries, will be the focus of our
3e ^tSdorpl^nr •
Elements of the Kvnm Piwtncoi and B»lat.a

.Oorfiratobjecdve-reaiisticlurgBtsaaddmetablesainongdevdoped
comines - had to be a credible step In reducing ihe dangerous buildup of °
peenhouM gases, yet measured enough to safeguard U.s. prosperity at
of'the Pr! ™"P'dOvenetB abroad, fn the end, we secured^ Ly dements

0“ '“■jets and limetables, often over Ihe initiolobjeobons of the European Union and other develop^ countries The 
agreement and related decisions include: vouumes. ne

• The Praident's concept of a muM-yeat lime frame for rmisdogr
^ucdons rate te a aged, single-year target Hie multi-year time
frame mil ^ow foe United .States, other nadoos and our iadostries
grcatei- flexibility in meeting ouf targets.

' 2008-2012. rate than earUer
pdiods prefened by the European Union, Japan and others, giving us

jradually and deploy new tecimologies
and wdte ‘’“““““a
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’ ^'1'’ ‘fif^usWal powftrs ranging from 6% to
wkh tt Of greenhouse gas emissiom,
with the United States agreeing to a 7% reduction. When chaugess in tlie
accounting mlas for certain gases and offsets for activities that absorb
carbon dioxide are factored in, the level of effort required of the U S is

U to’
lyyo levels by 2008-2012, representing at most a 3 percent real
reduction below that proposal, and perhaps less.

• An innovative proposal shaped by the United States allowing certain 
activities, su^ as planting trees, that absorb carbon dioxide - called
sinks - to be offset against emissions largeLs. This will both reduce

the burden on U.S. industry and enoouiago good forestry practice!, As a 
major forestry nation this wiU be of special benefit to the United States.

• As proposed by the United States, the Kyoto Protocol covers all six 
significant greenhouse gases oven though the E.U. and Japan proposed 
and fought until the last moment to cover only three. This was an 
iniporcant environmental victory ^ supported by many in our own 
industry -- because gases that other countries wanted to omit anti leave 
uncovered (including substitutes for die now banned chloro- 
fluorocarbons that endanger the ozone layer) arc among tlie fastest 
growing and longest lasting greenhouse gases.

• We took special pains, working the with Defense Department and the 
uniformed military to protect tile unique position of the United States as 
the world s only superpower with global military responsibilities. A 
decision of the Parties was made to exempt key overseas military 
activifics from emissions targets, including exemptions for ’’bunker 
^els (tliose used in international aviadon and maritime transport) and 
for emissions resulting irom a wide range of multilateral operations, such 
^peacekeeping and humanitarian reUef. This means that emissions 
from mihtary operations like Desert Storm or those in Bosnia or Grenada 
would not count against our uaUonal targets.

Flexible Market Mechnnisms

Our second broad Presidential objeedve woa to make sure that 
countries can use flexible market mechanisms to reach their targete rather
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tiiaiuhe mandatory “policies and ineasui^s “ such as carbon taxes, favored
by the b.U. and many other developed countries.

I

Thtt Kyoto Pnnocul enshrines a centerpiece of this U.S. market-based
approach - the opportunity for companies and counliies to trade eniissions
pci^ts. In this way. companies or countries can purchase less expensive
emsfiions permits from countries and companies fhaf. have more pennits
than they need (because they have met their targets with room to spare)
This is not only cconondcally sensible, but environmentally sound. By
finding the least expensive way to reduce emissitnis, we will be providing n
sttong hicentlve for achieving the maximum level of emissions reductions at
the least coat The U.S. has had a very positive experience with permit
trading in the acid rain program, reducing costa by 50 percent from what was
expected, yet fully serving our environmental goals.

This was a new concept for developed and developing countries alike
-some of whom fought it vigorously. But we have it firmly enshrined in the
Kyoto Protocol and Its Is a critical way of reducing excessive burdens on
U.S- industry, Its inclusion was a major victory for us.

Wc went even further by reaching a conceptual agreement with
several cauntrias, including Australia, Owdu, Japan, New Zealand. Russia
and Ukrabc, to trade emissions rights with each other. This ‘umbrella
group’ could farther reduce compliance costs,

Ensuring that wc can meet our target reductions cost-effectively will
depend significantly on access to the flexibility mechanisms wc fought hard
to include in tlie Kyoto Protocol. Let me be very clean Hie coinmitmcat
wc made in Kyoto would not have been made - could not have been made --
were it not for the flexibility mechanisms that were also agreed there. Until
we arc satisfied with the rales and pi-ocedures yet to be established, the
proroiso of Kyoto will never be realized.

Mtianingftil PartlclpnHon of Developlnff rmintHp.q

Our third objective was to secure meaningful paiticipation of key
devotoping countries, a concern that the Senate obviously shares as
evidenced by last summer's Byrd^Hagel Re.solution. Global warming is.
after all, a global problem which requires a global solution - not ohly from
the developed world but also from key developing countries. Now let us not
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forget that per capita emission rates are low in the developing world and will 
remain so for some time, and 75 percent of today’s atmosplieric 

concontrations of greenhouse gases atUibulablc to human activities are the 
result of enussions by tlie industriaUzed world. At tiie same time, it Is also 
true that by around 2015 China will be the largest overall emitter of 
greenhouse gases, and by 2025 the developing world will emit more 
grcenliouso gases in tot^ tiian the developed world. So ftxmi an 
cnvuo^cntal perspective, this problem cannot be solved unless developing 
couiilnes get on board. We encountered fierce resistance in Kyoto by some 
developing countne.s u> meaningful participation in solving the global 
warming problem.

• Some developing countries belinve - wrongly ^ that the developed 
wmld IS asking tliem to limit llieli' capacity to industrialize, reduce poverty 
and raise their stan^ of living. We have made clear that we sup^ an 

approach under which developing countries would continuo to grow - but in 
a more environmentally sound and economically sustainable way, by takine
advantage of technologies not available to countrie.s that Industrialized at m 
earlier mim.

The Kyoto agreement does not meet our requirements for developing 
country participation. Nevertheless, a Bignlfioant down payment in the form 
of a provision adviced by Brazil and backed by the United States and tlie 
Alliance of Small Island States. This provision defines a ’'Qean 
Development Mechanism,” wliich embraces the U.S.-backed concept uf 
joint implementation with credit.” The goal is to build a bridge ^ willi 

incentives - between developed, indnsrriaUzed countries, and developing 
nationa. This now mechanism will allow companies in Uie developed world 
to enter into cooperative projects in the developing world - such as the 
construction of high-tech, envlromnentaUy sound power plants - for tlie 
benefit of both parties. Hie corporations in developed countries wlU get 

. emission credits at lower costs than they could achieve at home, while the 
developmg countries will share in those .credits, receive the kind of 
technology that can allow them to glow without ruining their environment, 
and have access to funds from a .small share of the proceeds to help them 
adapt to the impact of climate change.

The Clean Development Mechanism has great potential, but 
developing countries will need to do more in order to participate • 
meaningfully in the effort to combat global warming. In determining W'hat
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CCSSH=fSHr3F„
of most advanced indnatriallzcd nntiona. Still others have alreadv ioinari
ranks with the industfialized world in the OECD but have not yet fiiUy

3ar^r:ss.".5.sassx.prevail. We found in Kyoto that even omonjr the industrialized countries it 
was n^^ssary to recognize the individual national circumstances fac^ 

ose difterondy situated in order to reach agreement, notwithstanding our
inflcxiblcapproachtomeaningful partjcipauon of developing countries* is unlilcely to prevail.

Recognizing our “common but differentiated lesiionsibilities and
r&sp^tive capabihUes it will be necessary to develop an approach that
piovidbK for a meaningful global response to the duwt of global warming

legitimate aspirations of develop countries to
^ peoples. To succeed, we will need to ensure

(hat those responsiWc for a significant sliare of global emisslona accept their
responsibih^ to pr^t tin, global environment We will also need to
“oSpZt.*“' *” ■“ “““

Framework for Action

K-y»to protocol isonly one st^ m a long process. It is, in essence, a framework for action, and

and procedures must be adopted to ensure that emissions
^dlng rlgits, Joto implementation and the Clean Development Meeh.oi.m
op«ate emciently and smoothly. The Kyoto Protocol estabUshes
trading, but leaves open the specifics of operations. We wiU work hard toensure that the rules and proeedur« adopSl enable emission
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implementation and tile Clean Development Mechanism tn wortr Rmnoihly 
and cthciently. thereby encouraging tiie pH vatc sector to engage. ^

- whUe tradingmler. must bec$tablished mtemationally to liave emis.si(jns tt*ading work - as our SEC
ZchlT.® ^ international ^dy
which must give pnor approval to emissions trading. Trading will bo d^e
between interested L-ornpanlw, based on market principles. We will work 

under non-compUauce regime

mulw«Mai fora lodohieve our objective, - ,„ch u the sSunit of
Economic Cooperation(APEC) the President s forthcoming trip to Africa, and the G-8

S’ Wo wm put on a full court diplomatic pro,,XTS? d • “*® » menninsfol role in helping rolve the
global chmato challenge. We will accept nothing less.

The Administration also plans to examine how international fmanriai 
institution policies affect greenhouse gas emissions growth in developi^^

lentoo 3^d stfO«*ly influence intemation;i
fows for energy, indostrial and Iranspottttton 

invcsmieiiLs. Policies tliat favor clean wchnologles and environmentally-
implementing the Kyoto Protocol easier nod 

-u w of markets for new technologies. Policies that
banefi '"«*“• « erode the

hTSil^?K^7° ”>emational finanelal institution policies is not
harmtog the atmosphere. Second, we want to advance policieK that favor 

invcstmeutb iii cl«an technologies that help reduce emisaions in developing
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nations. We wilI woclc with fand use our vote In ^ ^hcck with i
the iuiaiifttlonal flnandal institutions Uiemselves - from the World
the regional development banks and willi oilier countries, aspecially other
developed countries, to achieve these goals in the coming years.

™ s’”*®* i' «P««enL,
an important step in dealing with a problem that we cannot wish away. A
premeture decision to reject the Protocol would deprive us of the
opportunity to complete Its unfinished business. If we fail m take reasoned
acuon now. our children and grandchildren wUl pay the price.

Mr. Cliainnan, let me now turn to our domestic efforts.

PEOsident^S Climate Change Terhnplpfly Initintiva

In hia State of the Union address, Presideni Clinton M that global
warming is the gathering crisis that requires worldwide action." We need to
begin now to launch the sensible, cost-effective efforts that wiU help us
avoid the high future cost of inaction. We should look at Uie Kyoto Protocol
as an hisurance policy against the potentially devastating and iirevertiblc
impacts of global warming. This insurance policy is fuUy justified today
based solely on our emrent undw btauding of the science; If we act now the
premium will be reasonable and far less expensive than if we delay and hope
me problem created by greenhouse gases will go away. It is like a life
uisui-auce policy whose costs grew significantly if we delay year after year
rnsurmg ourselves In the case of climate change failure to act will lead to
irreversible consequences. Unless we are prepared to act, our children and
grandchildren will never forgive us.

. But tlie premium for this insurance policy must be reasonable. For
this reason wc rejected unrcalisttc targets in Kyoto; we insisted on full

.recourse to market-mechanisms such as emissions trading and joint
implementation; and we opposed mandatory policies and measures - like
carbon taxes - that Ignore the particular circumstances we face in this
country.

• 'I’he President last October outlined a three-stage approach to
addre^ing dimate change at home. The first sUge consists of immediate

technologies that can minimizethe cost ot meeung U.S. goals in reducing greenhouse gas emissions Stage
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W to" ‘«0
Initiative over five years to cut U S erean?**"***^ Cliunge Technology 
Mgher than the FrcildentLouncfdEtiSff 

vigorous initiative calls for tax cuife^u i ^ ^ '^s
(R&D) to take cost-effective nracriml Ft research and developmentn.cc.th.chaUe„*eSS,rtSSr;“‘^""'^™“-“-

^3.6 billion in tw ereditefbr 
RAD spending. renewable energy, and $2.7 billion in new

cons “> W-000 totv^hlctos. ■aeao'at* eS“CsffiStm 'T'*
It IS exciting to see our U.S amomslcera Blrmu*”! *' **''*3^“"-future, not L pipe dntame ““ «f “t"

putchsrrnia^pxr^^ii^ Kt^rincentives for meeting the Million Slit systems to provi

=2sr:?s=,s*£!~~
removal and sequesmtion,

develop attractive. aftordabwSii alu'Dr“n‘'“t’^

or 
vide 

sa20
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frOTTi S227 million appropriated for 1998. Our PNGV effort is dearly
paying oi l - ihe developments about higher mileage cars announcement by
the Big Three last month wore assisted by reneurch supported under PNOD.

Sin^ar government-industry efforts are proposed to develop cleaner,
more efficient dicsol engines for IjoLh light (rucks and heavy trucks. The
R&D effort also includes expanded research partnerships for key renewable
tedmologies such as wind, photovoltaics, geothermal, biomass, and
hydropowor to accelerate pHce reductions and improve performance. The
President’s 1999 budget proposes a $100 luilUon increase in Department of
^ergy appropriations for solar and renewable energy R&D - a 37 percent
incrt5ii.se over 1998.

We hope that the.Congrcss will view the President’s initiative
favorably and appropriate the funds tliat he ims requested. We look forward
to working witli you to put Ihe President’s proposals into action.

The President and his Ailmlnistration are commined to working with
you in tlie Congre.ss, both to realize the potential of the Climate Change
Technology Initiative and to craft die ongoing U.S. approach to climaic
change. The Dnlted States has the power to lead the global effort, and
Congress holds die key. What is done or nor. done today will detcnninc the
kind of world wc will leave Ui future generations and die conditions of life
they will face.

Sustained EfTnrt Required

Mr. Chairman, I have mentioned that Kyoto produced a framework
for fut ure action, and I have listed a number of the steps that await us.

Coming to grips with the threat of global wanning is no nmuU task.
We must taeWe it in a vigorous, sober and determined nuumor,
understanding mat it represents a challenge but also an opportunity. And as
we. have always done in the face of global challenge, wo muNt assume the
respon-sibilitles of American leadership.

Thank you.
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STATEMENT OF RICHARD ROMINGER 
DEPUTY SECRETARY OF AGRICULTURE

____ BEFORE TBEU.S. SENATE
COMMITTEE ON AGRICULTURE, NUTRmON, AND FORESTRY

March 5,1998

Mr. Chainnan and members of the Committee, Twelcome the opportunity to discuss the 

implications of ^obal climate change and the Kyoto Protocol for U.S, agriculture and fbrests. 1 

would like to begin with a discussion of how global climate change will likely affect U.S. 

agriculture and forests. 1 will then discuss the Kyoto Protocol's Unifications for agriculture and 

forests and the potential flexibility offered through carbon sequestration of forests and soils. I will 

also describe the Administration's FY 1999 budget proposal for clunate ohartge, with emphasis on 

the so-called biomass initiative. Finally, 1 will outline the Department’s recent organizational 

actions to address climate change issues ui the fUture.

The Tpipaetit of Climate Change oil U.S. Agriculture and Forests

Climate is a major determinant of ogricuUural productivity, ddOning^o a large extent 

where crops are grown. Weather aberrations cause significant losses in agnculture and can place 

a heavy burden on natural reaourceii and the environment. One recent study estimated that the 

average loss to U.S. agriculture fiom an El Nfmo period-one source of variability-was $2. S 

billion. Federal agricultural programs fund research to develop and assess new practices and 

technologiM, develop programs and know-how to reduce soil loss and erosion. Part of the 

Federal response is to otter crop insurance as a means to cope with financial losses when practices 

and technology fail to prevent phyricsl losses. USDA and the National Weather Service (NWS) 

have also been intensely interested in ensuring availability of meteorological data, providing better 

monitoring and forecasts of ehoft-term weather events. The NWS is attempting to develop the

A A. 7 >5’y7<^
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ability to provide useful forecaste in the 6-18 month range.

There are contradictory views about how long-term climate change may affect agriculture

in the United Stales and around the world, One view is, given that almost all of agriculture is

sensitive to weather and climate and locally tuned to the long-tenn dimatio average, any change in

climate will necessarily be disruptive and costly. The other view is that the expected changes in

temperature-a global average increase of perhaps 2 to 6 degrees Fahrenheit by 2100 as estimated

by the Interagency Panel on aimatc Change-ls small relative to what farmers see from day-to- 

day and soason-to-soason. Furthor, the change wUl occur slowly so choioos among new forming

practices and crop varieties will adjust to gradually changing climate with minimal disruption.

The connection between climate and forests is stronger. Climate defines forest and range

systems in the long lyn. All m^or systems of classifying the range and composition of forests are

based on climatic data. As climate changes, forest components change in response. Climate is

knovw to have changed in the post with resultant ohonges in forest cover, typo end location. All

cunent climate model projections will result in sigruticant migration ot forests.

The greatest economic impacts on forest management result from weather occurrenoes

grouped over periods of time, from days to weeks to months to years. For example, the severity

and cost of forest fires are mainly detennined by weather and fuel conditions. Vegetation

desiccated by drougirt and weather bringing low humidities ond wind® oombino to omiae our

most costly, severe and dangerous forest tires. Almost every aspect of forest management is

heavily affected by climate variability and change.

Climate variabUiiy increaaes forest distuitances. After distuibances occur, forests may not

return to their pre^aou9 condition if the climate has changed or if invasive ^edes gain a foothold
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and out-compete native vegetation. Regional variability in climate and resultant forest impacts 

will determine the eavironmental, aocial, end economic impacts, which may be positive in the long 

run but negative during rapid climate change. Unlike agricultural systems, forft.«s grow over 

much longer time periods and are not amenable to year-to-year changca in species. Moreover, the 

economics of forest management prohibits some of the safeguards available to agriculture, such as 

iirigalion.

A kcY determinant for the fiiture of our forests will be the importance of growth and

carbon aequestration enhancement from flevaied eaibon dioxide levels relative to negative 

impacts resulting from water and other climate-related alreascs. Caibon, nitrogen, and other 

elements are cycled through forests and the atmosphere and arc the primary indicator of forest 

productivity and health. Many processes important to forest health occur below ground, where 

60 percent of forest carbon is stored. Forests and forest soils are the major terrestrial sink for 

actively sequestering caibon and removing carbon dioxide from the atmosphere. Healthy, wdl 

managed forests arc a key (hetor in mitigation of utubon dioxide increases in the atmosphere. 

Conversely, negative climate change impacts on forests have the potential of Umitlitg 

sequestration and increasng the release of stored carbon.

Forests and grasslands are of great econonuc, environmental and social importance.

These naturally aystema react to many stresses and change constantly, with changes often 

occurrmg rapidly as a result of weather and climate iiupacis. Although forests arc global in 

extent, they are basically regional in their make-up, histoiy, use and value. We will require a 

regional perspective to understand the impacts of climate change in forests and to manage those 

impacts.
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recent work shows world cereal production to change on the order of+1 to -1 percent, 

without the direa efihcts of carbon dioodde wliich generally enhances crop growth.

Without adaptation, cereal production fills and estimated 18 to 29 percent.

For rorectsi Forest conditions are eicpected to change nigniflcantly. M^or displacements 

ofcurrent forest locations are projected by all mudds. Impacts'mil vary by re^on, aomo 

poative, some negative. The biggest uncertainty is how fist climate mil change and how 

that will shape regional impacts. Adaptation is not as hopeful for forests as agriculture. 

Forests grow over longer periods, and are managed less intensively. Unlike crops planted 

and harvested annually, trees planted today must adapt to climatic conditions over the next 

SO to 300 years.

• For agriculture: Tropical agriculture is more severely affected than temperate

agriculture. The poorest countries, those with per capita annual Incomes below $500, 

suffer the largest economic losses. '

For foreatat Temperate and boreal forests are likely to he more strongly affected than 

tropical forests. Climate change will be greater at the higha lailiudcs and the role of fire, 

insect outbreaks and other disturbances will be greater in those forests. Balancing this wUl 

be the greeter potential for longer growing seasons and elevated carbon dioxide levels.

• For agricultore: At smaller regjonal scales, such aa individual countries, states, or 

aubstatc ro^ona, thoro u not a coniifitent set of -wiimera or losers eerna^ different climate 

scenarios, but as the scale is reduced, the eftbas can be much Itugei- than indicated by 

more aggregate scales. For example, crop studies show that wheat yields at some U.S. 

sites would essentially fill completely but could increase 180 percent in other areas. So
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while agricultural production and food availability in the world docs not appear

threatened, the livelihoods of some ftrmers and regional economies are vulnerable without

aHemative economic opportimWei. For the United States, recent studies show impacts

tanging between +$6 to •$! 1 billion per year, with southum areas tending to aul&r fium

drier conditions while northern regions gain from longer growing seasons. The net U.S.

effect depends as much or more on changes in global prices than what happens to the

volume of U.S. production,

For forests: Regional srsle forefrt impacts also vary widely, with changes in water regimes

the priiruuy determinant in chant^g Ibresl productivity. High elevation lbrs»t« will be

driven from their current habitats and will find migration dMBcult. Forests or re^onal

importance, such a Vermont sugar maples, could migrate out of their current range.

• For agriculture and forests; Increasing carbon dioxide in the atmosphere directly

benefits plant growth, but there is much scientific uncertainty aboiit<how large this gain

will be under commercial production conditions. At doubled carton dioxide levels, many

crops raster a 30-percent increase in yields under controUed conditions where there are

no nutrient limitations. For a variety of reasons, the realLced productivity gain for

agriculture may be more on the order of 5 to 12 percent. We can expect many physical

clungM but research has not quantified them or their economic impart. Insect pests and

diseases may Increase, water resources fbr Irrigation wlU decline in some arete even as

demand for water is increasing, flooding and severe weather may itrerease, intensity of

droughts may increase, soil erosion may increase due to more intrtise rainfall, coastal

inundation or saltwater intaision due to sea level rise irray endanger production near
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ooastd Areas

The above results reflect the best attempt to assess impacts in quantitative terms. Beo^se 

of the uncertainties in the climate scenarios and the complex ways in which climate affects 

agricultural and forest production capaoity-from effects on pests and soils to water resources and 

direct effects on plant growth-tho quonthalive impacts are iUuatrative of what could happen 

rather than forecasts of likely impacts.

Likdy Hffecta of the Kvotn Pfotot^ei ew Aprlenlfwi^

As a sector, agriculture accounts for a small share of total U.S. energy use. However, 

agricultural production is energy intensive. Energy related expenditures account for about 20 

percent of total production oxpenditureo, and for many economically important crops and 

livestock operations energy accounts for more than 40 percent of variable production expenses. 

For every $1.00 spent on direct energy costs in U.S. agriculture, more than $3.50 i$ spent on 

indirect energy supplied by agricultural chemicals and fertilisers. «

USDA has not conducted an analysis of the effects of the Kyoto Protocol on U.S. 

agriculture. Based on the Admlnirtration’s initia] estimates of an emission price in the range of 

— to — (to be released March 4) per ton of carbon equivalent, wWch excludes the positive 

effects of electricity deregulation, the Ukdy impacts on U.S. agriculture will be modest 

Moreover, American formers have become more energy efficient a$ new technologies and forming 

methods are developed. Since 1975, the amount of agricultural output produced a urat of 

energy input has inorcosed by more than 50 percant. Farmers use lace fuel than they did 20 years 

ago because they use forming methods like no-till to reduce machinery use, and because fium 

equipment is more fUel efficient.
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Forc«s play a critical role in the global carbon cyclt, both as sources and sinks. When

trees and other biomass are removed from forests and new trees take their place, the net benefit

fbr carbon sequestration depends on how much caibon is emitted by removal procodureo, how

long the caibon in the removed fiber remains out of the atmosphere, and how long tlie regrown

forest Is left Intact to sequester caibon. Forests become a source when carbon is rapidly lost to

the atmosphere through fires and when forests are converted to other uses that are less effective

at carbon sequestration. Forests are a prominent factor in the Kyoto protocol, with specific

attention paid to reforestation. afforesU^on. and deforestation. Forests are aleo a significant

potential factor in both the joint implementation and emissions trading uiunas. Because forests

are a key ftetorta overall carbon sequestration, opportunities to maintain or increase

sequestration by forests are many.

flppQltunities to Mitlyte Greenhnuca

The Kyoto Protocol allows for a number of methods to lower the costs of achieving tbe

targeted levels of greenhouse gas emissions. These include flexibilily hi what gasses are reduced,

credit for actions that sequester carbon, international trading of emissions, joint implementation

and the Clean Development Mechanism. Costs can also be reduced wHh meaningfol developing

countiy participation, electnc power deregulation, and various actions that improve technology

and conserve energy. I would like to illustrate some of the typea of opportunities for U.S.

agriculture that are likely to be generated by actions to reduce greeuJiuuse gas emissions, notably

carbon sequestration and the production of biomass as a substitute for fossil fuels.

Cartm Smtstratipn^Fffmti Under the Kyoto agreement, removal of carbon dioxide

by certain forestry related activities will be used to offset emissions targets. By way of
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perspective on the scope of the opportunity, increases in biomass and oi^anic matter on U.S. 

forest lands over the past 40 years have stored the equivalent of 25 percent of US, carbon 

emissions during the period. Reforestation of harvested acres continues the sequestration 

process. Not only do (crests sequester carbon while growing, many timber products continue to 

sequester carton. Of the carton harvested in trees since 1900,35 percent remains In products 

and landfills, 35 percent was burned for ctrergy and 3,0 percent was emitted to the atmosphere 

without producing energy for consumption.

The area of forest land has stabilized and there i$ every expectation that our forest 

rfsoufc,e will continue to be a net sink for carbon. One estimate places fiitore sequestration by 

US. foiesls at 177.itiilUoii irwUiu lute; per year, equal lo 15 peiuwit ofU.S. base year wniHSUons. 

The forest cover can also be increased and altered through forest management and thereby 

increase the role of forests in achieving the targeted reduction in emissions.

An obvious way of increasing carton sequestration by forests is to increase tree planting. 

For evRmpIe., converting 22 million acres of marginal cropland and pasture, land in the .South to 

foiesi would inureiuie cwboii aucuuiulttiion by about 32 million metric tons per year-enough to 

ofi&et about 3 percent of U S. emissions of carbon dioxide. Other management practices that 

would contribute to carbon sequestration include;

• Replanting in order to folly stock poorly stocked forest land.

• Applying intarmediAte stand treatments to improve stand growth rates

• Managing foi loi^cr lolaiion IciigUis.

idBCfePH ifeyMaftgttoff-iyWfe Consensus has not been reached on the role of carton 

sequestration in soils for the first reporting period under the Kyoto agreement. For agriculture.
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this is an important issuo to be resolved because soil is a key storehouse for carbon. The principal

strategy for increasing the use of soil as a carbon sink is to enhance and maintain high soil quality.

Increases in soil carbon, commonly refbrred to as organic carbon, improves s«l quality.

Soil cAnAervalJon practicefi increase the soil organic matter content. Principal

conscivution aUtUcgiea wliiclr sequester carbon include converting margbal lands to compatible

land use systems, restoring degraded soils, adopting best management practices. For example,

removing agriculturally mar^al land from production and adopting an ecologically compatible

land use, such as wildlife habitat, can lead to increases in total biomass production and in increase

in carbon content in the soil.

• USDA programs such as the Conservation Reserve Program (CRP), the Wetland Roeerve

Program (WRP) and the Secretary’s conservation buffer strip initiative all help to improve soU

quality and decrease atmospheric carbon. More importantly, though, aro the advances in

agricultural technologies for sustainable management of the soil, such as l)jConservation tillage,

2) management of crop residue and other organic materials. 3) soil fertility enhancements through

aitc-spccific management and nutrient cycling techniques, 4) cUminotion of summer £iUow, 5) use

of winter com crops, and 6) other techniques that improve crop yields. The carbon

sequestration potential of these practices in the United States has been estimated at 126 million

metric tons of carbon per year.

The total carbon sequestration and fossU fuel ofifeot potential of US cropland is 154 million

metric tons of ewbon per year or 133 percent of the total emissions of groonhouae gases by

agricultural activities.

USDA’s conservation programs and many conservation practices available to and being
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used by fenners today represent a multifaceted opportunity in light of climate change. Adoption of 

appropriate conservation strategics lead to 1) carbon sequestration in soil, helping to mitigate 

greenhouse gas emissions, 2) improvement in soil quality, raising agionornic productivity and ' 

contributing to tuetainable land use, and 3) enhancement of overall environmtmtal quality, 

providing benefits of Improved wfidliffe habitat, wala quality and erosion reduction.

aimai€ ChanreBudeet InMaiive^UXDA'K /tnU The President’s 

Climate Change Initiative is a $6.3 billion dollar program of tax cuts and research and 

development activities. Farmers will be able to benefit from the $3.6 billion in tax reductions for 

purchases that reduce energy use and utilize renewable energy sources Tn addition. USDA's 

dlmatc change research program will Identiiy a range of new opportunities for farmers and rural 

areas. Current annual spending for dimate change research is $57 million. This supports a 

variety of research initiatives across many program areas, including tl»e Forest Service, the 

Natural Resources Conservation Service, the Agricultural Research Service, the Cooperative 

State Research Extension and Education Service and the Hcnnomic Research Service. USDA’s 

ry 1999 budget proposal requests an additional $10 million for climate change research, of vduch 

$6 million is for biomass research. While USDA has done work over the years on biomass, much 

ofh has been financed by the Department ofEnergy’g (DOE) ambitious program. The focus of 

USDA’s initiative, developed in partnership with DOE, will be on improving the productivity of 

biomaas cropa such as herbaceous grasses and fest growing trees, harvest and processing systems, 

and conversion of cellulosic maicilal to fuels.

Biomass crops are being promoted as feedstocks for the production of electric power, 

Uquid fuels, and other bioproducts, such as chemicals. Biomass feedstocks have environmental
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advantages compared to fossil foels. For example, they would not add greenhouse gasses to the

aimoaphere during thdr life cycle. ITiese crops might bo grown on fragile lands and could

perform other envlroiunenta) tasks such as the filtration of fertilizer and pesticide runoff.

RcBcarch suggests that yields of biomasa crops suoh as poplar, wiUow, and awitohgross could be

Increased significantly. If new generation efficient gasification systems and turbines were

developed for power production and cdlulosic conversion technologies to make ethanol, biomass

might become competitive whh fossil fuels as an energy source. Such a devdopment would

benefit formers by adding energy crops to traditional food and fiber production. Rural

communHics would benefit from jobs created by biomass production and utilization.

Initial ftaslbOity work by DOE, USDA, and the Environmental Protection Agency

examined the long-rUn domestic prospects for the use of commercial biomass energy crops in

electricity generation, usingaunique set ofoptimuation models of the agriculture, forestry, and

electricity utility sectors. In the most optimistic scenario, a modest research and development

program carried out over the next decade could lead to a significant competitive biomass market

In the United States This scenario assumed that energy crop yields can be dramaUcaUy improved,

that biomass-fired electricity generation technologies can be engineered to compete favorably

against fossil technologies, and that fossil fuel prices rise modestly over the next 25 years. Given

these assumptions, wc estimated that biomass grown on some 40 million acres would account for

some 10 percent of aU fuel used hi electricity generation, displacing about 90 milUon metric tons

of carbon emissions annuaUy by 2025. A domestic biomass indusny of this magnitude could

provide roughly 20 percent of the cumulative reductions needed to stabilize emissions at 1990

levels over the entire 2000-2025 period.



MAR-02-1998 11:17 TO:332 ADELE MORRIS FROM:FITTER, E. P. 15/16

DMAfr-^March2,1998

Some low-cost biomass production and biomass wastes, such as wood, make a niohe 

biomass power industry possible now. Successful biomass research programs, rising fossil fuel 

prices, and/or biomass incentive policies could expand the biomass industiy. However, out 

optimistic U.S. biomass analysis assumes that improved production, harvesting, delivery, and 

Utiliration i^stcms ore in place. Much hard engineerine, organizational, and research work will be 

required to demonstrate the workablUty of these systaus. Future biomosa fiirmora and procereors 

need to sec practical and succcssfiil demonstration projects on the ground before they begin to 

participate on a large scale. That is why^he Department is cooperating with DOE on "Biomass 

Power for Rural Developmem” projects in Iowa. Minnesota, and New York to do just that. 

Global Climfttfl Changg Program

The enormous risks posed by climate clnmge and the substantial challenge presented by 

Kyoto make H clear that USDA must escalate its levd of activity in the area of global climate 

change. Consequently, the Department has recently advised the House andSenatc 

Appropriations Committees that we arc reorganizing our Global Change Program Office. The 

now Office will bo located under the Office of thn Chief Economist which reports directly to the

Secretary and me. Ihe new Director of the office win be____ The Office wUl bo roaponsiblc

for coordinating the wide range of dimate change activities across the Department, supporting the 

activities of the executive branch and working with the agricultural and rural communities to help

them address the challenges of climate change and realize the opportunities that Kyoto will 

present

Our goal is to ensure U.S. agricuUuio is well represented in climato change activitios both 

within and outside of government. We encourage you and your staff to work closdy with our
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