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May 1, 1998 )

The Honorable Janet Yellen

Chair
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Washington, D. C. 20500

Dear Chair Yellen:
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This letter follows up on the March 13, 1998 letter to you in which the Subcomunittee on
Natjonal Economic Growth, Natural Resources, and Regulatory Affairs raiscd questions about
the Administration’s global warming policies and the potential impact of the Kyotv Protocol on

the U.S. economy. Not only has my Subcommittce not received an
also your staft has indicated that they have not even begun (o draft

y response to that letter, but
any answers,

This unexplainable delay is impeding my Subcommittee’s cffective oversight of these
mattcrs. When the Subcommittee conducted its first hearing on global warming policies last
week, all of the federal agency witnesses indicated that you are the Administration’s voice on the
likely economic consequences of the Kyoto Protacol. It is, thereforc. both astounding and
unacceptable that the Council has not provided any information to date, not even concerning the

testimony you presented on March 4, 1998 before the House Commerce Committee,

As you know, the Subcommittee plans to conduct another hearing on these issues in May
and has invited you to testify. Therefore, it is crucial that we receive your responses before the
hearing. Please contact Larisa Dobriansky, Senior Counsel, at (202) 225-4407, no later than
Tuesday, May 5, 1998, with a schedule for expeditiously submitting the requested information.
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Thank you in advance for your cooperation with respect 1o this request,

Sincerely,

@wﬁ.OQ I\ wmtis

David M. Mchtash

Chairman

Subcommittee on National Economic Growth,
Natural Resources, and Regulatory Affuirs

cC: The Honorable Dun Burton
The Honoruble John Tierney
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April 6, 1998

Ms. Janet Yellen

Chairperson

Council of Economic Advisors

Old Executive Office Building

Room 314

Washington, D.C. 20502 )

Dear Ms. Yellen:

The following questions have been submitted for response on the record from the Senate
Agriculture Committee hearing on March 5, 1998 regarding the Kyoto Treaty on Climate
Change. Please respond to each and return to the committee by Friday, April 29, 1998 to the
attention of Chris Salisbury, Hearing Clerk. Should you have any questions regarding this matter
please have your staff contact Chris Salisbury at (202)224-7187.

Sincerely,

Y 7%

Richard G. Lugar
Chairman

RGL/csc



QUESTION TWO

Issue:

Goal:

Question:

Misrepresentation of the implementation costs of the Kyoto Protocol by
industry groups.

Give Ms. Yellin an opportunity to explain why the predictions of industry
are false.

Ms. Yellin, a study by the American Farm Bureau
estimates 25 to 50 percent increases in energy costs
for farmers due to actions to reduce greenhouse
gases. Your estimates are significantly less. How
do you reconcile the Administration’s numbers
with the doomsday reports we are hearing from
industry?
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March 13, 1998

The Honorable) Janet Yellen

Chairman

Council of Economic Advisers
Old Executive Office Building
Washington, D.-C. 20500

Dear Chair Yellen:
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The Subcomumnittee on National Economic Growth, Natural Resources, and Regulatory
Affairs is conducting oversight of the Administration’s global climate change policies and its
initiatives to jump-start U.S. efforts to achieve the Kyoto Protocol greenhouse gas emissions

reductions targets.

Pursu:

to the Constitution and Rules X and XI of the United States House of

Representatives, please provide the Subcommittee with detailed information in response to the
questions in sections A and B of the attached inquiry, to the extent that they are applicable to
your agency, and the questions in sections C through E. Tn responding to this inquiry, please
restate each question and subpart with each of your answers, and follow the attached definitions
and instructions concerning the production of records.

Please provide your responses to the writlen questions and

requests for production of

_records not later than 12 noon, April 7, 1998 to the Subcommittee in Room B-377 Raybum. In
addition, please contact Larisa Dobnansky, Senior Counsel, at (202) 225-4407 as soon as
practicable to coordinate the timely production of the information (o the Subcowmumitice.
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Thank you in advance for your attention to this request.

Sincerely,

(d Mo

David M. McIntosh

Chairman

Subcommittce on National Economic Growth,

Natural Resources, and Regulatory Affairs
!

cc:  The Honorable Dan Burton )
The Honorable John Tiemey ;
Enclosure

T

@oo03
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Questions Regarding Global Climate Change Policies and Initiatives
A. Budget Information and Performance Measures

1. Please provide a table with Fiscal Year (FY) 89 - FY 99 historical budget authority for your
agency for the various components of the President’s “Climatc Change Technology Initiative,”
including the previous “Climate Change Action Program/Plan™ and any other new or previously
authorized Research and Development (R&D) herein (except for the U.S. Global Change
Research Program included in Question 3 below). For cach component, please indicate each
specific budget account, the specific legislative autberity (including the specific statute, the

section citation, and the language of the section) for the program, and a brief description of the
program.

2. In Section 2 ("Programmatic Dctails") of OMB's February 2, 1998 handout, "Climate Change
Technology Initiative -'1999 Budget Briefing Materials," please provide the following |
information associated with each paragraph description in which your agency has been funded or

is requesting funding: the associated funding in FY 97, FY 98, and FY 99. Also, for sach _
paragraph, for the requested funding in FY 99, please provide evidence of any accomplishments l
from the FY 93 - FY 97 funding, if any. Lastly, for cach paragraph, please indicate any program
performance measures for the requested funding, and, for each such measure, please provide data

for the 1990 basc year and annual data for the most recent three-year period for which data are
available.

3. Please provide a table with FY 89 - FY 99 historical budget authority for your agency for the
various components of the “U.S. Global Change Research Program™ which were or are devoted
exclusively to climate change R&D. For each component, please indicate cach specific budget
account, the specific legislative authority for the program (including the specific statute, the
section citation, and the language of the section), and a brief description of the program.

. If (unded in any of FY 93 - FY 97, please provide evidence of any accomplishments from
these dollars. Also, for requested tunding in FY 99, please indicate any program
performance measures for the requested funding, and, for each such measure, please
provide data for the 1990 base year and annual data for the most recent three-year period
for which data are available,

4. Please provide a table with FY 89 - FY 9Y historical budget authority. for your agency for any
other components of the Administration’s climate change program (i.c., in addition to those
included in answer to questions 1 and 2). For each component, please indicate each specific
budget account, the specific legislative authority for the program (including the specific statute.
the seclion citalion, and the language of the section), and a brief description of the program.

5. For the FY 99 request, please provide a table showing what part is funding to continue
initiatives funded in FY 98 or prior years and what part is brand new activity. For each
component, please indicate each specific budget account, the specific legislative uutl'nority for the
program (including the specific statute, the section citation, and the language of the section), and
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a brief description of the program. For each brand new activity, pleasc indicatc cxpected
requested funding annually through FY 03.

6. Please identify the full set of your agency-specific performance measures for the

Administration’s Climate Change proposal (besides those indicated in response to questions 2

and 3), including data for at least the 1990 base year, FY 97, FY 98, and FY 99. Also, plcasc I
identify how any of your agency-specific measures (including those in response to questions 2
and 3) relate to those for any other Federal agency. Lastly, please describe any interagency
efforts to identify and relate the entire set of climate change performance mcasures, including
which agencies are involved and the names of the agency representatives.

7. Please provide a table for FY 93 - FY 97 identifying all assistance (including grants,
cooperative agreements, and other transactions) and contract awards to non-profit and for-profit
organizations for any climate change activity, including the date, amount of the award, name of
the organization, purpose of the award, and a summary of any result(s) from the award. Please
provide a copy of any final report from these awards.

B. Economic, Policy, and Legal Analyses

8. Since Junuury 1993, has your agency participated in any interagency effort(s) relating to
climate change in any of the following arcas: (a) review of current legislation and/or the need for
any new legislation; (b) review of current rules, any needed revisions to current rules, and/or any
needed new rules; (c) production or review of any environmental data and/or analyses; (d)
production or review of any cost-benefit data or analyses; and/or (¢) production or review of any
cconomic data and/or economic analyses? If so, please identify the interagency effort, its
member agencies, its membership not only from your agency but also from ather Federal
agencies and/or any non-Federal parties, all drafts and analyses from the effort(s), and any
comments from your agency on any drafts.

9. Has your agency either prepared or reviewed any environmenta, cost-benefil, and/or
economic data and analyses relating to the White House Initjative on Global Climate Change? 1f
$0, please provide a copy of all data, analyses, and any comments by your agency.

10. Did your agency comment on any of the draft testimony on climate change by
Administration witnesses since the President’s 1998 State-of-the-Union address? If so, please
provide a copy of the draft testimony and any comments by your agency.

I1. Has your agency suggested any alternative policy options for climate change? If so, please

provide a copy of all drafts and supporting analyses and any comments from other Federal
agencies on your alternatives.

12. Does your agency plan to revise any existing legislation or propose any new legislation
relating to climate change (including legislation that will have the effect of reducing greenhouse

3]
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gas emissions whether or not that is the intended purpose of the legislation)? If so, please
identify and describe all such initiatives, including a timetable for their development and
submission to Congress. Also provide any and all legal and policy unalyses regarding (he
applicability and availability of existing legislation to implement the Kyoto Protocol and any
comments from other Federal agencies on the analyses.

13. Does your agency plan to revise any existing rules or propose any new rules relating to
climate change (including regulatory actions that will have the effect of reducing greenhouse gus
emissions whether or not that is the intended purpose of the regulatory action)? If so, please
identify and describe all such initiatives, including any cost-benefit analysis, and a timetable for
their development and promulgation. Also, provide any and all analyses that were prepared or
considered of the cumulative effects on the U. 8. economy and/or energy system of all or any
combination of regulations that were issued since 1992, that were proposed, and that are being
developed that have or will have such effects.

14. Has your agency participated in discussions or reviewed any documents relating to
international emissions trading, joint implementation, and/or the Clean Development
Mechanism? If so, pleass provide a copy of all drafls and any comunent provided by your
agency.

C. Dr. Yellen’s Testimony before the House Commerce Committee on March 4, 1998

15. Please provide uny and all analyses thal support the Administration’s conclusion that itnpacts
on the U.S. economy of complying with the terms of the Kyoto Protocol “are i ely to be
modest.” Also, explain fully how the Administration can makc such a forccastfresponsibly when,
as Dr. Yellen stated, “it is not yet possible to provide a full authoritative analysis” of the Kyoto
Protocol. Among other things, Dr. Ycllen notcd that there is still “much that we do not know”
because much has been left unresolved by this treaty (for example, implemenmiion issues, the
rules and procedures governing international emissions trading, joint implementation Projects,
and the Clean Development Mcchanism, and future emissions reductions obligations).

Moreover, Dr. Yellen asserted that, to her knowledge, “ no [economic] model -~ whether used
inside the government or not -- has yet been set up to analyze the implications of the Kyoto
Protacol, since this agreement is only a few months old. . . " '

16. In her testimony, Dr. Yellen supported the Administration’s conclusion that “‘economic _
impacts are likely to be modest” with other optimistic conclusions about the el%ects of the Kyoto
treaty “flexibility” mechanisms and U.S. electricity restructuring, and about the rate of

technological progress. Please provide any and all anatyses that support the fo lowing estimates:

16a. U.8. clectricity restructuring “will offer approximately $20 billiogfin cost savings.”

16b. Emissions trading among Anncx I countrics “can reduce the cost To the United
States of achieving its targets for 2008-20012 emissions by about half.™




0313,98  18:22 B @oo7

16e. Emissions trading among a subset of Annex I countries (for example, the United
States, Australia, Canada, New Zealand, and Russia) “can reduce costs by an estimated 60-70
percent.” Also, based on the estimates presented in Dr. Yellen's testimony, please explain and
fully document how morc limited trading among this subset of countries would produce greater
cost reductions than from either trading among all Annex I countries or trading with the full
participation of non-Annex I countries.

16d. The Clean Development Mechanism “mi ght shave costs by roughly another 20 to
25 percent.”

16e. Overall costs “would reach roughly one tenth of one percent of projected GDP in
2010" (resource costs of achieving Kyoto targets for emissions reductions were estimated to he
57 to $12 billion per year in 2008 to 20012). Also, please explain how it is possible that
compliance with the Kyoto Protocol, which has been projected by independent economists to be
the most expensive environmental undertaking ever, could cost less than compliance with the
recently issued U.S. air quality rules for particulate matter and ozone (the final Regulatory Impact
Analysis for those rules estimated costs of $46 billion).

16f. The assumption that the ratc of improvement in energy efficiency (Autonomous
Energy Efficiency Index) will be 1.0 percent per year (which is greater than that assumed by the
Energy Information Administration). In particular, please reconcile this assumption with the
statement of the Council of Economic Advisers in its 1998 Annual Report that, “[u]ntil an
emissions cap and trading system are in place, however, the ecanomic incentive to use -
[technologies supported by the Administration’s budget] may be low.” Is the Administration
assuming that such a system will be put into place in the short-term?

16g. The estimated effect on energy prices will range from “$14 to $23 per ton of carbon
equivalent.”

16h. “In energy-intensive sectors some employment r,eduction could occur, although
given the very small predicted change in energy prices, impacts in most such sectors are apt to be
minimal. Furthermore, a large number of jobs will be created in other sectors--many of them
high-tech jobs paying high wuges.” i

16i. As to each analysis, please indicate who prepareq the analysis and provide all
records of comments from other federal agencies,

17. Please provide any and all analyses thal support the Administration’s estimate that benefits
relating to traffic congestion, highway accidents, and air pollution unrelated to climate change
“could offset approximately a quarter of the resource cost of the climate change policy.” Asto
each analysis, please indicate who prepared the analysis and provide all records of comments
from other federal agencies.
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184. In her testimony, Dr. Yellen stated that, in evaluating the “likely net economic impact of the
Kyoto Protocol,” the Administration has “'iirawn upon a broad array of analytical tools” and a
“wide range of modcls of the energy sector and economy over the next 25 years™ to assess the
various possible costs and non-climate benetits of the Administration’s ermissions reduction

policy. Pleasc specify all of the models and analytical tools that the Administration has used and
describe in detail their strengths and weaknesses.

18b. Acco'rding to the testimony, the Adminjstration has relied particularly on the Second
Generation Model (SGM) of Battelle Labayatories for many of its estimates. However, the
Interagency Analytical Team report indicated that the SGM model “focuses on long-term
transitjons and measures the economy in five-yeur intervals.” so that “it risks racing past short-
term transition issues,” such as GDP loss and impacts on specific industries. Specify all of the
Administration’s estimates thal were derived by this model. Also, indicate why many of the
Administration’s k'ey estimates were derived from this model? Finally, please identify the
corresponding estimates derived from each model that the Administration has used in assessing
the impacts of the Kyoto Protocol.

19. What are the 1990 bascline, the Fiscal Year 1997, 1998 and 1998 data, and the annual \
outyear estimates until 2012 for the following outcame performance measures mentioned in Dr.
Yellen’s testimony: morbidity ratcs for some diseases, mortality rates for some causes, monetary
damages from temperature increases, fonsequences from some catastrophes, raffic congestion,
highway accidents, and air pollution ynrelated to climate change?

20. Why does the Administration maintain that the U. S. acid rain program experience “clearly
demonstrates how programs like intcrnational permit trading, joint implementation and the Clean
Development Mechanism will lead ﬁy"ms to find cheaper ways of reducing emissions that can
lead to unexpectedly low costs™? y does the Administration believe that it is appropriate to
extrapolate from that experience to the global arena? Won’t the effectiveness of the intcrnational
system, joint implementation, and the Cleun Development Mechanism depend on different
factors, such as the rules and procedures governing these mechanisms, the cxtent of participation_
by other countries, including developing countries, etc? —

21a. In her testimony, Dr. Yellen stated that part of doing it smart (i.e.. lowering the costs of
reducing greenhouse gus emissions) under the Kyoto Protocol means “taking serious and
responsible steps in the short run to prepare us to mect our obligations in the longer term.” She
indicated that these steps include a $6.3 billion program of tax curs and R&D investments,
industry-by-industry consultations to prepare emission reduction plans in key industrial sectors,
and legislation to restructure the electrical industry. Under what authority is the Administration

pursuing this unjlateral executive branch course of uction in furtherance of the treaty’s emissions
reductions targets and without Senate ratification?

21b. If the Administration is delaying the submission of the treaty (o the Senate until it
obtains “meaningful participation” by developing countries, doesn’t that decision also require the

(
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Administration to deJay any unilateral executive branch action to address global WAIing unti]
that cooperation is forthcoming?

2le. Given that the Kyoto Protocol seeks to address a global issue, isn't harmfu] to U.s.
interests to proceed without the full participation of daveloping countries?

21d. Besides being unconstitutional, isn’t it also premature and harmful to U.S. interests
to take such unilateral actions, without ratification, when the Administration has characterized

the Protocol as a “work in progress” —- a Protocol that “is not yet fully complete nor ready for the
President’s submission to the Senate™? '

D. Cost/Benefit Analysis of the Kyoto Treaty

22a. Please provide any and all analyses that the Administration or any federal agency prepared
(or had prepared) or is preparing (or is having prepared) of the costs and benefits of imposing on
the U.S. the binding targets and timetables set forth in the Kyoto Protocol for reducing
greenhouse gas emissions, taking into account the global implications of the way in which this
agrcement is structured. Also, please analyze and document the following:

22b. Whether the benefits of implementing this Protocol are justified by the costs;

22c. Evaluate the effectiveness of this agreement by comparing the marginal abaternent
costs of the most plausible alternative scenarios for meeting the Kyoto targets, given the way In
which this agreement is struclured, with the marginal costs of other reasonable alternative
compliance schemes;

22d. With respect to each scenario that is analyzed, identify the assumptions used,
explain any uncertaintics concerning the assumptions, and examine the sensitivity of nct cffects
to the different compliance strategies, using a rangc of plausible ussumptions about future
economic development and about fundamental climate processes;

22¢. Evaluate the opportunity costs of pursuing the Administration’s strategy for the
abatement of greenhouse gas cmissions under the terms of the treaty; and

22f. Evaluate how the benefits and burdens of complying with this trcaty would be
distributed on the national and houschold levels, describing, among other things, the disparate
regional and industrial sector impacts, and the effects on different income levels.

23a. In evaluating alternative scenarios, please examine the followiny;

23b. Compare the economic and environmental effects of not including developing
countries in the effort to reduce global emissions (with the potential for binding developed
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countries to even greater obligations, without limiting developing countries at all) against the
cffccts of addressing greenhouse gas mitigation on a global scale by the international comimunity.

23c. Compare the economic and environmental effects of complying within the
timeframes sct forth in the Kyoto Protocol with the effects of complying over a longer time
period.

23d. Compaye the irapacts of reducing greenhouse gas emissions using international
emissions trading, joint implementation, and the Clean Development Mechanism with the
impacts of rclying upon domestic cmissions peemit trading. In this regard, cvaluate altemative
international trading scenarios: trading only hetween Annex I countries, trading that extends to a
number of “key” developing countries, and trading in which all countries are fully participating.

24. With respect to any analysis provided, please identify and explain the basis for assumptions
uscd regarding such factors as the rate of improvement in energy efficiency, the effectiveness of
market incentives in increasing the market share of fuels that emit less carbon, and economic and
demographic growth. Also, explain fully any assumptions on how emissions reductions will be
achieved as, for example, through the early retirement of coal plants or nuclear plant life
extensions. '

25. In considering the opportunity costs, evaluate the extent to which the Administration’s

climate change strategy will require the diversion of funds from savings and/or investments

which would have provided other benefits, such as saving social security, or more funding for |
education, health care, etc. '

26. In assessing the impacts on the U.S, of complying with lhe Kyolo targels and timetables,
please explain in detail the potential effects on the following indicators of economic

- performance: gross domestic product (GDP), per capita GDP, unemployment, income and real
wages, trade competitiveness, and energy prices.

—  27. In assessing the benefits of complying with the Kyoto treaty, please evaluate fully the
potential offsetting negative effects of exempting developing countries and of “carbon leakage.”
Also, if the economies of developed countries experience reductions in economic growth,
evaluate the impact that this will have on the ability of emerging countries with export markets to
transition to more energy efficient technologies.

28. President Clinton has suggested that the U.S. economy can continue to grow under this
agreement. Please indicate at what rate the Administration expects that the economy will
continue to grow during the next ten to 20 years if the reaty is ratified and at what rate it is
expected to grow if the treaty is not ratified.

29. Have any of the cost-benefit analyses performed by the Administration or any agency been
peer-reviewed? If so, please identify the reviewers and provide their comments on all drafts of
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the analyses. If not, does the Administration plan to do s0? Please describe fully the steps that
the Adntinistration plans to takc.

]
30. In connection with these cgst-benefit analyses, fully explain how the baseline(s), against
which costs and benefits were calculated, was determined.

31a. Please provide all records of written or oral comments from other federal agencies on cach
of the cost-benefit analyses that were performed.

31b. Please provide all records of comments subrmitled by federal agencies on Dr. Janet
Yellen's draft testimony about the economics of Kyoto for the bearing before the House
Commerce Committec on March 4, 1998,

32a. Given the significant economic costs projected by private sector studies, why did the
Administration abandon a year and a half-long effort to develop cost estimates of the President’s
proposed policies to reduce greenhouse emissions?

32b. Please identify any and all private partics that are currenty performing economic
analyses of the Kyoto treaty or any aspect of it for the Administration. Describe their work and
provide all products of their work in draft or final form.

E. International Emissions Trading

33a.  Even assuming that effective rules and procedures can be developed for an international
emissions trading system and for joint implementation projects and that key developing countries
agree to participate, isn'l there « real risk that these mechanisms could effect an enormous
transfer of wealth and jobs out of this country overseas, especially to the countrics of the former
Soviet Union, China, India, South Koreu, Brazil, and Mexico (i.e., that this system would be
essentially a foreign aid program)? Some studies have estimated that more than 50% of our
reductions would have to be purchased from other countries.

33b.  Please provide and document estimares of the percentage of U.S. emissions
reductions that might have to be purchased from other countries to minimize the costs of
reducing emissions and which countries likely would be the beneticiaries.

34. What real incentives do developing countries have (o purlicipate in the international
emissions trading system, which would require them to commit to mandatory reductions, when
they can transfer cmissions reductions credits in connection with joint implementation projects
and obtain financing through the Clean Development Mechanism?
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Definitions and Instructions for the Production of Racords

L. When a request calls for the production of records, the Subcommittee requests al]
rcsponsive records that are in the agency’s possession. custody, or contro] through the date of the
final submission of records to the Subcommittee, unless the request clearly states that the
Subcommittee is only interested in records reccived during a particular time period.

2. Please sequentially number all records that you produce to the Subcommittee, and
indicate the source of any record if the source is not accuratcly reflected on the record itself,
Please submit all records on single-sided paper and submit an inventory of records produced if
the volume is more than 100 pages.

3. To the extent practicable, please orgunize the records or documents in tabbed binders or
folders that indicate which records are responsive to which requests for information.

4. For the; purposes of this and related requests in the futurc, the “record” or “records” shall
include any ang all drafts, originals, and non-identical copies of any item whether written, lyped,
printed, electronically recorded, transcribed, punched, or taped, however produced or reproduced,
and includes but is not limited to any writing, transcription, or recording, produced or stored in
uny fushion, including any and all computer entries, memorunday, notes, talking points, letters,
journal entries, reports, studies, calendars, manuals, press releases, opinions, documents,
analyses, messages, summaries, bulletins, c-mail messages (in hard copy and electronic forms),
disks, the tex! of any alphanumeric messages ar nther elecrronic paging devices, briefing
materials, cover shects or routing cover sheets and any other machine readable material of any
sort whether prepared by current or former officers and employees, agents, consultants or by any
non-employee without limitation. “Record” or “records” shall also include redacted and
unredacted versions of the same record. ‘

]

N N =N
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March 18, 1998

BY FACSIMILE

‘The Honorable Carol Browner
Administrator

U.S. Envitonmental Protection Agency
401 M Streer, S.W. '
Washington, D. C. 20460

Dear Admigistalor Browner:

The Subcomumnittee on National Economic Growth, Nawral Resources, and Regulatory
Affairs is conducting oversight of the Administrarion’s global warming policies and its initiatives
to jurap-start U.S. reductions of greenhouse gas emissions prior to Senate ratification of the
Kyoto Protacol. The Snbcommittee is especially concerned about EPA's cfforts to include in the
Administration's legislative electric utility restructuring proposal pravisions that would control
carbon emissions.

Pursuant to the Constitution and Rules X and XT of the United States House of
Representatives, please provide the Subcommittee with detailed information in response to the
attached questions regarding the budget, performance measures, legislation, regulations, 20d
amalyses for these initiatives. In responding to this inquiry, please restate each question and
subpart with each of your answers, and follow the attached definitions and instructions
conceming the production of records.

Please provide your responses to the questions and requests for production of records not
later than 12 noon, April 9, 1998 to the Subcommittee in Room B-377 Raybum. In addition,
please contact Larisa Dobriansky, Senior Counsel, at (202) 225-4407, as soon as practicable to
coordinate the timely production of the information to the Subcommittee.
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Thank you in advance for your attention to this request.

Sincercly,

E O-V\_"CQ' _. p\' \ Li@'\m.:

David M. McIntosh

Chairman

Subecommittee on National Economic Growth,
Nanural Resowrces, and Regulatory Affairs

ce: The Honorable Dan Burton
The Honorabls John Tiemey

Bnclosure
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Questions Regarding Global Climate Change Policies and Initiatives
Budget Information and Performance Measures

¢ /oc«“’I . Please pravide 4 lable with Fiscal Year (FY) 89 - FY 99 historical budget authority for your

QQJ'—* - agency for the various components of the President's “Climate Change Technology Initiative,”
including the previous “Climate Change Action Program/Flan” and any other new or previously

Lﬁ(’ snthorized Resoarch and Development (R&D) herein (except for the U.S. Global Chunge
Research Program included in Question 3 below). For cach component, please indicate each
specific budget account, the specific legislative authority (including the specific statute, the
section citation, and the language of the section) for the program, and 2 brief description of the
program. :

o/'{.q’ 2. Tn Scction 2 (“Programpmatic Details”) of OMB’s February 2, 1998 handont, “Climate Change

on™ ‘Technology Initiative - 1999 Budget Briefing Materials,” please provide the following
information associated with each paragraph description in which your agency has been funded or
is requesting funding: the associated funding in FY 97, FY 98, and FY 99. Also, for each
paragraph, for the requested funding in FY 99, please provide evidence of any accomplishmeats
from the FY 93 - FY 97 funding, if any. Lastly, for each paragraph. plense indicate any program
performance measuses for the requested funding, and, for each such measurc, please provide data
for the 1990 base year and annual data for the most recant three-year period for which data are

- available.

3. Please provide a tablc with FY 89 - FY 99 historical budget authority for your agency for the
various components of the “U.S. Global Change Rescarch Program™ which were or are devoted
exclusively to climate change R&D. For each component, please indicule each specific budget
account, the specific legislative authority for the program (including the specific statute, the
section citation, and the Linguage of the section), and a brief description of the program.

y—“\

. If funded in any of FY 93 - FY 97, pleasc provide evidence of any accomplishments from
these dollars. Also, for requested [unding in FY 99, please indicate any program
- performance measurcs for the requested funding, and, for each such measure, please
provide datafor the 1990 bas yeur and annual data for the most recent three-year period
for which data are available.

— 4. Please provide a tahle with FY 89 - FY 99 historical budget authority for your agency for any
N other components of thc Administration’s climate change program (i.c.. in addition to those
. included in answer to questions 1 and 2). For each componcat, plcase indicate cach specific
budget account, the specific legislative authority for the program (including the specific statute,
the section citation, and the language of the section), and a bricf description of the program. fae A‘}
5. For the FY 99 request, plesse provide a table showing what part is fonding to continue ué;ﬂ— S
initiatives funded in FY 98 or prior years and what part is brand new activity. For cach
component, please indicate each specific budget account, the specilic legislative autbority for the
program (including the specific statute, the section citation, and the language of the section), and
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a brief description of the program. For each brand new activity, plcasc indicate cxpccxcd'
requested funding annually through FY 03.

6. Please identify the full set of your agency-specific performance measures for the G??P
Administration’s Climats Change proposal (besides those indicated in respanse to questions 2

and 3). including data for at Jeast the 1990 base year, FY 57, FY 98, and FY 99. Also, pleasc

identify haw any of your agency-specific measures (including those in response to questions 2

and 3) relate to thosc for any other Federal agency. Lastly, please describe any interagency

efforts to identify and relate ths entire set of climate change per{ormance measures, includiag

which agencies are involved and the names of the agency representatjves. .
=€ 6
Ke I o |ov ¢ 7. Please provide a tablc for FY 93 - FY 97 identifying all assistance (including grants, - l)d" ¢

0@  cooperative agrecments, and other transactions) and contract awards to non-profit and for-prefit ¢ A i'
" organizations for any climate change activity, including the date, amount of the award, name of 5 W

the organization, purpose of the award, and a summary of any resuli(s) from the award. Please - v W “).,J

v ¢

‘-\

ST

provide a copy of any final report from these awards. £ 4/‘)
. | h#
E conomic, Policy and Legal Analyses . qu}") ‘
: . 0
. 8. Since January 1993, has the Environmental Protection Agency (EPA) participated in any @4
0% interagency effort(s) relating to climatc change in any of the following areas: (a) review of < ¥4~k
current legislarion and/or the need for any new \egislation; (b) review of current rules, any r':e‘ede,dL/'M
revisions to current rules, and/or any needed new rules; (c) production or review of any 6EE é

environmental data and/or analyses; (d) production or review of any cost-benefit data or analyses;
and/or (&) production or review of any economic data and/or economic apalyses? If so, please
identify the intcragency cffort, its member agencies, its membership not only from your agency
but also from other Federal agencics. and/or any non-Federal parties. all drafts and analyses from
the effort(s). and any comments frora your agency on any drafts.

e JHe «t

e 9 Since January 1993, has EPA cither prepared or reviewed any environmeatal, costbenefit, '
o< & "“:(,a“’ and/or cconomic data and analyses relating to the White House Initiative on Global Climate
50 \:‘;. o Change? If so, please providc a copy of all data, analyscs, and any comments by your agency.
59 et ' :

_ ¢ 10. Did EPA comment on any of the draft testimony on climatc change by Admiristration

oF¥ T Witnesses since the President’s 1998 State-of-the-Union address (including, but not limited to,

L testimony by CEA Chair Janet Yellea on the Economics of the Kyoto Proiocol before the House
Commerce Committee)? If 50, pleese provide a copy of the draft testimony and any comments

by your agency.

>
-

g 04 11. Has EPA suggested any alternative policy options for climate change? If so, please provide

a copy of all drafts and suppasting analyses and any comments from other Federal agencies on
your altcrnatives. '
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12. Does EPA plan to revise any existing legislation or propose any ncw legislation relating to
climatc change (including legislation that will have tbe effect of reducing grecnhouse gas
ernissions whether or not that is the intended purpose of the legislation)? If so, please identify
2and describe all such Initatives, including a timetable for their development and submission to
Congress. Also provide any and all legal and policy analyses regarding the applicability and
availability of existing legislation to implement the Kyoto Protocol and any comrents from other
Federal agencies on the analyses.

13. Does EPA plan to revise any existing rules or propose any new rules relating (o climate
change (including regulatory sctions that will have the effect of reducing greenhousc gas
emissions whether or not that is the intended purpose of the regulatory action)? If so, pleasc
identify and describe all such initiatives, including say cosl-benefit analysis, and a timetable for
their development and promulgation. Also, provide any and all analyses that were prepared or
considered of the cumulative effects on the U. S. economy and/or energy system of all or any
combination of regulations that were issued since 1992, that were proposed, and that are being
dcvcloped that have or will have such effects.

14. Has EPA participated in discussions or reviewed any documents relating to international
emissions trading, joint implementation, and/or the Clean Development Mechanism? If so.
please provide a copy of all drafts and any comment provided by your agency.

Electricity Restructuring

15. On February 11, 1998, Under Secretary of Stete Stuart Eizenstat testified before the Senato
Foreign Relations Committee that the Administralion has “no intention through the back door or
anythiog clse, without Senatc confirmation, of trying to impose or take any steps to impose what
would be binding restrictions. . .until and uness the Scnate of the United States says §0.” In light
of this assurance wouldn't it be inappropriate for EPA or any other agency to recommend any
legislation or propose any regulations that wonld place limits on carbon dioxide emissions or any

" other grecnhouse gases before the Senate bas ratified the Kyoto Protocol?

16. Is EPA prescatly participating in an intcrageocy cffort to draft the Administration's
legislative proposal for electric utility restructuring? ‘What other agencies are working on this
proposal? Which agency is serving as the lcad agency in this cffort?

17. What are EPA's views about including in the Administration’s legislative restructuring

proposal an emissions cap and trading system to control catbon emissions even before Senate
ratification of the Kyoto treary? '

18a. Recently, the press has written about and/or printed the text of two EPA memoranda. One
of the memoranda, consisting of three pages, is entitled, “Environmental Provisions in Electricity
Restructuring Lepgislation.” The second, consisting of two pages, is entitled, “Electricity
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Rcs.truciuring .ﬁnd the Environment: What Authority Does EPA Already Have and What Does It
Need?" Please provide the following information segarding these documents:

18b. Identify who prepared these two documents.

18c. Tdentify who requested or authorized the preparation of these documents and
indicate when that occurred. The Subcommittee understunds that these memoranda were
presented at interagency discussions on restrucauring legislation with officials of the National
Economic Council. Indicate whether that is accurate.

18d. The first memorandum addresses environmental provisions that should be included
in electricity restructuring legislation. This memorndurn asserts the necd to obrain legislative
authority to establish 3 fecderal cap and trade program that would, among other things, control
electricity-relared carbon dioxide emissians. Without such authority, it is argued that the
Administration will be unable 1o easurs emissions reductions at low cost and to achicve a
“sigaificant down-paymeat” towards reducing emissions of greenhouse gascs. Indeed, the
memorandum states that this “would be seen as a conercte step 16 move forward domestically on
global warming while continuing to work for progress internationally in follow-up to Kyoto.” Is
this the position that EPA is taking on restructuring legislation in interagency discussions? Jf so,
isn’t the ageucy recommending steps 1o itnplement the Kyoto treaty prior to Senate ratification?

18¢. Please provide all assessments that the agency has prepared of pownual
environmental impacts of restructuring the electric utility industry.

18f. The secand document, dealing with existing uutbority, states that “BPA currently has
authority under the Clcan Air Act to establish pollution control requirements for all four
pollutants of concern fram electric power gencration: nitrogen oxides, sulfur dioxide, carbon
dioxide, and mercury. Action could be taken under provisiows for meeting national ambient air
quality standards. addressing transboundary pollution, ar setting technology-based ¢missions
standards.” Does EPA maintain that it curxently has the authority to establish pallution control
requircments for carbon dioxide? ¥ so, please specify the provisions in the Clean Air Act upon

which the agency is relying and provide any and all legal and policy analyses developed by EPA
to support this position.

18g. If EPA does maintain that it currently has the authority to establish pollution control
requirements for carbon dioxide, please indicate when the agency determined that casbon dioxide
is a “pollutant,” “air pollutant,” or “‘a hazardous air pollutant” and provide any and all legal and
policy analyses that the Agency has prepared or considered that support such determinations.

19. Onp February 12, 1998, David Doniger of EPA stated ar an Air & Waste Management
Association luncheon in Washington, D. C. that the agency is “wying to explore™ ways to
integrate reductions of particulate matter, sulfur dioxide, nitogen oxides, and carbon dioxide. He
indicated that EPA is using an integrated plunning model to determine how best to lower several
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pollatants simultancously. [sn’t this the very approach that is advocated in the above-refercnced
EPA memorandum addressing electric unility restructucing legislation?

The EfYects of EPA Regulatory Actions an Greenhouse Gas Emisslons

20a. In his Junc 26, 1997 remarks to the United Nations Special Session an Environment and
Development, President Clinton referred (o the recently issued new and revised national ambicnt
air quality standards (NAAQS) for ozone and panticulate matter (PM) as “a positive first step” in
addressing grecnhouse gas emissions.

20b. Did the Administation consider the ancillary benefits of greenhouse gas emission
reductions in setting the new and revised primary NAAQS for ozone and PM?

20c. Scction 109(b)(1) of the Clean Air Act (Act) establishes that the standard for setting
primary NAAQS is “requisite (0 protect the puhlic bealth” with an “adcquate margin of safety.”
Section 109(b)(2) of the Act provides that impacts on the public welfare (e.g., effects on climate)
may only be considered in setting secondary NAAQS). Doesn’t this statutory framaework
prohibit the Agency from considering the impacts of the new and revised standards on
grecnbouse gas emissions and climate change during the primary standard-setting process?

20d. Section 307(d)(6)(C) of the Act specifies that a promulgated rule “may not be based
(in part or whole) on any information or data which has not been placed in the docket 2s of the
dare of such promulation.” Did the Agency include in the docket for the ozone and PM NAAQS
rules any information on the impacts of the new and revised standards on greenhouse gas’
emissions? _

" 20e. Please provide to this Subcommittce any and all records conceming the irnpacts of

o Fﬂ-/ or f"'f the new and revised ozone and PM standards on greenhouse gas emissions that were developed

or considcred by Agency staff before or during the o2one and PM NAAQS rulemaking process.

21. In the Regulatory Impact Analysis (RIA) for the ozodc, PM, and Regional Hazc rulcs, EPA
identifies “the investments madc to control greenhouse gases for climate change™ as a “caralysr”
for the development of innovative technologies (RIA 9-3). Presumably, EPA has concluded that
future regulation of greenhouse gas cmissions will reduce the costs of developing technologies to
comply with the ozonc and PM NAAQS. The RIA also stazes that: “In the international climate

" change negotiations, the U.S. is pursuing legally binding targets ar a level considered 1o be *real

and achievable.’ Such targets will help decrease not only [greenhouse gas], but also a variety of
other air pollutants.” (RIA at 9-30). These statements suggest that the Agency took into account
future greenhouse gas emissions reductions (and the control technologies developed o achieve
these reductions) in calculating the costs and benefits of the ozone, PM, and Regional Haze.

Was this a reasonable assumption, considering that neither the Clean Air Act nor the current
Framework Convention on Climate Change mandates reductions in greenhouse gas emissions? .
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22. EPA’s Fiscal Year 1999 Suategic Plan states: “By 2000 and beyond, U. S. greenhousc gas
cmissions will be reduced to levels consistent with intemational commitments agreed upon under
the Framework Convention on Clirnare Change (FCCC), building on initial efforts under the
Climate Change Action Plan (CCAP).” The Agency's Strategic Flan further provides that: “By
2000, CCAP implementation throughout the Federal government will reduce annual U.S.
greenhouse gas emissions by 73 million metric tons of carbon equivalent MMTCE). The
programs will lead 10 greawer annual reductions of between 115 and 140 MMTCE by 2000S.”

Upon what legal authority is the Agency relying 1o implement these reductions? Plcase
point to the specific provision or provisions of the Clean Air Act that authorize EPA ta require
o) sad these reductions in greenhouse gus emissions. Is EPA’s objective ticd to the current FCCC,
' which calls for volwatary action to return emissions to 1990 levels or does the agency's plan
ioclude actions aimed at reducing U.S. grcenbouse gas emissions 7% below 1990 levels. as the
Administration agreed to in Kyoto?-

23a. In March 1996, EPA promulgated New Source Performance Standards (NSPS) and
OGO} Emission Guidelines (EG) for Municipal Solid Waste Land(ills. [61 Fed. Reg. 9905 (March 12,

OAF11s*"  1996) (MSW Landfill Rule] In the preamble to the MSW Landfill Rule, EPA stated that : “The
additional methanc reductions achisved by [the control technology option selected]) are alsoan
importont part of the total carbon reductions identified under the Administrations's 1993 Climate
Change Action Plan.” Id. at 9914, EPA further stated that, *The Climate Change Action
Plao. . . calls for EPA to promulguis 4 ‘tough’ landfill gas rule as soon as possible.” 1d. at 9916,
Please poimt to the provision in the Clean Air Act that aithorizes EPA to consider-climate change
jmpacts in developing the NSPS and EG for MSW Landfills. '

23b. EPA acknowledged in the preamble to the MSW Landfilt Rule that, despits a
general concem that increasing emissions of greephouse gases could lead to climate change, “the
o™ ratc and magnitude of these cbanges are unknown.” Id. at 9917. In light of this uncertainty, what

was the basis for EPA’s conclusion that the MSW Landfill Rule would have beneficial impacts
with respect 10 climate change? ' ‘

' . - 23c. Please provide to this Subcommittee ahy documents concerning the impacts of the

o / i MSW Landfill Rule on greenhouse gas emissions that were developed or considered’by Agency
staff during before or during the MSW Landfill rulemasking process.

o 242, In the preamble to a March 1994 final rule implementing the Significant New Alternatives

Program (SNAP), EPA adopted the interpretation that “‘global warming potential™ must be

,//oab considered in determining what substances are acceptable substitutes for ozone-depleting
substanccs (ODS). See 59 Fed. Reg. 13044 (March 18, 1994). Although public commenters
objected on the grounds thut EPA lacked avthority under Section 612 of the Act 1o regulate
substitutes bascd on global warming, EPA disagreed with this interpretaiton and srated that: “In
October 1993, the President directed EPA through the Climate Change Action Plan (CCAP) to
use its authority under 612 of the Clean Air Act to parrow the uses allowed for

ok

6
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hydrofluorocarbons and perfluorocarbons with high global wamming potential. Jd. at 13049,
EPA reuched this canclusion even though, in Lhe process of amending the Clean Air Act of 1990,
Congress deletcd authority for EPA to phase our use of substances based solely on their global
warming pofential. Please explain EPA’s legal theory for relying upon Section 612 of the Act to
regulate ODS subtitutes based on their global warming potential.

24b. How can the President’s directive in the CCAP be reconciled with clear legislative

- intent to prohibit consideration of global warming potential in the SNAP analysis?

25. In EPA’s Advance Notice of Proposed Rulemaking (ANPR) on integrated implementation of
the ozone, PM, and Regional Haze rules, the Agency states that: “While the focus of control
strategy integration centers around the ozone, PM, and regional haze programs, some
consideration of how other programs affcct these programs will need 1o be assessed (i.c., acid
rajn, climale change, stratospheric ozone, ecosysiem protection, toxics). { 61 Fed. Reg. 65764,
65775 (December 13, 1996)] Is EPA planning o reguiate greenhouse gas emissions through this
“Integrated implcmentation” program? If so, under what specific stamtory authority? Please
provide sall legal analyses to support such a pogition. '

26. EPA has characterized the new NAAQS for PM2.5 and ozone as an electric utility issue. In
addition, EPA’s proposed SIP call on Nox focuses on emissions from elcctric utilitics. Several |
other proposcd or conternplated regulatory initiatives—regional haze, revisions to new source
review requirements, revised ncw source performance standards for utility bailers, and air toxics
standards for electdic urilities” boilers~-also appear likely 1o require substantial emissions
reductions from clectric utility plants. Has EPA pesformed any analyses of how any of these
regulatory programs--alone or in combination—-will affect emissions of any greenhouse gases
covered by the Kyoto Protocol? Moreover, has EPA assessed the cumulative effects of these
regulations, or any combination of them, on the U.S. cncrgy system and economy? If so, please
provide all vecords of such analyses, including drafts, and materials explaining how the analyscs
where performed and by whom. Also please identify all individuals consulted in conjunction
with such analyses and provide all records reflecting the dats and content of such consultations.

274. Jn its proposal to require modification of SIPs to limit Nox emissions (62 Fed. Reg. 60318)
(the proposed SIP “call”), EPA asserts that “on a global scale, decreases in Nox eméssions will,
to some degree, reduce greenhousc gases.” 62 Fed, Reg. At 60374. Has EPA quantified the
effect of the propused SIF calls on greentonse gases and/or global warming? If so, plense
provide copies of all records and analyses. Also, pleasc indicate wheo any such analysis was
performed and by whom. . '

27b. If EPA has performed no such quantification of the effects of the proposed SIP
calls on greenhouse gases, what is the Agency’s basis for asserting that one of the non-ozone
benefits of the proposed SIP call will be its impact on global warming? '
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27c. What role did global warming #nd other non-ozone benefits play in EPA’s
identification of a specific Nox-reduction program as a means of implementing the ozone
NAAQS? Please idenlify the date(s) of any and all mectings at which the non-ozone benefits of
the proposcd SIP call were discussed and the identities of each participant in each such meeling,
Provide all records relating to such mectings.

27d. Did EPA consider whetber other options for attaining the ozone NAAQS might
yield equal or greaier non-ozone benefits? If so, please provide copics of any and all analyses
evaluating the benefits of such alternative implementation strategies and all records regarding
consideration of the benefits of such altemative strategies. Please ideatify all EPA staff members
involved in such analyses.

28. According to an Augost 29, 1997 “Inside EPA™ article, an EPA source “points out that EPA
estimated last year that an aggressive strategy to reduce 502, Nox and mercury from ulilities
would only reduce CO2 emissions by five to scven percent. If mercury is removed from this
cquation, an administration source says this perceotage is likely to fall since some utilities would
bave undoubtedly chosen to alter their fuel mix s a way to meet an onerous mercury reduction
requirement.” Please provids any and all analyses that relate to the comments made in this
article. Why were any such analyses performed? Are there other similar analyscs available for
other industry sectors? : '

FACA Subcommittee on Energy, Clean Air and Climate Change

29a. In July, 1997, EPA announced the formation of a new subcommittes of its Clean Air Act
Advisory Committee; the Subcommittee on Energy, Clean Air and Climate Change. Please
provide a copy of the chaster of the Subcormiltee and copies of any and all records concerning
the purpose or goals of the Subcommiiee. o _

29b. Please identify all EPA staff members who are involved in supporﬁng or working
with the Subcommitiee or who have atended or participated in meetings of the Subcommittee.

- 29¢c. Please explain EPA'’s authority to convene an advisory conuuirtes to examine
climate changg issues.

29d. Please discuss whether and how climate change programs and initiatives will be
inteprared into state implementation plans. ‘ -

Climate Change Outreach Efforts

30. Pleasc cxplain why the agency is sponsofing regional conferences around the country
regarding implementation of the Kyoto Protocel? A brochure to ane of the conferences that the
agency has spansored states that, “Annex I partics must now begin designing policies and

. programs to meet [the] reduction goal [of 7% below 1990 levels].” How much have you already
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spent and how much do you plan to spend in Fiscal Year 1998 funds setting Lp or cosponsoring

confcrences on implementing the Kyoto treaty? How much do you plan to spend in Fiscal Year
19997 )

31. Do you agree thal Senate ratification is required before mandatory greecnhouse gas cmission
reductions are jmplermented in states or in the U.S.? This Subcommittee tnderstands that the
Commonwealth of Massachusetts recently reccived a $77,000 grant from EPA to sct up
workshops and conferences on climate change.. In a February 20, 1998 letter signed by the state’s
Executive Office of Environmental Affairs, Massachusetts “stakeholders” are invited to
participate in the development of a Qlimate Change Action Plan for Massachusetts. The letter
indicates that the state is “seeking a package of recornmendations that could reduce
Massachusstts’ emissions of greenhouse gases consistent with the U.S. target adopted in Kyoto
three manths ago.” Is EPA promoting these types of efforts or is the agency specifically

instructing states that the Kyoto targets are not relevant to policy decisions, unless and until the
Senate ratifics that weaty?

Early Credit Reductions

32. On February 17, 1998, a proposal for a program to reward early greenhouse gas emissions
reductions was presented to EPA’s Subcommittee on Energy. Clcan Air and Climate Change. In
addition, since the conference in Kyoto, EPA officials bave been discussing the merits of an early
reductions program. They also have stated the need to develop a strategy for determining real
reductions betwecn 1998-2008 and for crediting the pre-1998 reductions that have been
registered in the database established under Section 1605(b) of the Energy Policy Act of 1992
(EPAct). Under what authority is EPA proceeding to consider proposals for carly reduction

- credits? Wasn'tthe Departmeant of Energy (DOB') charged by Congress to set up a system for the

voluntary reporting of greenhouse gas emission reductions? Does EPA believe that it is
appropriate for it to be evaluating proposals to displace that system developed by DOE?
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Definitions and Instructions for the Production of Record
1. When a request calls for the production of records, the Subcommittee requests all

responsive records that arc in the agency’s possession, custody, or control through the date of the
(inal submission of records to the Subcommittee, unless the request clearly states that the
Subcomumittee is only interested in records received during a particular tiroe period.

2. Please sequentially number gll recards that you produce to the Subcommittee. and
indicate the source of any record if the source is not accurately reflected on the record itself.
Please submit all records on single-sided paper and submit an inventory of records produced if
the volume is more than 100 pages. :

3. To the extent practicable, please osganize the records or documents in t2bbed binders or
folders that indicate which records arc responsive to which requests for information.

4. For the purposes of this and related requests in the future, the “record”™ or “records” shall
include any and all drafts, oginals, and non-identical copics of auy ilemn whether written, typed,
printed, electronically recorded, wranscribed, punched, or taped, however produced or reproduced,
and includes but is not limited to any writing, transcription. or recording, produced or stored in
any fashion, including any and all computer cntrics, memoranda, notes, talking points, letters,
journal entries, reports, studies, calendars, manuals, pross releases, opinions, documeats, -
analyses, messages, sarmmarics, bulletins, e-mail messages (in hard copy and electronic forms),
disks, the texr of any alphanumeric messages or other electronic paging devices, briefing
materials, cover sheets or routing cover sheets and any other machinc readable matesial of any
sort whether prepared by cumrent ot former officers and employees, ageats, consultants or by any
non-employee without limitation. “Record” or “records” shall also include redacted and
unredscted versions of the same record. "

10
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March 11, 1998

The Honorable Robert E. Rubin .

Secretary \

Department of the Treasury

TREAS LEG_AFES

Washington, D.C, 20220
Dear Secrctary Rubin:

The Subcommittee on National Economic Growth, Natural Resources, and Regulatory
Affairs is conducting oversight of the White House [nitiative on Global Climate Change.

Pursuant to the Constitution and Rules X and XT of the United States House of
Representatives, please provide the Subcammittee with detailed information in response to the
attached questions regarding the budget, performance measures, legislation, regulations, and
analyses for this initiative. Plcase restate cach question before the curresponding answer.

Please contact Subcommittce Staff Director Mildred Webber at 225-4407 if you have any
questions about this request.. Please provide this information not later than 12 poon, March 31,
1998 to-the Subcommittee in Room B-377 Rayburn.

— | |

Thunk you in advance for your attention to this request. |

Sincerely,

| o @'w‘s& Mo

David M. McIntosh i

Chairman

Subcommittee oq National Econormc Growth
3 Narural Resources, and chulato Affhlrs

cc: The Honorable Dag Burton f
The Honorable John Tiemey

Enclosure
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Questions for Each Agency with Any Climate Change Fundiug

‘ .
L. Please provide a table with Fiscal Year (I'Y) 89 - I'Y 99 historical budget authority for your
agency for the various components of the President’s “Climate Chan g¢ Technology Initiative,”
including the previous “Climate Change Action Program/Plan” and any other new or previously
authorized Research and Development (R&D) herein (except for the U.S. Global Change
Research Program included in Question 3 below). For each component, pleasc indicate each
specific budget account, the specitic legislalive authority (including the specific stamte, the

section citation, and the language of the section) for the program, and a brief deseription of the
program. S

2. In Section 2 ("Programmatic Details") of OMB's February 2, 1998 handout, "Climate Change
Technology Initiative - 1999 Budgct Briefing Materials,” pleasc provide the following
information associated with each paragraph description in which your agency has been funded or
is requesting funding: the associated funding in FY 97, FY 98, and FY 9. Also, for each l
paragraph, for the requested funding in FY 99, Please provide cvidence of any accomplishments

from the FY 93 - FY 97 funding, if any. Lastly, for cach paragraph, please indicate any program
performance measures for the requested funding, and, for each such measure, please provide data

for the 1990 base year and annual data for the most recent three-ycar period for which data are
available, ool

3. Please provide a table with FY 89 - FY 99 historical budget authority for your agency for the

various components of the “U.S. Global Change Research Program” which were or are devoted

exclusively to climate change R&D. For each component, please indicate each specific budget

account, the specific legislative authority for the progra (including the specific statute, the

section citation, and the language of the section), and a brief' description of the program, \

- If funded in aﬁy of FY 93 - FY 97, please provide evidence of any accdm_blishments from i,
these dollars. Also, for requested funding in FY 99, please indicate any program ;
performance measures for the requested funding, and, for each such mcasure, please '

provide data for the 1990 base year and annual data for the most recent three-year period
for which data are avaijable. . .

4. Pleasc provide a tablc with FY 89 - FY 99 historical budget authority for j\rdui_-j_agency for any
other components of the Administration’s climate change program (i.e., in addition to those
tncluded in answer to questions 1 and 2). For each component, please indicate.each specific
budget account, the specific legislative authority for the program (including the specitic statutc,
the section citation, and the language of the section), and a brief description of the program.

5. For tha FY 99 request, please provide a tabje showing what part is funding ta continue
initiatives funded in FY 98 or prior years and what part is brand new activity. For each

compouent, please indicate each specific budget account, the specific legislative authority for the
program (including the specific statute, the section citation, and the language of the section), and

-
I
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a brief description of the program. For each brand ncw activity, pleasc indicate axpected
requested (unding annually through FY 03.

6. Plcase identify the full set of your agency-specific performance measures for the
Administration’s Climate Change pruposal (besides those indicated in response to questions 2
and 3), including data for at least the 1990 base year, FY 97, FY 98, and FY 99. Also, pleasc
identfy how any of your agency-specific measures (including those in response to questions 2
and 3) relate to thosc for any ather Federal agency. Lastly, please describe any interagency
efforts Lo identify and relate the entire set of climate change performance measures, including
which agencies are involved and the names of the agency representatives.

7. Please provide a table for FY 93 - FY 97 identifying all assistance (including graats,
cooperative agreements, and other transactions) and contract ywards 1o non-profit and for-profit
organizalions for any climate change activity, including the datc, amount of the award, name of
the organization, purpose of the award, and a sumnmary of any resull(s) from the award. Please
Provide a copy of any final report from these awards.

8. Sincc January 1993, has your ageney participated in any interagency effort(s) rclaling 1o
climate change in any of the following areas: (a) review of current legislation and/or the need for
any new legislation; (b) review of current rules, any needed revisions to current rules, and/or any
needed new rules; (¢) production or review of any environmental data and/or analyses; D
production or review of any cost-beaefit data or analyscs; and/or («) production or review of any
economic data and/or economic analyses? If'so, please identify the interagency effort, its
member agencies, its membership not only from yeur agency but also from other Federal
agencics and/or any non-Federal parties, all drafts aud analyses from the effort(s), and any
comments from your agency on any drafts.

9. Since January 1993, has your agency cither prepared or revicwed any environmental, cost-
benefit, and/or economic data and analyses relating to the White House Initative on Global
Climate Change? If so, please provide a copy of all data, analyscs, and any comments by your
agency.,

10. Did your agency comment on any of the draft testimony on climate change by
Administration witnesses since the President’s 1998 State-of-the-Union address (including, but
not limited to, testimony by CEA Chair Janet Yellen on the Economics of the Kyoto Pratocol
before the House Commerce Commitiee)? If so, plcasc pravide a capy of the draft testimony and
any comments by your agency.

11. Has your agency suggested any altemative policy options for climate change? If 0, pleasa
provide a copy of all drafts and supparting analyses and any comments from other Federal
agencies on your altermartives.

9
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12. Does your agency plan to revise any existing legislation or praposc uny new legislation

- relating to climatc change (including legislation that will have the effect of reducing greenhouse

gas emissions whether or not that is the intended purpasa of the legislation)? If so, please
identily and describe all such initiatives, including a timetable for their development and
submission to Congress. Also provide any and all legal and policy analyses regarding the
applicability and availability of existing legislation to implement the Kyoto Protocol and any
comvaents from other Federal agencies on the analyses. '

|

13. Docs your agency plan to revise any existing rules or propuse any new rules relating to
climate chuntge (including regulatory actions that will have the ctfect of reducing greenhouse gas
emissions whether or not that is the intended purpose of the regulalory action)? If so, please
identify and describe all such initiatives, including any cost-benefit analysis, and a timetable for
their development and promulgation. -Also, provide any and all analyses that were prepared or
considercd of the cumulative ¢ffects on the U. S. economy and/or cnergy system of all or agy
combination of regulations that were issued since 1992, that were proposed, «nd that are being
developed that have or will have such effects.

14. Has your agency participated in discussions or revicwed any documents relating to
intcrnational ¢missions wading, joint implementation, and/or the Clcan Development

Mechanism? If so, please pravide a copy of all drafts and any comument provided by your
agency. :

) Qoos
03/11/88 11:34 B . -

1. When a request calls for the production of records, the Subcommirtce requests all
responsive records that are in the BRCNCY’s pussession, custody, or contro} through the date of the
final submission of records to the Suhcommittec, unless the request clearly states that the
Subcominittee is only interested in records received during a particular time periad.

?- . Please sequentially number all records that you producs to the Subcommitte, and
indicate the source of any record if the source is not accurately reflected on the record itself,

Pleass submit all records on siagle-sided paper and submit an Inventory of records produced if
the volume is more than 100 pages.



3 To the cxtent practicable, please organize the records or documents in tabbed binders or
folders that indicare which records are respoasive ta which requests for informatiun.

4, For the pucposes of this and rclated requests in the future, the “record” or “records” shall
include any and all drafts, originals, and non-identical copies of any item whether written, typed,
printed, clactronieally recorded, transcribed, punched, or taped, however produced or rcproduccd,
and includes but is not limited to any writing, trunscription, or recording, produced or storad in
uny fashion, including any and all computer entrics, memoranda. notes, talking points, letters,
Jjoumal entries, reports, studies, calendars, menuals, press releases, opinions, docurnents,
analysey, messages, swnmaries, bulletins, c-mail messages (in hard copy and electronic forms),
disks, the text of any alphanumeric messages or other clectronic paging devices, briefing
materials, cover sheets or routing cover sheets and any other machinc readable materiul of any
sart whether prepared by current or former officers and employees, ageats, consultants or by any
non-employee without limitation. “Record” or “records” shall also include redacted and
uoredacted versions of the same record.



Tom Peterson, White House Climate Change TF T 202-343-1060 V1298
Mar-12-98 03:11P Climata Changa Task Forcae P.O1
ID: MAR 1198 17:26 No .00/ P.02

e - M T .

J2:52PM Qe

QMO
= =y
. 'm..:_, ;?:'w ONE HUNDRYD FIFTH CONGREDS a...“""'..‘..".....':;_
SHAYE. DN 1T oyt e
TOE e, Longress of the United States R o v
oadn oyt o voug cmarne T
gt Fause of Repredentativeg frrel et el
o T LS i PSP V.
ST e s COMMITTES ON GOVERNMENT REFOAM AND OVERSIGHT Sy S
ity 2137 Ravausn House Crrece Buoina E..u:: s
Wasrwaren, DC 208138143 oy ﬂ-
[ 3 FR/T Y
N LI G- v—

Maurch 2, 1998

BY PACRIMILE

‘The Honorabls Franklin D. Raincs
Directos

Office of Management and Budget
Washingean, D.C. 20303

The Honarable Kathleen A. Mc(Uinty
Chair

Council on Bavironmental Quality
Washington, D.C. 20302

Dear Director Raines and Chair McQinty:

The Subconunitice on National Ceonomic Qrawth, Natural Resouroes, and Regulatory
AfTairs is condusting oversight of the White Hlousc Snjtintive on Global Climate Change.

Pursusnt © the Constinnion and Rules X and XJ of the United Stares House of
Representatives, please provids the Subcommitiee with detailed information in response 1o the
attachod questions regarding the budget und performance measures for this initiative,-Please
rosuils vach guestion before the cunesponding answer. ) /’/—\ \
Please contact Subcommittes Stwf¥ Director Mildred Webber at 2254407 if you have any
questions about thig fequest. Please provide this information not later than 12 noan, March 24,

1998 w the Subcomminee in Room B-377 Raybum. ',. l
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Thank you in advance for your attention to this request.

Sincerely,

Ghnd) M cbixtovbo

David M. Mclatash

Chairman

Subcommittce on National Economic Growth,
Natural Resources, and Regulatory Affairs

¢c:  The Honorable Dan Bunon
The Honorable Bemard Sanders

Enclosure




Tom Peterson, White House Climate Change TF ™ 202-343-1060

Y1298 Q2:53PM
Mar-12-98 03:11P Climata Changa Task Forca

Q46

P.03

MHK 11 Y% 1720 NO.UUr P.U4

Questions on tha Whits House Initiative on Global Climate Change

rovide a table with Fiscal Year (FY) 89 - FY 99 historical budget authority, on an
:'::;.‘:,?.'emy basiy, for the various components of the President’s “Climate thn!e
Technology {nitiative.” including the previous “Climate Change Action Program/Plan™ and any
other new or previously authorized Research and Development (R&D) bereln (except for the
U.8. Global Changc Research Program includcd in Quéstion 2 below). For cach component,
please indicate cach specific budget sccount and a brief description of the program.

N For FY 93 and FY 08, please axplain why the details in Table $-10 do not equal the totals
IV " i Table 62 inthe Bt o tho Unlied Sotca Gnverapeot Fisal Year 1996,

. 97, please expluin the difference between the published figures in the Budgst of \
WA% WM (cstimated $187 mmillion) and the Budgct '

 afthe {Inited States Government Fiscal Year 1999 (actual $743 million), including any
reprogramming from other budget accounts.

. Far FY 99, pleass expluin why the published figures (the requested funding for key f
o™ sectors) Ln Table 6-3 of thw Busdect afthe United Sttcs Clovemmeat Fiscal Year 1999 do
oot equal the total.

’ In Section 2 ("Programmatic Dctails™) of OMB's February 2, 1998 handoyt, "Climatc
Change Technology Initistive - 1999 Budget Briefing Materiale,” pleass provide the
following information associsted with esch pasagraph descripion: each affected agency

¥ and, for each agency, the associated funding in FY 97, FY 98, and FY 99. Also, for ouch
O't‘/ paragraph, and for each agency, ploass provide evidence of any sceomplishments from
.Qo" the FY 97 funding. Laatly, for cach paragraph, an::;tuch agur.f y.p‘icmhmdtute any
B program performance measuses for the requested funding and, for each such measure,
“i;vt pleass p.g:de annus! data for the most recent thres-year period (or which data are
0 avallablae,

2. Pleass providc a table with FY 89 - FY 99 historical budget authority, on as uaeacy-b!- )
agency basis, for the various components of the “U.S, (lobal Change Research Program™ which

wers of are devoied exclusively to climate change R&D. For each component, please indicate
cach specific budget account and & bricl dessiiption of the program.

. For FY 93 actual figures for the “U.S. Global Change Rescarch Program,” please explain
the difforences amang the published figures in the Budest of tha United States
(/ Qavemment Fiscal Year 1996 ($153 1 million), the Budgerof the United States
Q‘N\ Qoyonmsnt Flacal Yaar 1937 (51319 willion), and the BudgatoUha Loited Jiates Fizcal
Yaar 1998 ($1464 million), including any reprogramming from ether budget accounts.
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N@ . For FY 93 and FY 96, please explain why the detalls in Table 7-2 do nat equal the totals
0 in Table 6-2 of the Budgat ofthe Uinitod States Gavorament Fiscal Yoag 1996,

. For sach agency with funding in FY 97, please provide evidence of any accomplishmenis
14 from the FY 97 funding. Also, for cach sgency requesting funding in FY 99, pleass
.’k" oy indicate any program performance measures for the requested funding and, for cach such
) ' measure, please provide annus! data for the most reocnt threcsycar period for which duta
&re available.

3. Ploase provide a tahle with FY 89 - FY 99 historical budget nuthority. on an agency-hy-
agency basis, for any other componeats of the Administration’s climate change program (l.e.in
\N\% addition to those inclinded i answer 1o queatious 1 mud 2). Fur cuclt cuiponcul, plewss lnticaie
! each specific budget account and s bricf description of the program.

4. Sinee the Governmentswide Pedbrmance Plan for EY. 1999 does not include any performance
—~  messures for the Administration’s Cliniate Change proposal, plesse fdentify all govemment-wide
: and agenicy-specific performence measures for the Adminisuation's Climate Change propossl,
including data for at least FY 97, FY 98, and FY 99.

/ The Performance Plan in DQE’s FY 99 Budget submission includes goule of reducing ges

vo* emissions by S percent {n 2010 and reducing encrgy consumption by 25 percent in 2010.
Pleasc provide at least FY 97, FY 98, and FY 99 data on gas emissions and energy
consumption to meet these goals.

%??‘ . EPA's FY 99 Budget includes gouls of reducing smissions by 40 million metric tons and
reducing energy consumption by 45 billlon kilowans. Pleare pravide at least FY 97, FY
98, and FY 99 data on gas smissions and enrgy consumption to mest these goals.

\g’ﬂ‘ . Please explain whether and how DOE's and EPA’s pufoumncc measurcs overlap = l.c.,
whather they rolate to reductions mado by only that ageney’s programs or by all sgencics’

pograms in tho aggrogate.

”~
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Februarv 26, 1958

The Honorable John H. Gibbons

Assistant to the President for Science and Technology,
and Dircctor, Office of Scicnce and Technology Policy

Room 424

0Old Executive Ottice Building

Request” hearing.

gruu2

GEOACE € BADYWN, In, Coildormiy
Asrdag Monorty Member

RALPM M, Nl Vaas

BART GOALON, Tennmease
JAMES A, TRAFICANT, Ja_ Onhia
Tish ROEMER, indeane

PUSEHI & (S| CRAMER, Ja, Aletems
JAMES A, BAACIA, Michigan
PAUL McHALE Panreyivaals
00 BEANCE COHNGCN, Tovas
ALTEER L MAETINGE, Slerids
LYNN N AREAS, Miehicsn

20C LOSG™EN, Caltinenia

MU HAEL F.DOYLE, Penngrlwenis
SHEILA JACCECH LEE Terue
SiLl, LUTHER. Minnesets
WALTEN K, CAPPS, Cuilforis
CEOE STARL OV, MicniGen
009 ET=ERDGE, Nomn Cwoline

ELLEN 0. TAUSCHER, Caltkacos

my sincere appreciation for your testimonyv during the February 12, 1998 Committec on
Road from Kyoto—Part 2: Kyoto and the Administration’s Fiscal Year 1999 Budget

Enclosed are additional questions from Members of the Commitree, as well as a copy of the heanng
tracscript. Your responses will be published as part of the official record of the bearing. In addition to a
hard copy of your answers, the Committes requires an additional copy, mcluding any supporting
graphs or charts, saved on 2 DOS formatted 3.5 inch diskette, in either W ASCU
text. Please send your responses to Ms. Sarah Monaban of the Commi If you prefer;~yqu
may E-mail yout 1espuuses W sarzhmunalan@inail louse.gov.

1 would appredate recziving your respoases to the enclosed quest y Thursday, March 19, 1998.

Also enclosed is & copy of the verbatim transcript for your reviey. The Committee’s rule pertaming to
printing of transeripts is as follows:

The trarscripts... shell be pubiishod in verbarim form, with the materiat requesicd for
the record, as appropriate. Any requesis to currect any errors, other i
transcripnon, shall be appended to the record, and the appropriate place where the
change is requested will be footnoted.

The camplete revisions to the transcripts submutted for the record must be received by Thursday. March 12.
1998, and should be sent to Ms. Sarah Monahan Subcommirtee oa Energy and Envirorment, H2-389 Ford
House Office Building, Washington, DC 20515, If you have any questions, please contact Ms. Monmahan at
(202) 225-9662.
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The Honorable Yohn H. dibbom
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Thank you again for making this hearing successfil. Once the transcript has been coinpleted and pubiished,
a copy will be forwarded to you.

Sipcercly,

F. JAMES S
Chairman

FIS hiw
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COMMITTEE ON SCIENCE
_' U.S. HOUSE OF REPRESENTATIVES

Hearing
on

The Road from Kyoto—Part 2:

Kyoto and the Administration’s Fiscal Year 1999 Budget Request

Thursday, February 12, 1993

Post-Hearing Questions
Submitted to

The Honorable Joha H. Gibbons -
Aszistant to the President for Science and Technology
and
Director, Office of Science and Technolagy Policy

Post-Hearing Questions Submitted by Chairman Sensenbrenner

“Clear and Campelling Bvidence” That Human Activities Are Cansing Climate Chanre

Ql.

v\

You also starc on pagc 2 of your testimony that “the scicntific cvidence that climatc changc 1s \\k\u
occurring, and that human activities are playing a significant role in causing such change, is clear

and campelling.” However, at a recent American Meteorological Society international meeting on

Global Clirate Studies in Phocnix, Arizona, David Rind and Judith Lean of NASA demonstrated

that about half of the observed global warming is ascribed to solar activity. These meuns that only

about 0.5°F of the warming experienced in the jast century coula be due to other causes, including

human activity. Are you familiar with this research, and if so, how doss the interplay of solar

activity affect climate?

Climate Change and Extreme Eveuts

Q2.

Your tesumony on page 4 states that, “More precipitation 18 likely to occur in “extreme’ M‘u\\/\
downpours, where large amounts of rain fall in a short period. Some areas will be threetened by
increased flooding, while others wiil suffer through an ircreased incidence of droughat, as
coatnental 1atenurs become warmer aod dner. ™ However. e 1955 PLC seport, fhe Science of

Climat: Change, seecludes o page 323G “Excspt mmayte for precipitatrion, there 15 hitle agisereent

between models on changes in extreme events [emphacis added].” And even concerning
precipitation, it concludes: “Sevzral models Suggesi an increase in the precipitarion intensity,
Suggesing a possibility for more extreme rainfall evencs {emphasis added].”

Do you agree wita these IPCC conclusions?
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Q3. With respect 1o your statement on page 4 that “Some areas will be threatened by increased
flooding. while others will suffer throngh an increased incidence of drougitt, as continental interiare
become wammer and drier,” 0t it also likely to be true that some areas wil] have decreascd
flooding and decreased incidence of drought™?

Dovuientation of 1997 Teruperature Statistics

Q4. Your testimony on page 4 also states that “new results tforn the National Oceanic and Atmospheric
Admunistration (NOAA) show that 1995 has been surpassed by 1997, and that nine of the last
eleven years are ameng the warmest ever recorded (Figure 1). 1997 also shows up as the warmest
year in dara recards maintained by the Thited Kingdam Metecralngical Office and the NASA
Goddard Institute of Space Studies, roeaning that the three most comprehensive and accurate long-
term surface data rocords all indicats contimied warming of our planct.” o

Q4.1 Please provide a copy of NOAA feport and accompanying data/statistics referreq o in
your statermnent above.

Q4.2 Please provide a copy of the Goddard Institute for Space Studics/NASA confirmatiop and’

accampanying data/statistics referred to in your statement abgove, N

Q43 Please provide a copy of the East Anglia University confirmation and accompanying
data/statistics referred to in your statement above.

Q4.4  Please document your statement that “the nine warmest years ot the century have
occurred in the past 11 years.” '

Land- and Sea-Based Versue Satellie Temperature Mezsurements

Q5. Your testimonv on Page 4 eays thar 1997 was the warmest year on record.  However, the land-
based temperamre data upon which this ciaim is based do not comport with sateliite data, which

Q5.1  How do you account for the divergence between the trends in land-baced and satellite
temperature records over the past two decades.

Q5.2 What typc of rescarch is U.S. Global Changc Rescarch Program conducting to resolve this
discrepancy? -

@oos
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Q6.  The land-based temperature record is subject to the effects of urbanization that could raise ]g S
temperatures. Because of this bias, some scientists have questioned the appropriateness of using
the land-hased temperature record alone to detect global warming. Because the satellites measure
temperatires three-dirensicazlly (1.6, between 5000 and 30,000 feet), there is no bias from
urbanization or other factors. Moreovzr, the satellites cover the entire globe whereas ground-based )
Ucrmorueters do uot. Huw teliable, then, is te ground-bascd lemperature record?

Evidence ror Signiticant Regional Ecosystem Response o Warming Experienced during the Period 1981-
1991

Q7. Your testimony refers a paper published in the April 17, 1997 issue of Narure that “presented é
compelling evidence for significant regional ecosystem responsc to warming experienced during the
period 1981-1991." i
Rlease provide a copy of that papsr for the record,

Records of Total Rainfall and Extreme Rainfall for the United Statcs Over the Last Century

Q8.  Onpagesdand 5 of your written testimony, you discuss NOAA's Tom Karl review of the records
of total rainfall and extreme rainfall for the United States over the last century and canclusions he
reached based upon that review. '

N\
T

Please provide a copy Mr. Karl’s review and the underiying data used in that review.
Extreme Weather Events

Q5. On page 6 of your written testimony you state that “I warnt to emphasize that one can't point to any ))4/\[*’"&/
single extreme weather event today and say for sure that global warming caused it. But we can say ¥ »
that cuch events are examples of the kinds of impacts we expect to occur with greater frequency in

a waitner world.” W &
a@

Pleasc provide documentation of your statement that “such [extreme weather| events are examples
of the kinds of tmpacts we €xpect to occur with greater frequency in a warmer world. f;

IPCC “Business As Usual” Scenario M Q-
== Doaalbds o USUAL ocinano . <C w/';;
: . N Nt ﬁg
mn:e . [, v F9N eaag A . L™= - . b SN , ]
Q10 Oapage § of your waitec wsnreony you Siseess the IPCC tusionss as usual s«x.:\:.r*_o.\ At
Please provide 2 listing of all IPCC “business as usual” scenario assumptions. Wm

K
%wi
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Similar Letters Urgiog Action from the Economic Community

Q15.  On page 10 of your written testimony you state that “We have received similar letters urging action
from thc cconomue commuruty.”™ )
( CO w,oW»Y/)\ gk'k/‘/‘

Picasc dccument this siatement.

Regional Vulnerabilities

Qi6. Onpage 11 of your wntten testimony you stats the following:

“Alaska: The state’s economuc dependence on natural resources makes it highly
vulueralle w clinate change. Global wamivg will be most pronounced in northein regions.
Probable consequences include drying of Alaska’s interior, inundation of fragile coastal delta
areas, and, most seriously, metting of parmafrost, which is already underway. Continuation of
Alaskan warming will lead 1o the disappearance of most discontinuous permafrost over the next
100 years. In many places, ground level can collapse 5 vards or more, leading to significant
damages to ecosysterns and human infrastructurc. Houses, roads, airports, military installations,
pipelines, and any other facility built an ice-rich permafrost are at risk. The melting of permafrost
end the warmming of tundra will lead to the releasc of carbon and methane depostts from the
fermerly frozen lands, which could make them an additional source of atmospheric greenhouse
gases. Ecosystem effects include destruction of trees and caribou habitat; clogging of salinou
spawning streams; reducticn in forested areas; expansion of lakes and wctlanos and mcrmsed
rates of coastal a.nd nverbank erosion, slope instability, landslides and erosion.™ / wﬁﬁwf >

Please document these statements.
Q17. On page 12 of your wrirten testimony you state the following;

“Greet Plains: All sectors of life in the Great Plains are dependent on a verv limited
water supply, and water shortages there are already a preblem. The further drying expected from
climate changg, poses the region’s most significant risk. Agriculture is the base of the economy,
despite the constraints of the dry and variable enviroament. Because agricultural water needs often
exceed rainfall, water for irrigation is commonly supplised from deep aquifers. which are
experiencing overdrafts and dropping water tables. As climate change leads to warmer conditions
and an intensiiied hydrologcal system, the soils of the area are auucipated to furiher dry. The
sunuiianesus diop iu Zquirar levels, greater run-of froim extrome Guwapouis, and shorter deration
ul saow cuver will eaacedbate the region’s water supply problems. Drier soils could be subject
increased wind erosion, which has Jed to “dust bowl” conditions in the past. Betrer soil tillage
practices would simultaneously wumprove soil fertuhty, sod carbon storage capacity, and soud
moisture holding capacity Native species will face incressing levels of competition from
introduced species, such as cheat grass, Japanese brome, Russian thistle, and leafv Spurge, which
already account for extensive economic losses. Riparian areas (wetlands and prairie potholes),

which are used intensively by hunters, anglers, and bird watchers, are extremely vulnerable to
warmer, drier climate.” )

et ) T gy o o et U

Please docwneut these staieiusits N oo e O’—H' P/LL(F/W
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Q18.  On page 12 of your written tesdmony you also state the following:
P :

“Southeast: The Scutheast is a region of abundance, with numerous wetlands, an
extensive cocgdine, and productive agricuiture, fishenies, and forcstry. Urbanization and rapid
populanion growth are already exerting significant stress on some fragile ecosystems. The Florda
EverglacsS have been significantly aliered by bumun cacroachment, with approxicately hulf of dic
ecosystern lost or severely altered by drainage for development as well as pollution from
agriculmral run-off. While the Southeast’s long coastline makes it a recreational playground, 1ts
low elevation renders 1t extremely vulnerable to sea level rise and storm surges during extreme
weather events, such as hurricanes, which are expected to worsen with climate change. A | foot
rise in sea-level, the best estimate over the pext centvrry, could ernde lf]() to 1000 feet of Flarida

beaches, damaging property as well as tourist iaterests.” \/6;; A (787 ngp~t ‘;'“(P""’E’

Please document these statements. MD( W 7
Q1S.  Onpages 12 and 13 of your written testimony you state the following: i/\ k= CLA w0 ST

“Southwest: Rapid population growth in this arid or semi-and region make the Southwest
extremely vulnerable to water supply problems that are likely to worsen under climate change. The
region is naturally subject to large climate fluctuations, which have produced fairly robust
adaptation mechanisms in ranching and agriculturc. The native flora and fauna are also well
adapted w Life in his luush and diy envisonment. Surface water supplics arc insafficient; forcing
reliance on groundwater, use of which already exceeds recharge and is leading to subsidence in
many arcas. Climate change will pose serious challenges and is likely to result in significant
impacts to the region’s traditicnal economic sectors as well as tounism, development, and retail
sectors that mow make up rauch of the region’s economy.  Expected conditions include more
extremely hot days, fewer cool days, and decreased winter precipitation. Altcration of the region’s
hydrologic ¢ycle would affect quantity and guality of the water supply, with major implications for
continued development in the region. Significant changes in vegetation are also nredicted, with
Gambel oak, Pifion pine, and Douglas fir largely disappearing from the region. Saguaro would die
off in its current range, but might find a new home further east and at higher elevations.”

?
Please document these statements. j \AJ,LQU'QWY ef( :

kb bt
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Q20.  On page 13 of your written testimony you statc the following: > gub

Health Effects C‘,& {
Q21.

- a0 1#( .ﬂ,l\-;t )
S LLG /d’ '
/et

“New England: New England’s economy is diverse, and many aspects are indivectiv
dependent on climate. Its natural areas are prized, and its fall foliage draws visitors from ali over
the world. The region is vulnerable to drought and severe storms, which modify its vegetatian 2nd
impact production of furest and Gsleries products. Warnner, drier climate could teduce ski toursim
and shift optimal chimatic conditions north into Canada for the tree species pazed for their fall
toliage and maple syrup. Coastal zreas are likely to be atfected by intensifying storms, sea level
rise, ard reduced freshwater input to cstuaries. Air quality, already poor in the region’s major
urban areas, could decline even further as hot, humid weather increases, leading to increased
incidences of respiratory iliness.”

Please document these statements. - Lt

On page 13 of your wnitten testimony vou also state the follom'ng:\v

“Health Effects: According to the Worid Health Organization, the vuloerability of human
populations to climate change varies across populations depending on environmental
circumstances, social resourccs, and preexisting health status. In general, developing countries are
morc vulncrablc to climate change than developed countries becausc of their limited capital and
their greater dependence on natural resources. Climate change increases the risk of heat-related J
mortality and the potential for the spread of vector-bame diseases, such as malaris, dengus and
yellow fever, and cnccphalitis, and non-vector borne diseases such as choiera and salmaonellosis. %“
The incidence of infectious diseases, which are =tili the world’s lzading causc of fatalities, may also
mcrease.”

Please document these statcments. QQS h
N

Ou page 13 of your wrilley testimony you also state the followiny: (L)

"A study of deaths associated with summer tme hzat stress and winter time illnesses in 44 U.S.

cities estimated that climate change could double the number of weather-related deaths. The

elderly are at preatest risk in the U.S., and urban populations in developing countries are also

2epacinlly valnoerable 1o hoat stress ™

Pleasc pravide a copy of this study.
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Q23.  Oun page 14 of your written testimony you state the following:

“Climate change is likelv to extend the geographic ranges and increase the rates of trausmission of
disease-carrying vectors such as mesquitoes, which can increase the populations exposad to
diseases such as malaria, dengue aad yellow fever. Globally, the population exposed to malaria
could iacrease by onc-third. There could be 50-80 million s@on&l malaria cases per year,
assuming no ckange in public health protection.” /

Please document these statements.

Q24.  Ou page 14 of your written testimony vcu state the following:

“Climate change can reduce atr quality and increasc Ievcls of air borng pollen and sporcs, which
exacerbate respiratory disease, asthma, and allergic disorders.” 9 \QC,C-

Please document these statemeants. o U‘Q KB
Impacts on Water Resonrces

Q25.  On page 11 of your written testimony you also ertate the followng:

“Water Resources: Among e most fundamental effects of clinie clawge iy au
intensification of the hydrological cycle. Changes in precipitation, and increased evaporation and
transpiration due to higher temperatires, can be expected to reduce water runatt, attecting the
quantity and quality of water sapplies for domestic and industrial uses, urigation, hydropower
generaticn, navigation, stream ecosystems and water Lased recreation. These effects will vary
region by region. Tncreased variability i the hydralngic cvcle is expected to result in mare severe
droughts and/or floods in some places. Impacts and-mitigation expenses for such events are
significant; damage estimatcs from the Mississippi flood of 1993 rangc from $10 billion to $20 C
billion. Areas of greatest vulnerability are those where water supplies and quality ars alceady \Q C
problems, such as arid and semi-arid regions of the world and some low lying coastal areas, deltas
and small islands. '

- Climate change would likely add to the stress in several U.S. river basins, such as the O’ﬂa\
Great Basin, Califorzia, Missour, Arkansas, Texas Gulf, Rio Grande, and Lower
Colerade. ; |
L . |0MX ?
. The Colorado River Basin would sufer decreased summer runoff, coinciding with peak Qﬁ_}q L 0- ‘
demand for irrig ss_precipitation also increases substantially. ‘Reductions in (¢ :
runoff of up fo 25 pércent in th‘eEb)asin are projected under some scenarios..

D
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\ e
. Water scarcity in Middle Eastern and African countries also is likely io be exacerbated by > \QC

climate change. Countries that are highly dependeat on warer originating in areas ouiside
their bordars includs Syria, Sudan, Egypt and Iraq.” .

Please document these statements.

Inpacts on Forests

Q26.

On pages 14 and 13 of vour wnitten testmony you also state the folloving: \Q C C

“Forests: Climate change can dramatically alter the geographic distributions of 1dividual
tree species and of forest and vegetation types. One-third of the Earth’s forests would uadergo a
major change in the type of vegetation that could be supported as a result of an equivalcat doubling
of CO,. In northern forests, which arc the forcsts most vulnerable to climate change, two-thirds of
the currently forested area may undergo a change in vegetation type. Mountaintop species and
isolated populations are particularly vulnerable. Over the next century, the ideal range for some
North American forest species will shift by as much as 300 miles to the north, exceeding the ability
of many species to migrate. In some instances. a change in vegetation type will result in a loss of

forest area as the land converts to grassland or shrub land, while in other arcas forest cover may
increase.

. In the United States, western conifer farests cauld decrease in area and be replaced by
breadleaf forests; eastern hardweod forests may be replaced by grasslands along their
westem boundary becauss of mid-continental drying. Forest damage from fire and
diebacks driven by drought, insects and disease could increase.”

Please document these statements.

Impacts oc Other Natural Arcas

Q7.

On page 15 of your written testimony you state the following:

“QOther Natural Areas: Namral ecosystems are highly vulnerable to degradation from "
climate change. Federally protected natural arcas have become a tepository for the Nation’s rarest
species and are critical for the conservation of biological diversity. The compositioa, geographic
distribution, and produciinty of reany scosystems wil shuft as individua! spetier fespoma
changes in climaic. These wil! tikely lad o redacton bialcgical diversity 2nd in fhe gonds and )
scrvives scosystens provide i swicly, suchrayTlequ water and recication. Freshwater wetlands

ec~

\

are particularly at risk from climate cha.ng(. IPCC findings show that: o c (L0 |
W C‘u/kl“rtﬂt Pl it I e i
. Precipitation changes and salt water intruyion from sea level nise could adversely affect the
ecological communities of the Florida Evekglades and degrade the habitat for many species
of wading birds. \ .
AP

e\
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. The wetlands of the prairie pothole region of North America, which support half the
waterfowl papilation of this eontinent, conld diminish in area and change drmmatically in
character in response to chmate change, significantly exzcarbating the destruction already
causcd by agniculturc.”

Please document these statements.

[mpacts on Coastal Areas

Q23.  On page 15 of your wnitten testimony you also statc the following;

“Coastal Areas: Even if concentrations of greenhouse gases are stabilized in the future,
sea lovel would continue W tise loug aflot, peibaps for several ceututies, and 1each levels mucl:
higher than projected for the next 100 vears. For example, after an equivalent doubling of CO,, the
IPCC expects sea level to rise by 6 - 38 inches over the next century, with a “best estumate” ot 20
inches, but the equilibrium sea level rise several centuries in the future is estimated to be at least 6
feet. Rising sea level erodes beaches and coastal wetlands, causes the gradual inundation of low
lying areas, leading to human habitat loss and increasing the vulnerability of coastal areas to
flooding from storm surges and intense rainfall. The TPCC estimates that 20 inches of sea level
rise would double the population at risk from storm surges, from roughly 45 million at present to
over 90 million world-wide. A three foot rise would triple the number of people exposed.
Increases in coastal area populations are likely to further increase the number of people at risk.

0

/

dots

114

/?

& .

0

. Along U.S. coasts, 2 20 inch rise could inundate more than 5000 square miles of dry land ‘(/Q {X

and an additional 4000 square miles of wetlands if not protective raeasures are taken. A
thres foot riss weuld have greater impact, inundating much of the Southern tip of Flonda
among other areas.

. Intemationally, Jow-lyiny arcas, such as parts of lic Maldives aud Bagladesly, would be
completely inundated by a three foot sea level rise, creating large numbers of

cavironmental refugees, which put stress on governments and sociai structures. 72 million  \

people in China would be affected, assuming existing levels of coastal development

Please documeat these statements

p cC
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Impacts on Agriculture ands Food Supply

Q29.  Onpages 15 and 16 of your written testimony you zlso stete the following:

“Agriculture and Food Supply: Agriculture is highly dependent on a number of
variables that are likely to be affected by climare change, including weather parteras, longer (crm
patterns of climate variability, and, most importantly, water availability. Climate change is likely
to lead to increased crop yields in many areas, but decreased yields in others, even for the same
crop. The magmtude of these changes can exceed +/- 30 or 40 percent for some crops and
locations. Despite these potentially large changcs in yields, average global food production is not
expected to change substantially. This 1s berause farming practices are considered to be highly
adaptable to different clirates, because production of importam food ¢rops can shift to new
locations in responsc to changes in climatc, and becausc CO2 has beneficial effects- for plant C C
photosynthesis and water use efficiency that can offset some deleterious effects of changes in \()
cimate. Impacts are hkely to vary considerably across regions and some regions may suffer
substantial reductions in agricultural production. In general developing countries are more
vulnerable to losses than are developed countries.

. Large reductions in soil maisture could significantly reduce flexibility in crap distnbution
- aad increase demands on water resources infrastructure.

. Increases in the range of pest habitat could increase vulnerabilides to pests and detand

for, and use of, pesticides.
. : S

a In the United States, large areas of the eastem and central regions of the country face (&
rogerate to severe drying. Drought cculd become more frequeat, particularly in the Great K
Plains.” T

Plcasc document these statemeants.

Unresolved Scientific Issucs Relating to the Modeling of the hnpact ot Y¥uture Fotential Greenhouse Gas
Emissians on Global Temperamre . _ W&M@\

Q30. 'What are the greatest unresalved scientific issues relating to the modeling of the impact of future Gm&f \(—L\
poteatial greenhouse gas emissions on global temperature in order of importance?

= -~ Vo

Q31 How, Ly whom and wier ate the iesves idsntified i the tespense w question 29 addressed by iz |
U.S. Global Change Research Program? ,,j

Unresolved Scientific Issues Invol it Projecting Funure Tempsrature Increases and the Impacts Thereo %@A‘Q/‘

Q32. Whar arc the greatest unresolved scicntific issues involved in projecting futurc temperamre W
increases and the impacts thercof? .
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Q33. How, by whom and where arc the issues identified in the response to question 32 addressed by the e N2
U.S. Global Change Research Program? $a

Prucess of Preparing and Reviewing the U.S. Global Change Recearch Program Budgets and Projects

Q34. In the preparation of the FY 1599 US. Global Change Rescurch Progran budget, have
independent experts been involved in recommending and reviewing budget priorities and projects? \/ C_C({()

Q3s  If your answer to question 34 is yes. what was the piocess and which outside
institutions/individuals werc involved?

Q36. Was there any independent peer review or pzer iivalvement to identfy scientific unceriainties to be
addressed by the FY 1999 U S. Global Change Research I'rogram?

Q37. If your answer to qucston 36 is yes: _ /rc &Q\f/’
Q37.1 What independent pcer review or peer mvolvement took place and what were their T
suggastians/recommendations? }C\‘ '
Q37.2 Werc any suggcestions/recommendations not addressed, and if so, why? /

Q338. What are your current plans for involving the scicuiific community in identifying unrcsolved @C_\CP +
scientific questions and directing resources to address them? 0 STO
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BY FACSIMIL,

ONE HUNDRED FIFTH CONGRESS

Congress of the ®nited States

Pouse of Repregentatives

COMMITTEE ON GOVERNMENT AREFORM AND OVERSIGHT
2157 Rayaurn House OFFICE BuILDING
WasHInGTON, DC 205156143

MAJLETY (200 2255074
Maasary  (202) 235508
Y {200) 2668540

March 11, 1998

The Honorable Gene B. Sperling
Assistant to the President for Economic

Policy, National Economic Council
Washington, D.C. 20500

Dear Mr. Sperling:

@oo2

NONAY A, WAXMAN, CAUFORNIA
RANIING MINGRITY MFMAZN

TOM LANTOS, CALIFORNIA

808 WISE, WEST VIRGINIA

MAJOR R. OWENS, NEW YORK

EDOLPHUG TOWNS, NEW YORK

JOHN F. TEANEY, MASSACHUBETTS
AM TURNER, TEXA%
THOMAS H. ALLN, MANE

BERNARD SANDERS. VERMONT
INDEFENDENT

The Subcommittee on National Economic Growth, Natural Resources, and Regulatory
Affairs is conducting oversight of the White House Initiative on Global Climate Change.

Pursuant to the Constitution and Rules X and XI of the United States House of

Representatives, please provide the Subcommittee with detailed information in response to the
attached questions regarding the budget, performance measures, legislation, regulations, and
analyses for this initiative. Please restate each question before the corresponding answer.

Please contact Subcommittee Staff Direclor Mil;lrcd Webhber at 225-4407 if you have any
guestions about this request. Please provide this information not later than 12 noon, March 31,
1998 to the Subcommittee in Room B-377 Rayburn.

Thank you in advance for your attention to this request.

Sincerely,

Oandl M Mmoo

David M. McIntosh
Chairman

Subcommittee on National Economic Growth,
Natural Resources, and Regulatory Allairs

cc: The Honorable Dan Burton
The Honorable John Tiemney

Enclosure
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Questions for Each Agency with Any Climate Change Funding

1. Please provide a table with Fiscal Year (FY) 89 - FY 99 historical budget authority for your
agency for the various components of the President’s “Climate Change Technology Initiati ve,™
including the previous “Climate Change Action Program/Plan” and any other new or previously
authorized Research and Development (R&D) herein (except for the U.S. Global Change
Research Program included in Question 3 below). For each component, plcase indicate each
specific budget account, the specific legislative authority (including the specific statute, the

section citation, and the language of the section) for the program, and a brief description of the
program. '

2. In Section 2 ("Programmatic Details") of OMB’s February 2, 1998 handout, "Climate Change
Technology Initiative - 1999 Budget Briefing Materials,” plcase provide the following
information associated with each paragraph description in which your agency has been funded or
is requesting funding: the associated funding in FY 97, FY 98,and FY 99. Also, for each
paragraph, for the requested funding in FY 99, please provide evidence of any accomplishments
from the FY 93 - FY 97 funding, if any. Lastly, for each paragraph, please indicate any program
performance measures for the requested funding, and, for each such mcasure, please provide data

for the 1990 base year and annual data for the most recent three-year period for which data are
available.

3. Please provide a table with FY 9 - FY 99 historical budget authority for your agency for the
various components of the “U.S. Global Changc Research Program™ which were or are devoted
exclusively to climate change R&D. For each component, please indicate each specific budgct
account, the specific legislative authority for the program (including the specific statute, the
seclion citation, and the language of the seclion), and a brief description of the program.,

. If funded in any of FY 93 - FY 97, please provide evidence of any accomplishments from
these dollars. Also, for requested funding in FY 99, please indicate any program
performance measures for the requested funding, and, for each such measure, please
provide data for the 1990 base year and annual data for the most recent three-year period
for which data are availablc.

. 4. Please provide a table with FY 89 - FY 99 historical budget authority for your agency for any
other components of the Administration’s climate change program (i.¢., in addition to those
included in answer to questions 1 and 2). For each component, please indicate each specific
budget account, the specific legislative authority for the program (including the specific statute,
the section citation, and the language of the section), and a brief description of the program.

5. For the FY 99 request, please provide a table showing what part is funding to continue
initiatives funded in FY 98 or prior years and what part is brand new activity. For each
component, please indicate each specific budget account, the specific legislative authority for the
program (including the specific statute, the section citation, and the language of the section), and
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any comments by your agency.

a brief dcscriptioﬂ of the program, For each brand new activity, picase indicatc expected
requested funding annually through FY 03. '

6. Please identify the full set of your agency-specific performance measures for the
Administration’s Climate Change proposal (besides those indicated in responsc to questions 2
and 3), including data for at least the 1990 base ycar, FY 97, FY 98, and FY 99. Also, please
identify how any of your agency-specific measures (including those in response to questions 2
and 3) relate to those for any other Federal agency. Lastly, please describe any interagency
efforts to identify and rclate the entire set of ¢limate change performance measures, including
which agencies are involved and the names of the agency represcntatives.

7. Please providc a table for FY 93 - FY 97 identifying all assistance (including grants,
cooperative agreements, and other transactions) and contract awards to non-profit and for-profit
organizations for any climate change activity, including the date, amount of the award, namc of
the organization, purpose of the award, and a summary of any result(s) {rom the award. Please
provide a copy ot any final report from these awards.

8. Since January 1993, has your agency participated in any interagency effort(s) relating to
climate changc in any of the following areas: (2) review of current legislation and/or the need foc
any new legislation; (b) review of current rules, any needed revisions to current rules, and/or any
needed ncw rules; (c) production or review of any environmental data and/or analyses; (d)
production or review of any cost-benefit data or analyscs; and/or (¢) production or review of any
economic data and/or economic analyses? If so, please idcnlify the interagency effort, its
member agencies, its membership not only from your agency but also from other I'ederal
agencies and/or any non-Federal parties, all drafts and analyses from the effort(s), and any
comments from your agency on any drafts. -7

9. Since January 1993, has your agency either prepared or reviewed any environmental, cost-
benefit, and/or economic data and analyses relating to the White House Initiative on Global

Climate Change? If so, please provide a copy of all data, analyses, and any comments by your
agency.

10. Did your agcncy comment on any of the draft testimony on climate change by
Administration witnesses since the President’s 1998 State-of-the-Union address (including, but
not limitcd to, testimony by CEA Chair Janet Yellen on the Economics of the Kyoto Protocol
before the House Commerce Committee)? If so, plcasc provide a copy of the drafl lestimony and

(1. Has your agency suggested any alternative policy options for climate change? If so, pleasc
provide a copy of all drafts and supporting analyses and any comments from other Federal
agencies on your alternatives.
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12. Does your agency plan to revise any existing legislation or propose any new legislation
relating 1o climate change (including legislation that will have the effect of reducing greenhouse
gas cmissions whether or not that is the intended purpose of the legislation)? If so, please
identify and describe all such initiatives, including a timetable for their development and
submission to Congress. Also provide any and all legal and policy analyses regarding the

applicability and availability of existing legislation to implement the Kyoto Protocol and any
comments from other Federal agencies on the analyses.

13. Does your agency plan o revise any existing rules or propose any ncw rules relating to
climate change (including regulatory actions that will have the effect of reducing greenhouse gas
emissions whether or not that is the intended purpose of the regulatory action)? If so, plcase
identity and describe all such initiatives, including any cost-benefit analysis, and a timetable for
their development and promulgation. Also, provide any and all analyses that were prepared or
considered of the cumulative effects on the U. S. economy and/or energy system of all or any

combination of regulations that were issued since 1992, that were proposed, and that are being
developed that have or will have such effects.

14. Has your agency participated in discussions or revicwed any documents relating to
international emissions trading, joint implementation, and/or the Clean Development

Mechanism? If so, please provide a copy of all drafts and any comment provided by your
agency.

——
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‘Definitions and Instructions for the Production of Records

1. When a request calls for the production of records, the Subcomumittee requests all
responsive records that are in the agency’s possession, custody, or control through the date of the
final submission of records to the Subcommittee, unless the request clearly states that the
Subcommittee is only interested in records received during a particular time period.

2. Please sequentially number all records that you produce to the Subcommittee, and
indicate the source of any record if the source is not accurately reflected on the record itself.

Please submit all records on single-sided paper and submit an inventory of records produced if
the volume is mare than 100 pages.

3. To the extent practicable, please organize the records or documents in tabbed binders or
folders that indicate which records are responsive to which requests for information.

4, For the purposes of this and related requests in the future, the “record” or “records” shall
include any and all drafts, originals, and non-identical copies of any item whether written, typed,
printed, electronically recorded, transeribed, punched, or taped, however produced or reproduyced,
and includes but is not limited to any writing, transcription, or recording, produced or stored in
any fashion, including any and all computer cntries, memoranda, notcs, talking points, letters,
journal entries, reports, studies, calendars, manuals, press releases, opinions, documents,
analyscs, mcssages, summaries, bulletins, e-mail messages (in hard copy and clcctronic forms),
disks, the text of any alphanumeric messages or other electronic paging devices, briefing
materials, cover sheets or routing cover sheets and any other machine readable material of any
sort whether prepared by current or former officers and employees, agents, consultants or by any

non-employee without limitation. “Record” or “records” shall also include redacted and
unredacted versions of the same record.
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Committee on Small Business Fai. /
251 ‘Raybum Foose Gffice Buiiding N E

March 2, 1998

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

360 Old Executive Office Building
Washington, DC 20500

Dear Ms. McGinty:

As you are aware, the Third Session of the Conference of Parties to the UN Framework
Convention on Climate Change (COP-3) was held in Kyoto, Japan from December 1-1 1, 1997.
On December 11, COP-3 adopted the Kyoto Protocal to the United Nations Framework
Convention on Climate Change (UNFCCC), which sets binding greenhouse gas (GHG) emissions
targets for developed nations. .

Duc to the potential economic impact of this Protocol, the House Committee on Small
Business is reviewing this agreement, pursuant to its oversight jurisdiction, based on the accord’s
perceived economic impact on small business.

Please provide the Committee with the following information regarding the Kyoto

Protocol: .
':w +
1. Any and all regulatory impact or economic analyses performed by federal agencies, 0 cPA o
Contractors or grantees regarding the implementation of the Kyoto Protocol in the DOEC

United States;

472
2, Any and all activities and/or plans for federal agency implementation of the & 60ﬂ
Kyoto Protocol;

3. Any and all evidence, documentation, or scientific bases for the existence of the 7)@&)
phenomenon described as Global Warming;,

4. Any lmown or perceived specific time frame for signing of the Kyoto Protocol by the

President of the United States: and MQ
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5. Copies of any side agreemens, memoranda, protocols or ather documents conceming

the Kyoto Protacol entered into or contemplated between the Executive Branch and
- other nations, parties or non-governmental entities,

Please defiver these materials to the Committe®\on Small Business, Room 2361 Rayburn
House Office Building, by March 18, 1998,

! garding this request, pleasc contact Peter Brechtel of the
Committec staff at 225-582].

Thank you for ye-e.prompt attention to this matter

cly.

[ 4

a)
Jamgs M. Talent
Chfirman
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BY FACSIMILE

The Honorable Franklin D. Raiges

Director

Office of Managernent and Budget

Washingion, D. C, 20503

The Honorable Kathleen A. McGinty

Chair

Council oo Environmaatal Quality

Washington, D. C, 20502

Dear Director Raines and Chair MceGinry:

The Subcommities on National Beonomic Growth, Natural Resourcas and Regulatory
Affalrs is conducting an inquiry conceming the economie, legal, and regulatory implications of
the Administration’s sfforts o jump-start the process of reduciag greenhouse gas emissions
under the terms of the Kyoto Protocol. :

Pursuant to the Constitution and Rufes X and X1 of the United States House of
Representatives, please provide the Subcommittec with detailed information in response to the
sttached questions. In responding to this inquiry, please restate each question and subpart with
cach of your answers, and please follow the definitions and instructions canceming the
production of records on the attached page,

nses to the written questions and requests for production of

ubcommittec's office in Room B-377 Raybumn. I additon,
pleasd contact Larisa Dobgi Senior Counsel, at (202) 225-4407 a3 soon as practicgble to
coordinatg the timely produgtich of the information to the Subcommirtee.
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~ Thank you for your cooperation in this matter.

Sincerely,

@m’i M Odain

David M. Mclatosh
Chairman

Subcommittee on National Economic Growth,

Natural Resources, and Regulatory Affairs

The Honorable Dan Burnton, Chairman
Commitice on Government Reform and Qversight

The Honorable John Tiemney, Ranking Member
Subcommittee on Natjonal Economic Growth,
Natural Regources, and Regulatory Affairs

The Honorable Henry Waxman, Ranking Member
Committee on Government Reform and Qversight

P.O3
@ooa/014
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Questions on the Administration’s Globa} Climate Change Palicy Actions

IMPLEMENTATION WITHOUT RATIFICATION

“We have no intantion through the back door or anything else, without Senate
confimation, of trying to impose or take any steps to impose what would be
binding restricrions on our companies, on our industry, og our business, on our
agriculture, on our comerce, or on our country, until and unless, the Senate of
the United States says so.”

Statement of the Honorable Stiart E, Eizcngtat

Under Secretary of State for Economic, Businass, and
Agricultursl Affairs

Before the U.S. Senats Committes on Foreign Relations
Fabruary 1998

“Whether there is an agreement in Kyoto or not, the United States is prepared,
under Prasident Clinton’s leadarship, to unilaterally take steps that we believe
should be taken in order to deal with this problem.”

Statement of Vica Presideat Gore
Decomber 1997

Unilateral Executive Actions on a Global Issue. (&ﬁ
r ;\

1. Given that the Kyoto Protocol secks to address a global issue, isn’t it harmful to U.S. )
{nterosts to proceed without the full panticipation of developing countries?

2, Besides being unconsdtutional, isn't it also premature and possibly counterproductive for ag'ﬂ/
the United States to take unilateral executive branch ection, without ratification, when the £
Admijnistration has characterized the Protocol as a “wark in progress™? '

A Budget Request without Justification oy Ratification. ' Zﬁ(‘g
B

3 How can the Adminiscation claim that its proposed Cliroate Change Techoology (\C o
Initiative (CCTT) is not intended to implsment the Kyoto Protacol, whep this initiative has been ™ (\ 6
made an integral part of the President’s Global Climate Change Initiative, and the initiativa is 1.
specifically designed to altes market behavior in furtherance of the treaty's emissions reductions
targets?

4. In a hearing before the Senats Foreign Relations Committee on February 11, 1398, Under
Secretary of Stats Eizenstat testificd that the tax inccatives and research funding that the

Prosident requestad in his Fiscal Year (FY) 1999 Budget proposal are necessary to place the U.S.
in a “position where we will be further down the road and won't have to make the kind of dyastic

> o3 s

———

/~ea s
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reductions that otherwise might be called for.” Please provide all of the cconomic data and
?na.ly_se: upon which the Administration relied for this determination. As o auy analysis, please
xdcrt;:'y who prepared it and provide all records containing comments hy other foderal agencies
on the drafts.

4b,  Explain why the President decided to request $6.3 billion in his budget proposal %
instead of tha $3 billion that ha stated he would seak at the time that he announced his Climate C)M
Change Action Proposal on October 22, 1997. Was this decision affected by the fact that the )
Administration agreed 2t Kyoto to commit the U.S. to reducing greenhouse cmissions by 7%

below 1990 lavels rather than stabilizing emissions at 1990 levels?

Ss.  Articlc 3.2 of the Kyoto Protocol states: “Bach Party included in Anncx I, by 2005, shall op
have made demonstrable progress in achicving its commitments under this Protocol.” Please é‘/t
cxpiain how the Administration is interpreting this provision of the treaty. R (b {g/

5b.  Does the Adminisuation believe that its Global Climate Change Initiative, " 14
including the CCTI, will enable the U.S. to make demonstrable progress in achieving its ¢ e /( o
commitments under the Kyoto Protocol? ' '

for its 5-year Climate Change Tcchnology Initiative (CCTI). In this regard, provide the
following: the 1990 U.S. emissions Jevel, data on actual emissions reductions for Piscal Year
1997, and then projected cmissions reductions beginning with Fiscal Year 1997 and then far each
year up to and including Fiscal Year 2003,

Sc.  Please provide and document the Administration’s annual performance measures g@)

5d.  Pleasc apecify the annual greenhouse gas cmissions reductions that the %{é)
Adminisuation estimatag will occur betwean FY 1999 and FY 2005 from implemeating each O
element of {ts Global Climate Change Initiative.

6a.  The Adminisuation has maintaiped that tha CCT1 is a “no-regrets” proposal; that is, T o o~
tegardiess of whether or not there is a real theear of global warming, this proposal is justifiad en (@fh

its own merits as good energy and envirenmental policy. In view of this claim, pleasc

demonstrate the need for this initiative based on reasons other than facilitating greenhouse gas ‘
emissions reductions.

TM—-’

,

6b.  In this regard, provide the cnvironmental and economic dats and analyses that (‘@&
support this request on its own merits.

6¢c.  Canthe Administration point to a significant market failure or demonstrats a
compelling public noed that necessitatas $3.6 billion of new tax incentives and a 73 percont C
increase in funding to accelerate the development and diffusion of more cnergy efficient -
technology? According to OECD data, U. S. energy efficiency since 1930 bas improved more

than that of most jndustrialized countries,
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6d,  Please provide 2 detailed explanation of and produce all racords indicating the Q T EPa
alternative policy options that the Administration analyzed, including more broadly-based Ci PoE
options. such as integrated pollution prevention, petformanee-based regulation, and multi-media

regulation. In t_hia regard, did the Administration cvaluate whether existing regulation may be a
significant barrier to improving encrgy efficiency and the environment?

Se. Pleasc explain in derail and fully document the cost-effcctiveneas of the R &
Administration’s propesal when compared 1o other available optioas for improving energy (QV/
efficicacy and the environment.

6f.  Please explain in detail and fully document the opportunity costs of committing pw
such a significant amount of our nation’s resources in this manner. ‘

6g.  As to any analysis pmvi&cd. identfy who prepared it and provide all recotds of { \6 ﬁ hd
corunents by other federal agencics.

7. How realistic and achiavable are the targets and timetables that the U.S. delegation agreed .
to ar Kyoto, if it is necessary to take unilateral executive branch actions prior to Senate i)
ratification in ordss “10 get us in a position where we will be fusther down (he road and won't d
hava to make the kind of drastic reductions that otharwise might be called for"?

8. Under soction 102 of the National Environmental Policy Act, the federal zovemmentis
required 10 provide a detailed environmental impact statement (EIS) and to follow specified g,
procedures for review and comment whenever it is recommending to Congress legislation that

“affects the quality of the human environment”. Pleass provide any EIS (or draft EIS, if not

finalized) that was prepared in connection with the Administration’s requests for tax incentives

and regearch funding to facilitate greenhouse gas emission reductions. With respect to say EIS,

ideatify who prepared the document and provide all recogds of written and oral commeats from

other federal agencies,

The Inescapable Regulatory Backdoor.

9. In its 1997 U. 8. Climatc Action Report under the cucrent Framework Conveation on (Q(%
Climate Change, the Administration mads this statement: “Recognizing that even the most

draconian measures would likely be insufficjcnt to reverse the growth in greenhouse gases and

retwrn U.S. emissions to their 1990 levels by the year 2000, new U.S. efforts are focusing most
intensively on the post-2000 period.” Basad on this asscssment, how can the President assert

that the U.S. comunitments under the Kyoto Protocol are achievable with minimum economic

costs? Provide any economic and legal analyzes chat demonstrate that U.S. obligations can be

met wichout constraining U.S, economic growth aad without imposing cnerous and cosdy

regulation. Also, please provide two copies of tha 1997 U.S. Clitnate Action Report.
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- POLICIES WITHOUT ECONOMIC ANALYSIS

“By pltmdm; inefntivu for ouly action 10 reduce emissions. attacking domestic
epergy inefficiencies, and putting in place a mackst-based emissions trading systam,
We can reach [owr emission reduction targets] with minimurm economic costs.”

Statemnent of Prasident Clinton
Climate Changa Proposal
Qctober 1997
The Administration’s Repeated Fallure to Conduct Ecanomic Analysis. (()PS
143 Given the significant cconomic costs projected by private sector studies, why did the C/' ‘

Administration sbandon a year and a balf-long effort to develop cost estimatas of the President’s
proposed policies to reduce grsephouse emnissions? In testimony before the House Subcommittee
on Epergy and Power on July 15, 1997, the Chais of the Couacil of Economic Advisers, Dr. Janet
Yellen. stated that Presidant Clinton's top priority since his first days in office “has beca
revitalizing the U.S. economy, creating jobs, and investing in people and technology to enhance
jong-term growth.”

climats models that must take into account significant uncastaintioy surcunding the effects of ()
human activities on the cliroate, yat nevertheless consider economic modeling to be “futile” (Dr.
Yellen's expression at the House Commerce heating on July 15, 1897)?

14b.  How can the Administration defead its policy actions based on the results of &%

15a.  In testimony before thc House Commerce Cormmittee in 1997, former Under Secretary of
State Timothy Wirth stated that an interagency “economics team™ wag formed to analyze tha
impacts of climate change palicies.

j A/( 15b.  Plaase provide the following background infarmation regarding that group: when (’ Q%&
it was formed, the names of the participants and their agencies, the head of the tcam, the scope of
the group'’s responsibilities, and to whom the group seported. _

15c.  Please produce records of all meetings of thu.poup and information on oy C‘kk
workshops copductsd, Algo. produce all analyses porformed by the group and provide all records
of writtsn or oral comments from other federal agencics on the team's analyses and advice. k\

16.  In developing its positions for the Conference in Kyoto, did the Administration at any
point renew its efforts to ostimate the costs of various policies to reduce greenhouse ges

emissfons? If xo, plaase provide all sconomic analyses that were preparsd for the Administration
aad the U.S, delepation to review. As to coch analysis, please indicate who prepared the analysis

i
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" No Cost/Benefit Analyxis of the Kyoto Treaty.

24a. Please yrovide.my and all analysss that the Administration or any federal agency € PA
prcpme.d (oris prepmn.;) of the costs and benefits of imposing on the U.S. the bindiag targets At
and draetables sel forth in the Kyoto Protocol for reducing greenhouse gas emissions, taking into

account the globul implications of the way in which this agreement is structured. Alse, ploase
analyze and document the following:

<7 24b.  Whather the benefits of implementing this Protocol are justificd by the costs; (%k

24c,  Evaluate the effectivencss of this agreement by comparing tha marginal abatement
costs of the most plaugible alternative scenarios for maeting the Kyoto targets, given the way in - e
- which this agreement is structurad, with the marginal costs of other reasonable alternative ( {(
compliance schemes; :

24d. 'With respect to aach sconario thet is analyzed, identify the asswmptions used, 6&
axplain any uncenainties concerning the assumptions, and examine the sensitivity of net benefits C . e
to the diffarent compliance stratcgies, using a runge of plansible assumptions about future

economic developrnent and about fundamenta) climate processes;

24c.  Evaluatn the opportunity costs of pursuing the Administration’s strategy for the @/%g
abatament of greenhouse gas emissions under the terms of the treaty: and '

24f.  Bvaluatc how the benefits and burdens of complying with this treaty would be ot
disributed on the national and houschold levels, describing, among other things, the disparate

regional and industrial sector impacts, and the effects on ditferent income levels.
252 In evaluating sltcernative scenarios, please examine the following:

25b. Compars the economic and environmental effects of not including developing 7% )
countries in th effort to reduce global cmissions (with the potential for binding developed ~ (/

coulitries to cven greater obligations, without limiting developing countries) against the sffects of

addressing greenhouse gas mitigation on a global ecale by the intemarional cornunity.

%y 25c. Compare the economic and environmental effects of complying within the (‘% I
timeframes set forth in the Kyoto Protocol with the effects of complyiag over a longer time
period.

emissions trading, joint implementation, and the Clexn Development Machanism with the
impacts of relying upon domestic smissions permit trading. In this regard, svaluate altemative
intematonal trading sconarios: trading only between Annex I countries, trading that extends to »
number of “key" devaloping countrios, and trading in which all countries are fully participating.

25d. Compare the impacts of reducing greenhouse emissions using intemational . Q&
66, AL
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26. 11Vlth m;gm to any analysis provided, plesss identify and explain the basis for
assumptions used regarding such factors as the rate of improvement in energy efficiency, the <4 o
effectiveness of market incentives in increasing the market shage of fuels that emit less cabaon, &

and ucpnnmit': and demographic growth. Also, explain fully any assumpions an how emissions
reductions will be achicved, as for example, through the early retirement of coal plants or nucicar
plant life extensions.

27.  Inconsidering the oppormuity costs, evaluate the extent to which the Administration's
clirnate change strategy will require the diversion of funds from savings and/or investments

which would have pravided other bencfits, such as saving social seeurity, or more funding for

education, bealth care, erc.

28.  In sscssing the impacts on the U.S. of complying with the Kyoto targets and timetables, % '
plcase explain in detail the patsadal effacts ou the fallowing indicators of economic C o
performance: gross domestic praduct (GDF), per capita GDP, unemployment, income and real

wages, trade competitiveness, and energy pricss,

25. I assesping the benefits of coniplying with the Kyoto treaty, please avaluate fully the (\(666(
potential offsscting negative effects of exempting developing countries and of “carbon leakage.” \_/ A
Also, if the economies of developed countries experiaice reductions in economic growth,

evaluate the impact that this will have on the ability of emerging countries with export markets to

transition to more energy cfficiant technalogies.

30.  President Clinton has suggested that the U.S. ecogomy can continuc to grow under this Q{ Nled)
agrecment. Ploase indicate at what rats the Administration expects that the economy will CQ

continuc to grow during the next ten to 20 years if the teaty is ratified and at what rate jt is -

expected to grow if the treaty is not ratfled.

31.  Have any of the cost/benefit analyszs pecformed by the Administration or any agency (Z{% A
been peer-reviewed? If so, please identify the reviewars provide their comments on the anatyses. .

If not, does the Administration plan to do 56?7 Please describe fully the steps that the

Administration plans to take.

32.  Please describe in derall the strengths and weaknesses of the methodology of any OW e
economic models used. Also, indicate the differences batween the models used in any of the
costbencflt analyses performed post-Kyoto und those used in sny prior analyses performed by
the Administratien. ﬁk

33.  Inconnection with these cost-benefit analyses, fully explata how the baseline(s) against '

which costs and benefits were calculuted was determined.



‘Mar-09-98_16; a4

P.10
14imate Change Task Farce ] Y
mvesweowul ¥ AV A '01 /0,.‘

eweww =

9 &/
34a.  Please provide all records of written of oral comments from other federal izencies on OQ
each of tha cost/benafit analyses that were performed.

34b. Ple'ue provida all records of comments submitted by fedearal agencies on Dr. Janet
Yellen’s draft testimony about the economics of Kyeto for the hearing before the House
Commercs Committee on March 4, 1938,

Intarnationa! Emissions Trading: Not a Panacsa.
is empowered to make under Article 17 of the Kyoto Protocol conceming tha astablishment of

rules and procedures for internarional emissiona trading, isn't it premuture for the Administration
to forecast definitively that tha agreemnent would result in, at most, modast enorgy peice hikes?

35.  As apractical matter, until the Conference of._thel‘mizsmnkzs all of the decisions that it C)@dl/')

362  With respect to the rules and proceduses for internationa) emissions trading that have yet O@ﬁ ?‘“
1o be developed, what arc the minimuin requirements that the Administration is seeking to assure
an efficicot and effoctive system for lowering the costs of cmissions reductions?

36b. Does the Administration intend to confar with Congress and obtain comments ' WQ
from Congress and the public in developing negetiating positions for Buenos Aires oo rules and 4)
proceduces for an intemational smissions trading system and for obtaining joint implemeatation

project crodit, including the Clean Development Mechanism?

37a. 'Why does the Administration believe it.can obtain mesningful participadon by @Xmﬂy
developing countries and what steps is the Administration taking w achieve this? What
indications of potential meaningful participation bave been shown by developing countries tha

37b. In pasticular, what arc the steps being taken with respact to Chinas, India, Mexico, 1
Brazil, sud South Korea and what indications of potential meaningful partcipation has the ‘

Administration reccived from these countries? _ \uﬂ @

37¢c. Which countrits does the Administration considar “key,” in agsuring that
“meaningful participation” is secured?

38. Why does the Administration maintain that the U. S. acid rain progran experience

“clearly demonstrates how programs like intamarional permit tradiog, joiot irnplementation and D
the Clean Development Mechanism will lead firms to find cheaper ways of reducing cmissions

that can lead to unaxpectadly low costs"? Is it appropriate for the Administration (0 extrapolate C
fram that axpesience to the global arena? Won't the affactivensas of the international system,

jolnt implementation, sad tha Clean Devclopment Mechanism depend on such factors s the

rules and procedures governing these mechaniams, the extent of participation by other countries,
including developing countries, ete?
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tanafer of wealth and jobs out of this colmTy ovarseas, especially to the countries of the former
Soviet Unlon and etnerging countyies (i.e., thag this System would be cssentially a foreign aid
program)? Soms studies have estimated that mare than 50% of our reductions would have to be

purchased from other ecuntries.
. - Y]
3%. Pleass provide and document astimates of the petcentage of U.S. emisgions
feductions that might have to be purchased from other countries to minimize the cosws of

reducing emissions and which countries likely would be the benaeficiaries.
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February 26, 1998

The Honorable Kathleen A. McGinty
Chair

Council on Environmental Quality
Room 360

Old Executive Office Building
Washington, D.C. 20503

Dear Ms. McGinty:

I wish to express my sincere appreciation for your testimony during the February 4, 1998 Committee on
Science “The Road from Kyoto—Part 1: Where Are We, Where Are We Gotng, and How Do We Get
There”?" hearing,

Enclosed are additional questions from Members of the Committes, as well as a copy of the hearing
transcript. Your responses will be published as part of the official record of the hearing. In addition to a
hard copy of your answers, the Commuttee requires an additional copy, uicluding any supporting
graphs or charts, saved on a DOS formatted 3.5 inch diskette, in either Word Perfect, Word or ASCI
text. Please send your responses to Ms. Sarah Monahan of the Committce staff. If you prefer, you
may E-mail your responses to sarah. monahan@mail house.gov. — T

I'would appreciate receiving your responses to the enclosed questions by Thursday, March 19, 1995

-"'.

—_—

Also enclosed is a copy of the verbatim transcript for your review. The Committee's rule pertaining to the
printing of transcripts is as follows:

The transcripts... shall be published in verbatim form, with the material requested Jor
the record, as appropriate.  Any requests to correct amy errors, other than
transeription, shall be appended 1o the record, and the appropriate place where the
change is requested will be foomoted.

The complete revisions to the transcripts submitted for the record must be received by Thursday, March 12,
1998, and should be sent to Ms. Sarah Monahan, Subcommittee on Energy and Environment, H2-389 Ford

- House Office Building, Washington, DC 20515. If you have any questions, please contact Ms. Monahan at
(202) 225-9662.
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The Honomble Kathleen A. McGinty
February 26, 1998
Page two

Thank you again for making this hearing successful. Once the transcri i
: . pt has becn completed and pub
a copy will be forwarded to you. * published

-

Sincerely,

F. JAMES
Chairman

FJIS:hlw

.03
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COMMITTEE ON SCIENCE
U.S. HOUSE OF REPRESENTATIVES

Hearing
on

The Road from Kyoto—Part 1:

~Where Are We, Where Are We Going, and How Do We Get There?

Wednesday, February 4, 1998

Post-Hearing Questions
Submitted to

The Honorable Kathleen A. McGinty
Chair

Council on Environmen vali

ost-Hearing Questions Submitted by Chairm ensenbrenner
umentation of 1997 Temperatur igtic Z/P
1. On page 1 of your written testimony, you state: (L)g

“Based on extensive ground-based measurements, the National Oceanic and Atmospheric
Administration (NOAA) -- our lead national agency for collecting weather statistics --
reported that 1997 was the warmest year based on records that date back over a century.
While the temperature in any one year cannot prove or disprove anything about global
warming, this year’s statistics, further confirmed by two other sources of information
about global surface temperatures (the Goddard Institute for Space Studies/NASA and the
researchers at East Anglia University in the U.K.), follow a clearly emerging pattern. The
nine warmest years of the century have occurred in the past 11 years.”

1.1 Please provide a copy of NOAA report and accompanying data/statistics referred
to in your statement above,

1.2 Please provide a copy of the Goddard Institute for Space Studies/NASA
confirmation and accompanying data/statistics referred to in your statement above,

1.3 Please provide a copy of the East Anglia University confirmation and
accompanying data/statistics referred to in your statement above.

1.4 Please document your statement that “The nine warmest years of the century have
occurred in the past 11 years.”

.04
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Wednesday, February 4, 1998 Post-Hearing Questlons Submitted to the Honora.ble Kathlecn A Mchty

Page 2 of 15
Tempera cord: Land- A% i 0'%‘1 G
2. Your testimony refers to the recent announcement that 1997 was the warmest year in the

ancet n Particulate Matter- th Impacts of ‘Mitigation -
d Reduction | nd Greenhouse Gas Emissions Dge to EPA’s Recentl
P

temperature record. However, the land-based temperature data do no comport with

satellite data, which show a slight cooling trends (-0.05°C per decade) over the last 19

years. In fact, 1997 was the 8" coolest year in the satellite record, just slightly less than
the 19-year average. How do you explain the discrepancy between these two data sets?

1 tandard . _ 2'4 pk@

On page 2 of your written testimony, you state: 08707 /

“A second development relates to a study published in November in the medical
journal Lancet. Most studies have examined the impacts of climate change on human
health in terms of increased fatalities due to heat stress or the spread of infectious diseases.
While by themselves, these areas represent considerable human health risks, this new study

"by the Working Group on Public Health and Fossil Fuel Combustion looked at the short-

term impacts on mortality from air-borne particulate matter assuming no changes in
estimates of energy use from fossil fuels. The analysis found that an estimated 8 million
deaths globally due to exposure to fine particulates could be avoided between 2000 and
2020 if substantial steps were taken to limit greenhouse gas emissions from burning fossil
fuels. In the United States alone, the study reports that thousands of deaths annually
could be avoided dunng the 2000-2020 period. This study presents an important near- -
term benefit from actions to reduce greenhouse gas emissions that must be considered in
addition to the long-term benefits of avoiding climatic disruptions. EPA's recently
promulgated fine particulate standard begins to address this public health concemn and
should result in both some reductions in greenhouse gas emissions along with reducing the
number of deaths associated with exposure to fine particulates.”

3.1 Please provide a copy of The Lancet article referred to above.

3.2  What level of reductions in greenhouse gas emissions and in the number of deaths
associated with exposure to fine particles will result from EPA’s recently
promulgated fine particulate standard. begins to address this public health concern
and should result in both some reductions in greenhouse gas emissions along with
reducing the number of deaths associated with exposure to fine particles.”

3.3 Please document the figures provided in the response to question 3.2 above.

.05
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The Kyoto Protocol and the Rate of Increase of the Build-Up of Greenhouse Gases in the
reand t rresponding Temperature Ch

§

4 On page 2 of your written testimony, you also state: OC)T‘O

“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.”

41 How much will the Kyoto Protocol slow the rate of increase of the build-up of
greenhouse gases in the atmosphere?

42  What is the estimate of the atmospheric concentrations of each of the six
greenhouse gases in each of the years 2050 and 2100, and what is the estimate of
the corresponding warming due to those increased concentrations in the absence of
the Kyoto Protocol?

43  What is the estimate of the atmospheric concentrations of each of the six
greenhouse gases in each of the years 2050 and 2100, and what is the estimate of
the corresponding warming due to those increased concentrations if the terms of
the Kyoto Protocol are met?

ubmission of the Kyoto Protocol to the Senate for Ratification and “Meaningful Participation b
Key Developing Countries” a]_@
5. On page 2 of your written testimony, you also state: g‘é

“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.”

5.1

5.2

5.3

Which developing nations are “key?”

What does “meaningful participation” mean and what will the United States seek
from developing countries? Please be specific about the kinds of limitations,
reductions, or other obligations that the United States will be seeking in
negotiations and discussions.

Please explain all of the considerations that bear on the issue of when the President
will submit the Kyoto Protocol to the Senate for ratification.

\
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54  Before the President submits the Kyoto Protocol to the Senate for ratification, do

“key” developing countriecs have to make legally binding, quantitative

commitments to limit the growth of their greenhouse gas emissions, and if so,

which countries would have to make such commitments?

5.5  Whatever it is that “key” developing countries have to do before the Presidént

submits the Kyoto Protocol to the Senate for ratification, will it satisfy the '

Administration’s requirement if it is done by means of a bilateral or multilateral

agreement with the United- States that is not in the form of a new protocol or an

amendment to the Convention or to the Kyoto Protocol?

igning of the Protocol . | 074’)[_0/

6.

8.

Will the President, or the Vice President, or another person with the authority to do so
sign the Kyoto Protocol as it currently exists and if so, when the signing take place?

If your answer to question 6 above is not definitive, please explain all of the considerations
that bear on the issue of whether or when the President, or the Vice President, or another
person with the authority to do so will sign the Kyoto Protocol.

eductions enhouse Gas Emission Requi the Kyoto Pro missions Tradin

On page 3 of your written testimony, you state: - C?/A ?

“Ultimately, the U.S. agreed to a target of a 7% reduction from baseline levels.
Given the changes in the definition of the baseline for the three long-lived chemical
compounds (HFCs, PFCs and SF6) from 1990 to 1995 combined with a change in the way
sinks are accounted for in the baseline, the actual reduction required in the U.S. is no more
than 2-3% more than the President originally propased as the U.S. negotiating position.”

Please provide a detailed calculation, including a listing of all assumptions that verifies
your statement that “the actual reduction required in the U.S. is no more than 2-3% more
than the President originally proposed as the U.S. negotiating position.”

What is the actual reduction in emissions within the borders of the United States would
have to be to meet the U.S. obligation as outlined in the treaty and what data uncertaintics
still exist with respect to calculating this number?

.07

—> EPA

S fte



Mar-09-98 16:850 Climate Change Task Farce

Wednesday, February 4, 1998, Post-Hearing Questions Submitted to the Honorable Kathlecn A. McGinty
Page 5 of 15

10.

Article 6.1(d) of the Kyoto Protocol states that “The acquisition of emission reduction
units shall be supplemental to domestic actions for the purposed of meeting the

.08

commitments under Article 3 [of the Protocol]”
10.1 What does this mean? | %ﬂQ/

102 Since Russia and the Ukraine will be substantially below their emission targets in
the Protocol, they can sell large amounts of emissions credits. Why should the
American public be willing to underwrite the transfer of what could be billions of
dollars to those nations so the United States could reach its emissions reduction
targets?

10.3  What is the Administration assuming about the proportion of our reductions that
can be met through these means, and what is the limit acceptable w1thm the terms
of the Protocol?

I ation ission ing and the Costs of K Protocol Complian ' /éplg
11.  On page 4 of your written testimony, you state: M / B&
“A number of studies have suggested that the costs of compliance can be significantly
reduced if flexible implementation is permitted.”
Please provide for the record a copy of each of the studies referred to in your statement”
Clean Development Mechanism % /(W
12.  On page 4 of your written testimony, you also state: JQ/

“Clean Development Mechanism: Under thxs innovative provnsxon developed

~countries will be able to use certified reductions from project activities in developing

countries to contribute to compliance with greenhouse gas reduction targets. This
provides both a mechanism to secure low cost reductions throughout the world and a
powerful economic incentive to lead developing countries toward more climate-friendly
technologies. This represents an important avenue for developing country actions to
reduce emissions in cooperation with U.S. private sector firms that have the technology,
resources and know-how to make such reductions in ways that save energy, reduce

- emissions and improve performance.  This provision effectively embodies the U.S.

proposal for joint implementation with credit for activities in developing countries. It also
provides, again at U.S. insistence, an incentive for early action by permitting credit for
reductions that occur beginning in the year 2000.”
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12.1 Article 12 of the Kyoto Protocol, which establishes the Clean Development
Mechanism, appears to have potential for creating a huge bureaucracy inserted
between the investing and the recipient countries. Why did the Administration
agree to such an arrangement?

122 Why is there a need for such an institutional mechanism for joint implementatibn .
(I1) projects?

12.3 Under the Kyoto Protocol, what would be the status of existing and pending
bilateral JT projects promoted by the U.S. Initiative on Joint Implementation?

12.4 What i3 the Administration’s position on JI going into the November 1998
negotiations with respect to how this Clean Development Mechanism should
work?

12.5 What criteria would you expect for projects that qualify for Clean Development
Mechanism financing?

126 How would emissions credits under the Clean Development Mechanism be
allocated to contributing/investing countries or entities?

12.7 Isn’t Clean Development Mechanism another form of foreign assistance by another
name, only funded by the private sector, and if not, why not?

mission fro Q
13.  On page 4 of your written testimony, you also stateT Q()' ‘

“Emissions from the Military: The U.S. obtained agreement on its proposal for an

exemption for emissions from multilateral operations pursuant to the United Nations
charter. This decision will ensure that nations do not hold back from participating in

humanitarian, peacekeeping and other operations due to concerns about greenhouse gas
emissions.” '

13.1

13.2

Please cite the specific text of the Kyoto Protocol that provides such an
exemption.

Are unilateral operations subject to the terms of the Kyoto Protocol? If your
answer i3 no, please cite the specific Protocol text that provides that unilateral
operations are not subject to the Protocol.

.09
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14,

15.

13.3  To be more specific, if the Kyoto Protocol was in force would unilateral military
action by the United States against Iraq be subject to its terms? If your answer is
no, please cite the specific Protocol text that provides that unilateral military action
by the United States against Iraq would not be subject to the Protocol.

13.4  If unilateral military action were subject to the terms of the Kyoto Protocol, what
would be the national security implications?

13.5  Will domestic emissions from military training exercises be counted against the
U.S., and if so, what are the implications for our military readiness?

13.6  Concerning U.S. troops stationed overseas, will emissions from training and
operations be counted against the host country or the U.S.? And if the host
country, does that mean that U.S. troops overseas will be subjected to greater
control by the host country, and how will this affect readiness? '

ident’s FY 1999 Budget Tax Credits for Hi

1

ient Vehicles
oGV
On page 5 of your written testimony, you state: 47 £

“Tax credits for highly fuel efficient vehicles: This credit would be $4,000 for each vehicle
that gets three times the base fuel economy for its class beginning in 2003, A credit of
33,000 would be available beginning in 2000 for vehicles that get double the base fuel
economy for its clags. These credits would be available to jump start these markets and
would be phased out over time.”

Please specify—by yea:-—thc greenhouse gas reductions expected to be achieved through
the application of the tax credit for highly fuel efficient vehicles.

dent's FY 1999 Budget Tax Credits for Energy Effici ipment / W
On page 5 of your written testimony, you also state: 4 @ gu)ﬁ
“Tax credits for energy efficient equipment: These credits (all of which are subject to
caps) would include a 20% credit (subject to a cap) for purchasing certain types of highly

efficient building equipment, a 15% credit for the purchase of solar rooftop systems, and a
10% credit for the purchase of highly efficient combined heat and power systems.”

Please specify—by year and by tax credit—the greenhouse gas reductions expected to be
achieved through the application of the tax credits for energy efficient equipment.

.10
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President’s FY 1999 Budget Proposal for Two New Partnershxps for Heavy Trucks and nght |

16.

17.

18.

in Vehicles

On page 5 of your written testimony, you also state: () - :

“Two new partnershlps are proposed for heavy trucks and light trucks, including sport- _

utility vehicles.”

r

Please describe these two new partnerships in detail, mcludmg funding, duranon,
partu:lpants and cost-sharing requirements.

Vhl.le | .' . %@’MW

On page 6 of your written testimony, you state:

~ “Fuel Efficient Vehicles: At the recent automobile show in Detroit, General Motors: (GM)

announced four passenger hybrid electric and fuel cell vehicles that can achieve fuel
efficiency of up to 80 miles per gallon — production prototypes of which could be
available in 2001 and 2004, Ford also unveiled a prototype of a mid-size high efficiency
sedan that achieves 63 miles per gallon using an advanced diesel engine. Ford also plans
to develop hybrid electric and fuel cell versions of this prototype. Chrysler unveiled its
full-size experimental hybrid electric vehicle with a projected 70 miles per gallon fuel
economy. These technological advances were made possible through the efforts of the

' Parmerslup for a New Generation of Vehicles between the Administration, U.S. auto

companies, and their suppliers.”

Please document your statement that “These technological advances were made possible
through the efforts of the Partnership for a New Generation of Vehicles between the
Administration, U.S. auto companies, and their suppliers.”

Air lenge
-y 1) 4
On page 6 of your written testimony, you also state:

“Compressed Air Challenge: Air compressors represents about 3% of total industrial
electricity use and 1% of total U.S. electricity consumption. In mid-January, DOE and
major equipment manufacturers announced a new agreement aimed at significantly
enhancing efficiency in this sector. Under the agreement, changes in equipment and
operating practices are anticipated to reduce energy use in this category by 10% by 2010

~ at a cost savings of $150 million per year while reducmg greenhouse gases by 700,000

metric tones of carbon.”

.11
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l. When a request calls for the production of ucord:. the Subcommittce requests all responsi
records that EPA has in its possession, custody, or-control through the date ofliwr?nnl submiuizn n;‘w

records 1o the Subcammittes, unless the request clearly states that the Subcommittes is only intetested
in records BP'A roceived during s particular time peried.

2. Pleass saquentially number all records |ht youpmduu 10 the Subcommittes, lnd indicate
the source of any record if the source is not accurately reflected on the record itself. Please submit all

records on single-sided paper and eubmit an inventory of records produced if the volume is more than
100 pages. ' i _

3. To the extent praclicable, please organize the r:mtﬂs or documents in tabbed binders or
folders that indicate which records ara responsive to wh.lch. requesty for information.

4. For the purposes of this and relatod requests in the future, the ward “recond™ or “records”
shall include any and all drafls, originals, and non-identical copies o€ any item whethar written, typed,
printed, electronlcally recorded, transeribed, punched, of taped, howsver produced or reproduced, and
includes but is not imited te any writing, transcription, or recording, produced or stored in any fashion,
including any and ull camputer entries, memoranda, notos, tatking paints, letters, joumnal entries,
reports, studics, calendars, manuals, press releases, opinions, documents, analyses, messages,
summaries, bulleting, e-mail messages (in hard copy and electronic forms), disks, the text of any
siphanumeric messages or other electronic paging devices, brieing materitls, cover sheets or routing
cover sheats and any other machine readable material of any sort whather prepared by current or former
afficers and employess, agents, consultants or by any non-employse without limitation. "Record™ or
“records” shall also include redacted and unredactad versions of the same record.
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19.

18.1 Please provide a listing of the participants of the Compressed Air Challenée.

18.2  Please provide the FY 1998 and proposed FY 1999 funding for the Compressed

Air Challenge.

18.3  Please document your statement that “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 wlule reducing greenhouse
gases by 700,000 metric tones of carbon.”

lar ni
On page 6 of your written testimony, you also state: ( Z Q

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

19.1 Why did the Vice President “flip the switch” to start a foreign-owned
manufacturing plant? Has the Vice President ever “flipped the switch” to start a
domestic-owned manufacturing plant?

19.2  Please provide documentation for your statement that “the private partners in the
Million Solar Roofs Initiative have already announced plans for well over half the
solar panels needed to get to our goal--a full ten years early.”

19.3  If indeed “the private partners in the Million Solar Roofs Initiative have already
announced plans for well over half the solar panels needed to get to our goal--a
full ten years early” in the absence of taxpayer subsidies, then why is the
Administration proposing that taxpayers now subsidize that effort?

.02
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20.

21.

o s D

On page 6 of your written testimony, you also state:

“VCR/TV Energy Star Program: TV and VCRs represent one of the fastest growing

sources of electricity demand. Consumers spend over $1 billion annually to power VCRs
and TVS that are switched off In early January the Vice President announced a

pathbreaking partnership between EPA and the major manufacturers of these electronic

goods. The program is quite ambitious with a goal of achieving up to a 70% reduction in

energy use when the equipment is turned off without sacrificing product quality, utility or
increasing costs. The average household could cut its energy bills by 30% or $400 per
year by switching to the full line of Energy Star products.”

20.1 Please identify the TV and VCR manufacturers participating in this partnership.

' '20.2 Please document the statement that “The average household could cut its energy

bills by 30% or $400 per year by switching to the full line of Energy Star
products.”

inistration’ nomi alysi Impact of t Reached i
Finally, on page 6 of your written testimony, you state: C%A

“The Administration is working on a more detailed economic analysis of the impact of the

targets reached in Kyoto. Council of Economic Advisers Chair Janet Yellen will be .

prepared to discuss the analysis at a heanng next week before the Senate Foreign
Relations Committee.”

Please provide a copy of that “more detailed economic analysis” for the record.

inistration islation an i | -
Administration Plans for Legislation dxgm]aggg;c o %70 / Cor

In the President’s State of the Union Address and in the Budget he submitted to the
Congress on February 2, there were provxsuons for federal reseafch and development

expendxtures and for certain tax incentives for the purpose of reducing U.S. greenhouse'

gas emissions.

22.1 What is the reason the President has made those proposals prior to his signing the

Kyoto Protocol and prior to his submitting the Protocol to the Senate for its advice -

and consent?
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23.

22.2 Is the Administration contemplating submitting to Congress any other legislative
proposals, or is it contemplating proposing any new or amended regulations, any
of which are intended to reduce U.S. greenhouse gas emissions, prior to the
President’s signing the Kyoto Protocol and submitting it to the Senate for its
advice and consent? If so, please describe the substance of any such legislative or
regulatory proposals that are being contemplated?

Has any Departiment or agency of the Executive Branch, or any interagency body, been
given the responsibility to develop potential proposals for legislation or regulations that
would be intended to facilitate compliance by the United States with the Kyoto Protocol if
the Protocol ever were to become binding on this nation?

c@
23.1 If your answer is yes, please identify the Departments, agencies, or mteragency @
- body; and, if it is an interagency body, who is the head of'it.

23.2 If there is no interagency body, who in the Executive Branch has the rcsponsibllity
to coordinate or review these efforts for the purpose of making recommendations
to the President? ~

Entry Into Force 5’ é/é@

24,

It will require ratification by 55 countries, representing 55% of developed country
greenhouse gas emissions, for the treaty to enter into force. The United States accounts
for nearly 40% of these emissions.

24.1 Do you see any chance that the treaty would enter into force if the United States
does not ratify it?

24.2 Do you expect other countries ratify the treaty if the United States does not, and if
so, which countries?

243  What is the earliest you would expect the treaty to enter into force if the United
States does not ratify it?

244 Ifthereisa prolonged delay in entry into force, what are the consequences for this
treaty? For climate change?
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- 25.

icti twe Protoco ntr col 6\44/2&

Among the six gases to be limited under the Kyoto Protocol are substitutes for _'
chlorofluorocarbons (CFCs) that deplete the stratospheric ozone layer. Therefore, the

world’s nations have agreed under the Montreal Protocol (to reduce ozone depleting

chemicals) that they will seek the use of these substitutes, yet under the Kyoto Protocol

they seek to limit use of the substitutes.

25.1 How will this contradiction be dealt with?

25.2  What will the United States do to reconcile these opposing goals?

R ' missions Reducti 3 (%

26.

27.

The Administration has suggested on several occasions that electricity restructuring is one
of the means by which the United States will reduce its emissions of greenhouse gases
because it will result in greater efficiency and therefore lower emissions of greenhouse
gases. However, the October 1997 report by the Energy Information Administration

(E1A), An Analysis of Carbon Stabilization Cases, projects more emissions of carbon -

dioxide—not less—as a direct result of currently developed state restructuring efforts.

26.1 How do you explain this apparent direct contradiction?

26.2 If the Administration had counted on reductions in emissions from electricity
restructuring, and if on the other hand, EIA is right that state restructuring efforts
will result in higher levels of emissions, then how will this affect your calculus of
how the United States will meet emission reduction targets?

26.3 When is the Administration releasing its electricity restructuring proposal?

ment § /&zé

The Kyoto Protocol is very vague with respect to compliance and enforcement.

27.1 Is the November 1998 meeting in Buenos Aires going to address these issues”
Wil specific compliance guidelines result from that meeting?

27.2 What is Administration’s position on what those guidelines should be?
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27.3 How does the Administration propose to enforce any such compliance guidelines
in the United States, ad how can verification and enforcement in other countries be
| achieved? '

bouse oSk Coft = M oy

28, It seems unclear in the Kyoto agreerﬁent what will qualify as a greenhouse gas sink-—what B

kinds of forests, forest projects, land use changes or management, etc.

28.1 Please explain the U.S. position on what could constitute a sink, and how they
should be counted in assessing our reductions in the greenhouse gas emissions.

28.2  What proportion of U.S. emissions could be offset by these sinks?

Roles of the Council on Environmental Quality (CEQ) and the Chair of CEQ in the Development

of the Adminjstration’s Climate Change Policy and in the Kyoto Protocol Negotiations

29.  Please describe the roles played by the Council on Environmental Quality (CEQ) and the
Chair of CEQ in developing:
: - e

29.1 The statement of the Administration’s climate change policies in the President’s
October 22, 1997 speech at the National Geographic Society.

29.2 The Administration’s policy approach to, and strategies concerning, the
international climate-change negotiations during the period between the
President’s October speech and the first day of the Kyoto Conference (December
1, 1997); and

29.3 The Administration's policy approach to, -and the strategies concerning, the
international climate-change negotiations in Kyoto.

o

- 06

ite Hous k Force limate Cha. | (\C 7@)\6. %{Ce—" .

30. When was the White House Task Force on Climate Change established and what its
purpose?

31.  Please provide a list of all staff and members of the White House Task Force on Climate
Change—including detailees from other Executive agencies, consuitants, etc.—from its
date of establishment to the present.
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t-Hearing Questions Submitted bl Representative Roscoe G. Bartlett (R-MD

le of N ar Power in Reducti arbon Dios] pions Yb/o@ :

1. It the Administration feels that carbon dloxxde (COy) productlon is such a menace to our o

society, why is it not more vigorously proposing an increase in the use of nuclear power o

_ production, since that produces no CO,?

oha Worring o
2. Why does the Administration believe that the modest increase in mean global tempéfamrcé

over the past century (about 1 degree) is not due to normal fluctuations in the Earth’s
climate, rather than signaling a permanent “global warming”?

3. If we're moving to global warming, so what? In the past, the Earth has been much

warmer than today, and Russia and Canada may not be all adverse to a bit of global

~ warming. There will be winners and losers, but in terms of a global perspective, so what if
~ we're having a bit of global warming?

4, The oceans are enormous sinks for CO;. What can be done to enhance the effectiveness
of oceans as carbon sinks? X '

Post-Hearing Questions Submi Minority Me
Discrepancies Among Economic Analyses of the Costs of Complying with the Kyoto Protocol &A
1. Most of the witnesses today have cited various economic studies that purport to show the |

cost of complying with the Kyoto Protocol. Some of these studies seem to suggest that
the costs will be minimal and painless, or even result in net economic benefits. Other

‘studies cited seem to show just the exact opposite: that compliance costs will be

staggering and result in job losses and economic stagnation. What accounts for such
wide discrepancies in these economic analyses?

Relauonsl'up of U.S. Comnutments Under the Kyoto Protocol to Changes Caused by Electricity
in ntation of th tringen Air i

2. The energy industry is already facing challenges in meeting changes caused by electnmty )

restructuring and implementation of the new, more stringent, Clean Air Act requirements.
~ How will the proposed U.S. commitments under the Kyoto protocol relate to those on-
going efforts?

o
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3 Does the Kyoto agreement in any way interfere with the ability of the U S. rmhtaty to
carry out any military mission or protect our national security? . .

" Administration’s Intentions to Implement the Kyoto Protocol in the Absenoe of Sz’te:__

Ratification . R o TEY

R

4, The President haa proposed a $6 billion R&D and tax credit program to begm to reduce - .

greenhouse gas emigsions. Does this mean that the Administration intends to proceed

with implementation, even though the treaty by the Administration’s own admission does

not meet the President’s requirements, and despite the lack of Senate ratification?
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STATEMENT OF THE HONORABLE DAN SCHAEFER
SUBCOMMITTEE ON ENERGY AND POWER

HEARING ON THE KYOTO PROTOCOL AND TS ECONOMIC IMPLICATIONS

MARCH 4, 1998

I'd llke 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 | hope to focus my quastions on the results of the economic analysis
containad in the prepared testimony for today. Last July, the Administration released
a documant 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, | 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 resulte 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

1
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be specific: according to Ms. Yellen's testimony, the cost of complying with the Kyoto
Protocoal 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, | would remind you of the history of joint implementation. The Rio Treaty
provides for it, but in subsequent negotiations the promise it held for significantly
reducing costs of compliance proved hollow when it 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, | am extremely disturbed if this was relied upon to reach the cost
prediction in today’s testimony because with 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, | 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 | 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, | am pleased that the Administration is supportive of the idea of
electricity restructuring. 1 too believe it will bring real savings to elactricity 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 | stated at the last hearing | would like the benefits of restructuring to flow to the
consumers and not be spent buying emissions credits from a foreign government.

| hope today the Administration can answer our questions about the agreement
in a straightforward manner. 1look forward to the testimony and exploring all of these
issues during the question and answer period.

Thank you.
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BY FACSIMILE

The Honorable Franklin D. Raines

Director

Office of Management and Budget

Washington, D. C. 20503

| ) . .
The Honorable Kathleen A. McGinty
Chair
Council on Eaqvironmental Quality
Washington, D. C. 20502

Dear Director Raines and Chair McGinty:’

The Subcommittee on National Economic Growth, Natural Resources, and Regulatory
Affairs is conducting an inquiry conceming the economic, legal, and regulatory implications of
the Administration’s cfforts to jump-start the process of reducing greenhouse gas emissions
under the terms of the Kyoto Protocol. —

Pursuant to the Constitution and Rules X and XI of the United States House of
Representatives, please provide the Subcommittee with detailed information in response to the
attached questions. In responding to this inquiry, please restate each question and subpart with
«each of your answers, and please follow the definitions and instructions concerning the
production of records on the attached page.

Please provide your responses to the written questions and requests for production of
records by March 20, 1998 to the Subcommittee’s office in Room B-377 Raybum. In addition,
please contact Larisa Dobriansky, Senior Counscl, at (202) 225-4407 as soon as practicable to
coordinate the timely production of the information to the Subcommittee.

W
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Thank you for your cooperation in this matter.

David M. McIntosh

Chairman

Subcommittee on National Economic Growth,
Natural Resources, and Regulatory Affairs

cc: The Honorable Dan Burton, Chairman
Committec on Government Reform and Oversight

The Honorable John Tierney, Ranking Member !
Subcommittee on National Economic Growth,
Natural Resources, and Regulatory Affairs

The Honorable Henry Waxman, Raoking Member
Committee on Government Reform and Oversight
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Questions on the Administration;s Global Climate Change Policy Actions

IMPLEMENTATION WITHOUT RATIFICATION

“We bave no intention through the back door or anything clse, without Senate
confirmation, of trying to impose or take any steps to impose what would be
binding restrictions on our companies, on our industry, on our business, on our
agriculture, on our comerce, or on our country, until and unless, the Senate of
the United States says so.”

Statement of the Honorable Start E. Eizenstat

Under Secretary of State for Economic, Business, and
Agricultural Affairs

Before the U.S. Senate Committee on Foreign Relations
February 1998

\
“Whether there is an agreement in Kyoto or not, the United States is prepared,
under President Clinton’s leadership, to unilaterally take steps that we believe
should be taken in order to deal with this problem.”

Statement of Vice President Gore
December 1997

Unilateral Executive Actions on a Global Issue.
1. 'Given that the Kyoto Protocol seeks to address a global issue, isn't jt harmful to U.S.
interests to proceed without the full participation of developing countries?

2.-  Besides being unconstitutional, isn’t it also premature and possibly counterproductive for
the United States to take unilateral executive branch action, without ratification, when the
Administration has characterized the Protocol as a “work in progress”?

A BudgEt Request without Justification or Ratification.

3. Hqw can the Administration claim that its proposed Climate Change Technology
Initiative (CCTT) is not intcnded to implemeat the Kyoto Protocol, when this initiative has been
made an igtegral part of the President’s Global Climate Change Initiative, and the initiative is
specifically designed to alter market behavior in furtherance of the treaty’s emissions reductions
targets? :

4a.  In a hearing before the Senate Foreign Relations Committee on February 11, 1998, Under
Secretary of State Eizenstat testified that the tax incentives and research funding that the

President requested in his Fiscal Year (FY) 1999 Budget proposal are necessary to place the U.S.
in a “positjon where we will be further down the road and won’t have to make the kind of drastic
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reductions that otherwise might be called for.” Please provide all of the economic data and
analyses upon which the Administration relied for this determination. As to any analysis, please
identify who prepared it and provide all records containing comments by other federal agencies
on the drafts.

4b.  Explain why the President decided to request $6.3 billion in his budget proposal
instead of the $5 billion that he stated he would seek at the time that he announced his Climate
Change Alction Proposal on October 22, 1997. Was this decision affected by the fact that the
Administration agreed at Kyoto to commit the U.S. to reducing greenhouse cmissions by 7%
below 1990 levels rather than stabilizing emissions at 1990 leveis?

5a.  Article 3.2 of the Kyoto Protocol states: “Each Party included in Annex I, by 2005, shall
have made demonstrable progress in achieving its commitments under this Protocol.” Please
explain how the Administration is interpreting this provision of the treaty.

Sb.  Does the Administration belicve that its Global Climate Change Initiative,
including the CCTI, will enable the U.S. to make demonstrable progress in achieving its
commitments under the Kyoto Protocol?

5c.  Plegse provide and document the Administration’s annual performance measures
for its 5-year Climate Change Technology Initiative (CCTT). In this regard, provide the
following: the 1990 U.S. emissions level, data on actual emissions reductions for Fiscal Year
1997, and then projected emissions reductions beginning with Fiscal Year 1997 and then for each
year up to and including Fiscal Year 2003.

|
5d. Please specify the annual greenhouse gas emissions reductions that the
Administration estimates will occur between FY 1999 and FY 2005 from implementing each
element of its Global Climate Change Initiative.

6a.  The Administration has maintained that the CCTI is a “no-rcgrcts proposal; that is,
regardless of whether or not there is a real threat of global warming, this proposal is justified on
its own merits as good energy and environmental policy. In view of this claim, please
demoustrate the need for this initiative based on reasons other than facilitaring greenhouse gas
emissions reductions.

6b.  In this regard, provide the environmental and economic data and analyses that
support this request on its own merits.

6c.  Can the Administration point to a significant market failure or demonstrate a
compelling public need that necessitates $3.6 billion of new tax incentives and a 73 percent
increase in funding to accelerate the development and diffusion of more energy cfficient
technology? According to OECD data, U. S. energy eéfficiency since 1980 has improved more
than that of most industrialized countrics.
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- 6d.  Pleasc provide a detailed explanation of and produce all records indicating the
alternative policy options that the Administration analyzed, including more broadly-based
options, s?ch as integrated pollution prevention, performance-based regulation, and multi-media
regulatior. In this regard, did the Administratiou cvaluate whether existing regulation may be a
signiﬁcaﬁt barrier to improving energy efficiency and the environment?

6c Please explain in detail and fully document the cost-effectiveness of the
Administration’s proposal when compared to other available options for improving energy
efficiency|and the environment.

6f. Please explain in detail and fully document the opportunity costs of committing
such a sigpificant amount of our nation’s resources in this manner.

6g  As to any analysis provided, identify who prepared it and provide all records of
comments by other federal agencjes.

7. Hgw realistic and achievable are the targets and timetables that the U.S. delcgation agreed
to at Kyotg. if it is necessary to take unilateral executive branch actions prior to Senate -

ratificatioh in order “to get us in a position where we will be further down the road and won’t
have to mpke the kind of fnstic reductions that otherwise might be called for™?

8. Under section 102 of the National Environmental Policy Act, the federal government is
required tp provide a detailed environmental impact statement (EIS) and to follow specified
procedures for review and comment whenever it is recommending to Congress legislation that
“affects the quality of the human environment”. Please provide any EIS (or draft EIS, if not
finalized) that was prepared in connection with the Administration’s requests for tax incentives
and research funding to facilitate greenhouse gas emission reductions. With respect to any EIS,

identify who prepared the document and provide all records of written and oral comments from
other federal agencies. :

The Inescapable Regulatory Backdoor.

9.  Inits 1997 U.S. Climate Action Report under the current Framework Convention on
Climate Change, the Administration made this statement: “Recognizing that even the most
draconian measures would likely be insufficient to reverse the growth in greenhouse gases and
return U.S. cmissions to their 1990 Jevels by the year 2000, new U.S. efforts are focusing most
intensively on the post-2000 period.” Based on this assessment, how can the President assert
that the US. commitments under the Kyoto Protocol are achicvable with minimum economic
costs? vide any economic and legal analyses that demonstrate that U.S. obligations can be
met without constraining U.S. economic growth and without imposing onerous and costly
regulation. Also, please provide two copies of the 1997 U.S. Climate Action Report.
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10a. - In testimony before the Senate Foreign Relations Committee on February 11, 1998,
Ambassador Eizenstat stated that the only legislation that would be required to enable the U.S. to
abide by the Kyoto Protocol would be legislation authorizing emissions trading; otherwise, he
indicated that the U.S. could rely on existing legislation. In this regard, please provide all legal
and policy analyses performed by the State Department and other federal ageacies on whether,

" and to what extent, new implementing legislation would be required to meet the U.S.
commitments under the Kyoto treaty and provide all comments thercon by other agencies.

10b.  Also, please provide any and all legal and policy analyses developed by the State
Department or other federal agencies regarding the applicability and availability of existing
legislation to implement the Protocol and all comments thereon by other agencies.

_ |
11.  To the extent that analyses have been performed, describe any differences between the -
. legislation and regulations that would have been needed to implement the President’s October
~ 11997 Climate Change Action Proposal and that which would be needed to implement the Kyoto
Protocol.

12.  Is there an agency or interagency group that is developing recommendations on the nced
for implementing legislation? If so, please identify the persons who have been charged with
coordinating this effort and the names of the agency represeniatives who are participating.

13a.  Please identify all environmental and encrgy regulations that are being developed, have
been proposed, or have been issued since 1992 that have or will have the effect of reduciog
greenhouse gas cmissions (whether or not that is the intended purpose of the particular
regulation). As to those regulations that are being developed or that have been proposed,
provide aﬂ estimated timetable for cach stage of the rulemaking.

13b. Has OMB or any other federal agency prepared, contracted to have prepared, or
considered any studies that: (1) Have calculated the potential cumulative costs of environmental
and energy regulations that are presently planned or being developed, have been proposed, or
already have been issued since 1992 that have or will have the effect of reducing greenhouse gas
emissions (whether or not this is the intended purpose of the regulation); and (2) Have assessed
the cumulative effects of these regulations, or any combination of them, on the U.S. energy
system and economy? If so, please provide any such analyses and all federal agency comments
on any drafts. If not, please indicate why this has not been done. This Subcommittee believes
that this information is vitally needed and is requesting that such an analysis be performed.

134. Please provide any analyses that have been performed or considered by the
Administragtion concerning the potential combined effects on the U.S. economy and energy
system of such Clean Air Act regulations, as the recently issued National Ambient Air Quality
Standards for particulate matter and ozone, and regional haze proposal; the Administration’s
proposed measures for implementing the requirements of the Kyoto Protocol; and its planned
legislative proposal for restructuring the electrical industry.
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POLICIES WITHOUT ECONOMIé ANALYSIS

“By providing incentives for early action to reduce emissions, attacking domestic
energy inefficiencies, and putting in place a market-based emissions trading system,
we can reach [our emission reduction targets) with minimum cconomic costs.”

Statement of President Clinton
Climate Change Proposal
October 1997
The Administration’s Repeated Failure to Conduct Economic Analysié.

l4a.  Given the significant economic costs projected by private sector studies, why did the
Administration abandon a year and a half-long effort to develop cost estimates of the President’s
propoged policies to reduce greenhouse emissions? In testimony before the House Subcommittee
on Encrgy and Power on July 15, 1997, the Chair of the Council of Economic Advisers, Dr. Janet
Yellemted that President Clinton’s top priority since his first days in office “has been
mvital1 ing the U.S. economy, creating jobs, and investing in people and technology to enhance
long-term growth.”

. 14b. How can the Administration defend its policy actions based on the results of
climate models that must take into account significant uncertainties surrounding the effects of
buxnan activities on the climate, yet nevertheless consider economic modeling to be “futile” (Dr.
Yellen’s expression at the House Commerce hearing on July 15, 1997)?

15a. Intestimony before the House Commerce Committee in 1997, former Undq.r Secretary of
State Timothy Wirth stated that an interagency “economics team” was formed to :u]ulyze the
impacts of climate change policies.

15b. Please provide the following background information regarding that group: when
it was formed, the names of the participants and their agencics, the head of the team, the scope of
the group's responsibilities, and to whom the group reported.

15c.  Please produce records of all meetings of this group and information on any
workshops conducted. Also, produce all analyses performed by the group and provide all records
of written or oral comments from other federal agencies on the team’s analyses and advice.

16.  In developing its positions for the Conference in Kyoto, did the Administration at any
point renew its efforts to estimate the costs of various policies to reduce greenhouse gas
cmissions? I so, please provide all economic analyses that were prepared for the Administration
and the U.S. delegation to review. As to each analysis, please indicate who prepared the analysis
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and p‘rovihc all records containing comments from other federal agencies. If not, please explain
fully why not. ;

17.  Is there currently in place an interagency body that is analyzing the economic impacts on
the U.S. of the mandatory restrictions specified in the Kyoto Protocol and evaluating alternative
domestic policies to achieve those requirements? If so, please provide the same type of
information about this group, as well as produce the same type of documents, which were
requested in question number 15 above with respect to the “economics team.”

18.  During its deliberations prior to Kyoto, did the Administration consider whether an
agrecment to stabilize emissions at 1990 levels or to reduce emissions below 1990 levels would
result in lower economic growth? If so, how much lower economi~ growth did the
Administration consider as acceptable in exchange for a treaty that would have at best only a
marginal impact on reducing cmissions? Please produce all records of such deliberations and all
cconomic analyses and comments thereon (from federal agencies and private parties) that the

- Administration considered.

19. |If the Administration did not prepare cost estimates of the irapacts on the U.S. economy
and the American people, how did the Administration determine its policy position first to
stabilize emissions at 1990 levels by 2008-2012 and then later to deviate with confidence from
that po'sition and commit the U.S{ to reducing emissions by 7 percent below 1990?

20. At what point prior to or during the negotiations, did the Administration decide that
emissions reductions below the 1990 baseline were acceptable? Who in the Administration and
in Conbress were consulted in making this decision? Did the Administration cxamine any public
or private analyses in reaching this decision? If so, identify and provide the analyses upon which
the Administration relied, with all comments that were submitted by any federal agency.

21.  If economic analyses were prepared internally to support positions that the
Administration intended to take at the Conference, why weren't these analyses made available to
Congress and the American publir, who all have a right-to-know the potential

economic consequences of the ident’s climate change policies?

22.  Did the Administration review any private sector analyses completed prior to Kyoto? If
50, please provide all records of comments thereon by federal agencies.

23. The Clinton Administration indicated its recognition of Senate Resolution 98 (the Byrd-
Hagel Resolution). Please describe in detail and document the steps that the Administration

already has taken and intends to to|assurc compliance with each provision of that
Resolution.
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- No Cost/Benefit Analysis of the Kyoto Treaty.

24a. Please provide any and all analyses that the Administration or any federal agency
prepared (or is preparing) of the costs and benefits of imposing on the U.S. the binding targets
and timetables set forth in the Kyoto Protocol for reducing greenhouse gas emissions, taking into
account the global implications of the way in which this agreement is structured. Also, please
analyze and document the following:

24b. Whether the benefits of implementing this Protocol are justified by the costs;

24c. Evaluate the effectiveness of this agreement by comparing the marginal abaternent
costs of the most plausible alternative scenarios for meeting the Kyoto targets, given the way in
which this agreement is structured, with the marginal costs of other reasonable alternative

compliance schemes; (

: 24d. With respect to each scenario that is analyzed, identify the assumptions used,

i explain any uncertainties concerning the assumptions, and examine the sensitivity of net benefits
to the different compliance strategies, using a range of plausible assumptions about future

. economic development and about fundamental climate processes;

24¢c. Evaluate the opportunity costs of pursuing the Administration’s strategy for the
abatement of greenhousc gas emissions under the terms of the treaty; and

24f  Evaluate how the benefits and burdens of complying with this treaty would be
: distributed on the national and houschold levels, describing, among other things, the disparate
- regional and industrial sector impacts, and the effects on different income levels.

. 25a.  In evaluating alternative scenarios, please examine the following:
25b. Compare the lonomic and environmental effects of not including developing
| countries in the effort to reduce global emissions (with the potential for binding developed
countries to even greater obligations, without limiting developing countries) against the effects of
addressing greenhouse gas mitigation on a global scale by the international community.

25c. Compare the economic and environmental effects of complying within the
timeframes set forth in the Kyoto Protocol with the effects of complying over a longer time
period.

25d. Compare the impacts of reducing greenhouse emissions using internatipnal
emissions trading, joint implementation, and the Clean Development Mechanism with the
impacts of relying upon domestic emissions permit trading. In this regard, evaluate alternative
international trading scenarios: trading only between Annex 1 countries, trading that extends to a
number of “key” developing countries, and trading in which all countries are fully participating.

| 1
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26.  With respect to any analysis provided, please identify and explain the basis for
assumptions used regarding such factors as the rate of improvement in energy efficiency, the
effectiveness of market incentives in increasing the market share of fuels that emit less carbon,
and economic and demographic growth. Also, explain fully any assumptions on how emissions
reductions will be achieved, as for example, through the early retirement of coal plants or nuclear
plant life extensions.

27. In httl)]nside:ring the opportunity costs, evaluate the extent to which the Administration’s
climate chiange strategy will require the diversion of funds from savings and/or investments
which would have provided other benefits, such as saving social security, or more funding for
cducation, health care, etc.

28.  In assessing the impacts on the U.S. of complying with the Kyoto targets and timetables,
please explain in detail the potential effects on the following indicators of economic
performance: gross domestic product (GDP), per capita GDP, unemployment, income and real
wages, trade competitiveness, and energy prices.

29.  In assessing the benefits of complying with the Kyoto treaty, please cvaluate fully the
potential qffsetring negative effects of exempting developiog countrics und of “carbon leakage.”
Also, if the economies of developed countries experience reductions in cconomic growth,
evaluate the impact that this will have on the ability of emerging countrics with export markets to
transition fo more energy efficient technologies.

30.  President Clinton has suggested that the U.S. economy can continue to grow under this
agreement. Pleasc indicate at what rate the Administration expects that the economy will
continue to grow during the next ten to 20 years if the treaty is ratified and at what rate itis
expected to grow if the treaty is not ratificd.

31.  Have any of the cost/benefit analyses performed by the Administration or any agency
been peer-reviewed? If so, please identify the reviewers provide their comments on the analyses.
If not, does the Administration plan to do so? Please describe fully the steps that the
Administration plans to take.

32.  Please describe in detail the strengths and weaknesses of the methodology of any

,economic models used. Also, indicate the differences between the models used in any of the
cost/benefit analyses performed post-Kyoto and those used in any prior analyses performed by
the Administration.

33.  In conncction with these cost-benefit analyses, fully explain how the baseline(s) against
which costs and benefits were calculatel was determined.
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342 - Please provide all records of written or oral comments from other federal agencies on
cach of the cost/benefit analyses that were performed.

34b. Please provide all records of comments submitted by federal agencies on Dr. Janet
Yellen's draft testimony about the economics of Kyoto for the hearing before the House
Comn'}crcc Committee on March 4, 1998. '

 International Emissions Trading: Not a Panacea.

35. | As a practical matter, until the Conference of the Parties makes all of the decisions that it
is empowered to make under Article 17 of the Kyoto Protocol concerning the establishment of
rules and procedures for international emissions trading, isn’t it premature for the Administration
to forecast definitively that the agreement would result in, at most, modest energy price hikes?

, _
36a.  With respect to the rules and procedures for international emissions trading thzlt have yet
to be developed, what are the minimum requircments that the Adminjstration is secking to assure
an efficient and effective system for lowering the costs of emissions reductions?

36b. Does the Administraﬁoq intend to confer with Congress and obtain comments
from Congress and the public in developing negotiating positions for Buenos Aircs on rules and
procedures for an international emissions trading system and for obtaining joint implementation
project credit, including the Clean Development Mechanism? :

37a. Why does the Administration believe it can obtain meaningful participation by
developing countries and what steps is the Administration taking to achieve this? What
indications of potential meaningful participation have been shown by developing countries that
prompt this optimism?

37b. - In particular, what are the steps being taken with résPect to China, India, Mexico,
Brazil, and South Korea and what indications of potential meaningful participation has the
Administration received from thesc countries?

37c. Which countries does the Administration congider “key,” in assuring that
“meaningful participation” is secured? '

38.. Why does the Administration maintain that the U. S. acid rain program experience
“clearly demonstrates how programs like international permit trading, joint implementation and
the Clean Development Mechanism will lead firms to find cheaper ways of reducing cmissions
that can lead to unexpectedly low costs™? Is it appropriate for the Administration to extrapolate
from that experience to the global arena? Won't the cffectiveness of the international system,
joint implementation, and the Clean Development Mechanism depend on such factors as the
rules and procedures governing these mechanisms, the extent of participation by other countries,
including developing countries, etc?
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39a. -Even assuming that effective rules and procedures can be developed for an international
emissions trading system and for joint implementation projects and that key developing countries
agree to participate, isn’t there a real risk that these mechanisms could effect an enormous
transfer of wealth and jobs out of this country overseas, especially to the countries of the former
Soviet Union and emerging countries (i.e., that this system would be essentially a foreign aid
program)? Some studies have estimated that more than 50% of our reductions would have to be
purchased from other countries.

39b. Pleasc provide and document estimates of the percentage of U.S. emissions
reductions that might have to be purchased from other countries to minimize the costs of
reducing emissions and which countries likely would be the beneficiaries.
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"Definitions and Instructions for the Production of Records
1. When a request calls for the production of records, the Subcommittec requests all responsive
records that EPA has in its possession, custody, or control through the date of the final submission of

records to the Subcommittee, unless the request clearly states that the Subcommittee is only interested
in records EPA received during a particular time period.

2. Please sequentially number all records that you produce to the Subcommittee, and indicate
the source of any record if the source is not accurately reflected on the record itself. Please submit all

records on single-sided paper and submit an inventory of records produced if the volume is more than
100 pages.

3. To the extent practicable, please organize the records or documents in tabbed binders or
folders that indicate which records are responsive to which requests for information.

4. For the purposes of this and refated requests in the future, the word “record” or “records™
shall include any and all drafts, originals, and non-identical copies of any item whether written, typed,
printed, electronically recorded, transcribed, punched, or taped, however produced or reproduced, and
includes but is not limited to any writing, transcription, or recording, produced or stored in any fashion,
including any and all computer entries, memoranda, notes, talking points, letters, journal entrics,
reports, studies, calendars, manuals, press releases, opinions, documents, analyses, messages,
summaries, bulletins, e-mail messages (in hard copy and electronic forms), disks, the text of any
 alphanumeric messages or other electronic paging devices, briefing materials, cover sheets or routing

cover sheets and any other machine readable material of any sort whether prepared by current or former

officers and employees, agents, consultants or by any non-employee without limitation. “Record” or
=records” shall also include redacted and unredacted versions of the same record.
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The Iionorable Janet Yellen
Chair

Council of Economic Advisors
Old Executive Office Building
Washington, D.C. 20502

The Honorable Stuart E. Eizenstat
Under Secretary for Feonomic
Business and Agricultural Affairs
1J.S. Department of Statc

2201 C Street, N.W.

Washington, D.C. 20520

Dear Ms. Yellen and Under Secretary Eizenstat:

Thank you for agreeing to testify before thc Subcommittee on Lnergy and Powcer next
Wednesday on behalf of the Administration. As you know, the topic of the hearing will be the
“Kyoto Protocol and its Economic Implications,”and we will locus on the overall tcrms, objectives,
and implementationof the Kyoto Protocol. To that end, T anticipate extensive Member interest and

questions regarding any economic modeling the Administration has done to asscss the economic
effects of the Kyoto Protocol.

In preparing for this hearing, [ am troubled by the fact that the Administration still owes the
Subcommittce answers 10 questions that were posed in writing jointly to Ms. Yellen and Under
Secretary Timothy Wirth over six months ago. By lctter dated August 22, 1997, T submitted 36
guestions on Global Climate Change matters. The Administration’s response dated Scptember 30,
1997 not only neglectcd to answer | 1 of these questions entircly, but also fell far short in providing

 responsive answers to those questions it chose to address. In subsequent testimony beforc my
Subcommittee on November 5, 1997, Under Scerctary Wirth agrecd with this assessment, promising
to “fix* the problen:

[W Je appreciate the forhearance of the Committee and its statt on the responsc to
letters which the Committee sent us in August and October. Bluntly, we've not done
a good job tesponding thoroughly and promptly to your requests, and that is not the
respect with which the Committee is duc, and we'll fix that issue.
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‘The Honorable Janet Yellen
The ITonorable Stuart Eizenstat
February 27, 1998

Page 2

Soon after that hearing, Committee staff mct with Administration officials to specifically detail
those questions which still required initial or further responses, and were assured that complete
answers 10 Lthese questions would be forthcoming shortly. To date, your answers are still
outstanding. This tardincss is inexcusable. Accordingly, I am writing to request that the
Administration provide to the Committce answers to these questions prior to next week's hearing,
Please submit these responses when you provide the advanced copies of your prepared testimony.

In addition, it has come to my allention that during a February 11, 1998 Global Climate
Change hearing belore the Senate Foreign Rclations Committee, Ambassador Eizenstat,
representing the Administration, testificd that the Administration’seconomic analysis on the Kyoto
Protocol was nearly ready. In fact, he went so far as to testify that the economic apalysis would be
ready “literally within a week or two, and at an appropriate Congressional hearing [the
Administration] will luy that oul.” Based upon Ambassador Eizcnstat's statcments, this analysis
should now be complete.

Given the long-standing interest of this economic analysis to Subcommittee Members on
both sides of the aisle, and given ils direct relevance to next week’s hearing, | am requesting that you
come prepared Lo discuss the findings and merits of this analysis. In addition, please provide copies
of this economic analysis when you provide the advanced copies of your prepared testimony.

Thank you for your cooperation on this matter. If you have any questions concerning this
request, please contact Ms, Catherine Van Way of thc Commcree Commitice staff at 225-2927.

-

Dan Schaefer
Chairman
Subcommittee on Energy and Power

cc:  The Honorablc Ralph Hall, Ranking Member
Subcommittee on Energy and Power



CEA Responses to Written Questions Submitted by the Senate Committee on Foreign Relations
Hagel

10. Last year, the Administration abandoned a year and half-long effort to develop an economic
model that would show that we could make major cuts in energy use in this country without
harming our economy. The Chair of the Council of Economic Advisers went so far as to call
economic modeling “futile.” On February 4, 1998 the Chair of the Council on Environmental
Quality, Kathleen McGinty said before the House Science Committee, “The Administration is
working on a more detailed economic analysis of the impacts of the targets reached in Kyoto.
Council of Economic Advisers Chair Janet Yellen will be prepared to discuss the analysis at a
hearing next week before the Senate Foreign Relations Committee.” Can you tell me why the
Administration did not produce either Janet Yellen as a witness or the promised detailed
economic model or analysis?

Dr. Yellen was unable to complete preparation of testimony and interagency clearance by
the Committee’s hearing deadline because of her obligations associated with the release
of the 1998 Economic Report of the President. Dr. Yellen did testify before the House
Commerce Committee on Wednesday March 4 and the Senate Agriculture Committee on
Thursday March 5 on the Administration’s economic analysis.

12B. Is there currently in place any interagency body within the Executive Branch that has the
responsibility to analyze the economic implications to the nation of the emissions reduction
requirements specified in the Kyoto Protocol for the United States and of alternative domestic
policies to achieve those reduction requirements?

The Administration has undertaken economic analysis and included the participation of
multiple agencies. Traditionally, the National Economic Council has coordinated and
continues to coordinate, interagency discussions of various aspects of the
Administration’s climate change initiative.

12B.1. If yes, what is the name of that interagency body? Who is the chair of that body? Are
you a member of that body?

Not applicable.

33.1. Do you believe that, until the Conference of the Parties makes all of the decisions that it is
empowered to make under those Articles of the Kyoto Protocol, it will be impossible for either
the Administration or the Congress to know the extent to which those articles -- in reality --

would or could reduce the nation’s cost of complying with the emissions reduction requirement
set forth in the Protocol?



The Kyoto Protocol establishes international trading of emissions rights across Annex I
countries. The Administration’s policy is to secure rules that ensure an effective
international market for emissions rights. It is impossible to know exactly the magnitude
of the cost reduction associated with international trading, because of many uncertainties.
Some of these uncertainties will be addressed in subsequent negotiations, however, many
uncertainties are associated with the inability to precisely predict the state of the U.S. and
global economies a decade from now. It is possible to draw from the economic literature
on trading, descriptive statistics of Annex I economies, and the results from modeling
exercises to illustrate the substantial gains possible through international trading. The
finding that effective international trading can significantly reduce compliance costs is
quite robust.

Helms

In addition to your assertions of increased energy efficiency, and international emissions trading,
please detail how the Administration intends to reach these enormous commitments without
constraining U.S. economic growth?

In addition to increased energy efficiency and international emissions trading among
Annex I countries, substantial cost reductions are possible if key developing countries can
be persuaded to commit to quantitative targets enabling them to participate in
international emissions trading arrangements. Significant benefits should also accrue
from the more limited role that developing countries have already agreed to: the Clean
Development Mechanism. A number of additional factors can also play a role in
enabling the United States to meet its target without constraining economic growth.
These include the use of carbon absorbing sinks to offset greenhouse gas emissions and
the flexibility allowed by the Kyoto Protocol to meet the U.S. target through reductions in
all six greenhouse gases and not just CO, alone. The President has also indicated his
support for legislation to unleash competition in the electricity industry. Such legislation
could lower electricity prices significantly for American consumers and also reduce
greenhouse gas emissions. [Further details concerning the Administration’s analysis of
how the Kyoto targets can be attained without constraining U.S. economic growth are
contained in the attached testimony of Janet Yellen before the House Commerce
Committee.]
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QUESTIONS FOR THE RECORD .
FOR UNDERSECRETARY OF STATE STUART EIZENSTAT
SUBMITTED BY SENATOR CHUCK HAGEL
UNITED STATES SENATE COMMITTEE ON FOREIGN RELATIONS
HEARING ON IMPLICATIONS OF THE KYOTO PROTOCOL
February 13, 1998

1. When the Congressional delegation met with Vice President Gore in Kyoto, I asked the -
Vice President exactly what he meant when he called on you and the rest of the U.S.
delegaton to show more flexibility. The Vice President said that he would defer that
question o you, but you were not at that meeting. Can you tell us exactly what
Instruction you received from the Vice President and what he meant when he instructed
Yyou to be more flexible in the negotiations?

2. Please define for me: “meaningful participation from key devcloping countries?”
2.1  What countries do you define as “key?” Do you consider China a “key”
developing country? Do-you consider India a “key™ developing country?

3. The Administration’s position on the issue of developing country participation has been
much weaker than that unanimously urged by the Senate in Senate Resolution 98. The
President has called for “key” developing countries to participate in a “meani ” way,
while the unanimous view of the Senate was that “the United States should not be a
signatory to eny protocal which would mandate new commitments to limit or reduce
grecohouse gas emissions for the Annex I Parties, unless the protocol or other agreement
also mandates new specific scheduled commitments to limit or reduce greenhouse gas
emissions for the Developing Country Parties within the same compliance period.” Why
did the Administration use a differenr standard than that voted nnanimously by the |
Scnate? .
3.1  Does the Administration intend 10 adhere 1o the letter of S. Res. 98, that is to

negotiate legally-binding, specific new scheduled commitments within the same
compliance period for the Developing Country Parties currently left out of the
Kyoto Protocol? . o

32  Arwhat point, specifically, will the Administration reconsider the viability of the
Kyoto Protocol if emission reduction commitments cannot be secured from the
Developing Country Pardes?

33 Does the President intend to honor the unanimous request of the Senate not to be a
signatory ~— that is not to sign the Protocol — undl we have met both objectives of
the Byrd-Hagel resolution test: emission reduction commitments from the
Developing Country Parties and a demonstration that the Protocol will not
seriously barm the U.S. ecopomy?

4. Does the FY99 budget contain any programs or budget requests that could bave the effect
of implementing portions of the Kyoto Protocol? Please provide the Committee with a
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10.

list of all climate change programs in the Executive Branch, with a description of cach
program and how they relate to the Kyoto Protocol.

Article 3 calls for the U.N. Subsidiary Body. for Scientific and Technologijcal Advice 10
report within a year on which additional activities should be regulated by the treaty.
What specific additional domestic U.S: economic activities do you believe should be
brought under the jurisdiction of the Kyoto Protocol? '

Article 5 calls an countries to ephance their monitoring systems of greenhouse gas

emissions. Will the Administration make any changes in our exasting monitoring systems
prior to Senate ratification of the treaty?

Article 6 delays the implementation of any international emissions wading system among
industrial countries until some later U.N. conference establishes procedures for
verification and reporting. Do you believe that a fully functioning trading system will, in
fact, be adopted next November in Buenos Aries?

Artcle 11 requires the industrial counnies to “provide new and additional financial

resources” to developing countries. What exactly does this mean, in 1erms of the U.S.

budget? ' '

8.1  Does the Administration plan to implement this requirement of the Kyoto
Protocol before Senate ratification?

Article 12 creates a new U.N. foreign aid fund on the climate change issue. This is the
“Clean Development Mechanism.” This Article creates a new U.N. structure for the
transfer funds from industrial to developing nations. It would permit industrial countries
or companies to pay into a fund that would, in rurn, pay for projects in developing nations
to achieve “sustainable development™ and to reduce greenhouse gas emissions beyond
what they would otherwise be. Article 12 also contains language that would permit the
U.N. Clean Development Mechanism 1o retain a portion of the funds it receives for its
own administrative purposes. Early versians of this Brazilian proposal forthrightly
referred to this as “user fee™ authority, a form of U.N. taxation authority. Does the
Administration have any concemns about granting this kind of fee retention authority to a
UN. body? ’ : :

Last year, the Administration abandaned a year and a half-long effort to develop an
economic mode! that would show that we could make major cuts in encrgy use in this
country without harming our economy. The Chair of the Council of Economic Advisors
went so far as to call economic modeling “futile.” On February 4, 1998 the Chair of the
Caouncil on Environmental Quality, Kathleen McGinty said before the House Science
Committee, “The Administration is working on a more detailed economic analysis of the
impact of the targets reached in Kyoto. Council of Economic Advisers Chair Janet
Yellen will be prepared to discuss the analysis at a hearing next week before the Senate
Foreign Relations Commitree.” Can you tell me why the Administration did not produce
either Janet Yellen as a witness or the promised detailed cconomic model or analysis?
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11.

12. &

12.9
¢ /

13.

Were you involved in developing the statement of the Administration’s climate change

policies announced by the President in his October 22, 1997 speech at the Natiopal

Geographic Society, and, if you were, will you please describe for us the role you played?

11.1 When were you told that you would be head of the U.S. delegation at the third
session of the Conference of the Pardes to the United Nations Framcwork
Convention on Climate Change; and who told you?

11.2  'Will you please describe for us the role you played in developing the
Administration's policy approach to, and strategies concering, the international
climate-change negotiations during the period between the President's October 22
speech and the first day you arrived at the Kyoto Conference?

11.3  Atthe Kyoto Conference, you were the head of the U.S. delegation. Will you
please describe the role you played in developing the Administration's pohcy
approach 10, and strategies concerning, the international climate-change
negotiations in Kyoto; and, in doing so, will you please describe on a comparative
basis the decision making authority within the delegation of you, Ms. Kathleen
McGinty, and Mr. Todd Stemn?

In his tcsfimony last fall before the House Commerce Committee, former Under
Secretary of State Wirth referred to the Administration’s “economics team™ in response to
Committee questions about economics issues relevant to the international climate change
negotiations. Prior to your appointment as head of the U.S. delegation for the Kyoto
Conference, did you regard yourself as part of the Administration’s econormcs team”
with respect to the international climate-change negotations?
12.1 From and after the time you were appointed bead of the U.S. delegation, was there
an “economics team” concerning the international climate-change negotiations,
and. if there was, who were its members and who headed the “cconomics team?”

Is there currently in place any interagency body within the Executive Branch that has the
responsibility to analyze the economic implications to the nation of the emissions-
reduction requirements specified in the Kyoto Protocol for the United States and of
alternative domestic policies to achieve those reduction requirements?

12.1 If yes, What is the name of that interagency body? Who is the chmr of that body?

Are you a member of that body?

You were appointed head of the U.S. delegation at the Kyoto Conference after former
Under Secretary of State Wirth announced his intention to resign as Under Secretary for
Global Affairs. The President has not yet sent to the Scnate his nomination of a successor
to Mr. Wirth. Are you currently proceeding on the assumption that, unless and until you
are informed by the Secretary of State or the White House to the contrary, you are the
senior State Department official who has immediate responsibility for the
Administration’s policy approach to, and strategies concerning, interoational climate-
change negotations?

13.1 What is your currant assumption about whether you or Mr. Wirth's successor, if
and when confirmed by the Senate, will head the U.S. delegation at the fourth
session of the Conference of the Parties when it meets in Buenos Aires in
November?
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“In bJs October 22, 1997 speech at the National Geographic Saciety, the President said:

First, the United Srates proposes at Kyoto that we commit to the binding and realistic
target of returning to emissions of 1990 levels berween 2008 and 2012. And we should
not stop there. We should commit to reduce emissions below 1990 levels in the five-year
period thereafter, and we must work toward further reductions in the years ahead.” As of
the time you arrived at the Kyoto Conference, or at any time during the Kyoto
Conference, were you infarmed of:

- what the President’s October proposal would require of the Unired States
in terms of the tons of carbon-equivalent emissions reductions;

- what domestic laws and regulations likely would be required 10 enable the
United States to abide by the President’s October proposal; and

- what the economic consequences to the nation likely would be if the
President’s October proposal were the basis for a protocol?

14.1  For any affirmative response to any of the above questions,

- Who gave you that information, and when?

— - Pleasc tell us what portions of the information were in written form, by
way of briefing papers or otherwise, including any notes you made of
information that was given to you?

- To the extent the information to which I have referred was not given to
you in wntten form or reflected in any notes you made of the informadon
given to you, would you please tell the Commirttee:

- -what the President’s October proposal would require of the United
States in terms of the tons of carbon-equivalent emissions
reducdon; ‘

- what domestic laws and regulations likely would be required to
enable the United States 1o abide by the President’s October
proposal; and -

- what the economic consequences 1o the nation likely would be if
the President’s October proposal were the basis for a protocol?

142  Prior to your leaving for the Kyoto Conference, was it your understanding that the

President’s October proposal for emissions “targets and timetables” presupposed

that a protocol would provide for emissions trading among Annex I Parties and

for “joint implementation™ amang and between Annex I and non-Annex [ Partes?

143  Prior 1o your leaving for the Kyoto Conference, what was your belief as to how
difficult it would be for the United States to achieve the emissions limitation that
was proposed in the President’s October speech, assuming a protocol provided for
emissions trading among Annex I Parties and for “joint implementation™ among
and between Annex I and nop-Annex [ Parties? '

As you know, the Kyoto Protocol, if it ever were to became binding on the United States,
would require our nation to reduce its emissions of greenhouse gases by 7 percent below
their 1990 levels during the period 2008 through 2012, all in accordance with the specific
provisions of the Protocol concerning the list of greenhouse gases, sinks, baseline dates,
and so forth. I refer you to 2 document entitled “Fact Sheet: The Kyoto Protocol on
Climate Change,” dated January 23, 1998. It states that it was prepared by the _
Department of State’s Bureau of Oceans and International Eavironmental and Scienufic
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16.

Affairs.” Did you, personally, approve issuance of that “Fact Sheet ™ apd_ if i

who was the highest ranking official of the State Dcpartment who :ppar:?ed i);;gxﬁnﬁt;

15.1  The State Department’s “Fact Sheet” states: “The 7 percent target represents at
most a 3 percent real reduction below the President's initial proposal of reducing
greenhouse gases to 1990 levels by 2008-12. The remaining 4 percentage points
result from certain changes in the way gases and sinks are calculated and do not
reflect any increase in effort as corapared to the President's original proposal.”
The document then goes on to atwribute one percentage point of the 4 percentage
points to changing the baseline from 1990 to 1995 for the three synthetic gases

. covered by the Kyoto Protocol (HFCs, PFCs, and SF,). It further attributes “about

3" pexcentage points of the 4 percentage points 10 not including in the 1990
bascline U.S. sinks, but including certain changes in sinks during the period 2008
through 2012. Was an analysis, which showed that the Kyoto Protocol involves
“at most a 3 percent real reduction” of U.S. greenhouse gas emissions below 1990
levels furnished to you while you were in Kyoto and before you agreed to the 7

percent reduction figure; and, if so:

- Who prepared the apalysis?

- Who furnished you the analysis, and when?

- Were you given or shown any such analysis in writing?

15.2  Please tell us which other natians — at the time of the Kyoto Conference, but
before actual adoption of the Kyoto Protocol — were informed, either by you or by
any other member of the U.S. delegation, that the Kyoto Protocol, as finally
proposed to be adopted by the Kyoto Conference, would entail at most a 3 percent
real reduction of U.S. greenhouse gas emissions below 1990 levels?

- Was Chairman Estrada of the Commitrec of the Whole informed of that;
and, if so, when? ' .

- Were any member nations of the European Union informed of that; and, if
so, which ones and when? '

- Were any developing nations, including, but not limited to, China, India,
Argentina Brazil, or any member nation of the Alliance of Small Island
States informed of that; and, if so, which ones and when?

Article 3.1 of the Kyoto Protocol states that the emissions reduction requirements of the
Annex I Parties set forth in Annex B to the Protocol, in accordance with the provisions of
Axticle 3, arc “with a view to reducing their overall emissions of such gases by at least 5
pex cent below 1990 levels in the commitment period 2008 to 2012.” My recollection is
that Ambassador Estrada, who chaired the AGBM and the Cammittee of the Whole,
stated that the reduction of the Annex I Parties would amount to about 5.2 percent below
1990 levels. If the “real” reductions or limitadons of the Annex I Parties are calculated in
the same manner as the proposed U.S. reduction is calculated in the State Department's
“Fact Sheet” — in other words, taking into account the 1995 baseline for the three
synthetic gases and the provisions regarding sinks ~ shouldn’t we conclude that the
“real” reductions of the Annex I Parties below 1990 emissions levels will be less than 5

percent?

16.1 Putting it another way, if the U.S. reduction is “ar mosta 3 percent rea] reduction”

below 1990 levels, that would be less than one-half of the 7 percent proposed

@oo7
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reduction for our nation set forth in Annex B to the Kyoto Protocol.. understand
that the United States accounted for perhaps as much as one-third or more of the
Annex I Parties’ gross emissions in 1990; Russia (the next largest Annex I emitter
of greenhouse gases), as well as New Zealand and Ukyaine, refused to agree to
any reductions below their respective 1990 emissions levels; and Australia would
be allowed 10 increase its emissions by 8 percent over its 1990 level. In these
circumstances, can you explain how the aggregate reductions of the Amnex |
Parties during the period 2012 through 2018 will achieve the § percent reduction
level referred 10 in Article 3.1 of the Kyoto Protocol?

16.2  As far as the Administration is concerned, is the phrase “with a view 10 reducing
their overall emissions of such gases by at least S per cent below 1990 levels in
the commitment period 2008 to 2012,” as set forth in Article 3.1 of the Kyoto
Protocol,-anything more than a purely political statement; or, could it in any
manner be interpreted as placing on the United States a legal obligation over and
above the 7 percent reduction set forth in Annex B, when interpreted in
accordance with the balance of Article 3 without regard to that phrase?

17.  The fact sheets and related documents that were distributed by the White House, along
with the text of the Presideat's October speech, stated with respect to the emissions target
and timetable he had announced: “And it is meaningful. Achieving 1990 levels in the
period 2008-12 would amount to almost a 30 percent reduction off a business-as-usual
approach.” Even assuming, for the sake of our discussion, that the 7 percent reduction
referred to in Annex B of the Kyoto Protocol amounts to “at most a 3 percent real
reduction” below 1990 levels, would you please: '

aacs (=)  tell the Committee how many millions of tons of reduction will have to
occur in 2012 (the last year of the first commitment period) compared to
the baseline emissions projections for that year; and
- explain why the Administration agreed in Kyoto to a legally binding
obligation to reduce our greenhouse gas emissions by such amount below
. 1990 levels during the period 2008 through 2012?

17.1 Given the provisions in the Kyoto Protocol concerning the baseline for the three
synthetic gases and the provisions regarding sinks, if the U.S. delegation had
insisted at the Kyoto Conference on percentage figures in Annex B-to the Protocol
that would bave resulted, in reality, in a U.S. commitment ouly to return its
greenhouse gas emissions to their 1990 level, rather than the 3 percent reduction
claimed in the State Department’s “Fact Sheet,” please tell us, based on your
discussions with other nations, which of them, if any, would have formally
objected to adoption of such a protocol? -

18.  Article 32 of the Kyoto Protocol states: “Each Party included in Annex I shall, by 2005,
have made demonstrable progress in achieving its commitments under this Protocol.”
Does this constitute a legally-binding obligation?
18.1 Will you please tell us what that provision means in terms of the relationship
between U.S. greenhouse gas emissions in 2005 and ~
- the baseline projection of U.S. emissions for 2005; and
- U.S. greenhouse gas emissions in 19907
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19.

20.

18.2  Does the Conference of the Parties to the Kyoto Protocol have the-autharity to
determine whether the United States is in compliance with Article 32;and, ifit
does. would our nation be exposed to risk of enforcement provisions that might be
established pursuant to Article 17 of the Protocol?

In his October speech, the President said there should be reductions below 1990 levels
during the five-year period after 2012. Either before or during the Kyoto Conference, did
you or any other member of the Executive Branch ever propose 1o, or discuss with,
another nation what the percentage reduction should be during the five-year period after
20127 Ifyes — ' .

- what percentage reduction was proposed or discussed for that second

corhmitment period;

- who expressed the view of the United States on that issue;

- when such further reduction was proposed or discussed;

- who the other nations were; and

- what their reaction was?

19.1  As nearly as ] can determine, there are two places in the Kyato Protocol that
define the first “commitment period.” Article 3.1 uses the expression “the
commitment period 2008 w0 2012,” and Axticle 3.7 uses the identical expression.

I am concemed that the word “w™ could be interpreted by some to mean “up to,”
rather than “through,” so that the language in the Kyoto Protocol would be
-interpreted to refer to the years 2008, 2009, 2010, and 201 1-- that is, “up to” 2012.
Such interpretation would mean that the first commitment period has a duration of
only four years. Was it the intention and understanding of the U.S. delegation at
the Kyoto Conference that the phrase “the commitment period 2008 to 2012," as
used in the Kyoto Protocol, was meant to include the full year 20122

Even if one assumes that the Kyoto Protocol provides for at most a real 3 percent
reduction of U.8. greenhouse gas emissions below their 1990 levels during the period
2008 through 2012, would you agree that, all other things being equal, the level of effort
required to enable U.S. compliance with that comrnitment would have to be greater or
more far-reaching than would be the case if the Protocol only required, under its
provisions, retumning the nation’s emissions to their 1990 level, and, also, that the
cconomic consequences would be greater? o '

20.1 During the decision-making process as to whether the U.S. delegation should
agree to the Kyoto Protocol, as it finally was to be proposed to the Kyoto
Conference, did you participate in any discussions, or receive any information,
concerning whether, or how, or the extent to which, domestic laws and regulations
that would be required, and the econamic consequences to the nation, would or
could differ from those contemplated at the time of the President’s October 1997
speech? If yes -

- Was any such information furnished to you in written form; and, if so,
who prepared the information, and who furnished it to you?

@oo9
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- Would you please describe for the Committee what was sajd during any
discussions you had on that issue?

- Would you please tell us whether the President or the Vice President, or
both; were provided the information that you had?

21.  Asyouknow, Senatc Resolution 98, the Byrd-Hagel Sense of the Senate R&solutién,
provided, in part, that “the United States should not be a signatory to any protocol to, or
other agreement regarding, the United Nations Framework Conveation on Climate
Change of 1992, at negotiations in Kyoto in December 1997, or thereafter, which would
— (A) mandate new commitments 1 limit or reduce greenhouse gas emissions for the
annex [ Parties, unless the protocol or other agreement also mandates new specified
scheduled commitments to limit or reduce greenhouse gas emissions for Developing
country Parties within the same compliance period. .. ." Please tell the Committee what
efforts were made by the United States, from and after the time you were told you would
bead the U.S. delegation at the Kyoto Conference, to obtain language in the Kyoto
Protocol that met the specific requirements of Senate Resolution 98, namely, that
“mandates new specified scheduled commitments o limit or reduce greenhouse gas
emissions for Developing courtry Parties within the same compliance period” as would
apply 1o our nation? . _

21.1 In the President’s October speech, he stated: “The United States will not assume
binding abligations unless key developing nations meaningfully participate in this
effort.™ In his December 8 speech 1o the Kyoto Conference, one of the specific
conditions stated by the Vice President to show “increased negotating flexibility”
also was “the meaningful participation of key developing countries.” At any time,
were you under the impression that such language met the requirements set forth
in the Senate Resolution that was adopted by a vote of 95 to zero? If yes -

- What, if anything, made you think that Senate Resolution 98 was only
concemed with “key” developing nations, as distinguished from all, or
substantially all, of them? :

- What, if anything, made you think that the expression “meaningful
participation” was exactly the same thing as the requirement of Senate
Resolution 98 that referred tp “new specified scheduled commitments to
limit or reduce greenhouse gas emissions for the Developing country
Parties within the same compliance period?”

212 Do you agree that the Kyoto Protocol, as written, does not meet the requirements
of the Senate, as set farth in Senate Resolution 982

22.  Asof, oraround, the time you were designated to head the U.S. delegation to the Kyoto
Conference, what was your understanding of the intention and meaning of the following
words, as used in the President's October speech: — _

- “key”™ — Please name all of the developing nations that were "key?"

- “participation” — did it include quantitative commitments, in the Protocol
or in a simultaneously adopted, bt separate, protocol, to limit the growth
of developing nations’ greenhouse gas emissions?

- “meaningful” — what did that mean?
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22.1 My understanding is that the Annex I nations and the developing nations knew of
the terms of Senate Resolution 98 at least by the summer of 1997, when the Ad
Hoc Group on the Berlin Mandate met in Boon. [s that your understanding alsa?

23.  Atany time during the Kyoto Conference, did the Administration’s intent and
understanding of the phrasc “meaningful participation of key developing nations™ change
from the intent and understanding that existed as of the President's October speech? If'so,
would you please tell us what the changes were?

24.  Does the Kyoto Protacol, as written, provide for “meaningful participation of key
developing countries” within the meaning of the President's October 1997 speech?
24.1  The following is from a document, dated December 11, 1997, which is entitled

“Transcript: Eizenstat Briefing on Results of Climate Talks” and which bears a
legend at the top stating “The United States Mission to Italy.” The document
purports to be a transcript of your news conference on December 11 in Kyoto.
The following statement is attributed to you:

“Second is the question of eventual ratification by the U.S.

Senate. The President has indicated that the United States

would not take on legally binding targets until there was

meaningful participation by developing countries. Clearly,

despite the very importaut step taken through the Brazilian _

process of creating a Clean Development Mechanism for Credir,

that meaningful participation has not yet been taken as a result y

of the steps that were done here. We hope, over time, they |

will.” :
Did that transcript accurately set forth what you said at your news conference?

242 Ifanybody in the Administration, or amybody else, ever tries to tell or suggest to

this Committee that the Kyoto Protocol, as written, provides for “meaningful
participation by key developing countrics,” can we count on you to deny that?

25.  The State Department’s “Fact Sheet: The Kyoto Protocol on Climate Change,” dated
January 23, 1998 states (beginning at the battom of page 4): “While the conference
rejected a proposal to create a new category of nations that would voluntarily assume
binding emissions targets, developing countries tnay as a prerequisite for engaging in
emission trading stll do so through amendment to the annex of the protocol that lists
countries with targets.” Does that statement mean that there is a mechanism for
developing nations to opt into the Kyoto Protocol by means of atnendment to Annex B?
251 Was the United States, before and during the Kyoto Conference, a proponent of
what had been called Article 10, which was called Article 9 in a subsequent draft
because of renumbering of the Articles, and that Article 10 was intended to set
forth the rules by which 2 non-Annex I Party (that is, a developing nation) could
“opt in” to a quantitative commitment to limit or reduce its greenhouse gas
emissions? '

25.2 Isit true that the developing nations, as a group, refused to go along with this
“Article 10,” and that, in your press conference immediately after adoption of the
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Protocol, you stated that the defeat of the opt-in provisions of Article 10 “was I
think our single greatest disappointment?”

25.3 Who came up with the idea that Annex B could be amended so asadd a
developing nation and a related emissions-limitation commitment, or when such
idea first entered into a draft of the Protoco]?

25.4 Do you believe that 2 majority of the developing nations wanted to include Article
10 in the Kyoto Protocol? ,

255 Tfa“developing™ nation wanted 1o undertake an emissions-limitation commitment
for itself and that it proposed to amend Annex B of the Kyoto Protocol by stating
what its commitment was, do you agree that, by reason of Articles 20.7 and 19.3
of the Protocol, such ameadment would first have to be approved by at least a
three-fourths majority vote of the Parties to the Protocol?

25.6 Do you believe that the Government of the United States, urider our Constitution,
could not deposit an instrument of acceptance to any amendment of Annex B
pursuant to Article 19.4 of the Kyoto Protocol without the advice and consent of
the U.S. Senate?

25.7 If a developing nation were added to Annex B, would it automatically become an
Annex I Party to the Convention?

25.8 Would a developing nation that is added to Ammex B also undertake the
coramitrnents of Annex I Parties set forth in Article 2 (conceming policies and
measures), Article 5 (concerning a national system for estimation of its emissions
and sinks), Article 7 (concerning its national emissions inventory and national
communications), and Article & (concemning expert review of its reports filed
pursuant o Article 7)? If yes —

- Will you please look ar thase Articles in the Kyoto Protocol and tell me
what language in them would make them applicable to a develaping nation
that became listed in Annex B?

26.  In her written testimony before the House Science Cammittee on February 4, Ms.
Kathleen McGinty said: “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.” Is that also your understanding of the
President’s position; and, if it is, who tald you that? .

27.  Iamtold that various Administration officials have referred to efforts to obtain, on a
bilateral or multilateral basis, the agreement of certain developing nations to quantitative
limita- tions on the growth of their greenhouse gas emissions. For example, [ understand
that Ms. McGinty indicated that in her oral testimony before the House Science
Committee. Is it the Administration’s position that any such bilateral or multilateral
agreements would constitute “meaningful participation by developing nations?”

27.1 How could the Administration contend that bilateral or multlateral agreements
with developing nations would justify the Senate’s ratification of the Kyoto
Protocol, in the absence of amendments to the Kyoto Protocol that made it gertain
the developing nations added to Annex B also were subject to Articles 2,3, 5, 7,
and 8, and that all such commitments, including those undertaken by means of
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28.

29.

30.

31.

32.

33.

joining Annex B, were subject to such enforcement provisions as might be
adopted to elaborate Article 177
272  Is the Administration contemplating proposals to amend the Kyoto Protoco] to

make certain that, if developing nations were added to Annex B, they also will be
subject to Articles 2, 3, 5, 7, and 87

What do you believe the chances are that the Kyoto Protocol will enter into force by the
fourth sessjon of the Conference of the Parties in Novembey if the Senate has not ratified
it more than 90 days before that session?

[f the Kyoto Protocol docs not enter into force by the November session of the
Conference of the Partes, do you belicve that the Protocol’s provisions conceming
amendment of the Protocol are irrelevant and that, in the absence of adoption of the Rules
of Procedure of the Conference of the Partes that provide for amendment of the Kyoto
Protocol by something other than “consensus,” any amendments to that Protacol would
require “consensus?”

Would you please describe for us all of the ways, including procedure, that the State
Department is considering to accommodate the requirements of Senate Resohition 982

Did the President, personally, authorize the U.S. delegation at the Kyoto Conference to

vote for adoption of the Kyoto Protocol?

31.1 Will you please explain to the Committee why the President authorized the U.S.
delegation to vote for adopton of the Kyoto Protocol at the Kyoto Canference,
but no decision has been made as w when it will be signed in behalf of the United
States?

Will you please identify and describe any oral ar written understandings with, or
commitments to, other nations — of any kind other than those specifically set forth in the
Protocol - which were made by the President, by the Vice President, or by any member
of the U.S. delegation to the Kyoto Conference, including, but not limited to, any
undc.rstandmgs or commitments regarding: .

implementation or the interpretation of the Protocol;

- the substance of future decisions by the Conference of the Parties, which
the United States would support, regarding rules or guidelines elaborating
the Pratocol; or concerning the timing of any Party’s signature or
ratification of the Protocol.

Article 16 bis. Will you please tell us whar “modalities” would be, as distinguisbed from

the “principles,” “rules,” and *“guidelines” referred to in that Article?

33.1 Do you believe that, until the Conference of the Parties makes all of the decisions
that it is empowered to make under those Articles of the Kyoto Protocal, it will be

Q/Q P impossible for either the Administration or the Congress to know the extent to

which those Articles — in reality — would or could reduce the nation’s cost of
f "‘JC complying with the emissions- reduction requirement set forth in the Protocol?
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Do you believe that under Article 16 bis, Annex B Partj i ing i

emissions trading now? . : arries can begin engaging in

34.1 Do you have any reasan to believe that other Parties to the Convention,
specifically including the European Union, agree that, under Article 16 bis, Annex
B Parties can begin ¢engaging in emissions trading before the Conference of the

~ Parties defines what it regards as the “relevant principles, modalities, rules and
guidelines” for emissiouns trading, as provided for in the first semtence of Article
16 bis?

34.1 Wil you please explain to the Committee, in summary form at this time, all of the
issues that will have to be decided by the Conference of the Parties in order to
enable emissions trading under Article 16 bis be a viable and effective mechanism
for reducing the costs of complying with the emissions-reduction commitment of
the United States under the Kyoto Protocol?

Regarding the Clean Development Mechanism, particularly Article 12.8, which states:
“The Conference of the Parties sexrving as the meeting of the Parties to this Protocol shall
ensure that a share of the proceeds from certified project activities is used to cover
administrative expenses as well as to assist developing country Parties that are
particularly vulnerable to the adverse effects of climate change to meet the costs of
adaptation.” Who are those countries that will be entitled to receive funding to meet the
costs of adaptation? ' _
- Are they limited 1o the groups of countries referred to in Article 4.8 of the
- Convention? . :
- Will the share of proceeds to be used to meet the costs of adaptation be
' allocated among deserving nations in accordance with some currently
unknown, decision making process to be established by the Conference of
the Parties? '
- Please identify all countries that would be excluded from receiving any
portion of such funding.

35.1 Does the United States have an understanding with Brazil, or with any other
nations, as to a limit, or potential limit, on the amount of money derived from
projects under the Clean Development Mechanism that will be diverted wo
developing pations for adaptation purposes? , |

My understanding is that the fourth session of the Conference of the Parties in November |
will review the adequacy of Articles 4.2(a) and (b) of the Convention. Given that the |
Conference of the. Parties adopted the Kyoto Protocol and that Articles 4.2(a) and (b) of

the Convention have nothing to do with commitments of developing nations, will you

assure this Committee that the position of the United States at the November session will

be that Articles 4.2(a) and (b) of the Conventon are “adequate?”

The Kyoto Protocel contains no provisions that describe what the procedures and
consequences will be if a Party is not in compliance with its commitnents under the
Protocol. Article 17 of the Protocol docs not itself provide deterrence to non-compliance;
yet we know that, for any number of reasons, the United States would comply with its
commitments if the Protocnl ever received the advice and consent of the Senate. What

12
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specific proposals did the U.S. delegation make during the negotiations that concluded

with the Kyoto Protocol that detailed the procedures to determine whether a Party was in

non-compliance, and, in case of non-compliance, what specific consequences would .

ensue in different situations?

37.1 Does the Administration. favor use of trade sanctions, such as embargoes, in case
of certain types of non-compliance; and, if so, please tell us what the
Administration is considering in that regard?

Is the Administration contemplating submitting.to Congress any other legislative
proposals, or is it contemplating proposing any new or amended regulations, any of
which are intended to reduce U.S. greenhouse gas emissions, prior to the President’s
signing the Kyoto Protoco] and submitting it to the Senate for its advice and consent? If
so, will you please describe the substance of any such legislative or regulatory proposals
that are being contem- plated?

Has any Department or agency of the Executive Branch, or any interagency body, been
given the responsibility to develop potential proposals for legislation or regulations that
would be intended to facilitate compliance by the United States with the Kyoto Protocol
if the Protocol ever were to become binding on this nation? If so, will you please identify
the Departments, agencies, or interagency body; and, if it is an interagency body; who is
the head of it? :

13
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QUESTIONS FOR THE RECORD
SENATOR JESSE HELMS
IMPLICATIONS OF THE KYOTO PROTOCOL HEARING
February 13, 1998

Please provide the following information either in electronic or hard-copy form:

— the official u.s. global greenhouse gas inventory used by negatiators in
Kyoto, on a country-by-country specific basis, for the six greenhouse gases
listed in Annex A of the Kyoto Protocol;

- the 1990 baseline and projections at least through 2030 for carbon dioxide,
methane, and nitrous oxide; and

— the 1995 baseline and projections at least through 2030 for
hydroflurocarbons, perfluorocarbons, and sulphur hexafluoride.

Please provide the assumptions, data and calculation methodology that
support the Administration’s assertion that the impact of carbon sinks on the
U.S. greenhouse gas reduction commitment will reduce the actual reduction to
2 or 3 percent below 1990 levels, rather than 7 percent.

The Kyoto Protocol establishes a Clean Development Mechanism. Please
provide the following information regarding the “Mechariism.”

— What staffing and administrative costs do you anticipate will be required to
establish and run this “Mechanism"?

_ What fee do you anticipate the U.N. will charge companies for investing in
developing countries through this "Mechanism™

— What criteria do you anticipate this “Mechanism” will use to approve or reject
investments?

The Energy Information Administration (EIA) has projected that carbon
emissions in the United States will increase froni 1990 emissions levels by 34
percent by the year 2010. The Kyoto Protacol would require the United States
to reduce these emissions to 7 percent below 1990 levels by 2010.

— In addition to your assertions of increased energy efficiency, and
international emissions trading, please detail how the Administration intends to

reach these enormous commitments without constraining U.S. economic
growth?

@oLs
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Please answer the following questions regarding the creation and
implementation of a domestic emissions trading program.

— Is the Administration considering the creation and implementation of a
domestic emissions trading program?

—- Does the Administration believe that a domestic emissions trading program
could be implemented absent legislation? Would legistation be required for
any aspect of a domestic emission trading program under consideration? |If
you do not believe that legislation is required, under what statutory authority,
specifically, would the Administration intend to proceed? What would be the
basis for such an interpretation? -

— Would a domestic emissions trading program be implemented without
ratification of the Kyoto Protocol? If so, on what basis? How would such a

program relate to the proposed, yet thus far undefined. international emissions
trading regime?

— Would a domestic emissions trading program be voluntary? If so, what
incentives would be offered to induce companies and other entities to
participate? Who would run such a program? Under what authority?

— By its very nature, an emissions trading program would require an emissions
“cap” that would make an emissions unit tradable commodity. Would
adherence to the cap be voluntary or mandatory? How would a cap be
established? Has any Administration officlal or entity examined in any way
whether a mandatory cap could be placed on carbon emissions? If so, would
it be the Administration’s's view that legislation would be required to proceed?
If not. under what authority would the Administration act?

— Could International emissions trading proceed today on the basis of the
Kyoto Protocol? If so, how? If not what would the Administration deem
necessary for an intemational emissions trading program to proceed?

Please answer the following questions regarding amendments to the Kyoto
Protocol:

— While the' Administration Is calling the Kyoto Protocol a “work in progress.”
isn't it true that the Kyoto Protocol is a final document that must be considered
by all nations as is? Can the Protocal be amended or changed in any way

‘before it enters into force? If so, how would this be done?

—~ Procedurally, how does the Administration intend to act on any proposals in
Buenos Aires? For example, how would an emissions trading regime be '

2
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considered and adopted? What about enforcement and compliance rules?
What about new scheduled emissions reduction commitments by developing
countries in the same compliance period as developed countries?

— If the United States, or any other nation, sought to amend the Kyoto
Protocol, wouldn't it need to follow the amendment process to the Protocol?

To participate in that process, wouldn't the United States. or any other nation.
have to be a party to the Protocol? If this is the case, how does the
Administration intend to change anything that is now included in the Protocol or
add anything to the Protocol — which is deemed a work in progress -- until
after U.S. ratification? If it is your belief that the United States does not have
to be a party to the Pratocol to amend the agreement, how could this be done?

—- Would the Administration consider submitting the Kyoto Protocol to the
Senate for its advice and consent before formal adoption of amendments to
the Protocol? If not, is it the Administration’s intention to forgo submitting a
global climate treaty to the Senate? |f so, how specifically would the
Administration go about making the Protocol acceptable to the American
people? '

— |Is it the intention of the Administration’s to seek to negotiate a new Protocol
and send both Pratocols together to the Senate for advice and consent? If so,
what would a new Protacol look like specifically? Have any other countries
expressed an interest in such an approach? If so, which countries?
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g EESEEE Hied States Senate

COMMITTEE ON
AGRICULTURE, NUTRITION, AND FORESTAY

WASHINGTON, DC 20510-8000°
202-224-2035

Maxch 14, 1597

The Honorable Al Gora
Vice Presgident

The White.House
Washington, D.C,.

Deax Mr. Vice Presgident:

Farm state members of Congress hava become increasingly
concexned with the lack of adequate attention glven to
agricultural concerns as the Administration works on the 'United
Nations Framework Convention on Climate Change (UNFCC). As you
know, this txeaty, if rxatified, could affect U.S. agricultural
production and compatitiveness.

American agricultural interasts must be adequately
repreocnted during the upcoming negotiationa. This :
repreaentation wlill ensure the continued auccess of farmers and
rancherxn and allow them to maintain theirx productivity, which
ultimately benefits conoumeras. We believe we can address the
global greenhouse gao iosue and protect the environment while
carefully conoldering the interests of America's farmera, B
xanclhers and consumexa. MHowever, before the United States is
committad to a final international agreement to limit greenhouse
ganeo, 1L io eosential that we know mora aboulb the treaty's
impact on our nation's largect employer and the world's most
efficient producero of food and fiber.

We will be clogely monltoripng the negotiations as work
continues on the final agreement before its submission to the
Senate for ratification. We request an analysls and briefing by
the Adminietration on the followlng issues as soon as posgible:’

1) The potentiai effects of climate qhange on U.S.
agriculture and livestock production.

2) 'The estimated greenhouse gas emissions resulting from
the production of crops and livestock in the U.S.

3) The net contribution of U.S. forests and crops in the
sequestration of greenhouse gases.

4) Actions oxr controls necessary to reduce agricultural
greenhouse gas emissions to comply with obhligations
that may arise under the treaty and an economic '
analysis of their impact on U.S. farmers and ranchers.
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5) Whethex and to what extent greenhouse gas emission
controls would disadvantage agricu}tural producers in
Ehis country compared to producers in other countries

with less stringent emission controls or no controlsg at
ala hd . .

We understand that sexiocus discussgions in preparxation for
the Kyoto meeting may commence during July and.August of thig
year. We firmly believe this information, aa well as the
Administration's formal economic analyais, should be submitted to
Congress well before then go that the various options for U.§.
policy may be underatood and their impact on American agricultiure
and the American economy may be carefully assesaed.

We look forward to working with you on this important issue.

Sincerely,

ce:  The Honorable Madeleine Albright
The Honorable Dan Glickman
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OFFICE OF THE VICE PRESIDENT

WASHINGTON

May 22, 1997

The Honorable Richard G. Lugar

Chairman

Committee on Agriculture, Nutrition, and Forestry
United States Senate

Washington, D.C. 20510-6000

Dear Mr. Chairman: Y

Thank you for the letter from you and other m&mbers of the Senate Committee on
Agriculture, Nutrition and Forestry regarding the climate change negotiations and the potential
impacts of climate change on U.S. agricultural production and compctitiveness.

The issuc of global climate change is an important one for agriculture, Over the next 50
years, U.S. food and fiber produccrs face major challenges in keeping pace with the ever
increasing demands of a growing world population. Climate changes, environmental
degradation, and increasing competition for land and {reshwater supplies will make these
challenges even greater. Based on cucrent trends the Intergovernmental Panel on Climate
Change projects significant impacts to ecological systems and the economy, including food
security, water resources, coastal zones, and human health.

Information on the potential impacts of climate change on agriculture and net greenhouse
gas emissions from agriculture and forestry activities is currently available. The White House
Climate Change Task Force can arrange a briefing on this at your earliest convenience.

In light of the potential environmental consequences of climate changc, this
Administration has called on developed countries to agree to realistic and achievable binding
targets for greenhousc gas cmissions in the current climate negotiations. We believe that each
nation needs the flexibility to determine its own cost-effective means of reducing emissions.
And finally, everyone -- all nations (including developing countries) and all economic sectors --
must contribute to the solution because climate change is a global problem. We must begin now
to lead the way to a sustainable future.

Further commitments under the United Nations Framework Convention on Climate
Change must ensurc that the U.S. economy remains strong and internationally competitive. To
help find the best solution, the Administration is engaged in an assessment of the economic
impacts of various emissions targets [coordinated by Dr. Everctt Ehrlich: Undersecretary for
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Economic Palicy at the Department of Commerce.] This assessment includes a varicty of
aggregate national economic impacts, as well as sectoral and international economic impacts.
This analysis is currently underway. As it progresses, it will be subjecttoa
Once this process is complcted, we fully expect to brief Congress.

As part of this assessment, the Department of Agriculture will anal
Dew agreement on America’s food sector and our farmers, ranchers and co
of the agricultural sector impacts of emissions reductions scenarios is contingent in some cases

on national macroeconomic results. Asa result, an agricultural sector analysis will follow Dr.
Ehrlich’s modeling results. :

¥ze the impact of any
nsumers. Evaluation

[ appreciate your concerns and look forward to working with you on this important
environmental issue.

Sincerely,

Al Gore
AG/pgu

ﬁ",’

peer review process.
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POST-HEARING QUESTIONS AND ANSWERS
FROM THE
SEPTEMBER 30, 1997 HEARING
BEFORE THE
COMMITTEE ON ENERGY AND NATURAL RESOURCES
U.S. SENATE
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QUESTIONS FOR THE RECORD FROM CHAIRMAN MURKOWSKI

Question #1: When will the Administration unveil its proposed “targets and timetables” for
carbon emissions reductions?

Answer: President Clinton announced a comprehensive international and domestic plan for
addressing the risks of global warming in a speech at the National Geographic Society on
October 22. As part of this plan, he announced that our treaty negotiators would support
a freeze in net greenhouse gas emissions at 1990 levels for the period 2008-2012 and a
reduction of emissions below that level in the five-year period thereafter.

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

Answer: The Administration relied on an array of economic tools and analyses during the
process of selecting its target and timetable. Administration staff drew from the
substantial economic literature on climate change, energy, and the environment in
assessing options for our negotiating position. For example, the Administration
considered analyses conducted by the Intergovernmental Panel on Climate Change, the
previously released Interagency Analytical Team draft report, and the Department of
Energy’s Scenarios of U.S. Carbon Reductions. However, there is not currently a distinct
“economic analysis” document.

Question #3a: Will the economic analysis used to arrive at these targets and timetables be peer
reviewed?

a. If not, why not?
b. If so, will the peer reviewers comments be made public?
Answer: There is not a distinct “economic analysis” document that could be peer reviewed.

Question #4: The Administration has indicated that it seeks to have an international emissions
trading scheme in the new treaty. Roughly how many of the 165 parties to the existing
climate treaty have agreed to this principal?

Answer: Yes, the Administration supports emissions trading, which is anticipated to
significantly lower the costs of reducing emissions of greenhouse gases. Emissions
trading is in the Kyoto Protocol for countries with legally binding targets, currently the
“Annex I” developed countries, and all countries have agreed to this approach, as
evidenced by the Conference of the Parties’ adoption of the Kyoto Protocol in December.

Question #5: The Administration has indicated that it wanted to have “joint implementation”
with developing countries as a means to reduce the costs of treaty compliance. Roughly
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how many of the 129 developing country parties have agreed to this approach?

Answer: The Kyoto Protocol includes the “Clean Development Mechanism,” established to
credit climate-friendly investments in developing countries, which embraces the concept
of joint implementation. All parties to the Kyoto Protocol agreed to this approach by
adopting the Protocol in December.

Question #6: The Administration has indicated that it will “advance existing commitments” for
developing countries and has even proposed a means under which developing nations
would “graduate” into binding commitments.

a. Roughly how many of the 129 developing country parties have agreed to the
“graduation” approach?

b. Roughly how many of the 36 industrialized countries have agreed to the
“graduation” approach?

Answer: The United States had supported the concept of “graduation” to bring all countries
into an agreement. While there were very few developed or developing countries which
explicitly supported our approach in Kyoto, nearly all countries recognize that in the long
term it will be critical to involve developing countries in order to solve the climate
problem. The package adopted in the Kyoto agreement partially addresses this long term
need as it allows new countries to take on binding obligations (through an amendment to
the Protocol) and then provides these countries with access to emissions trading.

The President has made clear that meaningful participation by developing
countries will be a prerequisite for our own ratification. We do not believe the
agreement is adequate to meet this test and anticipate additional work on this
issue.

Question #7:  Some of the key strategies for our negotiations -- including developing country
participation, joint implementation, and emissions trading -- are not faring well in the
negotiations. If we don’t get all of these elements in a Kyoto Protocol, will we walk away
from the deal?

Answer: These elements are critical to the U.S. position and are included in the Kyoto
Protocol. We recognize that additional work is needed to enhance the meaningful
participation of developing countries and to elaborate rules for the market mechanism
adopted in Kyoto.

Question #8a: Last week the DOE released a report (the so-called “five labs” study) indicating
that we might reduce carbon emissions to 1990 levels with a $50/ton carbon tax and an
aggressive energy R&D program. In response to this report, the Secretary of Energy was
quoted in a press release as saying that the analysis “...showed that what was good for the
environment would be good for the economy.”
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a. Is it the Administration’s position that a $50/ton carbon tax would be good for
the economy?

Answer: First, the 5- Lab Study did not examine a tax, rather the scenarios examined a
carbon price established through a carbon trading program similar to the sulfur trading
program established under Title IV Clean Air Act.

Second, the 5-Lab Study did not attempt to define the Administration’s position.
Instead, the study merely outlined scenarios demonstrating how technology,
combined with emissions trading, could enable us to stabilize carbon reductions
by 2010 without disrupting our economy.

Question #8b: Does the DOE study analyze impacts on business and manufacturing'?

Answer: The study analyzes the impacts on the energy use and the energy bills of business
and manufacturing under three different scenarios.

Question #8c. Is the DOE study an economic study or an attempt to make predictions?

Answer: The study is an analysis of what might be achievable with a vigorous commitment
to research, development, and deployment of efficient and low carbon technologies,
backed up by well-designed and well-implemented policies.

Question #9a: The economic modelling 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?

Answer: Several of the peer reviewers noted that the rate of energy efficiency improvement
(the autonomous energy efficiency improvement, or AEEI) may be on the upper range of
estimates of this variable. The Interagency Analytical Team employed this higher rate to
represent the increase in technology research and development and diffusion that would
occur as the economy operates under expectations of higher energy prices in the future.
By the nature of several of the models used in the IAT process, the modelers had to
incorporate these price expectations into the AEEI parameter. There is disagreement
among informed modelers about how realistic is the AEEI used in the IAT.

Question #10a: The Administration economic modelling effort also assumed a decrease in long
term interest rates to almost 2%.

a. Was this a valid and realistic assumption?
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b. Don’t new taxes and higher costs tend to increase inflation and interest rates?

Answer: The IAT report indicates that in the modeling exercises, the revenues from
carbon permit auctions are used to reduce the deficit. As we heard many times
over the past several years during the balanced budget debate, cutting the
Federal deficit will lower interest rates. In the IAT’s sensitivity analyses, the
IAT found that recycling revenues by cutting corporate and payroll taxes would
also lower interest rates. To the extent that revenue from carbon permits
significantly reduces the deficit, this assumption is appropriate. All of these
forms of revenue recycling stimulate saving and investment, and help raise the
growth rate of the economy.

Question #11: The Administration modelling effort did not consider the costs associated with

the development, implementation and monitoring of a trading program. Was this a valid
and realistic omission?

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

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

Answer: As several of the reviewers noted, the models used in the IAT do not handle
international trade in goods and services well, and the IAT did not specifically account
for effects on U.S. competitiveness. However, the Administration did rely on several
analyses of competitiveness in coming to its decision on a negotiating position.

Question #13a: It was reported earlier this month that the Administration is considering an
executive order that would require federal agencies to reduce emissions by 20%. It was
also reported that the Department of Defense will oppose any Administration proposal on
climate change that threatens military readiness.

a. What studies have been done to assess the impact of such an executive order
on the U.S. military?

Answer: The Administration is not considering an executive order requiring federal
agencies to reduce emissions by 20%, nor has the Department of Defense conducted any
studies to assess the impact of a 20% reduction in greenhouse gas emissions on the U.S.
military. In preparation for the Kyoto negotiations, the Department did prepare a draft
paper, which was widely reported in the press, suggesting the effect that a 10% reduction
in fuel usage from 1996 levels could have on military operations and training. The draft
paper, written prior to the Kyoto negotiations, contained four assumptions that have not



proved to be valid in light of Kyoto and as the Administration position has evolved:

First, it assumed that each agency or organization would be given a fixed emissions
budget. The climate change framework will operate instead on market mechanisms.
Second, the paper did not consider the role of emissions trading in achieving reductions
in greenhouse gases. Indeed, emissions trading is an essential element of the U.S.
approach to climate change, a preferable approach to fixed across-the-board emissions
limits. Third, it assumed that the military did not have exemptions for military operations
and bunker fuels, which the U.S. was able to obtain in Kyoto. Fourth, the draft paper
assumed greater reductions than were agreed to in the Kyoto Protocol.

Executive Order 12902, Energy Efficiency and Water Conservation at Federal
Facilities, signed by the President on March 8, 1994, calls for a 30% facility
energy reduction in the federal government between 1985 and 2005. DoD is
already a leader within the Federal Government in reducing energy use and
improving energy efficiency. Between 1985 and 1996, for example, we reduced
energy consumption in our facilities (per square foot) by over 15 percent. We
intend to remain a leader in the Administration’s energy efficiency efforts. For
example, by 2000, DoD’s goal is to achieve a 30% to 50% increase in energy
efficiency in new construction compared to existing facilities. This initiative,
and others that we are pursuing, will further reduce DoD’s energy use,
greenhouse gas emissions, and costs.

Question #13b: Have any such analyses been conducted by the Department of Defense to your
knowledge?

Answer: See answer to 13a. above.

Question #13c: Is consideration being given to granting waivers to federal agencies that cannot

comply with emission reduction mandates without compromising their legal obligations
and vital functions?

Answer: The Administration successfully addressed the Department’s concerns at the
climate change negotiations in Kyoto by obtaining a provision that exempts from
emissions limits, any emissions from multilateral operations pursuant to the United
Nations Charter. These exempted multilateral operations include not only those expressly
authorized by the UN Security Council (such as Desert Storm, Bosnia and Somalia), but
also multilateral operations not expressly authorized that are nonetheless pursuant to the
UN Charter, such as Grenada. Additionally, the Kyoto Protocol exempts emissions from

“bunker” fuels, those expended in international military and commercial maritime or
aviation use.

In addition to what was accomplished at Kyoto, DoD is working within the
Executive Branch to ensure that we protect national security in the development
of the domestic implementation policy. Because climate change is a long-term
problem requiring long-term solutions, the President, in his October 1997
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speech on climate change, stated his support for performing, “regular reviews to
see what works best for the environment, the economy, and our national
security.” Our goal is to ensure we preserve our ability to conduct military
operations with trained and ready forces. DoD is fully engaged in the
interagency process to develop the President’s domestic implementation plan.
This work is part of our continuing effort to help shape policies that protect
national security. At this early stage in developing the domestic implementation
policy, we are not yet sure what specific provisions may be needed, but we fully
anticipate that the Congress will support the Department’s efforts to ensure that
the military is able to operate with trained and ready forces.

Question #13d: Is the Administration considering granting a waiver to the Department of
Defense? To any other departments or agencies?

Answer: See answer to 13c¢. above.

Question #14a: The DOE “five labs” study concludes that a carbon emission reduction of 390
million metric tons per year is required to stabilize emissions at 1990 levels in 2010 and
is based on implementation of the program by the year 2000. The study finds that by
increasing energy efficiency through a variety of federal and state programs with industry
participation as well as imposing a $50 per metric ton of carbon permit price that “2010
emissions could be cut by about 390 [million metric tons] per year.”

a. Does this mean that we can reach 1990 levels by the year 2010 or that in the
year 2010, using new technology in combination with regulatory and other _
measures, we will begin to reduce emissions at a rate high enough to stabilize
emissions at 1990 levels at some point in the future?

Answer: The former.

Question #14b: In 2010, how many million metric tons will China or Brazil be emitting per
year? More than 390?

Answer: The reference case of the International Energy Outlook for 1997
[DOE/EIA-0484(97), p. 124] projects an estimate of 421 million metric tons of carbon
equivalent (MMTCE) for India and 1523 MMTCE for China in 2010.

However, these estimates do not include any policy actions that China or Brazil
may take to reduce their greenhouse gas emissions.

Question #15:  The DOE study concludes that “in all [three] cases, carbon reductions require
the nation to embark on an aggressive set of policies and programs.” Assuming
everything works as has been hypothesized in the Efficiency Case (Case One), we will
not achieve stabilization of carbon emissions at 1990 levels by 2010, correct?

Answer: Correct.
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Question #16a. According to the report, the Case 2 and 3 scenarios require “better technology,
‘readier’ markets, and a price of carbon that results in a significantly increased
willingness to manufacture, purchase, and use low-carbon technologies. It represents a
vigorous national commitment that goes far beyond current efforts.”

a. If we were to agree to implement a program similar to Case Two, including
“a vigorous national program of research, development, demonstration, and
diffusion, and a trading regime for carbon” at a price of $25/ton, we still will not
stabilize emissions at.1990 levels by 2010, correct?

Answer: That depends. The President’s policy is to reach an international agreement that
permits international trading and joint implementation, which other studies suggest could
provide the requisite reductions at a $25 or less per ton trading price for carbon.

Question #16b: According to the DOE study, only if we were to do all of the above and impose

a $50/ton carbon charge would we be able to achieve stabilization at 1990 levels by 2010,
correct? ‘

Answer: See above. It should be noted that the Administration has not proposed to
impose a carbon tax.

Question #16¢: To your knowledge, has any nation involved in the international climate

negotiations proposed the adoption of an international mandate for developed countries to
stabilize emissions at 1990 levels by the year 2010?

Answer: President Clinton’s climate change proposal includes binding targets to reach
1990 emissions levels by 2008 to 2012 and reductions below 1990 levels in the S-year
period that follows. Key elements of the strategy include:

. To spur energy efficiency and the development of new technologies, the
President proposes a major new package of tax cuts and research and
development spending amount to $6.3 billion over five years.

. To provide an incentive for near-term actions to cut emissions, the
President is committed to ensuring appropriate rewards for firms that act
early.

. Developing countries must participate.

. After a decade of experience has accumulated, the President is committed

to a broad-based domestic and international emissions trading system.

The President’s climate change policy is undergirded by the following
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principles: that the policies should be guided by science; rely on market-based
poliéies and common-sense tools; that we should seek win-win solutions, that
global participation is essential to addressing the global problem of climate
change, and that we must have regular common-sense reviews of the economics
and science of climate change.

Now that the summit on climate change in Kyoto has been completed, further
analysis will be needed to address the specific targets which resulted from these
negotiations.

Question #16d: If not, then this study fails to tell us what would be necessary to achieve the
significantly higher emission reductions that would be necessary to comply with any of
the climate proposals that are on the table, correct?

Answer: The 5-lab study does not address the means the United States could take to meet
targets that other nations want to impose on us. Rather it presents three scenarios
whereby the United States could achieve significant carbon reductions through the energy
efficiency and renewable technologies. One of the major conclusions of the 5-Lab study
is that with a vigorous national commitment to develop and deploy energy-efficient and
low-carbon technologies, our nation has the potential to achieve 1990 levels of carbon
emissions in 2010 without high cost. In fact, in the high efficiency/low carbon
technology scenario of the 5-Lab study, the value of energy saved is roughly equal to or
exceeds the costs of deploying “clean” technologies.

Now that the summit on climate change in Kyoto has been completed, further

analysis will be needed to address the specific targets which resulted from these
negotiations.

Question #16e: If that is the case, then this study also fails to demonstrate that the U.S. can
comply with the kind of legally binding emission reduction mandates currently under

consideration in the international negotiations through use of existing technology at no
cost to the nation, correct? '

Answer: As noted in answer 16d, the 5-l1ab study presents three scenarios which address
our nation’s potential for achieving 1990 levels of carbon emission in 2010 through the
use of energy efficiency and renewable technologies. Now that the summit on climate
change in Kyoto has been completed, further analysis will be needed to address the
specific targets which resulted from these negotiations. Nevertheless, under any scenario,

energy efficiency and renewable technologies need to be utilized to keep the costs of
mitigation down.

Question #16f: If $50/ton charges are required to stabilize emissions at 1990 levels by 2010,

how much would the per ton charge need to be to reduce emissions to 10% or 15% below
1990 levels? Would it double? Triple?
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Question #17a:

Answer: The 5-1ab study did not address these questions. Factors which would affect the

cost of reducing emissions of 10 to 15 percent below 1990 levels include the success of
international trading; the success of joint implementation; and the extent to which energy
iciency and renewable technologies are utilized.

cent studies conducted by DRI/McGraw-Hill conclude that a $180-190/ton
carb arge would be necessary to stabilize emissions at 1990 levels by 2010. (Pg. 4, of
July 1997 study, “The Impacts of Carbon Mitigation Strategies...”)

a. Can you explain why there is such disparity between DRI’s and DOE’s
estimates of the per ton charge necessary to reach 1990 levels by 2010?

Answer: The principal reason for the disparity is that the DRI model is a “top-down”

model, whereas the 5-lab study employs a “bottom-up” model (see definitions below).
Because it is a “top-down” model, DRI’s analysis ignores important market imperfections
such as when decisions about energy use are divorced from the responsibility for paying
for the energy service. In this example, government policy could help remove this barrier
to cost-effective energy efficiency -- thus reducing carbon emissions with no cost to the
economy. In addition, “top-down” models do a poor job of handling innovation -- and
yet innovative technologies need to be at the heart of our climate mitigation strategy.
Because the 5-lab study uses a well-developed, carefully constructed “bottom-up” model
(see definition below), it can show that a policy that removes market imperfections and
utilizes technological innovation can enable our nation to keep the cost of climate change
mitigation low.

(A bottom-up model usually begins by developing supply and demand at
fundamentally detailed (“bottom™) levels of end-use consumer choices (e.g.,

residential space heating in the Northeast U.S.) with an explicit representation of

technologies that service that demand (with technol/ogy'C'O'S't',"pé’rfb‘rﬁmleej}nd

“r

dates of availability) and an explicit representationof consumer behavior.’The Folge

solution is constructed by considering all of the building blocks ifi the market
and combining them to determine the solution (e.g., total residential energy

demand). The “top-down” approach begins with very general drivers (e.g., GDP

and population and aggregate consumer behavior as embodied in elasticities)
and uses these to generate more detailed estimates (e.g. consumption of fuels for
each sector and region of the country)).

Question #17b: Has any attempt been made to reconcile these significant differences?

Answer: Because of the significant differences in their analytical approaches (i.e., DRI’s

model is “top-down” and the 5-lab is a “bottom-up” model), it is difficult to reconcile the
results with precision. However, the 5-lab study did adjust for a methodological
weakness often found in most “bottom-up” models -- that of not knowing or not
representing certain hidden costs such as the cost of fitting a new technology into existing
practices. Because of the potential of underestimating costs, the 5-lab study projected
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that only a fraction of cost-effective technologies would be deployed.
Question #17¢: s it possible that the necessary carbon charge would be higher than $50/ton to
simply stabilize emissions at 1990 levels by 2010?
Answer: Conservative estimates suggest we could purchase in excess of 130MMT from whaere %

international markets at costs less than $50 a ton, and joint implementation could provide +{«
additional opportunities to offset domestic emissions at low costs. Moreover, the costs -~ ». 2
of low and no carbon supply technologies create an effective ceiling on carbon prices,

since they would substantially expand market shares at prices above $50 a ton.

Question #18a: One of the primary conclusions stated in the DOE study is that each of the three
scenarios under consideration “can produce energy savings that are roughly equal to or
exceed costs”...”if feasible ways are found to implement the carbon reductions...” The
report states, however, that the study did not analyze specific policies to achieve the
reductions described in the cases or the political feasibility of policies.

a. If we don’t know what the policies or means for reductions are, and have not
determined whether or not they are feasible, how can we rely on this report’s
conclusions that the reductions can be achieved without a cost to the nation?

Answer: The President has outlined the policies which will enable our Nation to meet a

global climate change target of reducing greenhouse emissions to 1990 levels by
2008-2012. Key elements include:

. To spur energy efficiency and the development of new technologies, the
President proposes a major new package of tax cuts and research and
development spending amount to $6.3 billion over five years.

. To provide an incentive for near-term actions to cut emissions, the
President is committed to ensuring appropriate rewards for firms that act
early.

. Developing countries must participate.

. After a decade of experience has accumulated, the President is committed

to a broad-based domestic and international emissions trading system.

The President’s climate change policy is undergirded by the following
principles: that the policies should be guided by science; rely on market-based,
common-sense tools; that we should seek win-win solutions, that global
participation is essential to addressing the global problem of climate change,
and that we must have regular common-sense reviews of the economics and
science of climate change.
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Now that the summit on climate change in Kyoto has been completed, further

analysis will be needed to address the specific targets which resulted from these
negotiations.

Question #18b: What are some of the means that might be used to achieve the reductions?

Would it involve new taxes? Note: Possible programs mentioned include “energy
efficiency codes and standards” and “incentives through the tax system directed at
investments in energy-efficient technology in industry.” (Page 1.13)

Answer: The answer to Q18a provides a summary of the policy means that will be used

to achieve the greenhouse gas emission reductions. These key elements will be
implemented in a sound and sensible three-stage approach:

. Stage 1 includes priming the pump through programs such as research
and development, tax incentives, incentives for early action, federal
leadership, and industry consultation.

. Stage 2 builds upon the first stage by including a review and evaluation in
preparation for the permit trading system.

. Stage 3 -- which does not occur for a decade -- involves meeting binding
targets through a domestic and international emissions trading program.

Question #19a: In numerous places in the report, information is provided on what costs were

taken into account or were excluded from consideration in making the cost-benefit
assessments. “...we count as benefits only the energy savings to the nation... Costs
include the increased technology cost plus an approximate estimate of the costs of
program and policy implementation.” (Exec. Summary, footnote 2)

a. If no effort has been made to analyze specific policies to achieve the
described reductions, how did you determine costs of programs and policy
implementation?

Answer: Because proposing the specific policies and programs to achieve carbon

reductions was beyond the scope of the 5-lab study, a rough estimate for program costs in
general was employed. Since we did not want to underestimate the cost of carbon
reductions, it seems a rough estimate is better than none. The range of estimates used in
the report to characterize the costs is based on two decades of experience with the costs of
programs at the federal, state, and private sector levels.

In the Alternative View case, total annualized costs include program cost of 15
percent of the total technology cost for demand-side technologies and 3 percent
of the total technology cost for electricity supply-side technologies. The value
of 15 percent is an approximate value of direct program costs for programs such
as a utility-sponsored demand-side management. However, we believe that this
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estimate overstates program costs, because it does not factor in program cost of
federal policies such as efficiency standards and carbon permit charges which
have very low direct program costs. Because these federal policies would foster
greater that half of the penetration of carbon-saving technologies, we believe a
more reasonable estimate is provided in the Best Estimate case, which assumes
that program costs are 7 percent of total technology costs for demand-side
technologies and 1 percent of total technology costs for electricity supply-side
technologies (Appendix A-2, pg. 13).

Question #19b: What is an example of a “program” that was included in your analysis? What is

the cost of that program? What cost did you assign to the “policy implementation”
associated with that program?

Answer: One such program would be encouraging the improvement in the efficiency of

power plant generation. (This could be accomplished through restructuring of the
electricity sector or other means. If properly designed, electricity restructuring will
release the forces of competition to yield greater efficiency in generation and lower
carbon emissions). The actual program cost of this program would be less than 1 percent
of total technology cost. However, in the Best Estimate case, our convention was to
assign a program cost of 7 percent of total technology costs.

In the 5-lab report, section 7.4 shows, for example, that the Southern Company
improved the heat rate and availability of its power plants, providing energy
savings valued at $1.1 billion per year over a 10 year period with a technology
cost of $325 million. In this example, policy implementation costs are taken as
7% of $325 million or $22.7 million.

Question #20a: On page 1.12 of the report the following statement appears: “We have presented

the direct and most easily quantified of the costs and benefits, but have not attempted a
full benefit-cost analysis. We do not account for indirect effects of policies (e.g., the
reallocation of investment dollars to efficiency investments). We do not account for the
increased cost of some R&D programs that are needed to achieve the scenario results nor
do we count the benefits of reduced carbon and other pollutant emissions. Also, we have
not analyzed any possible redistribution of wealth that could arise from a carbon trading
system or other policy to increase the price of carbon-based fuel.”

a. Aren’t these pretty significant holes in DOE’s analysis?

Answer: As with any empirical analysis, caveats are needed to acknowledge the

limitations of the 5-lab study’s quantitative estimations. Although there are limitations
to the report, we believe it is the best study available at this time that addresses the costs
and benefits of a technology strategy to reduce carbon emissions. Although it was not
feasible to address some costs and benefits, we believe the most significant costs were
covered. Moreover, some key benefits were not addressed such as the reductions in other
pollutants associated with carbon reductions.



No study to date has included all of these estimations, because the research
involved is so comprehensive. Even though the 5-lab study has its limitations, it
is the most comprehensive effort on this subject matter so far. Scores of top
notch research analysts from the Department’s internationally renowned energy
laboratories spent over a year conducting research for this report.

Question #20b: If a “full benefit-cost analysis™ has not been conducted, then how can you

legitimately conclude that emission reductions can be achieved through energy efficiency
without cost?

Answer: Although there are uncertainties with any analysis, policy makers must rely on
the best information available. As noted above, even though there are limitations to the
5-lab report, we believe it is the best study available at this time that addresses costs and
benefits of a technology strategy to reduce carbon emissions. Although it was not
feasible to address some costs and benefits, we believe the most si gnificant costs were
covered. Moreover, some key benefits were not addressed such as the reductions in other
pollutants associated with carbon reductions.

Question #21a: On page 1.15, the report states that the $50/ton carbon charge is not a “direct
cost.”

a. Why isn’t the carbon charge considered a “direct cost?”

Answer: The carbon charge is not considered a direct cost because the degree to which
costs are passed on to consumers and businesses depends on the nature of the trading
program and the degree to which technology and trading allows people to achieve savings
for less than the marginal permit price.

Question #21b: Isn’t it a direct cost to someone? Who has to pay it?
Answer: It depends on the structure of the trading program.
Question #21c: Is the cost of the carbon permit fees included in the analysis in any way?

Answer: Yes. We modeled the $50/ton trading price as if the full cost were born by the
economy.

Question #22a: The report characterizes the carbon charge as “a potentially large transfer
payment” and makes the following statement: “The magnitude of the transfer payment, as
well as the losers and winners from the transfers, depends on the nature of policy and its
implementation as a cap and trade system or some alternative. The amount of money that
could be in play is very large: $50/ton times 1.3 billion tons per year equals $65 billion
per year.” (Page 1.15)
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a. Is it correct then that the study concludes that emissions reductions could be
made at low or no cost yet fails to take into account some $65 billion in
“transfer payments?”

Answer: No. The Study does not say that there are no costs. It says that we can achieve
reductions at low or no_net costs. Transfer payments, of course, are not a net cost. In
addition, the $65 billion figure depends on the nature of the trading program used. If the LG
trading is similar to that used in sulfur trading, the transfers could be substantially less ¢
than the figure quoted.

Question #22b: Who are these “losers” the DOE report refers to?

Answer: In the sentence quoted, the Report uses the term “loser” in a relative sense to
refer to entities for whom the costs of carbon mitigation are above average costs.

Question #23a: In describing the results to DOE’s analysis, the statement is made that the DOE
report “makes a strong case for the value of energy technology research, development,

demonstration, and diffusion as a public response areh change.” As the
report points out on page 1.3, DOE’s expendigdre of $8 million on ehergy-efficiency
research between 1978 and 1996 has resulted t.net its'of $28 billion through 1996

including significant envi ntal;-health, productivity and economic competitiveness .
benefits. As you knms)rﬁ-::zus economists agred that research and development and o
technology deployment is the most-cost-effict ay to address climate concerns.
Indeed, it is precisely because of the kinds of cost- i nities DOE has AP
identified that these economists have concluded in a number of independent studies that <~
the wisest course of action, is to delay the adoption of any kind of mandates or legally
binding targets and timetables for a modest period of years to permit research and
development to occur and to generally avoid replacement of equipment and machinery
prior to the end of its useful life cycle. The Administration has previously testified that if
we “do it dumb,” compliance with the proposed international target and timetable
mandates could be very costly to the U.S.

a. Doesn’t the DOE report provide further support and justification for not
rushing into legally binding emission reduction mandates in December in Kyoto
but delaying -- even for a few years -- to reap the benefit of the kinds of R&D
the DOE report is promoting?

Answer: The report does not look only at the benefits of R&D, but also the more
immediate benefits of greater use of existing technologies as well as technologies already
in the R&D pipeline.

Question #23b: Can you quantify the “cost” of delaying for 10 or 20 years?

Answer: The report did not consider this question.
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Question #23c: Can you demonstrate that the cost of delay exceeds the cost of adopting
international mandates three months from now?

Answer: The question is beyond the scope of the report.

Question #24a: According to the DOE report, 95 million of the 135 million tons of carbon
reductions necessary in the utility sector to achieve stabilization at 1990 levels by 2010,
“comes from retirement of coal power plants and carbon-ordered dispatching of the utility
system...and from repowering coal plants with natural gas.” (Page 1.6)

a. How much does it cost to “repower” an average coal plant with natural gas?

Answer: Under the assumptions in the report there are a considerable number of coal
plants for which it would cost less than $50 per ton of carbon saved. Actual estimates of
projected investment for site repowering (coal to gas) from table g-12 ranged from $42.7
million for a 60 MW plant ($711/kW) up to 840 million for a 2800 MW site ($300/kW).

Question #24b: Who would bear these costs?

Answer: The answer depends on the nature of the trading program established and other
factors such as the nature of competitive forces in a restructured electricity market.

Question #25a: The DOE report says that the measures used to reduce emissions in the utility
sector are “cost-effective with a $50/ton carbon charge.” (Page 1.6)

a. When you say that retiring a coal plant is “cost-effective” with a $50/ton
carbon charge, aren’t you really saying is that if we impose a fee of $50 per ton
of carbon, a given number of coal plants will be forced to shut down?

Answer: There are a variety of options for a coal plant to use to reduce carbon emissions.
Repowering and co-firing would both allow utilities now using coal to cut carbon and |
continue to operate. There are a variety of options for cutting carbon emissions under the />
President’s policie@i@pternational trading and Joint Implem:ﬂn:?ion are successful, up

to 130 tons of carbon could be purchased or offset internationally{ For this reason, there
is no “given number of coal plants” that can be identified as s

ing down.
Question #25b: How many existing coal plants would be “retired”?

Answer: See above.

Question #25c: Where are these plants located?

Answer: See above.

Question #25d: Has any consideration been given in DOE’s analysis to the costs associated with
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the shutdowns, layoffs, displacements that would occur as a result of “retiring” existing
plants? ’

Answer: Although the issue of employment benefits or costs is very important, their ~ (2** “// c ’(
estimation is one of the most difficult and contentious issues in cost-benefit analysis.
This estimation was beyond the scope of the S-lab study.

When studying employment costs resulting from “retiring” existing plants, care
must be taken not to ignore the employment benefits associated with the
increased production and implementation of energy efficiency and renewable
energy technologies. Simply tallying the employment costs of “retiring”
existing plants is clearly incomplete. Because it doesn’t take into account job
gains resulting from the use of other energy production or efficiency technology
in association with the existing plants or as alternatives.

Question #25e: When you say that energy savings or reductions can be achieved at little or no
cost “to the nation,” does that include the citizens, communities and businesses in this
country?

Answer: Yes.

Question #26a: The DOE report also states that the remaining reductions in the utility sector
would be achieved from renewables such as wind, biofuels, expansion of hydropower,
and extension of nuclear power plant life. (Page 1.6)

a. Explain what is meant by “nuclear power plant life extensions.”

Answer: Nuclear power plant life extension refers to investments made to keep nuclear

plants on-line for longer than their currently expected service life, as defined by the
Energy Information Agency projections.

Question #26b: Does this study contemplate new nuclear power plants or a greater dependence
on nuclear power?

Answer: No.

Question #27a: Turning to the transportation and industry sectors, the DOE report contemplates
a reduction of 50 million tons of carbon per year through (a) advanced combustion
turbine cogenerators in industry; (b) biomass and black liquor gasification and

low-carbon industrial processes; and (c) cellulosic ethanol/gasoline blends for
automobiles. (Page 1.6)

a. What kinds of industrial processes utilize advanced combustion turbine
cogenerators?
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Answer: Most plants having a requirement for electricity and/or steam could utilize
cogeneration systems. The primary users for these systems include the chemicals,
petroleum refining, forest products and paper industry, metals industry (steel, aluminum),
and agriculture. The industrial sector consumes approximately 1014 billion kWhr of

electricity annually (this includes purchased and self-generated electricity) -- about
one-third percent of total U.S. electricity sales.

Question #27b: What percentage of industrial plants currently use these turbine cogenerators?

Answer: Approximately 14% of the total energy consumed is cogenerated. This is
approximately 113,912 million kWhr. With the restructuring of the electric industry and
distributed generation, this number is predicted to increase. Cogeneration is also the
preferred form of self -generation for industrial sites that require steam and/or electricity.
For example in the chemical industry, there are 41,000 million kWhr of self-generation,
of which 38,000 million kWhr was cogenerated (The total electricity consumption is
approximately 129 billion kWhr).

Question #27¢: How much would it cost a given plan to re-outfit with a turbine cogenerator?

Answer: Siting a cogeneration system varies depending on the size requirement (power
and steam). The cost is approximately $450/kW for the cogenerating system. If a plant
requires 5 MW of electricity and approximately 50 Ibs/hr of steam or hot water, the cost
would be approximately $2.250 million.

Question #27d: Are cellulosic ethanol/gasoline blends currently available to American
consumers? What automobiles can use this fuel? What kind of conversion would be
necessary for other cars to use this fuel? What would it cost?

Answer: Ethanol blends are available to consumers, although at this point, cellulosic
ethanol is not commercially marketed. Any vehicle designated as a flexible fuel vehicle
(FFV) can use ethanol. The report does not consider conversions of vehicles to FFV.

Question #28a: The Acid Rain trading program exists solely within the United States and
operates primarily through the annual allocation of sulphur dioxide permits to known
groups of electric power generators, correct?

a. Why are the permits generally allocated only to electric power generators?

Answer: Yes, the Acid Rain trading program allocates permits annually to electric power
generators. The goal of Title IV of the 1990 Clean Air Act Amendments is to reduce
emissions of sulfur dioxide by 10 million tons from 1980 levels. Electric utilities emitted
approximately 70% of the United State’s sulfur dioxide emissions in 1990, and Congress
elected to focus a regulatory program on this sector.

Question #28b: What mechanism is used to determine whether these entities’ emissions are
within their permit allowances?
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Answer: Under the Acid Rain Program, each unit must measure continuously and record
its emissions of SO2 and several other pollutants. In most cases, a continuous emission
monitoring (CEM) system must be used. By January 30 of the year following each
compliance year, utilities must hold a quantity of SO2 allowances in every electric utility
unit account that match or exceed the tons of SO2 emitted. Utilities have a 30-day grace
period to transfer or purchase allowances for units where emissions exceed allowances
held. At the end of this grace period, EPA checks each utility unit account to determine
compliance.

Question #28¢: What happens if a company’s emissions exceed its permits?

Answer: If the number of allowances required to be deducted exceeds the number of
allowances held in the unit's account, that is, the unit is out of compliance, then the
owners or operators of delinquent units must pay a penalty of $2,525.00 per excess ton of
emissions in 1997, or $2,581.00 in 1998. (The 1990 penalty of $2000 is adjusted each
year for inflation). In addition, violating utilities must offset the excess SO2 emissions
with allowances in an amount equivalent to the excess.

In 1995 and 1996, the first two years of the program, there was 100%
compliance by electric utilities. This is not a surprising result because the
market price for SO2 allowances has been much less than the excess emissions
penalty. (The price is currently about $100 for an allowance.)

Question #28d: What legal process exists to allow the regulated community to appeal decisions
with which it disagrees in connection with the trading and emission program?

Answer: In general, all final decisions made by the Administrator can be appealed under
40 CFR part 78.

Question #28e: What costs are associated with the operation and administration of the trading
program? How are these costs minimized to maintain market incentives?

Answer: The Acid Rain Program costs roughly $15 million per year, which covers the
cost of Federal, Regional, and State salaries of approximately 100 full time equivalents
(FTE) as well as contractor support. This amount covers both the SO2 program and a
more conventional regulatory program to control emissions of nitrogen oxides (NOXx).
About 75% of the resources for the Acid Rain Program are associated with the
measurement, processing, and tracking of emissions data, which includes not just SO2
data but also NOx, CO2, and opacity data. Only a small amount of resources go toward
processing transfers of allowances (i.e., entering them into an electronic database) and
“truing up” emissions and allowances at the end of a compliance period. In the SO2
program, which involves about 2,000 utility sources and 2,800 allowance accounts, 3-5
FTE are devoted to these activities.
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Question #29a:

Because an allowance-based emissions trading system does not require case by
case review of trades, the administrative costs associated with directly running
the trading system are low. Similarly, because allowances are a standardized
commodity that can be traded without review, the transaction costs for industry
associated with trading are low. This helps maintain the market incentives
associated with emissions trading.

['understand that the establishment of a trading regime similar to the sulphur

dioxide program for carbon emissions has been proposed.

Answer:

a. Would the carbon trading program operate domestically or internationally?

At a conference held December 1 - 11 1997, in Kyoto, Japan, the Parties to the

UN Framework Convention on Climate Change agreed to an historic Protocol to achieve
greenhouse gas emissions reductions cost-effectively. The United States prevailed

in securing acceptance of emissions frading among nations with emissions

targets. This free market approach, pioneered in the U.S., will allow
countries to seek out the cheapest emissions reductions, substantially
lowering costs for the U.S. and others. Additional credit trading could occur
among developed and developing countries via the Clean Development Mechanism.
Rules and guidelines for emissions trading — in particular for verification,
reporting, and accountability - are to be discussed at the next meeting of the
Parties at Buenos Aires in November 1998.

Question #29b:

Answer:

In addition, President Clinton proposed to develop a domestic emissions trading
program that will draw oh-etr.succeysful experience with acid rain permit
trading. Around th€ year 2004, the details of the trading system would be
refined and perh@ps tested. ‘Fiien, beginning in 2008, the Administration
proposed to implée oth the international and domestic emissions trading
programs to achieve the Kyoto emissions targets for the five-year period
spanning 2008 to 2012.

What role is envisioned for the Chicago Board of Trade?

Although the Chicago Board of Trade currently runs the U.S. auction for sulfur

dioxide allowances for E.P.A., no specific role is envisioned at this early stage for it or
any other entity in a greenhouse gas trading market.

Question #29c:

Could a U.S. company such as an automobile manufacturer in Detroit purchase

carbon permits through the Board of Trade from another developed country such as
Germany? From a developing country such as Guatemala or Botswana?

Answer:

Again, no specific role is envisioned for the Board of Trade at this time.

However, the Kyoto Protocol would permit U.S. companies (or any other domestic
entity) to purchase carbon allowances from other countries that accept binding

D
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greenhouse gas emission limits. In addition, under the Clean Development Mechanism
(CDM), U.S. entities could also purchase carbon allowances from countries that have not
accepted binding limits but where specific projects have resulted in quantifiable
emissions reductions.

Question #29d: If carbon permits may be purchased from a developing country, how would it be
determined how many permits each developing country would be allocated?

Answer: Under the CDM, carbon allowances would be generated from specific projects
in those countries that have not accepted binding emissions limits. Thus, the carbon
allowances would not be allocated to those countries but would be generated from
specific projects.

Question #29e: Would any UN agencies or bodies be involved in the 1mplementat10n of the

emission trading program? How would they be funded? .. v~ >
e @ e
Answer: Under the Protocol, countries would ‘annually report national inventories, as

well as information related to the attainment of emissions budgets (carbon allowances
bought, sold, or banked). The Secretariat of the Framework Convention on Climate
Change would be responsible for recording, tracking and publishing this information.
The reporting of emissions against emissions budgets to the Secretariat is necessary as a
basic accounting system for country compliance, regardless of the trading program.

Because the Secretariat already performs these functions for national inventory
data, tracking additional information would not require significant new
resources. The activities would continue to be funded through the Secretariat’s
operating budget.

Question #29f: What kind of transaction costs would you expect to be associated with an
international emissions trading program?

Answer: Because the specific form of the trading program is still subject to negotiation,
no formal cost estimates have been developed of transaction costs. In order to keep
transaction costs low, the U.S. has called for standardized reporting of emissions, using
electronic databases, and centralized record keeping and accounting of national emissions
budgets. These tasks are, in large part, also necessary to track compllance with national
emission limits, not just for trading.

Question #29¢g: Would state or local governments be required to purchase carbon units for
emissions? Federal agencies?

Answer: The Protocol only addresses international trading. The Administration has not
yet developed a position on how a domestic trading program could be implemented.

Question #29h: What kind of allocation process would be set up to establish the caps that would
be required to provide incentives to trade?
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Answer: As stated above, the Administration has not yet developed a position on how a
domestic trading program could be implemented.

Question #29i: In the Acid Rain program, compliance with permits is ensured through
sophisticated continuous emissions monitoring equipment. How would compliance with
permit limitations be ensured under this program?

Answer: International compliance would be ensured in the Protocol, in part, by using
internationally-agreed measurement and reporting systems for greenhouse gases. These
measurement methods vary by gas and by source. A variety of methods are feasible in
addition to continuous emissions monitoring, such as deriving emissions from fuel use.

In addition, before participating in emissions trading, a country would be required to have V\—".ﬁj
an adequate monitoring and reporting system for tracking its emissions of greenhouse 7
gases. Fre e

Question #29j:  Would developing countries have to reduce their own emissions by one ton of
carbon for each carbon unit they sell? How would compliance be ensured for developing
countries? Will developed countries only be able to sell a carbon unit if they can
demonstrate they have already achieved the relevant reductions?

Answer: Yes, under the CDM, countries that do not accept binding emissions limits
would have to ensure that specific projects achieved emissions reductions before the
emissions allowances could be used for credit against binding limits in another country.
This would ensure that worldwide emissions to the atmosphere would be reduced by that
amount. Compliance would be ensured through adherence to specific criteria for such
projects, to be elaborated at the first meeting of the parties to the Protocol. Further rules
and guidelines may address when developed countries will be able to sell credits under
the international emissions trading system, and will be elaborated at the next Conference
of the Parties in November 1998.

Question #29k: What penalties would apply if a developing country failed to reduce its
emissions at an amount commensurate with the carbon units it had sold?

Answer: Although there are no particular penalties for this situation, the Protocol
specifies that the emissions reductions be certified following several criteria. It also
provides that the procedures for ensuring accountability, independent auditing, and
verification of CDM project reductions be elaborated at the first meeting of the Parties to
the Protocol, as well as procedures for addressing non-compliance with any provisions of
the Protocol.

Question #291: ' Who will monitor countries or companies for enforcement purposes?

Answer: Parties would self-report emission inventories, emissions budget balances and
steps taken to implement their commitments. These reports would be published and




[IMURKOWSK.FEB Page 23]

technically reviewed by the in-depth review teams organized by the FCCC Secretariat.
Additionally, the Conference of Parties to the agreement would review implementation of

commitments by Parties. No monitoring of companies would occur at the international
level.

Question #30: What is the Administration’s calculation or estimate of the greenhouse gas
emission reduction equivalent of the Clean Coal Technology Program, which was a 7
billion dollar program, at least half of which came from private industry?

Answer: The Office of Fossil Energy has recently conducted an analysis which concludes
that, as a result of using more highly efficient coal and gas technologies, such as those
being developed under the CCT program, U.S. carbon emissions would be reduced by
about 45 million metric tons of carbon annually by 2025, and by about 140 million metric
tons of carbon annually by 2035. The deployment of clean coal technologies globally
would result in a several times larger reduction.

This analysis assumes that all new gas and coal fired power plants built after
2015, whether to meet load growth or to replace units which are retired, were
assumed to be high efficiency advanced technology.

Question #31:  What exactly is the Administration itself doing to develop new technologies to
reduce greenhouse gas emissions? I'm not talking about what the government is doing

with industry in a partnership, or what industry is doing alone -- what is the federal
government doing itself?

Answer: The Federal government is working to stimulate demand for and test and verify
performance of new technologies where they have not yet penetrated the marketplace to a
level consistent with the value they offer. One example of such a program is the New
Technology Demonstration Program run by the Federal Energy Management Program
(FEMP) within the Department of Energy. This program takes emerging products and
finds Federal host facilities for the products. The manufacturers install the products at
their own expense and the performance of the products is monitored and widely reported
by FEMP to other Federal energy managers and the private sector. This impartial
reporting on the performance of the new products gives other Federal and non-Federal
users the necessary information needed to make wise purchasing decisions for other
installations.

A second approach is to put in place a variety of Energy Savings Performance
Contracts for specific technologies. In this case about 15 technology categories
such as wind power, solar thermal systems, gas cooling equipment and others
are projected to be placed under contract in the next 2 years. These contracts
will provide a ready market for companies to deliver energy savings to the
Federal government by means of these emerging technologies. The contracts
will provide a means for the companies to install newly developed and
developing technologies to save energy at Federal facilities. The contractors will
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install the technologies at their own expense and be paid back from the energy
savings they deliver. Without these innovative contracts, these new technologies
would be less likely to penetrate the Federal market due to a lack of
appropriations for energy saving projects.

Finally, several Federal laboratories, principally within the Department of
Energy, are working on advancing a full array of energy saving and renewable
energy technologies using solar, wind, geothermal and biomass technologies.
This work often involves the unique expertise or facilities that are available
within the government laboratory system and encompasses all energy
technologies including more efficient use of fossil energy resources. For
example, researchers at the Oak Ridge National Laboratory independently
developed a more energy efficient way to handle refrigerant flow within an
air-conditioning system. They have tested the system and initiated a patent for
the technology and are working to make it available to industry through a
technology transfer process.




Murkowski Questions 11/17/97, Preliminary Draft

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?

The Administration relied on an array of economic tools and analyses during the process of -
selecting its target and timetable. Administration staff drew from the substantial economic
literature on climate change, energy, and the environment in assessing options for our negotiating
position. For example, the Administration considered analyses conducted by the
Intergovernmental Panel on Climate Change, the previously released Interagency Analytical
Team draft report, and the Department of Energy’s Scenarios of U.S. Carbon Reductions.
However, there is not a distinct “economic analysis” document.

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

a. If not, why not?
b. If so, will the peer reviewers comments be made public?

There is not a distinct “economic analysis” document that could be peer reviewed.

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 efficiency improvement (the
autonomous energy efficiency improvement, or AEEI) may be on the upper range of estimates of
this variable. The Interagency Analytical Team employed this higher rate to represent the
increase in technology research and development and diffusion that would occur as the economy
operates under expectations of higher energy prices in the future. By the nature of several of the
models used in the IAT process, the modelers had to incorporate these price expectations into the

AEEI parameter. There is disagreement among informed modelers about how realistic is the
AEEI used in the IAT.



Murkowski Questions 11/17/97, Preliminary Draft

10. The Administration economic modeling effort also assumed a decrease in long term
interest rates to almost 2%.

a. Was this a valid and realistic assumption?
b. Don’t new taxes and higher costs tend to increase inflation and interest rates?

The IAT report indicates that in the modeling exercises, the revenues from carbon permit
auctions are used to reduce the deficit. As we heard many times over the past several years
during the balanced budget debate, cutting the Federal deficit will lower interest rates. In the
IAT’s sensitivity analyses, the IAT found that recycling revenues by cutting corporate and
payroll taxes would also lower interest rates. To the extent that revenue from carbon permits
significantly reduce the deficit, this assumption is appropriate. All of these forms of revenue
recycling stimulate saving and investment, and help raise the growth rate of the economy.

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 IAT was not to agsess any specific policy position. Since the Administration
had not yet developed a policy position internally, the IAT did not have a specific
implementation policy to model. It would not be valid for the IAT to devise a specific,
hypothetical trading 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 IAT do not handle international trade
well and the IAT did not specifically account for effects on U.S. competitiveness. However, the
Administration did rely on several analyses of competitiveness in coming to its decision on a
negotiating position.




Schaefer Questions

12. The Administration frequently cites the 2000 economists who say they support
controlling greenhouse gases. Their statement supports as the mechanism either carbon
taxes or emission permits. In the past, the Administration has said it opposes the use of
taxes. Is that still the Administration’s position?

The first stage of the President’s climate change plan calls for tax cuts over the next 5 years to
stimulate the development and adoption of energy efficient and carbon-lean technologies. These
targeted tax cuts -- coupled with focussed R&D spending, credit for early action by industry,
Federal leadership through improved procurement and energy use, and industry-by-industry
consultations to encourage carbon reductions -- provide a solid foundation for the President’s
plan to reduce our nation’s carbon emissions to 1990 levels by 2008-2012. In the next stage,
around 2004, we will review our progress and evaluate our next steps as we move toward a
market-based permit trading system for carbon dioxide. After the nation has reviewed its
decade’s worth of experience, a carbon dioxide permit system, consistent with the
recommendation of the Economists’ Statement on Climate Change, will be implemented.
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United States Department of State

Bureau of Oceans and International
Environmental and Scienttfic Affasrs

Washington, D.C. 20520

November 14, 1997

TO: OES - Melinda L. Kimble

R_

FROM: OES/EGC - Daniel A. Reifsnyder
SUBJECT:  Meeting with Staff of House Subcommittee oﬁ Energy and Commerce

On Friday, November 7, I met with Cathy Van Way and Troy Timmons, House
Subcommittee on Energy and Commerce, to discuss Chairman Schaefer’s dissatisfaction
with certain Administration responses to questions posed about negotiations under the
U.N. Framework Convention on Climate Change. We provided responses to those
questions on September 30, 1997, This memorandum summarizes specific concems of
the Subcommittee. Julie Norton, Bureau of Legislative Affairs, and Barbara DeRosa-
Joynt from this office also participated in the meeting. Later the same morming, [ saw Joe
Aldy from the Council of Economic Advisers at the White House and agreed to fax him a
copy of the Subcommittee’s concerns so that CEA could determine whether further
responses could be developed.

In general, Van Way said that responses to questions concerning the formation,
costs and function of the Interagency Analytical Team, while important, are of less
immediate urgency to the Subcommittee than responscs to questions conceming the
econormic costs that might be incurred under a new protocol to the climate convention
(i.e. Questions 7 onward are more urgent).

Question 1

What were the specific responsibilities of individual members of the Interagency
Analytical Team. Did the Interagency Analysis Team employ any outside contractors? If
s0, please identify them and indicate what work they undertook.

Question 2

Was there any documentation regarding the formation of the Interagency
Analytical Team? If so, please provide copies.

Question 3

Please provide specifics on the costs of the Interagency Analytical Team — the
Administration’s response was vague and unresponsive in this regard.
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Question 4
Is the Interagency Analytical Team still in existence? Yes or no.

Question 5§

No concern registered by Van Way.

Question 6

Did Under Secretary Erhlich issue any oral instructions to members of the
Interagency Analytical Team that differed from the written instructions?

Question 7

The Administration’s response indicates that it is using a range of tools. What are
these — please provide some specifics.

Question 8

What, in particular, did the Administration find to be unreliable about the effort
undertaken by the Interagency Analytical Team?

Question 9

What cost per ton does the Administration consider to be acceptable? Or what
percentage off GDP or how many jobs is the Administration willing to lose? Van Way
indicated that she spoke with Michelle Joelyn (phonetic) about this question in particular
and had Joelyn’s commitment to provide a further response.

Question 10

No concern registered.

Question 11

What does the Administration plan to do domestically prior to 20087 Do we
continue the voluntary route until 20087

Question 12

CEA agreed to provide a further response to this question, according to Van Way.

P.@3-05
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Question 13

Where does the money go if permits are recycled? Please explain what the
Administration analyzed, even if it is abstract.

Question 14

No concern registered.

Question 15

What particular employment impacts were considered under the scenarios? How
many jobs were lost or gained?

Question 16

No concern registered.

Question 17

No concern registered,

Question 18

No concem registered, although we agreed to review the response carefully.

Question 19

No yet answered.

Question 20

Not yet answered.

Question 21

No concemn registered.

Question 22

Not yet answered.

Question 23

Not yet answered.
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Question 24

No concern registered.

Question 25

No concemn registered.

Question 26

I indicated that we have met with members of the Global Climate Coalition on
numerous occasions since the GCC’s February letter to us. I suggested that the questions
raised in the GCC’s February letter may well have been overtaken by events, and I asked
whether it was really necessary to go back to February and respond to that letter. Van
Way agreed to check on this. I suggested that, as an alternative, perhaps we could
respond to a few key questions of concern to the GCC, if the Subcommittee considers a
written response to be necessary.

Questions 27, 28, 29 and 31

Van Way said that all of these questions involve the E.U. Bubble. She asked
whether there would be any opportunity for the United States to acquire tons from
Eastern European countries through emissions trading if these countries becone Member
States of the European Union? She asked whether such countries would come in
automatically under the E.U. Bubble, if there is a Bubble? She also asked whether this
would make it cheaper for the E.U. to meet its emissions limitation commitments than for
the United States. I agreed to review our responses to thesc questions and see what
further information we can provide. I cautioned, however, that the E.U. Bubble is a
sensitive issue now in the negotiations and that it may be preferable not to give detailed
responses at this time.

TOTAL P.BS
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The Honorable Janet Yellen
Chair

Council of Economic Advisors
Old Exccutive Office Building
Washington, D.C. 20502

The Honorable Timothy E. Wirth
Under Secretary for Global Affairs
U.S. Department of State

2201 C Street, N.W.

Washington, D.C. 20520

Dear Ms. Yellen and Under Secretary Wirth:

In the past weeks, you were apprised by my staff as to the time-sensitive nature of our
correspondence, An extension was requested by your staff, which [ granted on the promise that the
extension would allow for 1 more complete and responsive submission, I hardly necd 10 emphasize
the urgency with which the Congtess views preparation for the final negoliating session on the futyre
climate change treaty. As the last negotiating meeting grows nearer, we are justifiably anxious to
have whatever benefit can be derjved from the Administration's thinking on this issue. Any
agreement that the Administration signs could bind the U.S. well into (he next century and have a
profound impact on U.S. industry, jobs, and lifestyle. Thus, I believe you will understand my
disappointment at the responses that were received yesterday.

To highlight all of the specific examples from your letter that I find incomplete, would be
counterproductive. I shall only point out two instances where the Administration appears to
obfuscate and obscure rather than use the opportunity to clarify its position on climate change which
was my intention and the goal of the Subcommittee with respect to these follow-up questions.
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The Tonorable Janct Yellen
The Honorable Timothy Wirth
October 8, 1997

Page 2

For example, in response to Question 12, addressing whether the Administration stil opposed
the use of taxes (o address climatc change. You can understand my frustration, and that of the
Subcommittce Members, upon reading a response that cssentially said the Administration was stil]
developing its policy. This is disturbing not only because it may indicate a change in Administration
position on this issue, but also because we now don’t know what the Administration position is on
this critical issue Icss than cight weeks away from the start of the final negotiating meeting,

Similarly, when asked the cost of the Interagency Analytical Team the responsc was “no
effort was madc to keep track of costs...” and the Administration “did have some contract costs for

modeling.” The question asked “what werc the costs?” not, “did the Administration keep track of
the costs?”

I am hopeful that you will attend to this matter as a priority and that morc complete responses
will be forthcoming at your earliest convenience. To that end, T ask that your staff meet as soon as
possible with Commerce Committee majority and minority staff to specify the questions that nced
more complete responscs. [ would like all of your amended responses prior to the start of the next
negotiating session in Bonn, Germany which is scheduled for October 20, 1997.

Thank you for your prompt attention to this matter,

Chairman
Subcomunitiee on Energy and Power

Attachment

cc:  The Honorable Tom Bliley, Chairman
The Honorablc John Dingell, Ranking Member
The Honorable Ralph Hall, Ranking Member
Subcommittee on Energy and Power
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SUBCOMMITTEE ON ENERGY AND Power
HEARING ON GLOBAL. CLIMATE CHANGE
FoLLOW-UP QuESTIONS

Pleasc identify each member of the Interagency Analytical Team (IAT) from the date of its

inception to the present time, any other participants inside or outsidc the Administration, and
specify their responsibilities.

When was the [AT formed und what were the IAT's instructions? Please provide any
documentation regarding the formation of the IAT and its mission, responsibilities,
membcership or assignments,

Please indicate the total costs of the IAT's efforts and the share paid annually by each
Department or Agency that was involved and please identify the source of the funds within
each Department or Agency.

Is the IAT still in existence? If so, what are its current responsibilities?

Please provide a copy of all drafls of the IAT report in addition to the May 16 and 30, 1997
drafts, both earlier and later,

Plcase explain how the peer reviewers were selected? What instructions were those pcer

reviewers given? Please provide copies of any correspondence or instructions that were sent
to the peer reviewers.

[fthe IAT effort is in fact a "failed” project as indicated in Administration testimony at the
Subcommitlee hearing how will the Administration determine the uppropriate levcl
of future international climate change commitments for Kyoto and later?

As late as last May when Dr., Ehrlich and others in the Administration hcld briefings on the
then draft analysis and assessment there was no hint that the Administration considcred this
cffort a failure and the models to be unreliable. What occurred since May that caused the
- > Administration to apparently reach a different conclusion from that of Dr. Ehrlich?

The LAT draft analysis referred 10 three scenarios which resulted in costs of future climate
commitments of approximately $200, $100 or $50 per ton carbon tax equivalent, 1las the
Administration concluded that a $200 per ton carbon tax equivalent cost will not harm the
U.S. economy, jobs, and global competitiveness? Has the Administration concluded that a
$100 per ton carbon tax equivalent cost will not harm the U.S. economy, jobs, and global
competitiveness? Has the Administrationconcluded that a $50 per ton carbon tax equivalent
cost will not harm the {J.S. economy, Jobs, and global compctitiveness. Please provide the
basis for any of the above conclusions. If the Administration does not support any of the
above costs, what analysis or other information does the Administration intend to rely on to
support a different amount?
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Is the paper prepared by the IAT both an analysis and asscssment? How docs it relate to the
"analysis and assessment” referred to in Paragraph 4 of the Berlin Mandate? Has the Ad Hoc

Group on the Berlin Mandate provided an anal ysisand assessment as requircd by the Berlin
Mandale?

The IAT draft states that the central policy modeled for the analysis “is aimed at reducing

carbon and other greenhouse gas emissions by stabilizing them at 1990 levels” and that

policy would be “announced in 2000 and its restrictionsare phased in over a ten year period,

so that the policy would take full effeet in 2010.” Reports in the media after the Denver

Summit that President Clinton attended also referenced this date of 2010, [n light of EIA’s

projection of emissions 22% above 1990 levels by 2010, is the Administration considering
\ atarget and timetable that calls for stabilization at 1990 levels by 20107

12. /' The Administration frequently citcs the 2000 economists who say they support controlling
greenhousc gases. Their statement supports as the mechanism either carbon taxes or
emission permits. In the past, the Administration has said it opposes the use of taxes. Is that
still the Administration’s position? '

The IAT draft explains that these emission reductions to achieve stabilization would be
through “issuing tradable permits at the earliest point of energy productionor when imported
into the U.S.” and that the permits “are initially auctioned in a way that is revenue neutral:
i.e., all revenues generated would be recycled through the economy.” Would these revenues
be deposited in the trcasury as miscellancousreceipts under the Economy Acts? Would they
then have to be recycled through changes in the tax laws or by appropriation? How would
they be recycled?

Does the Administrationbelieve that permit auctions are the equivalentof a new tax? ifnot,
please explain.

The IAT draft states that “among fucls, demand for coal bears the brunt of greenhousc gas
stabilization.” What is the impact on the U.S. economy as a whole und on the relevant coal
regions of this policy towards coal? What will be the job impact? Is the Administration
adopting an anti-coal policy? How is this policy consistent with President’s Clinton 1995
reply to Mr. Dingell that the U.S. will not agree to any protocol that harms our economy and
jobs or our competitiveness?

K rernen
S~
16. - How long after December 1997 does the Administration think it will take to obtain Scnate
/ advice and consent of any Kyoto agreement, to ratify that agrecment, and to cnact
' implementing legislation?

- 17.. Which Agency or Department would be responsible for implementing the provisions of any
\ g agrcement reached in Kyoto, including provision relating to joint implementation, emissions
" trading, and advancing Article 4.1?

3]
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What considerationhas been given or plans madc regarding passage of legislation neccssary
to implement any agreement reached in Kyoto?

raft Protocol

Atticle 17.4 of the Framework Convention on Climate Change (FCCC) specifies that only
“Parties to the Convention may be Partiesto a protocol.” However, there is no assurance that
all or even a majority of the 167 Parties to the FCCC will deposit instruments of ratification,
acceptance, approval or accession (o any protocol adopted by the Parties by consensus or
otherwise in Kyoto. What assurances does the U.S. now have that most, if not all,
developing country Parties to the FCCC will become Parties to a Kyoto protocol? Why is
it in the U.S. intcrest to agree, without such assurances, to u protocol that proposcs to set
legally binding post-2000 targets and timetables for Annex I Parties only and also imposes
on the U.S. new and legally binding commitments to advance implementationof Article 4.1.
of the FCCC, such as those prescribed in paragraph 1, 2, 3, and 4 of Article 5 of the U.S.
draft protocol?

InaJuly 18, 1994 letter to the then House Committce on Energy and Commerece, [the Statc
Department] said:

We agree that there are substantial commitments beyond 2000 for all parties
to the Framework Conventionunder Article 4. Article 4.1 (applicable to both

developed and developing countries) contains commitments that are not
limited by any specific timetable.

a) [s there any evidence to date that the U.S, is not abiding by thcse Article 4.1
commitments? If there is none, why should the U.S. voluntarily agree to reaffirm,

as required by Article 5.1 of the June draft, to what the U.S. already agreed to when
it ratificd the FCCC in 19927

b) Is the U.S. asserting that other Annex I Parties are not abiding by such commitments?
If so, please identify those Parties,

Paragraph 2 of Article 5 of the U.S. draft Protocol mundates each Party to “strengthen its
legal and institutional framework to advance implementation” of Article 4.1 commitments.
What “framework™ does the Administration have in mind? Does this suggest a new Federal

or international agency or program? Would this be donc through new lcgislation? If not,
how would it be achicved in the U.S.?

Article 5.3 requires that cach Party take “mcasures to facilitate investmentin climate-friendly
lechnologies.” What “measures” does the Administration contemplate? How would they
be implemented in the U.S.? What are their regulatory and budgetary implementations?

Adticle 16 of the draft provides that the Parties “shal] adopt, by [2003], binding provisions
so that all Parties have quantitative greenhousc gas emissions obligations and so that therc
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is a mechanism for automatic application of progressive greenhousc gas emissions
obligations to Parties, based upon agreed criteria.”

a) Does this mean that there could be a sccond protocol or another legal instrument by
[2005] which is only 7 yers after the December meeting in Kyoto?

b) Do the words “all Partics™ in this Article mean that only the “Parties” to the U.S.
draft protecol would be required to “adopt” by 2005 such an instrument? Unless
developing country Parties to the FCCC, such as China, India and Brazil, become
Parties to the Kyoto instrument (as proposed by the U.S.) prior to [2005], how does
this Article address the issue of greenhouse gas emission growth by all non-Annex
I Parties?

c) Could such a new instrument adopted by [2005] impose ncw and additional
obligations on the U.S. beyond those proposed to be adopted in Kyoto? Why is that
possibility a good result for the U.S. economy, trade, and competitiveness?

d) What “mechanism for automatic applicationof progressive greenhouse gas emissions
obligations” docs the Administration contemplate by this proposal? What are its
. implications for the 1).8., including its sovereignty?

24. / Article 16.1 of the Convention provides that “annexcs shall be restricted to lists, forms, and
any other material of a descriptive nature that is of a scientific, technical, procedural or
administrative character.” The U.S. draft protocol states, that it may not be “appropriate” to
adopt the Article 16.1 Convention example. Plcase explain why. Does the U.S. support
annexes that would be substantive and mandatory?

Articlc 9 of the U.S. draft provides that Parties “shall cooperate” in cstablishing a “long-term
goal” regarding concentrationsof gascs. Article 10 calls for meetings at “regular intervals”
Lo, umong other things, “periodicallyreview the adequacy” of the Protocol and Article 8 calls
for periodic review of the Protocol and guidelines “in light of evolving scientific knowlcdge
related to climate change.” Auticle 2 already suggests a minimum of two budget periods.
Article 16 tclls the Parties to adopt “binding provisions” by {2005] for progressive
“obligations.” Does the Statc Dcpartment contemplate over the next several decades a
continuing process of meetings of both the Protocol and Convention Parties annually and a
series of IPCC assessments, spccial reports, and technical papers, lcading to a series of
protocols or other legal instruments that are likely to have significant economic impacts on
the Partics and their people? Why is there a need for such frequent meetings and reviews?

26.  The Global Climate Coalition scnt a letter to the Department of State on February 14, 1997
raising a number of questions about the January 17, 1997 version of the U.S. draft protocol,

particularly in regards to trading. The Administration has not yel responded to those
questions. Please respond to them as part of your reply to this inquiry.
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EU Bubble

e EU proposal made recently in Denver was developed last March as an EU “negotiating
position for the angoing negotiations on the Berlin Mandate” and it includes burden-sharing
of a 10% reduction among EU members of the “overall emission reduction objective by the
- Community as a whole”. This appears to be a form of differentiation, a concept the U.S. is
not supporting. ‘The cxisting FCCC bubble applicablc to the EU presumably only covers
policics and mensures and, when adopted, it only covered the 12 Partics that were members
of the EU in 1992. Does the U.S. understand that the EU is sccking, by its submissions and
discussion with the U.S. delegation, to extend a form of the FCCC bubble to a protocol and
another legal instrument that may be adopted in Kyoto, to expand the bubble to cover any
target and timetable or financial obligations and not just policies and measures, and to
cxpand the bubble 10 include all present and future members of the EU, such as countrics

from Central and Eastem Europe? Why Is such an expanded bubble in the cconomic and
compctitive interests of the U.S.?

28, What is the potential impact of such an expanded EU bubble on the U.S. proposal for
international emissions trading? Would ii ensure that the EU would get the benefit of any
emissions deficit derived from such Central and Eastern European Members and deprive the
U.S., Japan, Australiaund Canadaof that deficit? Would the U.S. then have to rely primarily
on Russia’s emissions deficit in order to derive any of the benefits of trading?

29.)  Article 22.3 ol the FCCC requircs that regional cconomic integration organizations must
declare the “extent of their competence™ with regard to obligations under the FCCC. Does
the U.S. believe that the EU has the competence to carry out legally binding targets and

timetables and to enforce any differentiated targets for its members if they fail to achieve
them?

30.  The State Department's September 9, 1996 reply to the Committee stated that the UJ.S. did
not agree Lo an “EU Bubble in Berlin” and that the U.S. delcgation “successfully opposed
including language in the Berlin Mandate which might have suggcsted that any country or
group of countrics could “bubble” in the post-2000 period.” The reply then said:

Clearly, the question ol “bubbling” with respect to post-2000 commitments
is complex, and one that will be closely scrutinized and carefully considered
as negotiations progress. The Administration has consistently and
continuously consulted with Congress, as well as with U.S. industry and U.S.
NGOs, on all aspects of the negotiations concerning post-2000 commitments
and will continue o do so.

The Administration has not yet held meaningful discussions with this Committee on the
issuc of the EU bubbling to “meet and target and timetables,” its implications for the U.S.,
its merits, or its complexities. Given the fact that negotiations arc just approaching a
conclusion in Bonn and Kyoto, when do you plan to consult us on this aspect of the
negotiations?
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3. Since 1992, the composition of the only “regional cconomic integration organization,”
namely the EU, has grown from 12 to 15 members and several other countries want to
cxpand it further. Under what circumstances would the U.S. agree to an EU bubble that is
or could be expanded?

EU Amendment to Convention

32. The EU has proposed an amendment to the Convention to provide for a vote to adopt all
futurc protocols by three-fourths if all efforts at consensus are exhausted. The proposed
amendment would appear to have a retroactive effect for Kyoto.

a) Under this proposal, is it possible that three-fourths of the FCCC Parties could votc
to “adopt” any Protocol that imposed new obligations for Annex I and/or non-Annex
! Parties and then decide not to deposit an instrument of ratification, ctc.?

b) Does the U.S. support such an amendment to the Convention?

) Has the U.S. position changed from its June 19, 1996 response to this Committee in
rcgards to any of these matters? Would the Administration agree to a resolution of
onc of these malters, namely voting on a protocol, without a resolution of the
{inancial and budget matters for both the Convention and all future protocols?

Emissions Trading

\

Doces the Administrationintend that any international emission trading program would apply
in the same way and to the same extent to public and private entities internationally and in
the U.S.? For example, would it apply to local governmentsand to defense or other agencies
of each Party and to the emissions of such entitics? What will be the impact on the U.S.

Defense Department of an international, or, for the matter, a domestic, emissions trading
program?

Greenhouse gases not covered by the Montreal Protocol are not pollutants within the
meaning of the Clean Air Act and are not subject to the command and control provisions of
the Act or othcr environmental laws. It is our understanding that although the U.S. has cited
(in a September 9th reply to this Committec) authority to implement the Climate Change
Action Plan with voluntary measures, the U.S. draft protocol, because it may call for
mandatory measures, could not be given tull effcct in the U.S. without the enactment of new
legislation by Congress. Do you sharc that understanding? 1s the Administration

considering a domestic emission trading legislative program patterned on the 1990 Clean Air
Act?
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nderstand that the Administration has tccently cstablished the White Housc Climate

/(zﬁangc Task Force, a Deputies Group and an Assistant Secretaries group. Please explain
the rolc and purpose of cach in regards to the development of the Administration’s position
and policics for the international negotiations for a protocol or another legal instrument in
1997 and for the development of implementing legislation in the U.S. Dlease identify the
members of cach group. Please provide any documents regarding the formation of these
groups, their membership, mission, tasks, and/or assignments.

36.  Plcasc provide a table of all contracts, cooperative agreements, grants, and interagency
agreemcnis and any extcnsions thereof (hereinafter referred to as "agreements") entered into
with any individual, agency, or public or private entity (foreign or domestic) by or through
any federal Department or Agency, including the Departments of State, Commerce and
Energy, and the Environmental Protection Agency, for the period beginning July 1, 1994 o
the present that relates to, or includes, (directly or indirectly) climate change matters or
issues of any kind. Thesc should include matters relating to (a) domestic or international
emission trading, including economic and other analysis of such trading, the administration
and verificationof such trading in the U.S. and elsewhere, (b) public outreach, general and
specific public education, grass roots, community outreach, workshops, (¢) transportation
efficiency, alternative fuels, transportation gencrally, utilities, impact on pollutants like
ozone and particulate matter, and (d) any legal analysis of thesc matters and of the
Convention or of any statutes concerning climatc change or trading. Each table should
identify the datc of the agreement, the agreement recipient, the amount of Federal funds, the
term, including extensions, a bricf description, the product and whether it is publicly
available, and the status. Please include with each table the applicable "Statement of Work",
including any rcvision thereof, for cach such agreement.
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Mr. Dirk Forrister < /A(
Chair . J
White House Climate Change Task Force
The White House

Washington, DC 20500
Dear Mr. Forrister:

Because the administration declined to provide a witness for our September 30
hearing on climate change, members of our Committee were unable to ask questions
on a variety of issues relevant to the climate change negotiations.

In an effort to allow the Senate—and the public at large—to appreciate the
diplomatic, economic and technical issues we face as a consequence of the climate
change issue, I respectfully request that the enclosed written questions for the record
be answered in a time frame prior to or concurrent with the upcoming negotiations in
Bonn.

Should you, your staff, or officials in agencies generating responses to these -
questions require clarification of additional information, David Garman of the Senate
Energy Committee staff may be reached at (202) 224-7933.

Thank you for your attention to this request. I will look forward to the
administration’s responses.

. Sincerely,

-
S : cZ
. A VA L -
o FIvA ‘v 7 i"

Frank H. Murkowski
Chairman

cc: The Honorable Federico Peia
The Honorable Janet Yellen
The Honorable Timothy Wirth
The Honorable Chuck Hagel
The Honorable Robert C. Byrd



Questions from Chairman Murkowski
When will the Administration unveil its proposed “targets and
timetables” for carbon emission reductions?

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

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

a. If not, why not?
b. If so, will the peer reviewers comments be made public?

The Administration has indicated that it seeks to have an international
emissions trading scheme in the new treaty.

a. Roughly how many of the 165 parties to the existing climate
treaty have agreed to this approach?

- The Administration has indicated that it wanted to have “joint

implementation” with developing countries as a means to reduce the
costs of treaty compliance.

a. Roughly how many of the 129 developing country parties have
agreed to this approach?

The Administration has indicated that it will “advance existing
commitments” for developing countries and has even proposed a

means under which developing nations would “graduate” into binding
commitments. '

a. Roughly how many of the 129 developing country parties have
agreed to the “graduation” approach?

b. Roughly how many of the 36 industrialized country parties have
agreed to the “graduation” approach?

Some of the key strategies for our negotiations—including developing
country participation, joint implementation, and emissions
trading—are not faring well in the negotiations.

a. If we don’t get all of these elements in a Kyoto Protocol, will we
walk away from the deal?
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11.

12.

13.

Questions for the Record - Page 2

Last week the DOE released a report (the so-called “five labs” study)
indicating that we might reduce carbon emissions to 1990 levels with a
$50/ton carbon tax and an aggressive energy R&D program. In
response to this report, the Secretary of Energy was quoted in a press

release as saying that the analysis “..showed that what was good for
the environment would be good for the economy.”

a.  Isit the Administration’s position that a $50/ton carbon tax
would be good for the economy?

b. Does the DOE study analyze impacts on business and
manufacturing?

c. Is the DOE study an economic study or an attempt to make
predictions? :

The economic modelling 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?

The administration economic modelling effort also assumed a
decrease in long term interest rates to almost 2%.

a. Was this a valid and realistic assumption?

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

The administration modelling effort did not consider the costs
associated with the development, implementation and monitoring ofa -
trading program.

a. Was this a valid and realistic omission?

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

It was reported earlier this month that the Administration is
considering an executive order that would require federal agencies to
reduce emissions by 20%. It was also reported that the Department of
Defense will oppose any Administration proposal on climate change
that threatens military readiness.
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16.

Questions for the Record - Page 3

a. What studies have been done to assess the impact of such an
executive order on the U.S. military? '

b. Have any such analyses been conducted by the Department of
Defense to your knowledge?

c. Is consideration being given to granting waivers to federal
agencies that cannot comply with emission reduction mandates
without compromising their legal obligations and vital
functions?

d. Is the Administration considering granting a waiver to the
Department of Defense? To any other departments or agencies?

The DOE “five labs” study concludes that a carbon emission reduction
of 390 million metric tons per year is required to stabilize emissions at
1990 levels in 2010 and is based on implementation of the program by
the year 2000. The study finds that by increasing energy efficiency
through a variety of federal and state programs with industry
participation as well as imposing a $50 per metric ton of carbon permit
price that "2010 emissions could be cut by about 390 [million metric
tons] per year." _

a Does this mean that we can reach 1990 levels by the year 2010 or
that in the year 2010, using new technology in combination with
regulatory and other measures, we will begin to reduce
emissions at a rate high enough to stabilize emissions at 1990
levels at some point in the future?

b. In 2010, how many million metric tons will China or Brazil be
emitting per year? More than 390?

The DOE study concludes that "in all [three] cases, carbon reductions
require the nation to embark on an aggressive set of policies and
programs."

a. Assuming everything works as has been hypothesized in the
Efficiency Case (Case One), we will not achieve stabilization of
carbon emissions at 1990 levels by 2010, correct?

According to the report, the Case 2 and 3 scenarios require "better
technology, 'readier' markets, and a price of carbon that results in a
significantly increased willingness to manufacture, purchase, and use
low-carbon technologies. It represents a vigorous national
commitment that goes far beyond current efforts."

a. If we were to agree to implement a program similar to Case Two,
including "a vigorous national program of research, development
demonstration, and diffusion, and a trading regime for carbon" at
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Questions for the Record - Page 4

a price of $25/ton, we still will not stabilize emissions at 1990
levels by 2010, correct?

According to the DOE study, only if we were to do all of the
above and impose a $50/ton carbon charge would we be able to
achieve stabilization at 1990 levels by 2010, correct?

To your knowledge, has any nation involved in the international
climate negotiations proposed the adoption of an international
mandate for developed countries to stabilize emissions at 1990
levels by the year 2010?

If not, then this study fails to tell us what would be necessary to
achieve the significantly higher emission reductions that would

be necessary to comply with any of the climate proposals that
are on the table, correct?

If that is the case, then this study also fails to demonstrate that
the U.S. can comply with the kind of legally binding emission
reduction mandates currently under consideration in the

international negotiations through use of existing technology at
no cost to the nation, correct?

If $50/ton charges are required to stabilize emissions at 1990
levels by 2010, how much would the per ton charge need to be to

reduce emissions to 10% or 15% below 1990 levels? Would it
double? Triple?

Recent studies conducted by DR/McGraw-Hill conclude that a $180-
190/ton carbon charge would be necessary to stabilize emissions at

1990 levels by 2010. (Pg. 4 of July 1997 study, "The Impacts of Carbon
Mitigation Strategies...")

a.

Can you explain why there is such disparity between DRI's and

DOE's estimates of the per ton charge necessary to reach 1990
levels by 2010?

Has any attempt been made to reconcile these significant
differences?

Is it possible that the necessary carbon charge would be higher
than $50/ton to simply stabilize emissions at 1990 levels by 2010?

One of the primary conclusions stated in the DOE study is that each of
the three scenarios under consideration "can produce energy savings
that are roughly equal to or exceed costs". . . "if feasible ways are found
to implement the carbon reductions...." The report states, however,
that the study did not analyze specific policies to achieve the
reductions described in the cases or the political feasibility of policies.
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Questions for the Record - Page 5

a. If we don't know what the policies or means for reductions are,
and have not determined whether or not they are feasible, how
can we rely on this report's conclusion that the reductions can
be achieved without a cost to the nation?

b. What are some of the means that might be used to achieve the
reductions? Would it involve new taxes? Note: Possible programs
mentioned include "energy efficiency codes and standards" and
"incentives through the tax system directed at investments in
energy- efficient technology in industry." (Page 1.13)

In numerous places in the report, information is provided on what
costs were taken into account or were excluded from consideration in
making the cost-benefit assessments. "... we count as benefits only
the energy savings to the nation.... Costs include the increased
technology cost plus an approximate estimate of the costs of program
and policy implementation." (Exec. Summary, footnote 2)

a. If no effort has been made to analyze specific policies to achieve
the described reductions, how did you determinp costs of
programs and policy implementation?

b. What is an example of a "program" that was included in your
analysis. What is the cost of that program? What cost did you

assign to the "policy implementation" associated with that
program?

On page 1.12 of the report the following statement appears: We have
presented the direct and most easily quantified of the costs and
benefits, but have not attempted a full benefit-cost analysis. We do not
account for indirect effects of policies (e.g., the reallocation of
investment dollars to efficiency investments). We do not account for
the increased cost of some R&D programs that are needed to achieve
the scenario results nor do we count the benefit of reduced carbon and -
other pollutant emissions. Also, we have not analyzed any possible
redistribution of wealth that could arise from a carbon trading system
or other policy to increase the price of carbon-based fuel."

a Aren't these pretty significant holes in DOE's analysis?
b. If a "full benefit-cost analysis" has not been conducted, then how
can you legitimately conclude that emission reductions can be

achieved through energy efficiency without cost?

On page 1.15, the report states that the $50/ton carbon charge is not a
"direct cost."

a. Why isn't the carbon charge considered a "direct cost?"
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Questions for the Record - Page 6

b. Isn't it a direct cost to someone? Who has to pay it?
c. Is the cost of the carbon permit fees included in the analysis in
any way?

The report characterizes the carbon charge as"a potentially large
transfer payment" and makes the following statement: "The magnitude
of the transfer payment, as well as the losers and winners from the
transfers, depends on the nature of policy and its implementation as a
cap and trade system or some alternative. The amount of money that
could be in play is very large: $50/ton times 1.3 billion tons per year
equals $65 billion per year." (Page 1.15)

a. Is it correct then that the study concludes that emissions
reductions could be made at low or no cost yet fails to take into
account some $65 billion in "transfer payments?”

b. Who are these "losers" the DOE report refers to?

In describing the results of DOE's analysis, the statement is made that
the DOE report "makes a strong case for the value of energy
technology research, development, demonstration, and diffusion as a
public response to global climate change." As the report points out on
page 1.3, DOE's expenditure of $8 million on energy-efficiency
research between 1978 and 1996 has resulted in net benefits of $28
billion through 1996 including significant environmental, health,
productivity and economic competitiveness benefits. As you know,
numerous economists agree that research and development and
technology deployment is the most cost-efficient way to address
climate concerns. Indeed, it is precisely because of the kinds of cost-
effective opportunities DOE has identified that these economists have
concluded in a number of independent studies that the wisest course
of action, is to delay the adoption of any kind of mandates or legally
binding targets and timetable for a modest period of years to permit
research and development to occur and to generally avoid
replacement of equipment and machinery prior to the end of its useful
life cycle.The Administration has previously testified that if we "do it
dumb," compliance with the proposed international target and
timetable mandates could be very costly to the U.S.

a. Doesn't the DOE report provide further support and justification
for not rushing into legally binding emission reduction mandates
in December in Kyoto but delaying - even for a few years - to
reap the benefits of the kinds of R& D the DOE report is
promoting?

b. Can you quantify the "cost" of delaying for 10 or 20 years?
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Questions for the Record - Page 7

C. Can you demonstrate that the cost of delay exceeds the cost of
adopting international mandates three months from now?

According to the DOE report, 95 million of the 135 million tons of
carbon reductions necessary in the utility sector to achieve
stabilization at 1990 levels by 2010, "comes from retirement of coal
power plants and carbon-ordered dispatching of the utility system ...
and from repowering coal plants with natural gas." (Page 1.6)

a. How much does it cost to "repower” an average coal plant with
natural gas?

b. Who would bear these costs?

The DOE report says that the measures used to reduce emissions in
the utility sector are "cost-effective with a $50/ton carbon charge."
(Page 1.6)

a. When you say that retiring a coal plant is "cost-effective" with a
$50/ton carbon charge, aren't you really saying is that if we
impose a fee of $50 per ton of carbon, a given number of coal
plants will be forced to shut down?

b. How many existing coal plants would be "retired?
c. Where are these plants located?

d. Has any consideration been given in DOE's analysis to the costs
associated with the shutdowns, layoffs, displacements that
would occur as a result of "retiring" existing plants?

e. When you say that energy savings or reductions can be achieved
at little or no cost "to the nation," does that include the citizens,
communities and businesses in this country?

The DOE report also states that the remaining reductions in the utility
sector would be achieved from renewables such as wind, biofuels,

expansion of hydropower, and extension of nuclear power plant life.
(Page 1.6)

a. Explain what is meant by "nuclear power plant life extensions."

b. Does this study contemplate new nuclear power plants or a
greater dependence on nuclear power?

Turning to the transportation and industry sectors, the DOE report
contemplates a reduction of 50 million tons of carbon per year through
(a) advanced combustion turbine cogenerators in industry; (b)
biomass and black liquor gasification and low-carbon industrial
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Questions for the Record - Page 8

processes; and (c) cellulosic ethanol/gasoline blends for automobiles.
(Page 1.6) _

a.

What kinds of industrial processes utilize advance combustion
turbine cogenerators?

What percentage of industrial plants currently use these turbine
cogenerators?

How much would it cost a given plant to re-outfit with a turbine
cogenerator?

Are cellulosic ethanol/gasoline blends currently available to
American consumers? What automobiles can use this fuel? What

kind of conversion would be necessary for other cars to use this
fuel? What would it cost?

The Acid Rain trading program exists solely within the United States
and operates primarily through the annual allocation of sulphur

dioxide permits to a known group of electric power generators,
correct?

a.

b.

Why are the permits generally allocated only to electric power
generators? _

What mechanism is used to determine whether these entities'
emissions are within their permit allowances?

What happens if a company's emissions exceed its permits?

What legal process exists to allow the regulated community to
appeal decisions with which it disagrees in connection with the
trading and emission program?

What costs are associated with the operation and administration -

of the trading program? How are these costs minimized to
maintain market incentives?

I understand that the establishment of a trading regime similar to the
sulphur dioxide program for carbon emissions has been proposed.

a.

b.

Would the carbon trading progrdm operate domestically or
internationally?

What role is envisioned for the Chicago Board of Trade?
Could a U.S. company such as an automobile manufacturer in

Detroit purchase carbon permits through the Board of Trade
from another developed country such as Germany? From a
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Questions for the Record - Page 9
developing country such as Guatemala or Botswana?

If carbon permits may be purchased from a developing country,
how would it be determined how many permits each developing
country would be allocated?

Would any UN agencies or bodies be involved in the

implementation of the emission trading program? How would
they be funded?

What kind of transaction costs would you expect to be associated
with an international emissions trading program?

Would state or local governments be required to purchase
carbon units for emissions? Federal agencies? -

What kind of allocation process would be set up to establish the
caps that would be required to provide incentives to trade?

In the Acid Rain program, compliance with permits is ensured
through sophisticated continuous emissions monitoring
equipment. How would compliance with permit limitations be
ensured under this program?

Would developing countries have to reduce their own emissions
by one ton of carbon for each carbon unit they sell? How would
compliance be ensured for developing countries? Will developed
countries only be able to sell a carbon unit if they can
demonstrate they have already achieved the relevant
reductions?

What penalties would apply if a developing country failed to
reduce its emissions at an amount commensurate with the
carbon units it had sold?

Who will monitor countries or companies for enforcement
purposes?

What is the administration’s calculation or estimate of the greenhouse
gas emission reduction equivalent of the Clean Coal Technology
Program, which was a 7 billion dollar program, at least half of which
came from private industry?

What exactly is the Administration itself doing to develop new
technologies to reduce greenhouse gas emissions? ’'m not talking
about what the government is doing with industry in a partnership, or
what industry is doing alone—what is the federal government doing
itself?
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July 30, 1997

Dr. Janet Yellen

Chair, Council of Economic Advisers
Old Executive Office Building
Room 314

Washington, D.C. 20520

Dear Dr. Yellen:

Thank you for appearing before the Committee on Environment and Public Works on
July 17, 1997 to proffer your understanding of global climate change. Your testimony was
helpful and I know that your input will prove valuable as the Committee continues its work on
this important topic.

Enclosed are questions posed by Members of the Committee for the hearing record.
Please submit your answers by August 13,1997 to the attention of Justin Brown, Senate
Committee on Environment and Public Works, 407 Hart Senate Office Building, Washington,
D.C. 20510.

Again, thank you for your assistance and please contact Dan Delich at 202-224-5762 if
you have any questions. We look forward to reviewing your answers.

Sincerely,
H. Chafee

Enclosures

PRINTED ON RECYCLED PAPER



Questions for Dr. Yellen (from Senator Chafee)

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?

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?

3. Is the Administration considering some form of new energy tax to administer a new

treaty, domestically?

4. What advantages or disadvantages (economically and environmentally) might a

trading system have over energy taxes?

S. 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?

6. 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?

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?



(SENATOR BOXER)
Questions

Dr. Yellen:

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?

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?

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

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 that 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?

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?




Questions from Senator Lieberman for Janet Yellin

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.

2. 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 Inter-
Agency Team?
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Schaefer Q’s & A’s 1

Questions for the Record Submitted by Chairman Schaefer to
Under Secretary of State Timothy Wirth
House Committee on Commerce
Energy and Power Subcommittee
July 15, 1997

1. Q: Please identify each member of the Interagency Analytical Team (IAT) from
the date of its inception to the present time, any other participants inside or outside
the Administration, and specify their responsibilities.

A: Attached is former Under Secretary Ehrlich's list of people to call regarding IAT
meetin embers of the IAT had varying levels of participation and responsibility.

2. Q: When was the IAT formed and what were the IAT's instructions? Please
provide any documentation regarding the formation of the IAT and its mission,
responsibilities, membership or assignments.

A: Previously, Agencies worked independently on climate change economic analysis.
Beginning in February 1996, however, the Department of Energy and the Environmental
Protection Agency began to work together on global climate change analysis and called it
the IAT. Their joint efforts provided the analytical foundation for the Springfield Global
Climate Change Workshop in June 1996.

Former Under Secretary Ehrlich joined the Administration's climate change analysis
effort shortly after the June 1996 Climate Analysis Workshop. He oversaw the analysis
from mid 1996 to May 1997. Under Secretary Ehrlich's instructions were to use the IAT
to provide a set of analytic tools that would allow the Administration to better understand
the economics of the climate change issue.

3. Q: Please indicate the total costs of the IAT's efforts and the share paid annually
by each Department or Agency that was involved and please identity the source of
the funds within each Department or Agency.

.o

G\.C—M ’Q\(“

A: Costs for the IAT were primarily for personnel. No effort was made to aceumulate-
costs related to the IAT activities. DOE and EPA, who had primary responsibility for the
analysis efforts, did have some contract costs for modeling.

" H:congressionals\wirth Q’s & A’s (summer 1997)\Shaefer Q&As.doc
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4, Q: Is the IAT still in existence? If so, what are its current responstbilities?

No IAT economic analysis of global climate change is underway.

5. Q: Please provide a copy of all drafts of the IAT report in addition to the May
16" and 30®, 1997 drafts, both earlier and later.

A: Enclosed with this response are photocopies of the May 12%, May 16, and May 30*
drafts of the IAT paper. The May 12* draft was circulated among members of the IAT
and senior members of the Administration involved in climate change policy. The May
16" draft was circulated to the peer reviewers, members of the IAT, and senior members
of the Administration involved in climate change policy. The May 30™ draft was released
to the public on July 15“.

6. Q: Please explain how the peer reviewers were selected? What instructions were
those peer reviewers given? Please provide copies of any correspondence or
instructions that were sent to the peer reviewers.

A: The peer reviewers were selected based on recommendations from senior IAT
members. Former Under Secretary Ehrlich made the final selection after consultation
with the IAT and members from the White House Task Force on Climate Change.

Former Under Secretary Ehrlich sent letters and attachments to each of the reviewers as

well as personally contacting each of them. The letter dated March 20" is a copy of the

initial letter sent to Professor Jorgenson. Identical letters were sent to the other peer

reviewers over a period of weeks. Enclosed with this letter were a technology note and

information on the IAT models and baseline. The undated letter is a copy of the letter

that was sent to all reviewers on May 16" with copies of the May 16" draft of the IAT -
report. Copies of materials sent to the reviewers are enclosed.

7. Q: If the IAT effort is in fact a “failed” project as indicated in Administration
testimony at the Subcommittee hearing how will the Administration determine the
appropriate level of future international climate change commitments for Kyoto and

later? B Fre @ans U~
[ oS

A: The IAT effort generated much useful information about how to riodel constraints on
greenhouse gas emissions and their potential cconomlc effects. wever, the IAT
process was unsuccessful in providing a economic

effects to support the Administration’s overall dccnsmn-makmg process. [ As part of the

" H:congressionals\wirth Qs & A’s (summer 1997)\Shaefer Q& As.doc
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Schaefer Q's & A’s 3

ongoing Administration decision process, a number of different economic and other
analyses are being evaluated as guides to the likely effects of reducing greenhouse gas
emissions. '

8. Q: As late as last May when Dr. Ehrlich and others in the Administration held
briefings on the then draft analysis and assessment there was no hint that the
Administration considered this effort a failure and the models to be unreliable.
What occurred since May that caused the Administration to apparently reach a
different conclusion from that of Dr. Ehrlich? o s

Foiied
A: When the Administration provided briefings on thg/work being done by the IAT, the
focus was on determining baselines for emissions leyels, economic growth, and other key
variables. and for explaining the different models that were being used, As the work
done by the IAT proceeded, @_widc range of economic outcomes|called into question
the benefits of continued IAT work on these economic models, given the many other
competing claims on agency resources.

9. Q: The IAT draft Analysis referred to three scenarios which resulted in costs of
future climate commitments of approximately $200, $100, or $50 per ton carbon tax
equivalent. Has the Administration concluded that a $200 per ton carbon tax
equivalent cost will not harm the U.S. economy, jobs, and global competitiveness?
Has the Administration concluded that a $100 per ton carbon tax equivalent cost
will not harm the U.S. economy, jobs, and global competitiveness? Has the
Administration concluded that a $50 per ton carbon tax equivalent cost will not
harm the U.S. economy, jobs, and global competitiveness. Please provide the basis
for any of the above conclusions. If the Administration dees not support any of the
above costs, what analysis or other information does the Administration intend to
rely on to support a different amount?

hs.implicit price of carbon for the Unites States reported by th ed from $9
depending on the situatio dels, and the assumptiogls end-modets used.
Arly, the impact on the U.S. gress domestic product spanneda wide range. The IAT

found that the estimates of the costs to the U.S. economy of a carbon emissions reduct]

to{d

v X,policy depended on factors, including targets and timetables, technology assumptions’and

v

\ok‘

«* the implementation of international emissions permit trading. As Dr. Janet Yellen
remarked in her July 15,1997, testimony to the House Commerce Subcommittee on
Power , “It boils down to this: if we do it dumb, it could cost a lot, but if we do it smart, it
will cost much less, and indeed could produce net benefits in the long run.”

- H:congressionals\wirth Q’s & A’s (summer 1997)\Shaefer Q& As.doc
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Schaefer Q’s & A’s 4

10. Q: Is the paper prepared by the IAT both an analysis and an assessment? How
does it relate to the “analysis and assess merit” referred to in Paragraph 4 of the
Berlin Mandate? Has the Ad Hoc Group on the Berlin Mandate provxded an
analysis and assessment as required by the Berlin Mandate?

A: TheIAT analyzcﬁ@ngc of emissions targets and timetables as well as a range
of implementation p! ¢h as international emissions trading and joint
implementation). The IAT analysis does not have any direct relationship to the cited
paragraph from the Berlin Mandate.

11. Q: The IAT drait states that the central policy modeled for the analysis “is
aimed at reducing carbon and other greenhouse gas emissions by stabilizing them at
1990 levels” and that policy would be “announced in 2000 and its restrictions are
phased in over a ten year period, so that the policy would take full effect In 2010.”
Reports in the media after the Denver Summit that President Clinton attended also
referenced this date of 2010. In light of EIA’s projection of emissions 22% above
1990 levels by 2010, is the Administration considering a target and timetable that
calls for stabilization at 1990 levels by 2010?

A: The IAT’s analysis focused on a standard emissions target widely used in the
academic literature~ The Administration is in the process of determining its position on
targets and timetable$. The Administration’s negotiating position is still in development.

or Qaj.%,/v\e-p(ﬂ.ﬁ res .y

12. Q: The Administration frequently cites the 2000 economists who say they
support controlling greenhouse gases. Their statement supports as the mechanism
either carbon taxes or emissions permits. In the past, the Administration has said it
opposes the use of taxes. Is that still the Administration’s position?

ol
A: The Administration’s position on implementation options ptérategi&c relating to
greenhouse gas emissions reductions is still under development. This position will be
determined in conjunction with a position on targets and timetables, which is also under
development.

13. Q: The IAT draft explains that these emissions reductions to achieve
stabilization would be through “issuing tradable permits at the earliest point of
energy production or when imported into the U.S.” and that the permits “are
initially auctioned in a way that is revenue neutral: i.e., all revenues generated
would be recycled thirough the economy.”. Would these revenues be deposited in
the treasury as miscellaneous receipts under the Economy Acts? Would they then

- H:congressionals\wirth Qs & A’s (summer 1997)\Shacfer Q&As.doc
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have to be recycled through changes in the tax laws or by appropriation? How
would they be recycled?

A: The IAT considered a range of revenue recycling possibilities at a very abstract level.
The IAT did not examine the legal framework under which these abstract options might
be implemented in the United States.

14. Q: Does the Administration believe that permit auctions are the equivalent of a
new tax? If not, please explain.

A: In general, they are not equivalent. Auctions focus on fixing quantities and leave
prices free to fluctuate, while taxes focus on prices and allow quantities to adjust to
changed price levels.

15. Q: The IAT draft states that “among fuels, demand for coal bears the brunt of

greenhouse gas stabilization.” What is the impact on the U.S, economy as a whole

and on the relevant coal regions of this policy towards coal? What will be the job -
impact? Is the Administration adopting an anti-coal policy? How is the policy

consistent with President Clinton’s 1995 reply to Mr. Dingell that the U.S. will not

agree to any protocol that harms our economy and jobs or our competitiveness?

AN
A: The IAT analysis found that the implicit price of carbon would range from $9 t
per ton depending on the model and assumptions used and the specific scenario analyzed.
Economic and job impacts would similarly span a range depending on the factors such as —
the rate of technological change, targets and timetables, and international emissions Ak | gt A
permit trading. e 3 .
esp- rev | d«?
It is important to stress that the [AT analysis is just that - analysis — and not policy, as the
question suggests. The IAT examined a wide variety of different analytic scenarios as
part of its work, and explicitly was not charged with making policy recommendations.

16. Q: How long after December 1997 does the Administration think it will take to
obtain Senate advice and consent of any Kyoto agreement, to ratify that agreement,
and to enact implementing legislation?

A: There is little information on which to judge the timeframe for the advice and consent
pracess, or for the enactment of implementing legislation in the climate arena. The U.N.
Framework Convention on Climate Change was ratified by the Senate in October 1992,
only four months after it was signed by President Bush at the Earth Summit in Rio de
Janeiro in June 1992. That Convention required no implementing legislation. However,

. H:congressionals\wirth Q’s & A's (surnmer 1997)\Shaefer Q&As.doc
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other Conventions, such as the Law of the Sea, have yet to be ratified, more than a dozen
years after signature. .

17. Q: Which agency or department would be responsible for implementing the
provisions of any agreement reached in Kyoto, including provisions relating to joint
implementation, emissions trading and advancing Article 4.17

A: Tt is anticipated that several Departments and agencies would have a role in the
implementation of provisions related to joint implementation, emissions trading and - (o (et

Article 4.1, including the Department of State, the Department of Energy, The 4o (AF Hass
Department of Justice, the Treasury Department, the Department of Agriculture, the o~ r/_\ o+ s pece
Agency for International Development, the Environmental Protection Agency, and H & U b

possibly the National Oceanographic and Atmospheric Administration and the National o (e et
Aeronautics and Space Administration. The precise role of each could only be JR :{,;[37\.3}
determined once specific provisions had been decided upon.

18. Q: What consideration has been given or plans made regarding passage of
~ legislation necessary to implement any agreement reached in Kyoto?

A: While some consideration has been given to the activities required under various
agreement provisions (particularly those introduced by the United States), the lack of
gencral acceptance of any of these provisions in the international negotiations makes the
development of any specific legislative proposals premature. The Administration would
intend, as part of its package of material to be sent to the Senate, to includgi.gpi)posals
for legislation that would be required to fully implement any agreement.

@Q: Article 17.4 of the Framework Convention on Climate Change (FCCC)

cifies that only “Parties to the Convention may be Parties to a protocol.”
However, there is no assurance that all or even a majority of the 167 Parties to the
FCCC will deposit instruments of ratification, acceptance, approval or accession to
any protocol adopted by the Parties by consensus or otherwise in Kyoto. What
assurances does the U.S. now have that most, if not all, developing country parties
to the FCCC will become Parties to a Kyoto protocol? Why is it in the U.S.
interest to agree, without assurances, to a protocol that proposes to set legally
binding post-2000 targets and timetables for Annex I Parties only and also imposes
on the U.S. new and legally binding commitments to advance implementation of
Article 4.1 of the FCCC, such as those prescribed in paragraph 1, 2, 3, and 4 fo
Article 5 of the U.S. draft protocol?

. H:congressionals\wirth Q’s & A’s (summer 1997)\Shaefer Q& As.doc
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A: [EGC]

: In a July 18, 1994, letter to the then House Committee on Energy and

smmerce [the State Department] said:

We agree that there are substantial commitments beyond 2000 for all
parties to the Framework Convention under Article 4. Article 4.1
(applicable to both developed and developing countries) contains
commitments that are not limited by any specific timetable.

a) Is there any evidence to date that the U.S. is not abiding by these Article 4.1
commitments? If there is none, why should the U.S. voluntarily agree to
reaffirm, as required by Article 5.1 of the June draft, to what the U.S.
already agreed to when it ratified the FCCC in 19927

b) Is the U.S. asserting that other Annex I Parties are not abiding by such
commitments? If so, please identify those Parties.

A: [EGC]

21. Q: Paragraph 2 of Article S of the U.S. draft Protocol mandates each Party to
“strengthen its legal and institutional framework to advance implementation” of
Article 4.1 commitments. What “framework” does the Administration have in
mind? Does this suggest a new Federal or international agency or program?
Would this be done through new legislation? If not, how would it be achieved in
the U.S.?

A. The Berlin Mandate calls for the negotiating process to “continue to advance the
implementation” of Article 4.1 commitments, which also apply to developing countries.
The primary U.S. objective, in proposing paragraph 2 of Article 5, was to encourage
developing countries with inadequate legal and institutional frameworks to strengthen
such frameworks so as to improve implementation of Article 4.1. However, it was
considered that there was no reason why such an obligation could not apply to all
Parties, namely that all Parties could reasonably be asked to do something to strengthen
their frameworks. Even the United States, with its highly developed legal and
institutional system, could, for example, enhance its existing administrative abilities to
collect and report on inventories of greenhouse gas emissions, It was not intended that

any international institutions or processes would be needed to implement such a
provision.

. H:congressionals\wirth Q’s & A’s (summer 1997)\Shacfer Q& As.doc
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Article 5.3 requires that each Party take “measures to facilitate investment

Q

@hmate—fnendly technologies.” What “measures” doés the Administration
contemplate? How would they be implemented in the U.S,? What are their
regulatory and budgetary implementations?

A: [Scidel]

@ Q: Article 16 of the draft provides that the Parties “shall adopt, by [2005],
nding provisions so that all Parties have quantitative greenhouse gas emissions
obligations and so that there is a mechanism for automatic application of
progressive greenhouse gas emissions obligations to Parties, based upon agreed
criteria.”

a)

b)

<)

d)

Does this mean that there could be a second protocol or another legal
instrument by [2005] which is only 7 years after the December meeting in
Kyoto?

Do the words “all Parties” in this Article mean that only the “Parties” to
the U.S. draft protocol would be required to “adopt” by 2005 such an
instrument? Unless developing country Parties to the FCCC, such as
China, India, and Brazil, become Parties to the Kyoto instrument (as
proposed by the U.S.) prior to [2005], how does this Article address the
issue of greenhouse gas emission growth by all non-Annex I Parties?

Could such a new instrument adopted by [2005] impose new and additional
obligations on the U.S. beyond those proposed to be adopted in Kyoto?
Why is that possibility a good result for the U.S. economy, trade, and
competitiveness?

What “mechanism for automatic application of progressive greenhouse gas
emissions obligations” does the Administration contemplate by this
proposal? What are its implications for the U.S., including its sovereignty?

A: [EGC]

24. Q: Article 16.1 of the Convention provides that “annexes shall be restricted to
lists, forms, and any other material of a descriptive nature that is of a scientific,
technical, procedural or administrative character.” The U.S. draft protocol states,
that it may not be “appropriate” to adopt the Article 16.1 Convention example.

‘ H:congressionals\wirth Q’s & A’s (summer 1997)\Shaefer Q&As.doc
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Please explain why. Does the U.S. support annexes that would be substantive and
mandatory?

A: You correctly note that Article 16.1 of the Convention limits the use of annexes to
certain types of material. This is not because there is any inherent reason why annexes
should be so restricted. Rather, it is because Article 16 goes on to provide an entry-into-
force procedure for annexes (and amendments to annexes) under which an annex (or
amendment to an annex) enters into force for a Party unless a Party affirmatively does not
accept it. (Other modifications to the Convention must be affirmatively accepted by
Parties to be binding on them.)

In the context of the Convention, as well as other treaties, the U.S. insisted that the quid

- pro quo for such a “tacit” amendment procedure with an “opt-out” provision was that
annexes be limited to material of a technical (scientific, etc.) nature. This view is
consistent with views expressed by the Senate. The purpose of the U.S. comment with
respect to the climate change protocol was to flag that annexes are not automatically
entitled to “‘apt-out™ procedures; rather, it depends on their context.

25. Q: Article 9 of the U.S, draft provides that Parties “shall cooperate” in
establishing a “long-term goal” regarding concentrations of gases. Article 10 calls
for meetings at “regular intervals” to, among other things “periodically review the
adequacy” of the Protocol and Article 8 calls for periodic review of the Protocol and
guidelines “in’ light of evolving scientific knowledge related to climate change.”
Article 2 already suggests a minimum of two budget periods. Article 16 tells the
parties to adopt “binding provisions” by [2005] for progressive “obligations.” Does
the State Department contemplate, over the next several decades a continuing —
process of meetings of both the protocol and Convention Parties annually and a
series of IPCC assessments, special reports and techmical papers leading to a series
of protocols or other legal instruments that are likely to have significant economic
impacts on the Parties and their people? Why is there a need for such frequent
meetings and reviews?

A: The U.S. has proposed a periodic review of the agreement to insure that any changes
in the science are fully taken into account by the Parties. Such flexibility insures that if
new information emerges indicating a reduced need to act, the agreement could be
modified; conversely, if additional actions needed to be taken to address the threat of
climate change, appropriate action would not be delayed. The U.S. proposal also seeks tc /s LJ +.£
insure that Parties would be fully informed regarding the compliance of all other Parties — a @&";w
thus removing a potential problem of one Party gaining a competitive advantage though recCeds :
not fully meeting its obligations, while other complying Parties might be penalized.
Finally, the U.S. proposal, while setting specific commitments for developed countries,
recognizes the need for all Parties to participate. It therefore calls for the negotiation of a
new agreement by [2005] that would require all countries — including developing

_ H:congressionals\wirth Q’s & A’s (summer 1997)\Shaefer Q& As.doc
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countries — to adopt legally binding limits on their cmissions. We assume that at each St @ (e
stage of the process, a full assessment of the costs and benefits of action would be taken C ot (L3
prior to committing the United States to any new legal obhgahon =

The U.S. proposal for an agreement does not specify the frequency of IPCC Assessments.

These reports (the third of which is anticipated to be released in late 2000 or early 2001),

have so far been scheduled on a five y&ar)cycle - long enough to allow new scientific

information to develop, but fregzﬁough to provide the policy community with

regular updates on the state of edge regarding the climate change issue. .

Q: The Global Climate Coalition sent a letter to the Department of State on
¢bruary 14, 1997, raising a number of questions about the January 17, 1997,

version of the U.S, draft protocol, particularly in regards to trading. The
Administration has not yet responded to those questions. Please respond to them as
part of your reply to this inquiry.

A: [EGC]

27. Q: The EU proposal made recently in Denver was developed last March as an
EU “negotiating position for the ongoing negotiations on the Berlin Mandate” and it
includes burden-sharing of a 10% reduction among EU members of the “overall
emission reduction objective by the Community as a whole.” This appears to be a
form of differentiation, a concept the U.S. is not supporting. The existing FCCC
bubble applicable to the EU presumably only covers policies and measures and,
when adopted, it only covered the 12 Parties that were members of the EU in 1992.
Does the U.S. understand that the EU is seeking, by its submissions and discussion
with the U.S. delegation, to extend a form of the FCCC bubble to a protocol and
another legal instrument that may be adopted in Kyoto, to expand the bubble to
cover any target and timetable or financial obligations and not just policies and
measures, and to expand the bubble to include all present and future members of
the EU, such as countries from Central and Eastern Europe? Why is such an
expanded bubble in the economic and competitive interests of the U.S.?

measures, but also any target and timetable, s argued that it may use the bubble not

only in meeting the non-binding aim of the Eofivention, but also in meeting any new

obligations established under the protocol or other legal instrument. To date, the EU has

not discussed with us whether it also covers financial issues. They have also indicated

they have not yet determined how or under what circumstances the bubble would apply to

new member states. S

A: The EU has made clear that it believes Wble covers not only policies and

. H:congressionals\wirth Q’s & A’s (summer 1997)\Shaefer Q&As.doc
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The United States believes it is the interest of a stable Europe that the European countries
continue to develop economically, and has so far been disinclined to intervene in the
domestic affairs of any European nation. However, in the context of any new agreement
under the Climate Convention, we have not yet accepted that the European member states
should be allowed to “bubble” their obligations, nor would we support their doing so
unless we were satisfied that such an agreement would not disadvantage the United
States.

28. Q: What is the potential impact of such an expanded EU bubble on the U.S.
proposal for international emissions trading? Would it ensure that the EU would
get the benefit of any emissions deficit derived from such Central and Eastern
European Members and deprive the U.S., Japan, Australia, and Canada of that
deficit? Would the U.S. then have to rely primarily on Russia’s emissions deficit in
arder to derive any of the benefits of trading?

A: The impact of an expanded EU on any emissions trading provisions is dependent on
the level of the target, and the restrictions placed on a trading regime. If country targets
or trading restrictions were set so that they required “real” reductions, no specific benefit
would necessarily accrue to the European Union, and any reductions would entail real
costs. Neither is it clear that the European Union would necessarily claim all the benefits
of an expanded membership emissions trading should in theory equalize the price of
reducing a unit of emissions regardless of whether it is in Europe or Russia or the United
States. Most anal 74 suggesgi/ that if the U.S. is to use emissions trading to
substantially offset its domestic emissions, even the entirety of the Eastern European — 4cve | bt~z
country emissions would not suffice; Russia is the only country large enough to Cha owe b
accommodate our current levels. U 2 “7 V—d :

208D i
ot Yaa W‘M
29. Q: Article 22.3 of the FCCC requires that regional economic integration
organizations must declare the “extent of their competence” with regard to
obligations under the FCCC. Does the U.S. believe that the EU has the competence
to carry out legally binding targets and timetables and to enforce any differentiated
targets for its members if they fail to achieve them?

A: Itis not yet clear how the EU competence will be applied in its implementation if any
new obligations under a new legal instrument. We, along with others (¢.g., Australia and
Japan) have insisted that the issue of EU competence be made fully transparent and
provisions for compliance be made acceptable to all Parties before we would agree to

allow the EU to undertake its commitments as a single entity rather than individually
through each member state.

H:congressionals\wirth Q’s & A’s (summer 1997)\Shaefer Q& As.doc
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: The State Department’s September 9, 1996, reply to the Committee stated
hat the U.S. did not agree to an “EU Bubble in Berlin” and that the U.S. delegation

“successfully opposed including language in the Berlin Mandate which might have
suggested that any country or group of countries could “bubble” in the post-2000
period.” The reply then said:

Clearly, the question of “bubbling” with respect to post-2000 commitments is
complex, and one that will be closely scrutinized and carefully considered as
negotiations progress. The Administration has consistently and continuously
consulted with Congress, as well as with U.S. industry and U.S. NGOs, on all
aspects of the negotiations concerning post-2000 commitments and will
continue to do se.

The Administration has not yet held meaningful discussions with this Committee on
the issue of the EU bubbling to “meet target and timetables,” its implications for the
U.S,, its merits, or its complexities. Given the fact that the negotiations are just
approaching a conclusion in Bonn and Kyoto, when do you plan to consult us on
this aspect of the negotiations?

A: [EGC)

31. Q: Since 1992, the composition of the only “regional economic integration
organization,” namely the EU, has grown from 12 to 15 members and several
countries want to expand it further. Under what circumstances would the U.S.
agree to an EU bubble that is or could be expanded?

A: The U.S. has made it clear throughout these negotiations that there is no EU
entitlement to a so-called “bubble” in the Kyoto agreement. Indeed, how a bubble would
operate upon EU expansion is one of the many concems that we and others (for example,
the Japanese) have raised in connection with the EU proposal.

32. Q: The EU has proposed an amendment to the Convention to provide for a vote
to adopt all future protocols by three-fourths if all efforts at consensus are

exhausted. The proposed amendment would appear to have a retroactive effect for
Kyoto.

a) Under this proposal, is it possible that three-fourths of the FCCC Parties
could vote to “adopt” any Protocol that imposed new obligations for Annex 1

-— and/or non-Annex I Parties and then decide not to deposit an instrument of
ratification, etc.?

_ H:congressionals\wirth Q’s & A’s (summer 1997)\Shaefer Q& As.doc
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Schaefer Q’s & A’s 13

b) Does the Us. support such an amendment to the Convention?

¢) Has the U.S. changed from its June 19, 1996, response to this Committee in
regards to any of these matters? Would the Administration agree to a
resolution of one of these matters, namely voting on a protocol, without a
resolution of the financial and budget matters for both the Convention and
all future protocols?

A: (a) Yes. Under the current Climate Convention, as well as this proposal, Parties could
adopt an agreement (pursuant to whatever rule of procedure governs adoption) and then
not ratify.

(b) We have substantial concerns about the provisional application aspect of the proposal.
In effect, it amends the treaty without waiting for the Parties to ratify the amendment.

@ [Unsure of response to Committee in July 1996 — must cross-reference. ]

@ Q: Does the Administration intend that any international emission trading
ropram would apply in the same way and to the same extent to public and private
entities internationally and in the U.S.? For example, would it apply to local
governments and to defense or other agencies of each Party and to the emissions of
such entities? What will be the impact on the U.S. Defense Department of an
international, or, for that matter, a domestic, emissions trading program?

A: [Seidel] _

g Q: Greenhouse gases not covered by the Montreal Protocol are not pollutants
within the meaning of the Clean Air Act and are not subjected to the command and
control provisions of the Act or other environmental laws. It is our understanding
that although the U.S. has cited (in a September 9* reply to this Committee)
authority to implement the Climate Change Action Plan with voluntary measures,
the U.S. draft protocol, because it may call for mandatory measures, could not be
given full effect in the U.S. without the enactment of new legislation by Congress.
Do you share that understanding? Is the Administration considering a domestic
emission trading legislative program patterned on the 1990 Clean Air Act?

A: [Seidel]

. H:congressionals\wirth Q’s & A’s (summer 1997)\Shaefer Q& As.doc
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@ Q: T understand that the Administration has recently established the White

ouse Climate Change Task Force, a Deputies Group and an Assistant Secretaries
group. Please explain the role and purpose of each in regards to the development of
the Administration’s position and policies for the international negotiations for a
protocol or another legal instrument in 1997 and for the development of
implementing legislation in the U.S. Please identify the members of each group.
Please provide any documents regarding the formation of these groups, their
membership, mission, tasks, and/or assignments.

A: {Seidel]

Q: Please provide a table of all contracts, cooperative agreements, grants, and
fteragency agreements and any extensions thereof (hereinafter referred to as

“apreements”) entered into with any individual, agency, or public or private entity
(foreign or domestic) by or through any federal Department or Agency, including
the Departments of State, Commerce, and Energy, the Environmental Protection
Agency, for the period beginning July 1, 1994 to the present that relates to, or
includes (directly or indirectly) climate change matters or issues of any kind. These
should include matters relating to (a) domestic or international emission trading,
including economic and other analysis of such trading, the administration and
verification of such trading in the U.S. and elsewhere, (b) public outreach, general |
and specific public education, grass roots, community outreach, workshops,
(c) transportation efficiency, alternative fuels, transportation generally, utilities,
impact on pollutants like ozone and particulate matter, and (d) any legal analysis of
these matters and of the Convention or of any statutes concerning climate change or

—trading. Each table should identify the date of the agreement, the agreement
recipient, the amount of Federal funds, the term, including extensions, a brief
description, the product, and whether it is publicly available, and the status. Please
include with each table the applicable “Statement of Work,” including any revision
thereof, for each agreement.

A: [Interagency]

_ H:congressionals\wirth Q’s & A’s (summer 1997)\Shaefer Q&As.doc
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The Honorable Janet Ycllen
Chair

Council of Economic Advisors
Old Executive Office Building
Washington, D.C. 20502

Dear Mx, Yellen:

On Juy 15, 1997, you presented the Administration's views on the economic and
environment impact of the proposed international global climate changc agreement before the
Exnergy and Power Subcommittee, On behalf and the members of the Subcommittee, T thank you
for your informative testimony. The hearing was indeed cnlightening,

With the conclusion of the eighth meeting of the Ad Hoc Group on the Berlin Mandate. [ sec
significant benefit to a round of follow-up questionstto clarify, for the record, some of the issues that
were raised during your testimony and the question and answer session that followed.

Attached is a list of questions for you to answer on behalf of the Administration. I ask that
you work with the other relevant departments and agencies in developing responses and providing
the relevant documentation where requested. Your responses will be entered into the record in the
sume manncr as your original testimony. Your rcsponses would be appreciated on or before
September 22, 1997. [f you have any questions, plcasc call Cathy Van Way at (202) 225-2927.

Thank you for your continued attention und assistance to the matter.

—
‘Dan Schacfer
Chairman

Energy and Power Subcommittee

Attachment

r
~
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The Honorable Janet Yellen
August 22, 1997
Page 2

c¢:  The Honorable Tom Bliley, Chairman
The Honorable John Dingell, Ranking Member
The Honorable Ralph Hall, Ranking Member
Subcommittee on Encrgy and Power
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SUDCOMMITTEE ON ENCROY AND POWER
HEARING ON G1.OBAL CLIMATE CHANGE
FoLLow-UPr QuESTIONS

Interagency Analytical Teum Report

1. Pleasc identify each member of the Intcragency Analytical ‘T'eam (IAT) from the datc of it
inception to the present lime, any other participants inside or outside the Administration. sl
specify their responsibilities.

2. When was the IAT formed and what were the [AT's instructions? Please provide any
documentation regarding the formation of the IAT and its mission, responsibililies.
membership or assignments.

3. Please indicatc the total costs of the IAT's efforts and the share paid annually by each
Dcpartment or Agency that was involved and plcase identify the source of the funds within
each Dcpartment or Agency.

4, Is the [AF still in existence? If so, what are its current responsibilities?

5. Pleasc provide a copy of all drufls of the IA'T report in addition to the May 16 and 30, (99 /
drafts, both carlier and later.

6. Please explain how the peer reviewcrs were selected? What instructions were thosc pecr
reviewers given? Pleasc provide copies of any correspondence or instructions that wer: scnt
to the pecr reviewers,

7. If the IAT effort is in fact a "failed” projcct as indicated in Administration testimdny at the
Subcommittee hearing how will the Administration detcrmine the appropriate level
of future international climate change commitments for Kyoto and later?

8. As late as last May when Dr. Ehrlich and others in the Administration held briefings on the
then draft analysis and assessment there was no hint that the Administration considerc! this
cffort a failure and the models to be unreliable. What occurred since May that caused the
Administration 1o apparently rcach a dilferent conclusion from that of Dr. Ehrlich?

9. The TAT draft analysis referred to three scenarios which resulted in costs of future climate
commitments of approximatcly $200, $100 or $50 per ton carbon tax equivalent. Has the
Administration concluded that a $200 per ton carbon tax equivalent cost will not harm the
U.S. economy, jobs, and global compctitivencss? las the Administration concluded that i
$100 per ton carbon tax equivalent cost will not harm the U.S. cconomy, jobs, and globa!
compctitiveness? I1as the Administrationconcluded that a $50 per tor carbon tax equivalent
cost will not harm the 11.S. economy, jobs, and global competitiveness. Please provide the
basis (or any of the above conclusions. If the Administration docs not support any of the
above costs, what analysis or other information docs the Adwministration intend 1o rely o to
support a diffcrent amount?
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10. IS the paper prepared by the AT both an analysis and assessment? How does it relate 1o the
"analysis and assessment” referredto in Paragruph 4 of the Berlin Mandate? Has the A Hoo

Group on the Berlin Mandatc provided an analysis and asscssment as required by the 13erin
Mandate? :

11. The IAT draft states that the central policy modcled for the analysis “is aimed at reducing
carbon and other greenhouse gas cmissions by stabilizing them at 1990 levels™ and thi
policy would be “announcedin 2000 and its restrictions are phased in over a ten year period.
so that the policy would take full effect in 2010.” Reports in the media after the Denver
Summit that President Clinton attended also referenced this date of 2010. In light of I'TA "=
projection of cmissions 22% ahove 1990 levels by 2010, is the Administration considering
a target and timetable that calls for stabilization at 1990 levels by 2010?

12. The Administration frequently citcs the 2000 cconomists who say they support controlling
greenhouse gases. ‘Their statement supports as the mechanism either carbon taxcs or
cmission permits. In the past, the Administrationhas said it opposes the use of taxes. Is that
still the Administration’s position?

13. The IAT draft explains that thesc cmission reductions to achieve stabilization would be
through “issuing tradable permits at the earliest point of energy production or when impoited
into the U.S.” and that the permits “are initially auctioncd in a way that is revenue neutrul:
i.e., all revenues generated would be recycled through the economy.” Would these revenues
be deposited in the treasury as miscellaneous receipts under the Econonty Acts? Would they
then have to be recycled through changes in the tax laws or by appropriation? lHow would
they be recycled?

14. Does the Administrationbelievc that permit auctions are the cquivalent of a new tax? If not.
please explain.

15.  The IAT draft states that “among luels, demand [or coal bears the brunt of greenhouse gas
stabilization.” What is the impact on the U.S. cconomy as a whole and on the relevant coul
vegions of this policy towards coal? What will be the job impact? Is the Administration
adopting an anti-coal policy? Iow is this policy consistent with President’s Clinton 199
reply to Mr. Dingell that the U.S. will not agree to any protocol that harms our economy and
jobs or our competitivencss?

Kyoto Agreement

16.  Ilow long after December 1997 does the Adminisiration think it will take to obtain Svnate
advicc and consent of any Kyoto agreement, to ratify that agreement, and to enact
implementing legislation?

17.  Which Agency or Department would be responsible for implementing the provisions of any

agreement reached in Kyoto, including provision relating to joint implementation, cmissions
trading, and advancing Article 4.17?

™
3
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18.  What considerationhas been given or plans made regarding passage of legistation neccessar v
to implement any agreement reached in Kyoto?

1S, Draft Protocol

19. Article 17.4 of the Frumework Convention on Climate Change (FCCC) specifies that only
“Parties to the Convention may be Partics to a protacol.” However, there is no assurance thit
all or even a majority ol the 167 Partics to the FCCC will deposit instruments of ratification,
acceptance, approval or accession to any protocol adopted by the Parties by consensus or
otherwise in Kyoto. What assurances docs the U.S. now have that most, if not all.
developing country Partics to the FCCC will become Parties to a Kyoto protocol? Why i
it in the U.S. interest to agrce, without such assurances, to a protocol that proposes 1o sct
legally binding post-2000 targcts and timetables for Annex I Parties only and also imjioses
on the U.S. ncw and legally binding commitments to advancc implementationof Article .1
of the FCCC, such as those prescribed in paragraph 1, 2, 3, and 4 of Article 5 of the Ui.S.
drafl protocol? .

20.  InaJuly 18,1994 letter to the then House Committec on Energy and Commerce, [the State
Department) said:

We agree that there are substantial commitments beyond 2000 for all parties
to the Framework Convention under Article 4. Articled.1 (applicableto both
dcveloped and developing countries) contains commilments that are not
limitcd by any specific timetable.

a) Is there any cvidence to date that the U.S. is not abiding by these Articlc 4.1
commitments? If there is none, why should the U.S, voluntarily agree to reaffirm.
as required by Article 5.1 of the June draft, to what the U.S. already agreed to when
it ratificd the FCCC in 1992?

b) Is the U.S. asserting that other Annex I Partics are not abiding by such commitments”’
If so, please identify thosc Parties,

21. Paragraph 2 of Article 5 of the U.S. draft Protocol mandates cach Party to “strengthen it:
legal and institutional framework to advancc implementation” of Article 4.1 commitments.
What *tramework” docs the Administration have in mind? Does this suggesta new Federal
or international agency or program? Would this be donc through new legislation? If not.
how would it be achicved in the U.S.?

22.  Article 5.3 requiresthat each Party take “measures to facilitalcinvestmentin climate-friendly
technologies.” What “measures” docs the Administration contemplate? How would (hey
be implemented in the U.S.? What are their regulatory and budgcetary implementations

23.  Article 16 of the draft provides that the Parties “shall adopt, by [2005], binding provisions
so that all Partics have quantitative grecnhouse gas emissions obligations and so that there

Ay~
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is a mechanism for automatic application of progressive greenhouse gas emission:;
obligations to Parties, based upon agreed criteria.”

a) Docs this mean that there could be a second protocol or another legal instrument by
[2005] which is only 7 years after the December meeling in Kyoto?

b) Do the words “all Partics” in this Article mean that vnly the “Parties™ to the 11,5
draft protocol would be required to “adopt” by 2005 such an instrument? Unles:
developing country Partics to the FCCC, such as China, India and Brazil, becom
Parties to the Kyoto instrument (as proposed by the U.S.) prior to [2005], how docs
this Article address the issuc of greenhouse gas emission growth by all non-Auncx
[ Parties?

¢) Could such a new instrument adopted by [2005) imposc new and addijtionl
obligationson the U.S. beyond those propased to be adopled in Kyoto? Why is tha
possibility a good result for the U.S. cconomy, trade, and competitiveness?

d) What “mechanism for automatic applicationof progressive greenhouse gas emissions
obligations™ does the Administration contemplate by this proposal? What arc i
implications for the U.S., including its sovereignty?

24.  Article 16.1 ol the Convention provides that “annexes shall be restricted to lists, forms. and
any other material of a descriplive nature that is of a scientific, technical, procedural or
administrative character.” The U.S. draft protocol stales, that it may not be “appropriate” 10
adopt the Article 16.1 Convention cxample. Pleasc explain why. Does the U.S. suppor!
annexes that would be substantive and mandatory?

25.  Atticle 9 of the U.S. draft provides that Partics “shall coopcrate”in establishing a “long-term
goal” regarding concentrationsof gases. Article 10 calls for mectings at “regular intervals™
to, among other things, “periodically review the adequacy” of the Protocol and Article 8 call=
for periodic review of the Protocol and guidclines “in light ol evolving scientific know! edyz
related to climate change.” Article 2 already suggests a minimum of two budget periods:
Article 16 tells the Parties to adopt “binding provisions” by [2005] for progressive
“obligations.” Does the State Department contemplate ovcr the next scveral decades A
continuing process of meetings of both the Protocol and Convention Parties annually and a
series of IPCC assessments, special reports, and technical papers, leading to a serics of
protocols or other legal instruments that are likely to have significant economic impacts on
the Partics and their pcople? Why is there a need for such frequent meetings and reviews”

26.  The Global Climate Coalition sent a letier to the Department of State on February 14, 1997
raising a number of qucstions about the January 17, 1997 version of the U.S. draft protocol.
particularly in regards to trading. The Administration has not yct responded to those
questions. Please respond to them as part of your reply to this inquiry.

-
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EU Bubbl

27.  The EU proposal made recently in Denver was developed last March as an LU “negotinting:
position for the ongoing negotiationson the Berlin Mandate” and it includes burden-shiving
of 2 10% reduction among EU members of the “overall emission reduction objective by the
Community as a whole”. This appcars to be a form of differentiation, a concept the U.S. 1
not supporting.  The cxisting FCCC bubble applicable to the EU presumably only covers
policies and measures and, when adopted, it only covered the 12 Parties that were member
of the EU in 1992. Does the U.S. understand that the GU is sccking, by its submissions and
discussion with the U.S. delegation, to extend a form of the FCCC bubble to a protocol an:!

- another legal instrument that may be adopted in Kyoto, to expand the bubble to cover any -
target and timetable or financial obligations and not just policies and measures, and to
expand the bubble to include all present and future members of the EU, such as countries
from Central and Lastern Lurope? Why is such an cxpanded bubble in the economis: and
competitive intcrests of the U.8.? '

28.  What is the potential impact of such an expanded EU bubble on the U.S. proposal for
international emissions trading? Would it ensure that the EU would get the benefit ol anv
emissions deficit dcrived from such Central and Eastern Furopean Members and deprive the
U.S., Japan, Australiaand Canada of that deficit? Would the U . then have to rely primarily
on Russia’s emissions deficit in order to derive any of the benefits of trading?

29.  Articlc 22.3 of the FCCC requires that regional economic integration organizations must
declare the “extent of their compctence™ with regard to obligations under the FCCC. Docs
the U.S. believe that the EU has the competence to carry out legally binding target: ani
timetables and to enforce any diflerentiated targets for its members if they fail to achicve:
them?

30. The State Department's September 9, 1996 reply to thc Committce stated that the U.S. dil
not agree to an “EU Bubble in Berlin™ and that the U.S. delegation “successfully opposci
including language in the Berlin Mandate which might have suggested that any country or
group of countrics could “bubblc” in the post-2000 period.” The reply then said:

Clearly, the question of “bubbling” with respect to post-2000 commitments
is complex, and one that will be closcly scrutinized and carefully considered
as megotiations progress. The Administration has consistently and
continuously consulted with Congress, as well as with U.S. industry and U.S.
NGOs, on all aspects of the ncgotiations concerning post-2000 commitments
and will continue to do so.

The Administration has not yct held mcaningful discussions with this Committee on the
issue of the EU bubbling to “meet and target and timetablcs,” its implications for the .S .
its merits, or its complexities. Given the fact that negotiations are just approaching
conclusion in Bonn and Kyoto, when do you plan to consult us on this aspect ol the

negotiations?
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31.  Since 1992, the composition of the only “regional cconomic integration organization.”
namely the EU, has grown from 12 ta 15 members and several other countrics wat to
expand it further. Under what circumstances would the U.S. agree to an EU bubble that i«
or could be expanded?

EU Amend Comventi

32. The EU has proposed an amendment to the Convention (o provide for a vote to adopt all .
future protocols by three-fourths if all efforts at conscnsus are exhausted. The propesc
amendment would appear to have a retroactive effect for Kyoto.

a) Under this proposal, is it possible that three-{ourths of the FCCC Parties could votc
to “adopt” any Protocol that imposed new obligations for Annex I and/or non-Annex
I Parties and then decide not to deposit an instrument of ratification, etc,?

b) Docs the U.S. support such an amendment to the Convention?

c) Has the U.S. position changed from its June | 9, 1996 response to this Commitiee in
regards to any of these matters? Would the Administration agrce to a resolution of
onc of these matters, namcly voling on a protocol, without a resolution of the
financial and budget matters for both the Convention and all future protocols”

- . . > »
Emissions Trading

33.  Does the Administrationintend that any international cmission trading program would apply
in the same way and to the same extent to public and private entities internationally aud in
the U.8.? For example, would it apply 10 local governmentsand to defense or other agencies
of each Party and to the emissions of such entities? What will be the impact on the U.S.
Defense Department of an intemational, or, for the matter, a domestic, emissions trading
program?

34, Greenhouse gases not covered by the Montreal Protocol are not pollutants within the
meaning of the Clcan Air Act and arc not subject to the command and control provisions of’
the Act or other environmental laws. It is our understanding that although the U.S. has cited
(in a September 9th reply to this Commiltee) quthority to implement the Climate Change
Action Plan with voluntary measures, the U.S, draft protocol, because it may call for
mandatory measures, could not be given full effect in the U.S. without the enactment of new
legislation by Congress. Do you share that understanding? Is the Administration

considering 2 domestic emission trading legislative program patterncd on the 1990 Clean Ajr
Act? .

M-
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General

35. I understand that thc Administration has recently established the White House Climate
Changc Task Foree, a Deputies Group and an Assistant Secretaries group. Pleasc explain
the role and purpose of each in regards to the development of the Administration's position
and policies for the international negotiations for a protocol or another legal instrument in
1997 and for the development of implementing legislation in the U.S. Please identify the
members of each group. Please provide any documents regarding the formation of these
groups, their membcrship, mission, tasks, and/or assignments.

36.  Please provide a table of all contracts, coopcrative agreements, grants, and intcrageucy
agreements and any extensions thercof (hereinafter referred to as "agreements™) entered into
with apy individual, agency, or public or private cntity (foreign or domestic) by or through
any federal Department or Agency, including the Departments of State, Commerce and
Energy, and the Environmental Protection Agency, lor the period beginning July 1, 1991 to
the present that relates to, or includes, (directly or indirectly) climatc change mattess or
issues of any kind. These should include matters relating to (a) domestic or intcrnational
emission trading, including cconomic and other analysis of such trading, the administration
and verification of such trading in the U.S. and elsewherc, (b) public outrcach, general and
specific public education, grass roots, community outreach, workshops, (c) transportation
cfficiency, alternative fuels, transportation gencrally, utilities, impact on pollutants like
ozone and particulate mattcr, and (d) any legal analysis of these matters and of the
Convention or of any statutes concerning climate change or trading. Each table should
identify the date of the agreement, the agreement recipient, the amount of Federal funds. 1he
term, including extensions, a brief description, the product and whether it is publicly
available, and the status. Please includc with each table the applicable "Statement of Work”.
including any revision thereof, fur cach such agrcement.

LR )
~




Comments on Q&As
1. Insert period after “meetings”.
3. Change “accumulate” to “account for”.

7. Rewrite second sentence to read: “However, the IAT 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. Note: Janet’s
testimony reads “the effort to develop a model or set of models that can give us a definitive
answer as to the economic impacts of a given climate change policy is futile.”

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

already has the peer reviewers comments, there should not be any problem with referring to the
peer reviewers.

9. Insert a comma after “situations” and delete “and models” at end of first sentence.

9. The range of the IAT 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 IAT 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.” There are
probably other factors to list here as well, so let’s talk about these.

10. Delete “wide” in first sentence.

11. Rewrite first sentence to read: “The IAT’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.

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

17. Do we want to list agencies, or just note that agency involvement will be a function of the
characteristics of implementation?



18. Make “it” possessive in last sentence. |
25. In the third sentence, is the statement following the dash necessary?

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.

Questions Unanswered:

19, 20, 23, 26, 30, 33, 34, 35, 36
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October 20, 1998

The Honorable Janet L. Yellen
Chair, Council of Economic Advisers
Executive Office of the President
Old Executive Building, Room 314
17" and Pennsylvania Avenue, NW
Washington, DC 20500

Dear Dr. Yellen:

Paragraph 4 of Decision 1/CP.1 (the Berlin Mandate), adopted in March 1995 by the first
Conference of Parties (COP) to the United Nations Framework Convention on Climate Change
(UNFCCC), called for an analysis and assessment of the economic impacts of any future protocol.
However, none was made by the Parties to the UNFCCC, including the European Union (EU). In
the United States, the Administration started an analysis prior to Kyoto, but it was never finished.
Although there have been several analyses by the private sector, yours of last March and July, to
my knowledge, was really the first by a Government. However, it was not comprehensive and it
is still preliminary. It was designed to show that the economic impacts of complying with the
Kyoto Protocol “are likely to be relatively modest”. Clearly, it was not the broader, independent
analysis of the type promised in 1995 but never delivered.

For these and other reasons, this Committee made a bipartisan request to the Administrator of the
Energy Information Agency (EIA), for the enclosed report entitled “Impact of the Kyoto Protocol
on U.S. Energy Markets and Economic Activity.” The report’s Preface explains that EIA
arranged for nine experts, including William Nordhaus of Yale University and three prominent
persons from Resources for the Future, to review and comment on versions of the report.

Nevertheless, I understand that some in the Administration, reportedly including the Secretary of
Energy, are critical of the EIA report. In fact, Ms. Kathleen McGinty, Chair of the Council on
Environmental Quality, is reported by the October 13, 1998 edition of The Energy Daily as
disputing the EIA conclusions. She reportedly believes that “several key factors were
conspicuously missing from EIA’s analysis”, including cost savings from international trading of
greenhouse gas emissions which she says “has already begun” and is likely to exist on a
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“broad scale within a decade.” The article quotes her as saying: “Some people try to make the
point that this is an expensive endeavor and it isn’t. Those who want to mislead will use this
account.”

That is rather harsh criticism of another Administration Agency that long ago was required by
section 205(c) of the Department of Energy Organization Act and a 1974 law to provide
independent analysis of this kind to Congress and its Committees. Nevertheless, I take this
criticism seriously and I request your views and comments on the EIA report, taking into
consideration your latest version of your March analysis, which, apparently, was not available to
the EIA in preparing this report and those made by the private sector, particularly the analysis
made by DRI for the United Mine Workers, and the enclosed article .

I understand from your analysis and your October 6, 1998 testimony before the House Commerce
Committee, that your optimism, and that of Ms. McGinty, about the economic impact of the
Protocol is largely based on expectations about the availability of so-called “flexible mechanisms”
under Articles 6, 12, and 17 of the Kyoto Protocol which, of course, has not entered into force.
Additionally, it has not been submitted to the Senate for advice and consent to ratification, nor has
it been signed by the Administration on behalf of the Executive Branch.

The EIA report, on page xii, also takes note of these mechanisms and says that they “may reduce
the cost of compliance in the United States.” The EIA then adds:

“Guidelines for those provisions, however, remain to be resolved at future
negotiating meetings, and rules and guidelines for the accounting of
emissions and sinks from activities related to agriculture, land use, and
forestry activities must be developed. The specific guidelines may have a
significant impact on the level of reductions from other sources that a
country must undertake.

% 3 ok ¥ &

“Because the exact rules that would govern the final implementation of the
Protocol are not known with certainty, the specific reductions in energy-
related emissions cannot be established.”

As the State Department knows, the UNFCCC Secretariat prepared a proposed work plan and
schedule relating to these mechanisms, other Protocol provisions, and some UNFCCC provisions
for decision of the Parties at the eighth Subsidiary Body session last June (FCCC/SB/1998/1,
April 9, 1998). However, there was no progress on that proposal. Instead, on June 12, 1998,
Indonesia, speaking for the Group of 77 and China (G77/China), said:
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“The Group of 77 and China maintains that the mechanisms of the Kyoto Protocol
have to proceed on a step-by-step basis, as the protocol has yet to enter into force,
and that a common understanding has to be reached on the nature of these
mechanisms. The study of methodological issues is a first step to be taken. All the
mechanisms have to be examined on the basis of the principles of equity,
sustainable development, the other principles, and the objective of the Convention.
The issues relating to the Clean Development Mechanism (CDM) should be
addressed first. The Group further maintains that domestic actions by the
developed countries should be their primary means of greenhouse gas limitation
and reduction, and that the overseas mechanisms should be supplemental to such
domestic actions by developed countries for the purpose of meeting their
quantified emissions limitation and reduction commitments.”

It appears therefore that the aim of the developing countries is not only to avoid new
commitments to reduce and limit their greenhouse gas emissions, but also to restrict the very

flexibility mechanisms that you and Ms. McGinty are counting on to keep the Protocol costs
“modest.” '

I understand that the UNFCCC Secretariat has prepared a new work plan proposal
(FCCC/CP/1998/3, Sept. 9, 1998) for the fourth Conference of Parties (COP-4) in Buenos Aires.
However, there is little to suggest that this document or something similar to it will be well
received at COP-4. In fact, another group, the European Union Environment Ministers, who
were reported to be mellowing in their views on some significant issues in regards to the
Mechanisms, met earlier this month and issued on October 6th their “Community Strategy on
Climate Change - Council Conclusions.” It appears that, in reality, the EU Ministers who also
want a work plan and schedule adopted at COP-4, have not changed their views, but have
attempted to “re-package” them. They continue to press for “coordinated” policies and measures
“amongst Annex I Parties”, including taxes, “to achieve the targets of the Kyoto Protocol.” As to
the mechanisms, they concluded in paragraph 6:

“The Council reaffirms that the flexible mechanisms defined in the Kyoto Protocol
are supplemental to domestic action, which should provide the main means for
meeting the commitments under Article 3 of the Protocol. The principles,
modalities, rules and guidelines for the operation of the mechanisms have to ensure
that they do not undermine domestic action or weaken these commitments. In this
context, the Council also recalls that a concrete ceiling on the use of flexible
mechanisms has to be defined to achieve these aims. It should be defined in
quantitative and qualitative terms based on equitable criteria. The Council believes
that the discussion between all Parties on the practical elaboration of the
supplementarity principle has effectively to start at COP-4. This elaboration needs
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to constitute an essential element of the work plan to be adopted at Buenos Aires.
The Council urges all Parties to co-operate with a view to reaching final agreement
on this issue at COP-5.”

It does not appear that the views and positions of the G-77/China and the EU coincide with those
of New Zealand, in reply for the so-called “Umbrella Group” (which includes the U.S.) to
questions by the G-77/China on the mechanisms. As the views and positions of these two large
groups persist, it becomes more and more difficult to accept your rather rosy economic analysis of
the Protocol’s impacts on consumers, business, and jobs. There appears to be broader support
among the UNFCCC Parties for the limitations sought by the EU than for the more flexible view
urged by the U.S. through the Umbrella Group. It would seem therefore that the EIA’s broader
analysis which recognizes these uncertainties about future negotiations, and does not assume their
availability without the limits urged by these groups, is more realistic, at least for now, than your
analysis. Therefore, in commenting on the EIA report, please explain the basis for your optimism
about these negotiations and indicate what your views will be if the EU and G77/China continue
to press those views and positions over the next two years of the Administration’s term.

Let me stress that I and many of my colleagues in Congress fully agree that the Administration
must continue at all costs to continue to stand firm at COP-4 and thereafter against coordinated
policies and measures and the interpretation of “supplemental” urged by these groups if the
Administration intends to conform with S. Res. 98 which is your basic “bible”.

In addition, I note that the incomplete version of the Administration’s analysis that was started
prior to Kyoto seemed to recognize that the Protocol is not self-executing in the U.S. (even with
COP guidelines, rules, etc.) and that, if and when, it is ratified, implementing legislation would be
needed. That document also contemplated an emission permit program and the recycling of
rather large sums of money. The EIA report also mentions the likelihood of such legislation and
recycling. However, your July analysis appears to omit any mention of the need for implementing
legislation or discuss the possibility of a domestic emission trading proposal that would generate
large sums of money which might be recycled, subject to the provision of 31 U.S.C. 3302 and
other applicable provisions of law regarding the disposal of revenues. In your reply, I request that
you address the issue of the need for implementing legislation, if and when, the Protocol is ratified
and whether the pre-Kyoto analyses about domestic programs and revenue recycling are still
under consideration. I recognize, of course, that such matters may only be in the early stages of
consideration and, may never be developed if the Protocol is not submitted to the Senate for
advice and consent to ratification during the remaining term of this Administration.
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Finally, your response should identify any “key factors” that are missing in the EIA report. This
should include a discussion of the international trade that Ms. McGinty says “has already begun,”
and an explanation as to how that trade relates to a Protocol that is not in force and is not yet
complete in many important details. Specifically, what is that trade, what entities are involved,
what are they trading, and for what purpose?

In responding to these matters, please consult, as necessary, with Ms. McGinty and others in the
Executive Branch to ensure a full and complete response. Also, so that you may have the benefit
of the results of the COP-4 session, I do not expect your comments about the EIA report and
these related matters until November 30, 1998. However, if you cannot meet that deadline,
please advice in writing and indicate when you will reply before the end of 1998.

FIS/hlw

cc. Secretary of State
Secretary of Energy Bill Richardson
The Honorable Kathleen A. McGinty, Chair, Council on Environmental Quality
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STATEMENT OF DR. JANET YELLEN, CHAIR, COUNCIL OF
ECONOMIC ADVISERS, WASHINGTON, D.C.

Dr. Yellen: Thank you very much, Mr. Chairman. I have a
longer statement and would ésk that it be included in the
record.

Senator Craig: Without objection, it will be.

Dr. Yellen: I appreciate having this opportunity to
discuss with you the economics of climate change and the
administration’s efforts to address this very significant
environmental challenge.

As you know, the administration released a report last
July entitled the Kyoto Protocol and the President’s Policies
to Address Climate Change: Administration Economic Analysis.
In addition, since the Kyoto conference; a variety of research
on the economics of Kyoto and especially on the economics of
Kyoto’s flexibility mechanisms has been undertaken, and what I
would like to do is to provide a brief summary of the
administration’s economic analysis and review several of the
key findings in the recent economic literature on climate
change.

The admihistration’s economic analysis found that the
economic cost of attaining the targets and time tables
specified in the Kyoto Protocol would be modest for the United
States in aggregate and for typical households, assuming that

effective mechanisms for international trading, joint
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implementation, and the clean development mechanism are
established, and assuming also that the United States achieves
meaningful participation by key developing countries.

An illustrative assessment using a model called the
Second Generation Model that accounts for effective trading
and developing country participation yields carbon permit
price estimates ranging from $14 a ton to $23 a ton, and
direct resource cost to the United States ranging from $7
billion to $12 billion per year.

Under the assumptions of the administration’s analysis,
permit prices in this $14 to $23 a ton range translate into
energy price increases at the household level between 3 and 5
percent, but an increase of that magnitude would be roughly
offset by the administration’s electricity restructuring
proposal.

Since December 1997, many economists have conducted and
made available their analyses of the Kyoto Protocol. For
example, the Stanford University Energy Modeling Forum, so-
called EMF, a long-running model comparison exercise involving
many of the leading climate and energy models, has coordinated
a full-scale analysis of the Kyoto Protocol with 10 global
models. In addition, the OECD, the Organization for Economic
Cooperation and Development, has published the proceedings of
an economic modeling workshop it sponsored this past fall.

The modeling results from the EMF and OECD I think
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provide very useful context for the administration’s economic
analyéis.

First, the illustrative model used by the administration,
the Second Generation Model of the Pacific Northwest National
Laboratory, tends to fall in the middle of the range of the
EMF models in terms of U.S. permit prices. Under Annex I
trading, the Second Generation permit price is at the median
of this set of models, and under full global trading, it is
just below the median permit price.

Second, both modeling exercises found that the reduction
in permit prices as trading expands from no trading at all to
Annex I trading to full global trading, that that result is
robust. The permit prices come down. On average, the EMF
models found that Annex I trading would cut the U.S. permit
price by 53 percent relative to a no trading scenario, while
the OECD models found a 57 percent average price reduction.
In full global trading, the permit price would be on average
80 percent lower than the no trading price.

Several EMF modeling teams have considered the impact of
constraints on the opportunity to buy or sell emissions
allowances in an international market. While the United
States is unambiguously opposed to trading restrictions,
several parties to the agreement have indicated support for
some form of a trading constraint. Trading restrictions would

generate no benefit for the global climate, while they would
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significantly increase the costs of achieving the Kyoto
targets. In my written testimony, I describe two examples of
trading constraints where the U.S. permit price would increase
by up to four times higher than the unconstrained price with
such caps on trading.

Most models used to evaluate the Kyoto Protocol only
focus on carbon dioxide emissions. They do not account for
the six types of greenhouse gases comprising the Kyoto targets
and the opportunity to trade across gases.

However, recent work by a group of researchers at M.I.T.
has fbund that including the opportunity to abate non-carbon
dioxide greenhouse gas emissions and to promote carbon sinks
reduces the cost to the United States by about 25 percent
relative to a carbon-only approach and assuming no
international trading, and other recent research finds similar
results.

The EMF modeling indicates that economic and
environmental benefits could accrue to some developing
countries if they were to adopt emission targets. Setting a
binding emission target would generate climate benefits by
reducing global emissions below what they otherwise would have
been.

In addition, if a developing country sets its target not
too far below the business as usual emissions level, the

participation of the country in a global trading system would

- ALDERSON REPORTING COMPANY, INC.
1111 FOURTEENTH STREET, N.W.
SUITE 400
WASHINGTON, D.C. 20005
(202)289-2260
(800) FOR DEPO




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

39
produce_economic benefits, or so-called gains from trade, for
both the developing country and its trading partners such as
the United States. Annex I countries and private firms in
these countries who would purchase these emissions allowances
in the world market would achieve their targets at lower cost
than without the participation of developing countries.

The administration’s overall conclusion is that the

economic impact of the protocol will be modest under the

conditions we have identified in our economic analysis, and

the purpose of my testimony has been to summarize the analysis

in our economic analysis document and to offer you a brief

update on recent analytic efforts outside of the Government.
We do look forward to continuing to work with members of

this committee and with other interested parties in analyzing

the Kyoto Protocol and attempting to evaluate its net impacts.
Let me stop there and I welcome your questions.

[The prepared statement of Dr. Yellen follows:]
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‘Senator Craig: Doctor, thank you very much.

Let me start with a couple of questions and then we will
move to the rest of our Senators here.

The U.S. agreed'to the Kyoto Protocol in December of
1997. Why did it take until July of 1998 to release the
economic analysis?

Dr. Yellen: The administration has worked very hard, as
the outside modeling community has. Once we have understood
what the provisions would be that would be included in the
Kyoto Protocol, in order to develop an analysis, this always
involves using models as well as other tools of analysis.

Senator Craig: I appreciate that, but I would have
thought that going into a final stage of negotiation, you
would have had a variety of scenarios that would have been
negotiable and you would have known the impact of those
ultimate decisions or the parameters of those decisions prior
to going into them. My point is I would have thought you |
would have had substantial economic analysis going in based on
a variety of models, based on a final decision, so you could
have said, that is the best choice versus the worst choice.

It appears that that did not happen.

Dr. Yellen: No. Certainly the administration’s
negotiations were guided by economic analysis. There has been
a great deal of economic analysis in the professional

community, in the academic community, in think tanks. The
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administration had its own interagency analytic team that had
reviewed that work and done some of its own work and was well
aware of what existing literature suggested about economic
impacts.

I would say the major lesson the administration learned
from the body of work that was available prior to Kyoto was
that this was something that we could do dumb, and if we did
it dumb, we could end up with a high cost and large energy
price impacts, as some of the studies that you have mentioned
suggest, but that we could also do it smart, and if we did it
smart, that would make an enormous difference in lowering the
cost. And doing it smart meant that we had to go to Kyoto and
bargain for flexibility mechanisms that would be critical in
lowering the cost.

We have referred to them in our study as where, when, and
what flexibility, and I believe we were very successful in
Kyoto in ensuring that these flexibility mechanisms were
incorporated in the treaty. Examples are the inclusion of six
gases rather than simply carbon dioxide, the inclusion of
sinks, important forms of what flexibility, international
trading, emissions trading in Annex I, the clean development
mechanism, joint implementation, a budget period that was
later and longer than many other countries wanted. And that
1s what we took away from the analysis and successfully

bargained for.
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This is night and day. This makes all the difference in
terms of different analysts when they tell you what do they
think the costs will be, and I say $14 to $23 a ton and
someone else says $300 or $400 a ton. These are huge
differences, but there is a good reason for them. It has to
do with these flexibility mechanisms primarily that were
central to our negotiating strategy.

Senator Craig: I know that just prior to Kyoto this
committee asked for the administration to come forward and
share their analysis with us. That did not happen. We grew
to believe that you did not have youf act together or you did
not have a body of analyses that you could present to us.

My last question would be to you, Doctor, this chart here
demonstrates something that frustrates us all, and that is
that, as you can see from the chart, the Council of Economic
Advisers’ model for the economic impact produces far different
results than other studies. And in that light, the ultimate
question I guess, because the right hand and the left hand of
Government do not seem to be communicating or at least
comparing notes, did the Council of Economic Advisers ask for
input from the Energy Information Administration, and did it
look at EIA’s results? I mean, those are the obvious
extremes.

Dr. Yellen: The administration certainly reviewed a wide

range of models in preparing its own economic analysis and in
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understanding the economics prior to Kyoto.

Senator Craig: ©Now, this is post Kyoto, is it not? This
is the analysis now that has now been done since there is a
better understanding of what the protocol at least is that was
negotiated.

Dr. Yellen: And is your question to me did we ask EIA
post Kyoto to --

Senator Craig: Did you study EIA’s model and its
analysis, and why is there such disparity between what you
present and what another part of our Government presents?

Dr. Yellen: We certainly have studied the EIA analysis
and compared it with our own.

The first point I would make is that our own analysis
results in a tenth of a percent rather than a hundredth of a
percent, so that is a small error in the chart.

The Chairman: That adds what? A thread line to the
green?

Dr. Yellen: A thread line.

Senator Craig: Thank you.

Dr. Yellen: But it is an order of magnitude off.

What your chart does is compare apples and oranges, and
in trying to evaluate what the impact of Kyoto is on the U.S.
economy, we have to compare apples with apples. When I look
at your chart and I see DOE, the first huge line, minus 4.2

percent of GDP; the EIA analysis, it says underneath in
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parentheses, NT, no trading. And if you look at the right-
hand side, administration/CEA, you see it says underneath, T
for trading.

Now, just starting right there, that is an enormous,
enormous difference. You recall that in my opening remarks I
said that the Energy Modeling Forum which looked at 10 models,
many of which are included in your chart, when looking at full
global trading, which is what the administration would ideally
like to achieve, Annex I trading is part of the agreement and
we are actively engaged, as the Senate has insisted on,
working with developing countries to try to convince them of
the benefits to them of participating in this agreement and in
particular voluntarily adopting targets.

Trading makes all the difference in the world, and the
EMF found that that lowers costs by around 80 percent. That
is a huge difference. That is why I say you are comparing
here apples and oranges, and trading is very important.

Something else we took into account in our result that,
to the best of my knowledge, none of the other studies on your
chart took into account at all in evaluating the treaty, is
the cost savings that can result from reducing not just carbon
dioxide, but taking advantage of the six-gas feature of this
model. We found that that can reduce costs by around 15
percent, and I mentioned in my remarks more recent studies

that show even greater scope for that flexibility to focus on
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methane or other gases, to substitute reductions there for
carbon dioxide to lower costs. Only our study reflects that.

And there are different kinds of trading, so we cannot
assume that all of these bars on your chart that say T for
trading are assuming the same scope of trading.

Senator Craig: I agree. Let us stop you there. Our
other colleagues want to ask questions. I will ask Jay Hakes
to compare the apples and the oranges because I do not think
they are all apples and oranges. I would suggest that the
Council of Economic Advisers made very optimistic assumptions.
EIA did not.

I will also suggest that you are assuming everybody will
trade, and yet the developing nations are left out of it,
although they are the ones that will have that huge stockpile
of credits to trade. So, you are just making assumptions that
everybody gets in the trading game.

Well, let us take China. They would be one who we would
want in that scenario and my guess is you plugged in that
scenario in the trading game, and we are assuming that that
happens. I do not think you can make those assumptions. They
have already said they would not be players. I guess that is
my concern.

Let me --

Dr. Yellen: Well --

Senator Craig: No, no. Let us stop there and let us
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move "to. Senator Bingaman. If he wishes to follow up on that
question, he may, but I want to spread the riches here.
Senator?

Senator Bingaman: Why do you not go ahead and respond to
anything that was just said? And then I will ask you a
qguestion.

Dr. Yellen: We have certainly heard the Senate loud and
clear that it is important and essential to have meaningful
developing country participation. And even without the
Senate’s telling us their view on that, it is something that
we recognize on our own, that clearly this is a global problem
and it requires a global solution.

We are working in many different ways with key developing
countries to convince them of the importance of participating
in this treaty. We understand that that is something we must
do in order to ask the Senate to ratify this treaty.

Now, with respect to a country like China, certainly
China has not said that they intend to take on a target, but I
believe in discussing this issue with China, we can
legitimately point in talks with them to gains they can expect
to get from Voluntarily taking on a target and reducing their
emissions.

If China were to voluntarily take on a target with some
reduction from its own business as usual path, there would be

worldwide environmental gains. And in addition, what China
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would find is that, in effect, it would have the ability to
develop a new export industry. What would it export? China
is a country where emissions abatement can be done at
extraordinarily low cost because China is highly energy
inefficient and it is growing rapidly and putting in place a
great deal of new energy investments. That means it has
enormous opportunities to abate emissions at low cost.

Why do T call that an export industry? Because in return
for taking actions that are low cost to abate emissions with a
target in place, China would have the opportunity to sell
emissions permits, its export good in effect, in world
markets. That is a win-win. That is good for us because it
means we get an environmental job done at lower cost than we
would face in the short term to do it all domestically, and it
is a win for China in many dimensions, not just financially
and environmentally, but also because in China even local air
pollution is a major, major concern. And from a country like
China’s perspective, it might be that even without the
opportunity to sell emissions credits, it would make sense
even without concern about greenhouse gases simply from the
perspective of local air pollution which is a major health
problem, and public finance, a public finance tax perspective,
that it would make sense to raise energy prices and take other
steps to improve energy efficiency.

So, I do not believe it it hopeless to discuss with
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countries like China or India their participation in a treaty
like this, and that is what we are doing actively on many
different fronts.

Senator Bingaman: Well, thank you for your explanation.

f wanted to ask about -- recognizing that you have these
flexibility mechanisms and they will help tremendously, there
is still going to be a significant cost for our coal industry
and for other energy intensive sectors of our economy and the
communities that depend upon them and the workers. Have you
done estimates as to the specific dislocation costs by region
that are involved with some of these industries?

Dr. Yellen: We have not done detailed specific region-
by-region estimates. Certainly we are concerned. There is no
doubt the administration is concerned about impacts on energy
intensive sectors and on coal in particular which, I think it
is fair to say, is the industry that would be most affected by
this policy.

But in thinking about the impact even on a sector like
coal that would be most affected, we have to start from the
impact on energy prices. And if our anal?sis is right, that
under our diplomatic strategy we can be looking at energy
priée impacts that are very modest, then for example, for coal
our work suggests that coal output in this period would
roughly level off rather than increase slightly, which is in

the baseline.
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Coal is an industry where employment has been on a very
sharp down trend. Why? Not because of Kyoto or climate, but
because productivity increases have been utterly enormous in
coal. We have had more coal output with fewer workers, and so
this is an indusﬁry that with or without Kyoto has been faced
with job loss, which is serious, that we’re concerned with.

Our analysis suggests that with these modest price
impacts, there would not be much further additional burden on
the coal industry as a consequence of this, but of course, we
would be concerned about any industry that saw a job loss,
particularly coal, that one can readily identify as a target,
and we would stand ready and do stand ready to work to try to
mitigate the impact. We have had some discussions with unions
and look forward to working on plans for assistance for
parties that are unusually affected.

Senator Bingaman: Let me also ask about these revenues
that some of these recycling efforts might generate. For
example, if you were to use the revenues from selling permits
to finance tax cuts, is that something that has been
considered, tax cuts on the particular industries most
severely impacted? Is that something that has been
considered?

Dr. Yellen: Well, that is a very good question. As you
know, in the President’s proposal a system for trading permits

would only be instituted in 2008, and while the administration
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or the President has proposed that we implement the Kyoto
targets in the binding period through a system of emission
permits, we have really made no decisions and had very little
discussion about the form that that would take.

There are a number of things that could be done in the
case of sulfur dioxide where we do have a trading system in
effect that has been very useful and effective. The permits
were given to electric utilities based on their previous
emissions. That did not generate revenue.

There has been a lot of literature about the possibility
of, for example, auctioning some or all of the permits, in
which case the Government would end up with a good deal of
revenue potentially that could be used to lower other taxes.
And since taxes are distortionary, whether it is taxes
affecting particular affected industries or payroll taxes or
corporate taxes, efficiencies could be generated potentially
through revenue recycling, as you mentioned. But that is not
something that we have specifically looked at at this stage,
but there is economics literature on that topic.

Senator Bingaman: Thank you very much.

I will stop with that, Mr. Chairman.

Senator Craig: Thank you very much, Senator Bingaman.

Let me turn to Senator Craig Thomas. Senator?

Senator Thomas: You mentioned China. Has China agreed

to participate at all in Kyoto?
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‘Dr. Yellen: No, China has not.

Senator Thomas: Why then do you put so much emphasis on
the values of dealing with China?

Dr. Yellen: China is clearly a very important country
that --

Senator Thomas: That is not the question. I know it is
important.

Have you been there?

"Dr. Yellen: Yes, I have.

Senator Thomas: And you think they are going to move to
do something to trade and be involved.

Dr. Yellen: I believe that we can have and are having
continuing discussions with China. I have discussed on
several occasions climate change with Chinese officials and
attempted to make the points that I made earlier that --

Senator Thomas: I understand. I understand that.

Dr. Yellen: -- there can be benefits.

Senator Thomas: I understand that. The fact is I happen
to be chairman of the subcommittee on China. I am going there
next week, fairly familiar with it, and it puzzles me that you
would put as much emphasis on doing something with China as
you do to justify your position when they have not indicated
any willingness to do that.

Why is there such a difference in the ideas? Some say

the protocol would range from 4 percent of GDP, $350 a ton,
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and I think you say one-tenth of 1 percent and $14. Now, I do
not want you to go into a huge amount of academic

conversation, please. Just tell me there is that sort of

difference.

Dr. Yellen: The opportunity to engage in international
trading either in Annex I, which is clearly embodied in the
treaty. Annex I trading alone of permits.

Senator Thomas: Why do the others not consider that? Do
they consider that the same as you? I mean, you are not the
only academic or scientific person dealing with this.

Dr. Yelien: I reported to you in my testimony this
morning a whole variety of results, 10 models in the Stanford
Energy Modeling Forum, which is a model comparison project,
which qualitatively, reach identical results to the
administration, namely, Annex I trading --

Senator Thomas: Why are there such differences in
scientific reports?

Dr. Yellen: My reading of scientific reports is that
there is enormous consensus on a key point, which is
flexibility mechanisms, particularly international trading,
dramatically lower costs. Annex I trading alone probably
lowers costs by more than 50 percent, and the extension to
include key developing countries results in a very large
further reduction. There is consensus on that.

Senator Thomas: Either I am not communicating or
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something. I am saying why does not everyone who is doing a
scientific report at least start on the same basis? You act
as if there is a totally different study going on of all
different origins.

br. Yellen: But there are different studies and you can
see that in your chart. And the studies that tell you this is
going to cost $350 or $400 a ton are not making the same
assumptions. They are not modeling Kyoto. They are modeling
a different agreement, and they are modeling an implementation
of these targets that is not what is involved in the Kyoto °
agreement or the administration’s policies.

Senator Thomas: So, they are wrong. They are wrong and
you are right.

Dr. Yellen: It is a question -- there are differences
across models in answering any given question, which is why we
want to look at a number of models. But we have to compare
apples and apples, and these high numbers are assuming we do
it dumb, and as I said, the administration’s position is we
cannot do it dumb. We have to do it smart.

Senator Thomas: Absolutely. I do ndt know of anybody
who is suggesting they are doing it dumb, do you? Do you know
of anyone who says I have a dumb report?

Dr. Yellen: I think that --

Senator Thomas: You think so. You do not need to answer

that. I just -- I get impatient with this let us do it right.
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Do you know of anybody who wants to do it wrong? Of course,
not. Everyone has different views.

Tell me a little about -- you mentioned the
administration’s electric reregulation recommendations. What
are they?

Dr. Yellen: Well, the administration introduced a
bill --

Senator Thomas: Last year.

Dr. Yellen: -- in the last session of Congress.

Senator Thomas: Have not done so this year.

.Dr. Yellen: My understanding is that one will be
introduced very shortly.

Senator Thomas: Well, I hope so because many of us are
interested in that.

Dr. Yellen: Of course.

Senator Thomas: And the administration -- we had to pry
it out of them last year, as you know, and it took a very long
time to get one out.

And is that going to be key to what you are talking
about?

Dr. Yellen: Well, it is certainly something that
increased competition would lower energy prices, lower
electricity prices.

Senator Thomas: With coal and gas.

Dr. Yellen: Well, I think studies last year that were
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introduced suggested about a 10 percent decline in electricity
prices, and that would be for the typical household roughly
sufficient to offset --

Senator Thomas:' What about the Ag report that just came
out that indicated for I think 18 States the costs would be
higher under reregulation?

Dr. Yellen: I am sorry. I am not familiar with that
report.

Senator Thomas: It is part of the administration I think
also.

What I am trying to say -- and I am very confused and
frustrated because you always talk about the administration.

I thought Energy was part of the administration.

Dr. Yellen: It is.

Senator Thomas: I kind of thought Agriculture was part
of the administration, and yet it seems as if you are in two
different worlds. And when you have gone, I am not sure we
are going to understand much more about where the
administration stands than we did before you came.

Dr. Yellen: Well, I understand your interest in
agriculture and I regret that I am not an expert in
agriculture. I would be happy to make sure the
administration --

Senator Thomas: They are talking about residences in

relatively low population States.
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‘But that is another -- my point is this, Doctor. It just
seems to me that the administration that you talk about so
much ought to kind of come together with a point of view that
brings together all the expertise from the various parts, but
you séem to have one, I might say, fairly academic view.

These other folks seem to come in with other views. They are
totally different, and you say you are representing the
administration. I am confused.

‘Dr. Yellen: Well, the report that we submitted to you
and that we put out last summer represents the views not just
of the Council of Economic Advisers, but of the
administration. That is the administration position.

Senator Thomas: We will say to Energy your report does
not matter because the administration is for this.

Dr. Yellen: Well, with respect to the impact of Kyoto,
the document that we submitted to you is an interagency
document that represents the administration’s views.

Senator Thomas: I see.

Just one final thing. You talk about the reduction. Do
you know what the spot market for coal is now in Wyoming?

Dr. Yellen: I do not know today.

Senator Thomas: Would you guess? Would you guessg?

Dr. Yellen: I do not want to guess. You tell me.

Senator Thomas: It is less than a six-pack of beer I can

tell you that, and it is probably around $4. So, the
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suggestion that you are going to reduce the cost of coal is
pretty unlikely.

So, thank you very much for being here. We have a lot of
work to do.

The Chairman [resumes Chair]: Thank you, Senator Thomas.

I am not sure, but I believe Senator Landrieu is next.

Senator Landrieu: Just a brief statement.

The Chairman: I would encourage my colleagues. It is 10
minutes to 11:00 and we have a whole other panel to hear from.

Senator Landrieu: I am very interested in hearing the
second panel, so I am going to be very brief.

But I want to say that I am encouraged by some of the
things that you have brought out, and in reviewing your
testimony. I really appreciate our efforts to move to a smart
way of dealing'with this. I do not think any model is
necessarily dumb at all, but they are different views. And I
hope the administration will work to bring this more together.
But I am very impressed with some of the things you brought
up.

I have got a lot of questions about how you pitch to
China and India more specifically, but I will not take the
time for that.

But I am interested to hear the second panel, but thank
you for your work.

Dr. Yellen: Thank you, Senator Landrieu.

- ALDERSON REPORTING COMPANY, INC.
1111 FOURTEENTH STREET, N.W.
SUITE 400
WASHINGTON, D.C. 20005
(202) 289-2260
(800) FOR DEPO



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

58

Senator Craig [presiding]: Well, the chairman has just
stepped out and we do want to get to our next panelists.

Dr. Yellen, let me thank you again very much. Let me say
that my only closing.comment to you would be that your
reference or refrain of modest impact -- I would concur with
you if international trading could become an absolute fact, if
joint implementation were obviously a fact, if efficient,
clean development mechanisms, a U.N. bureaucracy, became lean
and efficient and operated in a functional way, and if we
could develop a meaningful developing country participation.

Those are all phenomenal ifs out there that are not on
the table today, and I would not at all suggest you should not
work and are not working in the direction of bringing those
there. But when we here in the Congress have to analyze and
develop current policy for future activities, it is very
difficult to make those kinds of assumptions.

So, I appreciate your testimony here today. I think the
whole committee does. We will stay in tune with your efforts
and we hope you will with ours. Thank you very much.

Dr. Yellen: Thank you. - We will work towards those
goals.

‘Senator Craig: Absolutely. Thank you.
Dr. Yellen: Thank you.
Senator Craig: If our next panel would come forward

please: Dr. Jay Hakes, Ms. Mary Novak, Dr. Margo Thorning,
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and Cecil Roberts.

Those charts. Wow. They are the biggest ones I have
seen yet.

On behalf of the committee, let me thank ail of you for
being here this morning, and let us start with the Honorable
Jay Hakes, Administrator, Energy Information Administration,
U.S. Department of Energy, Washington. Welcome. Please

proceed, Jay.
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[Ms. Velazquez’ statement may be found in the appendix.]

Chairman TALENT. [ thank the gentlelady for her comments.

And I'll just say that while I have been critical, I certainly haven't been idle.

[Laughter.]

[ appreciate the gentlelady's comments. We'll go to Dr. Yellen.

Dr. Yellen, I gave up my opening statement, which for a member of Congress and the chairman
of a committee, is a great sacrifice because I understand that you have to leave. You're on a time
schedule. You need to leave about 10:30 or so.

Dr. YELLEN. Yes, I do.

Chairman TALENT. So, in view of my sacrifice, [ hope you will be conscientious in -
summarizing your testimony for us and keeping it brief.

Because assuming members come, | want them to have the opportunity to ask you questions.

Thank you. You can proceed.

STATEMENT OF DR. JANET YELLEN

CHAIR, COUNCIL OF ECONOMIC ADVISERS

Dr. YELLEN. Thank you, Mr. Chairman. I appreciate your accommodating my schedule this
morning. I'll try to be brief and I'd ask that my full testimony be included in the record.

Chairman TALENT. Without objection.

Dr. YELLEN. I appreciate having this opportunity to discuss with you the economics of
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climate change and the Administration's efforts to address this significant environmental
challenge.

As you mentioned, the Administration released a report last July entitled, The Kyoto Protocol
and the President's Policies to Address Climate Change.

In addition, since the Kyoto Conference, a variety of research on the economic of Kyoto, and <
especially on the economics of Kyoto's flexibility mechanisms, has been undertaken.

Today, I'll provide a brief summary of the Administration's economic analysis and review
several of the key findings il}-;:;nt economic literature on climate change.

The Administration's economic analysis found that the economic cost of attaining targets and
timetables specified in the Kyoto Protocol will be modest for the United States in aggregate and
for typical households, assuming that effective mechanisms for international trading, joint
implementation, and the clean development mechanism are establisheé( And also assuming that <
the United States achieves meaningful participation by key developing countries.

An illustrative assessment using the__gecondxéneration ﬁ;{odel that accounts for effective =
trading and developing country participation yields permit price estimates ranging between $14
and $23 a ton, and direct resource costs to the United States between $7 billion and $12 billion
per year.

Under the assumptions of the Administration's analysis, permit prices in this range translate
into energy price increases at the household level between three and five percent)_gut this would <&
be roughly offset by the Administration's electricity restructuring proposal. And I'd be happy to  —

further, discuss these results during the questioning period.
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Since December, 1997, many economists have conducted and made available their analyses of

the Kyoto Protocol.
For example, the Stanford University Energy Modeling Forum, the so-called EMF, which is a

long-running model comparison exercise involving many of the leading climate and energy

has . .
models, they have coordinated full; scale analyses of the Kyoto Protocol with 12 global models. &—

Further, the Organization for Economic Cooperation and Development, the OECD, has
published the proceedings of the Economic Modeling Workshop it sponsored last fall. The
modeling results from the EMF and OECD provide very useful context for the Administration's
economic analysis.

First, the illustrative model used by the Administration, thegecond,\féneration_@odel of the S
Pacific Northwest National Laboratory, tends to fall in the rr‘l'Ildle of the range of the EMF
models in terms of U.S. permit prices.

Under Annex-1 trading, the SGM permit price is at the median of this set of models and under
full global trading, it is just below the median permit price.

Second, both modeling exercises found that the reduction in permit prices as trading expands
from no trading to Annex-1 trading to full global trading, is robust.

On average, the EMF models found that Annex-1 trading would cut the U.S. permit price by 60
percent relative to a no-trading scenario, while the OECD models foundo{; 57 percent average &— -
price reduction.

In full global trading, the permit price would be, on average, 81 percent lower than the no-

trading price.
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148 Several EMF modeling teams have considered the impact of constraints on the opportunity to

149  buy or sell emissions allowances in the international market. While the United States is

150  unambiguously opposed to trading restrictions, several parties to the agreement have indicated
' [-N CMf"Vcl:\'

151  support for some form o/i trading £estraint. Trading restrictions would generate no benefit for the

152 global climate while they could significantly increase the costs of achieving the Kyoto targets.

153 In my written testimony, I describe two examples of trading constraints where the U.S. permit
that of
154  price would increase by up to four times k#gher-#han the unconstrained price. <

155 Chairman TALENT. Just yield for just a second.

156 The European Union, for example, wants caps on what you can buy, right, under this kind of
157  thing. ¢ —
158 Dr. YELLEN. That's correct.

159 Chairman TALENT. So that that's an example of one of the countries that wanted restrictions.
160 Dr. YELLEN. Precisely.

161 Chairman TALENT. Thank you. I'm sorry.

162 Dr. YELLEN. Absolutely. That's exactly what I had in mind.

163 Most models used to evaluate the Kyoto Protocol only focus on carbon dioxide emissions and
164  do not account for the six types of greenhouse gases comprising Kyoto Targets and the

165  opportunity to trade across gases.

166 However, recent work by a group a researchers at MIT has found that including the opportunity

167  to abate noncarbon dioxide greenhouse gas emissions and promote carbon sinks reduces the cost

168 to the United States by about 25 percent relative to a carbon dioxide only approach.
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169 Other recent research has found similar results. _ g h/f
170 The EMF modeling indicates that economic and environmental benefits could accrue ﬁ(some
171  developing countries if they adopt emissions targets. Setting a binding emissions target would
172 generate climate benefits by reducing global emissions below what they otherwise would have
173 been.

174 In addition, if the target is set not too far below the business-as-usual emissions level, the

175  participation of the country in the global trading system would produce economic benefits or
176  gains from trade for both the developing country and its trading partners, such as the United
177  States.

178 Annex-1 countries and private firms in these countries who would purchase these emissions
179 allowances in the world market would achieve their targets at lower cost than without the

180  participation of the developing countries.

181 The Administration's overall conclusion is that the economic impact of the protocol would be
182 modest under the conditions we've identified in our economic analysis. And the purpose of my

183  testimony has been to summarize the analysis we presented in the Administratio)r%momic &

=

184 /Qﬁalysis on climate change and to provide a brief update on recent analytic efforts outside the

-—
-

185  government.

186 I look forward to continuing to work with members of this Committee and other interested
187  parties in further analyzing the Kyoto Protocol and evaluating the economic impacts of reducing
188  greenhouse gas emissions.

189 [t is my hope that economic analysis can continue to play a key role in designing policies in
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190  this area.

191 Let me stop there and I will welcome your questions.

192 [Dr. Yellen’s statement may be found in the appendix.]

193 Chairman TALENT. Thank you, Dr. Yellen, for summarizing your testimony.

194 I have questions in a lot of areas. But [ think, given your short timeframe and the faithful
195 attendance of my friends on the Democratic side of the aisle, and I congratulate you for being
196  here. And we're going to try and speak to some of those on our side of the aisle about whether
197  they might want to emulate your model.

198 [Laughter.]

199 [ certainly want these members to have a chance to ask questions.

200 So I think I'll go into probably the area of my prime concern, which is this whole issue of
201  meaningful participation.

202 This is the analysis you referred to, right? And this is the Administration's analysis.

203 Dr. YELLEN. Let's see.

204 Chairman TALENT. The Kyoto Protocol and the President's Policies. Okay. Youhaveitina
205  different binder.

206 [ want to be certain about what it was that we were dealing with.

207 And as I understand it, one of the assumptions you

208  make -- I'm going to try and short-circuit some of this, again, in view of the time constraints.
209 In reaching your conclusions, one of the assumptions you make is that we can secure

210 meaningful participation, and I'll put quotes around that because that's something I want to go
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into, by key developing countries. Other things also, the clean development mechanism, joint
implementation, the joint trading agreemeﬁt.

But for the purpose of my questions, I'm going to talk mostly about the assumption that we'll
get meaningful participation by key developing countries.

That's one of the assumptions underlying your analysis. Isn't that correct?

Dr. YELLEN. It is one of the assumptions underlying the numerical results that I indicated to
you of permanent prices in the $14 to $23 range.

Chairman TALENT. Okay. Now let's go into which are the key developing countries.

What are some of the key developing countries?

Dr. YELLEN. Well, that remains to be determined in negotiations.

In the context of our model, we had to use the constraints of the &cond}(_éneration _A/ﬁ)del,

ON by lock. ot = ~

whic}}_\enables us to --ttteeks-ealy-at-a number of countries in the developing country bloc.

Particularly, it enabled us to look at China, India, Mexico and Korea.

Chairman TALENT. Right.

Dr. YELLEN. And those were ones that we identified. But in terms of our negotiations, we
would have to see where things go.

Chairman TALENT. There could be others. But those are four of the key developing countfies
-- China, Korea, India and Mexico.

That's what [ understood as well.

So we're not talking about just extremely poor countries of subSaharan Africa or some very

poor countries in Asia. We're talking about developing countries or countries that some might
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consider to be first-world countries, like Korea.

But China, Korea, India and Mexico are examples of key developing countries.

Dr. YELLEN. Well, in our analysis.

Chairman TALENT. Right. I understand.

And as | understand it, the reasons why meaningful participation is necessary is -- and [ get this
from your testimony, so let me go through it and make sure I understand it.

One of them is just as simple as a matter of science and environmental science. We can'tdo it
without them. In other words, even if we restrict our production of greenhouse gases, if they have
unlimited increases, since this is a global problem, we've achieved nothing.

So probably the number-one reason is that we can't do it scientifically without them.

Is that right?

Dr. YELLEN. In the long run, that's certainly true.

Chairman TALENT. And also, it's key to our ability to comply with our own targeted
emission restrictions at a reasonable cost because your analysis depends on this international
trading system where they're able to sell us credits because they've reduced below t-hqése v
targeted emission levels.

That's another reason, isn't it, to make this international trading scheme work?

Dr. YELLEN. Well, I'd like to clarify that.

Our analysis and the results that I describe that show permit prices in the $14 to $23 range, do

assume participation by key countries and their inclusion in an international emissions trading

systerri,
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And that certainly is critical to generating prices as lpw as [ mentioned.
However, what my testimony and outside research points out is that even without the
. . irternefiomal . . e
participation of any nonAnnex-1 countries, that Amnex-trading that is already included in the
agreement by Annex-1 countries alone, results in a very, very substantial reduction in costs.

The  execw

Ihis—EMl% 12 models that I report in my testimony,showed a 60-percent reduction in costs that ——
comes from Annex-1 trading --

Chairman TALENT. Which are essentially the European countries.

That's correct, right? And I recall reading that. So you get a substantial reduction even if only
the European countries are participating.

Dr. YELLEN. That's right. That also includes Russia and the former Soviet Union.

So, specifically, in the context of the fnodel results that we report in this analysis, even if we
had trading only in the Annex-1 countries, or under an umbrella that excluded the European
Union, thete we would be looking at permit prices perhaps in the $30 to $55 range. &

Chairman TALENT. Right.

Dr. YELLEN. Which I would hesitate to label as modest, but still is very much lower than the
kinds of --

Chairman TALENT. I'll modify what I said. We can't get down to -- I think it's like a 90-
percent reduction we can get if we have the key developing countries participating.

Dr. YELLEN. That's right.

Chairman TALENT. And another reason is, you've testified before, is just the fairess. This is

a globa] problem and the burden should be shared globally.




274

275

276

277

278

279

280

281

282

283

284

285

286

287

288

289

290

291

292

293

294

UNEDITED TRANSCRIPT PAGE 14

So those are three reasons why we need meaningful participation by key developing countries.

Am [ correct?

Dr. YELLEN. Yes, although I think it's fair to say that given differences in per-capita income
levels, the burdens should not be equally shared at this time.

The developing countries have, countries like China and Indi/a_ hxve vesy much lower levels of
per-capita income and [ think different burdens at the present time given those different income
levels seem-appropriate-in-handling these-burdens—

Chairman TALENT. Let's get to that because we've talked about which are the key developing
countries and why meaningful participation is important.

Let's discuss what meaningful participation is.

I'll preface that by saying I don't see it in the protocol. I see the international trading in the
protocol, the clean development mechanism, the joint implementation in the protocol, but not the
meaningful participation. And that's because that's not yet a globally- accepted term, is it?

Dr. YELLEN. That's right.

Chairman TALENT. That's our term.

Dr. YELLEN. Yes. The Senate has madﬁyery clear and for the reasons you've given, it's clear

Ang 1o

to usﬁhe Administration as well, that it is important to achieve meaningful developing country

participation.
And that is something that the Administration continues to work on very hard in multi-lateral,
bi-lateral and other fora.

Chairman TALENT. So what is meaningful participation? How do we define that?

P

&¥—

£—
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Dr. YELLEN. I don't want to.offer at this time a definition of what it means on behalf of the
Administration.

In the context of the model results that underlie the Administratic;tgéconomic analysis for a
modeling purpose, we have taken it to mean that key developing countries take on binding
targets close to their business-as-usual levels.

And what that enables them to do is to participate in international emissions trading.

Those countries are low-cost abaters and they do a lot of abatement. They sell the United States
and other developed countries emissions permits. And there are gains for us in being able to
carry out our job at lower expense.

There are gains for those countries.

And essentially, that's what it means.

Chairman TALENT. Now we're getting to the guts of one of my concerns that you started to
refer to before.

We've agreed in this that we're going to reduce our emissions to seven percent below 1990
levels. And your economic analysis assumes that these key developing countries will be able to
go on with business as usual.

In other words, they will be able to produce as many greenhouse gases, as much tonnage of
greenhouse gases as they would if there wasn't a Kyoto Protocol.

It doesn't sound like a very good deal for us.

Dr. YELLEN. Well, as a benchmark, it seems to me that if we could convince developing

countries -- remember we're in the first stage of what will be a very long-term task of abating

&
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emissions. This is the first commitment period. [t certainly can't be the last if we're going to

succeed in this task.

But to ask developing countries in the early stages to take on targets that are somewhat below
their business-as-usual paths, would produce environmental gains relative to the Kyoto treaty, so
we would have greater reductions in greenhouse gases than those agreed to by the Annex-1
countries, a;g 1'th%9é {ﬁ)ollx;fd be gains all around in the sense that it would be less expensive for us <
to carry out our commitments and there would also be gains, economic gaifl}to those countries
from abating their emissions and they would abate them further than they would be required to
because for them there would be a clear economic gain given they are growing rapidly:li{,ey-\?ég_ chcﬁigﬁf{ig\

have easy, cheap opportunities as they grow to put into place energy-efficient investments, and
they would have a clear incentive to undertake greater,reductions than they were obliged to do }Q
in those
targets.

Chairman TALENT. It still seems like a lousy deal to me. We could get, I guess, a better deal
than that.

You're assuming this for the purposes of the analysis. But I guess it's possible that we can get a

better deal.

Dr. YELLEN. Well, we are engaged in discussions with developing countries and trying to

. —“Lat
convince them and educate them thabthtess- their participation is important and that they can =

participate in a way that will not require them to sacrifice their economic growth.

Chairman TALENT. I'm concerned about us getting a worse deal. And [ don't think our
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education plan is working.

Here's a letter from the Indian ambassador, the last sentence of which, and I can show it to you

if you want

~/

X‘Xx'says, India is not engaged in bilateral discussions on emissions with any country, nor do

we support efforts to obtain pledges which go beyond the convention and also the Kyoto

Protocol which don't contain meaningful participation at this point.
In fact, the framework convention authorized developing countries to raise their emissions to

meet their social and developmental concerns.
And that's dated April 13th, 1999.
I'm really concerned that we may not even get business as usual.
Are you?
Dr. YELLEN. Well, clearly, this is an effort that's important for us to undertake.
I don't want to discuss the state of our diplomatic negotiations. I think it's more important for

my colleagues from the State Department to discuss the state of diplomacy in this area.
[ would say simply from my own standpoint, I have been m}{élf involved in a number of e

discussions with officials from key developing countries, including China. And while official

positions may not have changed, I think there is a growing understanding among developing

countries that this can be a win—wiﬁf\%(ﬁich they achieve some benefits and also help in £

combating the problem of growing greenhouse gas emissions.
There's no doubt that we have substantial --

Chairman TALENT. Dr. Yellen, I'm going to say if we're at seven percent below 1990 levels
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and they're at business as usual, it doesn't sound like a win-win.

It sounds like we lose, they win.

Dr. YELLEN. Well --

Chairman TALENT. [ mean, why should we have to bear all the burdens. Because we happen
to be a developed economy? We happen to have produced a lot?

We happen, for example, to have won the Second World War along with our allies, so that a lot
of these countries -- Korea wouldn't be a free country if it wasn't for the production that. we've
had and what we did for them.

So why are we conceding as part of our analysis that they're going to be able to operate at
business-as-usual levels?

That's not even environmentally sound.

i WY
Dr. YELLEN. The purpese-efthe analysis, we have taken that as a benchmark and clearly

indicated it.

It seems to me that in discussions with developing countries, we should be looking for some
reductions below that. That would result in the clear environmental benefit beyond what was
negotiated at Kyoto.

I think it seems clear to me, and I think the Byrd-Hagel resolution recognizej that a one-size-
fits-all approach for countries at very different states of development is not necessarily called for.

Chairman TALENT. All right. Well, let me leave that and get into how the trading system
would work, assuming we get the participation. I guess this would be the case even if we don't

get the key developing countries and we have the Annex-1 countries.
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379 As ['understand it, if I had a manufacturer in my district, big or small -- [ was going to use

380  Chrysler because we have a plant, or Ford. But it would actually apply to small businesses, too.
381 And he wants to expand, he or she. That person would have to get a credit under this trading
382  system. And they would buy that from something like a foreign exchange.

383 Is that what you would anticipate happening?

384 Dr. YELLEN. Well, to know what a Ford or a General Motors or a small business would have
385  to do, we would have to have greater specificity about how a domestic permit system would

386  work.

387 That has not yet been discussed.

388 It's conceivable that a permit system could work in a way that would require sellers of fossil
389  fuels to obtain permits.

390 For example, to sell a ton of coal, you would have to have a permit. Or to sell or import a barrel
391  of oil would require a permit, in which case General Motors, Ford, and the typical small business
392 would face no requirements to ever have permits for anything at all.

393 Those requirements would have been leveled upstream.

394 But it is also possible that the requirements could be leveled downstream for holding permits
395  sothatit is conceivable in some designs that a Ford or a GM would need permits for emissions.
396  And the idea would be that markets would develop for these permits. They would be traded in
397  markets just in the same way that permits for sulfur dioxide are currently traded and one can call
398  up a broker and obtain permits.

399 Chairman TALENT. Except that that's a domestic trading system.




400

401

402

403

404

405

406

407

408

409

410

411

412

413

414

415

416

417

418

419

420

UNEDITED TRANSCRIPT PAGE 20

q
Dr. YELLEN. Domestic trading system. (

Chairman TALENT. The concern that [ want to get at is that somebody -- and I like it a little
better if it's done upstream -- but somebody's going to be getting a permit from a foreign country
or a foreign exchange before they're allowed to expand a plant in the United States, or build a -
new manufacturing facility in the United States.

Dr. YELLEN. We would have the ability to purchase permits from foreign countries that took

on targets or that earned them as a result of?lea.n:ﬂbvelopment _x‘_{echanism projects that had o —
verified credits. S -

And I believe what would happen is that a trading system and specialists would develop who
would obtain those permits abroad and sell them here into a trading system so that a General
Motors would have no obligation to be negotiating with foreign entities.

Chairman TALENT. Right. It's possible that our government might buy permits and be an
agent.

[s that another way it might work?

Dr. YELLEN. Well, the design of the system remains unclear. But potentially, this is
something that could be handled entirely by the private sector.

And there has been a substantial amount of interest by organized exchanges and by the

financial community in seeing a market of this sdf set up. 471’\

I think they feel that in the case of SO2 permits, this is a mechanism that has worked very well.

Chairman TALENT. I think you can see my concern.

Dr. YELLEN. Sure.
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Chairman TALENT. Making American companies buy directly or indirectly from foreign
companies before they can -- we might have an interest in them not expanding a particular
facility.

And here's another possibility. Let's take a manufacturing facility in my district.

It might decide, well, you know -- let's take Chrysler. They might decide it's really not worth
buying that permit so we can expand this facility in the United States. We'll move to Mexico,
particularly -- let's suppose Mexico is a key developing country that hasn't agreed to participate
as part of Kyoto, but we've gone ahead and done it anyway because of the other countries.

So Chrysler says, we're going to go to Mexico because we don't have to pay the permit fee
there.

And not only that. Maybe our government set up the system so that because we're producing

fewer cars in the United States because we've moved to Mexico, we're emitting fewer greenhouse

gases in the United States.

We get a domestic credit for that.

So we save the permit fee by going to another country. They might even get a domestic credit
by leaving our country and our jobs go offshore.

And Mexico isn't a part of the Kyoto Protocol, so it's producing as many greenhouse gases as it
wants.

You see my concern here? I'm not trying to just be critical for the sake of it. I'm concerned
about our jobs. And I see this trading scheme and I see our jobs going overseas.

Dr. YELLEN. I think you're right to be concerned about the competitiveness and jobs in the
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United States.

We're equally concerned, I believe, about jobs in the United States and avoiding incentives for
American firms to move abroad. That would not be a win for the economy and it wouldn't be a
win for the environment, either.

I think the first point is that the strength of that incentive, even assuming that developing
countries do not take on targets, depends on the impact of these agreements on permit prices and
on energy prices in the United States.

That's why it is important to look at the economics of the agreement and to try to reassure
ourselves that these obligations can be met without having a substantial effect on U.S. GDP or on
energy prices.

And that's why my conclusion that the impact on energy prices will be small is critical.

[ think, if I'm right about that, the energy price changes in the United States would not be large

enough to rate as a substantial factor in the decision of a General Motors or a Ford as to where to

put their plant.

Chairman TALENT. [ agree. That is critical. Let me get to that.

And I appreciate the Committee's indulgence. I'll be done in a minute or two. As many have
here, I've done a lot of work on this. I didn't know Dr. Yellen's time would be short. She
indicated that to us a couple of days ago.

I'm happy, if we can't get to all members, to reconvene the hearing and ask her to come back.

I'll be finished in a moment or two, and then I'll recognize the gentlelady from New York for as

many questions as she may wish to ask.
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Let's get to that, the impact of this international trading system, in your judgement.

Now, as I understand it, you believe, and I think this is the best-case scenario, although there
are other scenarios which also would save money. But your best-case scenario, as I understand it,
if we have key developing country participation and this international trading system, this would
be with, what, Annex -- the umbrella with eastern Europe and the key developing countries is
that the cost of a credit on an international market like that would be as long as a range -- and I
understand why you have to give a range -- of $14 to $23 per ton of greenhouse gases saved.

Is that correct?

Dr. YELLEN. The range depends on whether or not £he European Union would participate in
Annex-1 trading or
not.

Chairman TALENT. And that's the best possible scenario. There are other scenarios as well,
but that's the best that you think you can get.

And that would be a reduction by a factor of about ten, would it not, of what the cost would
otherwise be of the permit and the cost of compliance.

[s that correct?

Dr. YELLEN. That's roughly right.

Chairman TALENT. So about a 90-percent reduction. So it would be ten times as much if we
don't have this trading system in place.

Is that correct?

Dr. YELLEN. Well, as I indicate, the Kyoto Protocol allows for Annex-1 trading.
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Chairman TALENT. Right.

Dr. YELLEN. And even if we did not have meaningful developing country participation,
which of course, it is the Clinton Administration policy to ébtain Heet-But even without it, the <=
permit price would likely not be anything like ten times as large with Annex-1 trading or under
an umbrella.

Without participation by developing countries, the range would be on the order of $29 to $54.

But evegk there, we're ignoring the possibility of sinks, sinks and other features of the €limate -Fskai:s

ghangjéjtiative to lower that.

So that's purely a model-based estimate.

To get up to ten times the figure that you're talking about, one would have to assume that none
of the flexibility features of Kyoto were taken advantage of.

Chairman TALENT. Okay. I was just looking at your analysis on page 52, where it says,

permit prices and resource costs relative to domestic-only abatement of various trading scenarios.

Dr. YELLEN. Yes.

Chairman TALENT. And you have a 93-percent reduction.

Dr. YELLEN. Yes.

Chairman TALENT. And I think there's another --

Dr. YELLEN. But just notice that the top line indicates that simply with Annex-1 trading or
under the umbrella, that the percent reduction in permit prices are 72 to 85 percent.

Chairman TALENT. Then I was also going in response, in answer to a question that was our

first written question to you, in which we asked about the costs, energy costs, assuming emission
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trading is not allowed.

And I won't read the whole answer, but the last sentence is: We believe that this difference of
nearly a factor of ten underscores the importance of international permit trading and developing
country participation, two cornerstones of the Administration's climate change policies.

So the key, as you said, the critical key to this is the trading system. Because you say here on
page 44: For the analysis reported here, the Administration employed a conservative assumption
that all country sinks equaled
Zero.

Dr. YELLEN. That's right.

Chairman TALENT. And that no country would implement policies to stimulate the creation
of carbon sinks.

Dr. YELLEN. We assume that because we don't yet have good estimates of how sinks will
work and what we will get out of them.

But I think sinks offer the potential to bring down the costs very substantially.

Chairman TALENT. Right. But the 93-percent reduction was without sinks. |

Dr. YELLEN. The 93-percent reduction is without sinks with trading under the umbrella and
with key developing countries included.

But even without the developing countries, the point that I want to make sure that I get across
is you can see in line 2 on the chart on page 52, that costs are reduced by 85 percent.

That's utilizing the trading, international emissions trading within Annex-1.

Chairman TALENT. And that surprised me because Japan has agreed to reduce its emissions
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to six percent below 1990 levels.

The European Union had agreed to reduce its emissions to eight percent below 1990 levels.

Canada had agreed to reduce its emissions to six percent below levels.

And if you take those three and combine them with the United States -- I don't have the figure -
- that's got to be 80 percent of the world's gross national product, or the gross international
product, whatever you economists call it.

So I was wondering how, if 80 percent of the world's economy were buyers and a maximum of
20 percent of the world's economy were sellers, where we're going to get a reduction of 90
percent in the permit prices.

Dr. YELLEN. Well, Russia and the former Soviet Union are also included in this scheme and
use energy extremely inefficiently.

And on top of that, their economies have done very badly. So, they are potential sellers of
permits to all of these countries.

Chairman TALENT. That still leaves 80 percent of the world buying. Right? And 20 percent
of the world selling.

Dr. YELLEN. Well, what I can report to you are that, for example, beyond our own analysis,
and this is why in my remarks this morning, I thought it important to provide some context for
our estimates by telling you about a much wider range of analysis that's now available of this
protocol.

Chairman TALENT. But this is the analysis of the Administration, and this is what we're

talk'mg_\.about.
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547 Dr. YELLEN. Yes.

548 Chairman TALENT. I'm not talking about Stanford's analysis. I'm talking about your analysis.
549 Dr. YELLEN. Yes. I agree. And I'm simply telling you that our analysis falls right in the

550  middle of a wide range of results that are now available.

551 And so --

552 Chairman TALENT. Is that because, by the way, and [ want to finish for the other members.
553  I'm hurrying here, believe it or not.

554 Is that because the European countries will be able to sell to us -- when you mention Annex-1
555  countries trading, it's your anticipation that they will be sellers to us.

556 Right?

557 Dr. YELLEN. We would be net purchasers from other Annex-1 countries. Clearly we would
558  be net purchasers from the former Soviet Union and Eastern Europe.

559 And Japan, my guess is, would likely be a net buyer. And Europe -- it depencis on whether they
560 are included or not. They might well be net buyers as well.

561 Chairman TALENT. What's your estimate regarding demand for emission credits in this

562  critical pertod, world demand, say, in 2008 through 20127

563 We always use 2010 because that's the midway period in the compliance period.

564 So what's the estimate you had for world demand for emission credits in this critical period?
565 Dr. YELLEN. That's not a number I can give you without doing some work to find it. I don't
566  have that at my fingertips.

567  TIlltryto -
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Chairman TALENT. Is that in the analysis?

Dr. YELLEN. The world demand.

Chairman TALENT. Itisn't, is it?

Dr. YELLEN. Well, implicitly, that's something that models generate, is they look to see what
the demand for trading is.

But it's not something that we've focused on.

Chairman TALENT. Well, you see, I think that's pretty important because you don't have an
estimate for world supply, either, do you?

Dr. YELLEN. Well, that is something that's included in these markets.

Demand depends --

Chairman TALENT. It's not included in your analysis.

Dr. YELLEN. It is included in the analysis implicitly, although I've not reported to you the
numbers that come out of the models.

Chairman TALENT. We asked you, the Committee asked you in a written question for
estimates of the U.S. demand for emission credits by year for the period, 2008 through 2012.
And we asked for the potential supply from Russia and the Ukraine.

And here was your answer: The Administration has no estimates of the demand for emission
credits by year for the period, 2008 through 2012. Demand will be sensitive to a variety of
factors that are quite different to forecast ten to fourteen years in advance, especially the rate of
technological innovation and the diffusion and adoption of current innovations and those placed

on the market over the next ten years.
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For the same reason, we have no estimates of the supply of emission credits.

Dr. YELLEN. Well, I think we have to distinguish two things.

One is the results that come out of the model, which we have reams of computer output on.

Another question is what is our best judgment about what is likely to happen in reality under
this agreement, if it's ratified.

What we've tried to do in this analysis is to assure ourselves that the cost of this agreement can
be modest. And we believe that we've made that case effectively.

However, what will the trading actually be? It depends on a host of factors we've quite openly
admitted we have not yet taken into account, like sinks.

So if you asked me what does the computer simulation say about those questions of trading,

that's something I can answer. But what do I think will really happen, [ want to wait to find out
what happens with sinks.

It depends on the --

hnete

Chairman TALENT. I guess I'm not an economist. I don";thow you can estimate price without
having estimates for supply and demand.

Dr. YELLEN. There are supply and demand estimates included in the models and that is how
these prices were generated.

Chairman TALENT. Well, I guess there was some misunderstanding and mistaken answer to
this question, because you say that the Administration has no estimates of the demand for

emission credits.

Dr. YELLEN. The models contain estimates. And the ones that were used to produce the
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610  numbers here do contain estimates.
611 Chairman TALENT. And can we have those estimates in response to this question?
612 Dr. YELLEN. We'll try to provide you with some estimates. We'll see what we can do.
613  Understanding they are model results and not the Administration's judgments about what will |
614  really happen when the treaty is workable and sinks provisions and other things have been
615 clarified.
CL\‘:PM—\ TALEANT,
616 I thank the Committee for its indulgence. I don't normally take such advantage of the

617  Chairman's privilege to ask questions, but this is an area that does concern me.

618 And I'll be happy now to recognize the gentlelady from New York for any questions she may

619  wish to ask.
620 Ms. VELAZQUEZ. Thank you, Mr. Chairman.
621 And I just would like to request that maybe we should have another hearing so that the

622  members on my side are given an opportunity to ask questions. They were here on time and I

623  don't think it's fair that she has to leave by 10:30.

624 Chairman TALENT. As [ mentioned before, that was not my understanding. Dr. Yellen
625 indicated a couple of days ago that she would have to leave by 10:30.

626 ['m more than happy to reconvene the hearing if members desire it.

627 Ms. VELAZQUEZ. Thank you.

628 Chairman TALENT. In fact, I was originally thinking of postponing it until she had more
629  time. But I thought we'd do what we could do now.

630 Ms. VELAZQUEZ. Thank you. Dr. Yellen, the line of questioning that were asked by the
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Chairman basically are focusing on the cost of implementing Kyoto.

Can you please explain to us ar share with us some of the conclusions that the world's scientists
have come to with regard to the cost of inaction in this area?

Dr. YELLEN. Yes. I think that if we have inaction in this area and continue to allow
concentrations of greenhouse gases, carbon dioxide, in the atmosphere to rise, while I'm not a
scientist%, I have looked at the literature in this topic, ond

éome of the consequences would include rise in sea levels, increased incidence of severe
weather events, such as hurricanes, stress on water supplies, giving rise to potential problems of
availability of fresh water, stress on soil and moisture that can impact agriculture and the
productivity of lands in complex ways around the globe, impacts on human health and incidence
of disease.

And in addition to that, species loss and impact on biodiversity and ecok/systems.

On top of that, there are frightening possibilities to consider. Presumably, low probability
events, but potential catastrophes that are of grave concern, like shifting of ocean currents or
substantial changes in the ice sheet in Antarctica, with potentially catastrophic, although small
probabilitpe..

So I think all of those things are of concern.

And economists who have bravely attempted to put pricetags on those have concluded that a
doubling of concentrations from pre-industrial levels would likely produce a loss in world GDP
of one percent, at least one percent, possibly more.

Ms. VELAZQUEZ. Do you know or are you aware whether the scientific and economic
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analysis on which you are relying are being called into question as seriously in other countries as
it is the case here in the United States?
And if not, do you have any opinion as to why that might be?
Dr. YELLEN. Well, again, I'm not an expert on the science of it.
But my impression is that the scientific results underlying this are quite well accepted in other
countries. I don't want to say that there is no scientific discussion or doubt, but the IPCC, the
_/Eter;tgovemmentalg_anel on élimateé‘hange, which convened a group of experts to consider the
science, has concluded that the science is sound and on top of that, there'§;i\iscemible human
influence on climate.
Ms. VELAZQUEZ. By now, I guess you understand why critics are concerned that the phrase,
meémingful participa;cion, has needed to be defined more precisely.
And I guess you have explained this to your colleagues in the diplomatic community.
What can you tell us is their commitment?
Dr. YELLEN. The commitment of my colleagues?
Ms. VELAZQUEZ. Yes.
Dr. YELLEN. My colleagues are working extremely hard and have been for some time in
every possible .forum, from bilateral diplomatic consultations to multi-national, multi-lateral fora,
to attempt to explain to developing countries the potential benefits to them of participating in this

agreement, as well as the need to do so.

And while I agree we have not yet achieved it, it is something we understand the need for and

are working on extremely hard.
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Ms. VELAZQUEZ. I will finish with my line of questioning so that I can give opportunity to
my
side.

Chairman TALENT. Mr. Toomey?

Mr. TOOMEY. Thank you, Mr. Chairman. A couple of quick questions here.

On the first page of your testimony, there's a quote from the IPCC. And it says that their
conclusion in 1995 was that the balance of evidence suggests that there is a discernible human
influence on global climate.

My question is does the IPCC anywhere conclude specifically that the release of greenhouse
gases by human industry has in fact raised global temperatures already?

Dr. YELLEN. I believe this is their summary of their ﬁndings. Namely, that looking at all the
evidence, the balance of evidence, suggests that, yes, the human activity has resulted in changes
in the global climate.

Mr. TOOMEY. Well, okay. It says, a balance of evidence. And that's an interesting choice of
terms. It's not as strong a statement certainly as one could make.

And it also says it's a discernible human influence on global climate, which again is a curious
way to describe it.

If there were a consensus and a conviction that there was in fact an increase in the global
temperature, presumably, that would have been stated.

Dr. YELLEN. Well, I think there's no doubt that concentrations of carbon dioxide in the

atmosphere have increased.
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I don't think there can be very much dispute about that.

The question of what's caused that and whether or not there's a human influence, I believe this
is the way they stated their conclusion.

Mr. TOOMEY. Right. And it seems to me that it leaves still unaddressed the question of
whether that increase in the concentration of greenhouse gases has resulted in an increase in
global temperature, or whether it has not.

And I guess my question is, is it fair to state that that is still an unresolved question in the
scientific community as to whether or nof there has in fact already been an increase in the global
temperature, or whether the glbbal temperature continues to fluctuate within a band that it has
historically fluctuated within?

Dr. YELLEN. I think I'm not the right person to ask definitive questiohs to on the science. [
would be happy to send one of my colleagues who is.

My own understanding is that the evidence shows both that carbon dioxide concentrations have
increased and that temperatures as well have increased during the century.

That's my understanding of the scientific results. But 'm probably not the right person to press
further on this issue.

Mr. TOOMEY. Okay. Fine. On another topic, I just wanted to follow up with some questions
the Chairman had regarding the application to developing countries, particularly the business-as-

usual concept.

Clearly, in recent history, in these countries, business as usual has meant an annual increase in

the output of greenhouse gases.
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Does business as usual mean that that annual increase would continue for these countries or
that it imposes a cap at the current level of business?

Dr. YELLEN. Well, business as usual means a baseline in which no obligations are imposed
on these countries and they continue to grow according to their best forecasts and use energy .
without policy changes.

That's what business as usual is.

That was the baseline for our estimates here. Presumably, if developing countries were willing
to take on targets, it would be appropriate for them to cut off of a business-as-usual path to
achieve global benefits.

You could think of business as usual for developing countries as a neutral for the world from
an environmental standpoint.

But cuts off of business as usual by developing countries would represent the contribution by
them to make further progress on the environment beyond what developed countries agreed to at
Kyoto.

Mr. TOOMEY. Okay. Thank you. The last question I had was --

Chairman TALENT. If the gentleman would yield.

As Dr. Yellen testified before the Subcommittee on Energy and Power of the Committee on
Commerce, and this is consistent with what she just said, but it may be a little clearer.

We presented results that assume that key developing countries take on binding quantitative
targets, emissions targets.

These are the targets, at their business-as-usual levels. Or close to them.
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Dr. YELLEN. In the analysis, that's the targets.

Chairman TALENT. Right. So the analysis is predicated on them continuing to expand at what
they would expand if there was no protocol.

Dr. YELLEN. Right.

Chairman TALENT. I thank the gentleman for yielding.

Mr. TOOMEY. Last question. The trading mechanism that your analysis envisions, as I
understand it, would apply or could apply to the purchase -- essentially, what amounts to a fee
that would be applied to energy sources.

For instance, as you mentioned, a barrel of oil could require a permit to be paid for, or a unit of
electricity, presumably, or coal or some other fuel. |

Does this mechanism in any way contemplate that the way you use that oil or coal has
potentially widely varying emissions of greenhouse gases?

For instance, if you take a barrel of oil and it's converted to gasoline and it's burned in a
modern car, the same quantity of oil burned in a chainsaw has very different levels of emission.

Is that contemplated at all?

Dr. YELLEN. I believe it's the case that burning a ton of coal or a gallon of oil produces, if it's
fully burned, produces a fixed quantity of carbon dioxide into the atmosphere.

And cars can be more or less efficient in their use of gas or electric power plans and their use of

coal. But when a ton of coal is fully burned, it emits a fixed proportion of carbon dioxide into the

atmosphere.

Those things are different. Coal is most intense in its emission of carbon dioxide. Oil less
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) ;n'LeV\ Se
intense. And natural gas produces the least in-a-sense-

Mr. TOOMEY. Okay. Thank you.

Chairman TALENT. Mr. Baird was next.

Mr. BAIRD. Thank you, Mr. Chairman.

I have two fairly brief questions, but they may have long answers.

The first question is, my concern when we look at economic impacts as the topic of today's
meeting, is when we speak in terms of macro-scale and talk about modest economic impact, my
concern is, on the more micro-scale, specifically the communities where coal is the primary
economic engine of that community.

Many of these communities are rural communities. In many cases, coal mining or a power
system that depends upon coal is really the predominant job-creator there.

What can you tell us about two issues? First of all, what are the more localized economic
impacts because, for me, they seem to be potentially profound.

And two, in your analysis, or the Administration plans, what steps can be offered to help these
communities either cope with emission reductions or provide compensatory economic
opportunities?

Dr. YELLEN. Did you want to talk about coal communities specifically?

Mr. BAIRD. It seems to me that that may be the most problematic area.

Dr. YELLEN. I think certainly to identify coal as the industry that is mostly likely to be
affected by this policy is absolutely correct.

Having said that, coal has a very important place in this country's energy future.
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The Kyoto Protocol would in no way change that. Coal in every forecast, ours and every other
forecast that I've seen, continues to play a major role.

So I think that's the first thing to say.

[ think it can continue to play an even more important role if we undertake research and
development on clean coal technologies to make the use of coal increasingly efficient. And there
are potential ways in which we might learn to sequester some of the emissions, the carbon
dioxide emissions, from coal.

And the Administration has a research program in that area. And if there are pay-offs there,
coal can have a growing place in the nation's energy picture.

Having said that, I think it's important to say first, coal is an industry that, with or without |

Kyoto, or climate change, has been under stress.
Coal

Employment has been diminishing in the geet industry for quite some time. <

So these are communities that have been experiencing pain. They have mainly been
experiencing pain because of very rapid productivity increases in the coal industry.

Nowadays, one can produce a ton of coal with many fewer workers than it required ten or 20
years ago. And that's why coal output has been going up and employment has been plunging.

That's the beginning picture.

Now, in the kind of scenario that we depict in this analysis with permit prices in the $14 to $23
a ton range, we've tried to look at what would happen to coal.

And the answer is that coal output would essentially level off over this commitment period

rather than in the baseline, increase slightly.



799

800

801

802

803

804

805

806

807

808

809

810

811

812

813

814

815

816

817

818

819

UNEDITED TRANSCRIPT PAGE 39

So there would be a mildly negative impact on coal output.

But, still, there would not be an absolute decline in coal production in the United States.

All that said, the Administration is completely committed to working with the coal industry,
with communities with affected workers, since they are the ones that are most likely to see an .
impact.

Mr. BAIRD. I would personally be interested in some material on the coal research projects
for cleaner coal burning and how we can help the rural communities.

[ appreciate that information.

The second question I would have is, as we look at the sale of the greenhouse gas credits in an
international market, it seems to me rational to suggest that the profits from those sales be cycled
back into measures to further reduce the greenhouse gases.

So sort of a two-part question.

One, who benefits from the marketing of the greenhouse gas credit? Who gets the money?

We put it on the market. quey comes in somewhere. Who gets that money? And to what end
would it be put?

Dr. YELLEN. Well, I think when there's a market place, anyone that can produce something at
lower than the market price and sell it, stands to make a profit.

And when you ask, who is it that stands to make a profit in a market like this, it would be
anyone here in the United States -- firms, households -- or in the rest of the world, that look and
say, wow, I can reduce my energy use, my greenhouse gas emissions cheaply. And if I do it, I

then have the ability to sell a permit in the market place and take the gain as my profit.



883

884

885

886

887

888

889

890

891

892

893

894

895

896

897

898

899

900

901

902

903

UNEDITED TRANSCRIPT PAGE 43

Ms. KELLY. So there's nothing going on, no intent to go ahead with this before it's ratified by

the Senate.

Is that correct?

Dr. YELLEN. Absolutely not. I would say we do have obligations under the Framework
Convention on Climate Change that gave us 1990 levels of emissions by 2000 as a goal. And a
number of climate change programs of the government are consistent with that ongoing
obligation which was ratified by the Senate.

But with respect to Kyoto, there would be no action undertaken until such time as that treaty is

ratified by the Senate.

Ms. KELLY. But you will go for goals that are included in the treaty without coming to the
Senate.
[s that what ['ve just understood you to say?

Dr. YELLEN. [I've said there are previous agreements that have generated programs. Previous

agreements, not Kyoto.

Ms. KELLY. When does the Administration plan to submit the treaty to the Senate?

Do we have an estimate?

Dr. YELLEN. We continue to work to implément in an effective way the_@ean@evelopment
iﬁechanism, international trading, and we're committed to achieving meaningful developing
-

country participation, and won't submit it to the Senate until we feel that we're there.

Ms. KELLY. Thank you. My time is up. I have a number of other questions.

Chaixj_man TALENT. And Dr. Yellen, with regard to the cost of this international trading
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system, wouldn't it be a good idea to have some analysis of that before we agree to something?

Dr. YELLEN. Well, ideally, we would have estimates of the economic impacts of everything.
Hthinktttswidely-agreed-among-economists-trat 2500 economists signed a letter urging the
AN
United States to negotiate ané agreement to limit greenhouse gases that would have such
flexibility mechanisms because the experience that we've had with using it for environmental
purposes here in the United States and markets generally, is that they work well and, on balance,
greatly reduce the cost of meeting environmental and other goals.
Now there are some costs to running markets themselves and you're very right to point out that

market systems require institutions and monitoring and compliance.

It's not costless.

But, on balance, the contribution of a market system of international trading to reducing costs

and
is very great and I think it's something that we pushed for and were right to push for &a insist on

in the Kyoto Protocol.

Chairman TALENT. This analysis was published in July of 1998.

Right?

Dr. YELLEN. Yes.

Chairman TALENT. Is that when you had it available? Is that when you had made the
analysis, in July of 1998? Or had you made it before then?

Dr. YELLEN. We had undertaken a variety of kinds of economic analysis earlier. But this
analysis reflects our understanding, an analysis of what was agreed to at Kyoto.

Obviously, it was a negotiation. And we only know what was agreed to when it's over. And so
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we've taken the key things that were agreed to and have tried to perform an analysis with that
knowledge.

That doesn't mean that no economic analysis was done prior to going off to negotiate. That
would be false.

Chairman TALENT. Okay. Well, I wondered about that because, in response to one of the
questions from the Committee, you indicated that all of the quantitative analysis underlying Dr.
Yellen's testimony -- that was when you testified before the Committee in June of 1998 -- were
developed after Kyoto.

Dr. YELLEN. That's correct. That's what's in this document, this analysis. And in my earlier

testimony, the results that I cited were the ones that are also given in this document that was later

published.
All of that work was undertaken after Kyoto.

But it does not mean that the negotiations in Kyoto were uninformed by an understanding of

economics.
That's my point.
Chairman TALENT. Okay. Thank you. I'll recognize -- who is next? -- Ms. Christian-
Christensen is next.
Ms. CHRISTIAN-CHRISTENSEN. Thank you, Mr. Chairman. Good morning, Dr. Yellen.
Dr. YELLEN. Good morning.
Ms. CHRISTIAN-CHRISTENSEN. I wanted to follow up on a question about the flexibility

mechanisms because you said in your testimony that during the development of the work plan
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946 last fall in Buenos Aires, it was decided to resolve key implementation issues regarding these
947  flexibility mechanisms by the end of the year 2000.

948 Is resolving this by that time necessary before ratification efforts?

949 And if so, does that bear on suggestions that we should renegotiate elements of Kyoto because
950  the timeframe is becoming too constrained?

951 Dr. YELLEN. I think it is critical to resolve the issues about how international emissions

952 trading will work and how th@eanhvelopment ;%chanism can work as a mechanism in

953  implementing the Kyoto agreements.
954 So, clearly, these issues need to be resolved.
955 But I believe we can meet the commitments that we've made. If these issues are resolved by

956  the end of 2000, which is the plan, I believe there's adequate time for us to set the things in

957  motion that are necessary for us to meet our commitments in the/(%;)'gmitment period.

958 I think there's time that remains. And we are engaged now in discussions with industries that
959  are willing to take on voluntary commitments. Certainly, many industries are thinking about

960  Kyoto, are making their own plans with the knowledge that reduction of greenhouse gases is high
961  on the environmental agenda, an important issue.

962 And so, while we've done nothing to implement Kyoto, I think it's fair to say that many

963  industries, many firms, are looking to a future in which we are attempting world-wide to limit
964  greenhouses gases in making their own investment decisions now.

965 And in that sense, we're already on the way to taking meaningful action to meet these goals.

966 Ms. CHRISTIAN-CHRISTENSEN. Thank you. I have one other question. Again, it follows
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up on a question that the Chairman -- a concern of his, and of many critics, that the cost of
implementing Kyoto and the U.S., because of the cost, employers will relocate facilities to the
developing world, resulting in serious job losses and economic dislocations.

If you disagree with that conclusion, could you tell us what factors lead you to believe that
major disruptions of this kind are not likely to occur?

Dr. YELLEN. It's a very important consideration. [ disagree with the conclusion. First= I

want to give Hwo reasons.

First, that [ believe the impact on energy prices will be so small as quantitatively, to be
unimportant in driving international location decisions for firms.

That's number one.

Number two, many of the countries with whom we compete, the Annex-1 countries will be
undertaking commitments like ours.

So, to the extent that there's some impact on energy prices here, there will be comparable
impacts with many of our competitors.

Third, if we are successful in achieving meaningful developing country participation, and
particularly if developing countries, key developing countries were to take on targets, that would
work to level the playing field world-wide because countries that take on targets and participate
in international trading will have the incentive to comparably raise energy prices to conserve on
energy and to take advantage of the gains from that system.

So another reason for wanting the developing countries to participate in this system is to

globally level the playing field so that you don't have the kind of relocations that you would be
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rightly concerned about.
Ms. CHRISTIAN-CHRISTENSEN. So you don't anticipate that Congress would need to
consider programs to counter-act the potential for those kind of dislocations at this point?

Dr. YELLEN. I don't believe that that should be in Congress' agenda at this time.

Thank you.

Thank you, Mr. Chair.

Chairman TALENT. Mr. Hill?

Mr. HILL. Thank you, Mr. Chairman. And thank you, Dr. Yellen, for being here.

Dr. Yellen, a year ago I asked you some questions about some assumptions that [ had made,
and I asked you to make comment on those, and if you disagreed with them. And you didn't.

So I presume that you Qiéagreed with them. And I just wanted to run through these again to é’
make sure that my understanding of this is correct.

It's estimated that there are about 90 billion tons per year of carbon dioxide that comes from the
oceans, about 30 billion tons of carbon dioxide that comes from decaying plants, and about 30
percent billions of carbon dioxide emitted into the atmosphere that comes from animal and plant
activities separate from human activity.

And then about seven billion tons that comes from all the consumption of fossil fuels and from
all of human activity.

That represents about five percent of the total carbon dioxide emissions that are coming from
our activities and it's this five percent that we're substantially trying to deal with with the

protocols at Kyoto, how we're going to manage this five percent.
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Do you have any reason to disagree with those approximate numbers?

Dr. YELLEN. I don't have any information on those numbers here.

Mr. HILL. I would ask you again, if you do, maybe you would let the Committee know, as I
asked you a year ago aboﬁt that.

What I want to do is talk about the natural elements that are occurring out there because,
basically, the numbers ['ve given you, about 150 billion tons of emissions coming from natural
activities and 7 billion tons coming from other purposes.

It seems to me that if our goal is to try to reduce the carbon dioxide emissions, carbon dioxide

“build-up in the atmosphere, that we ought to be trying to analyze what's happening in the natural

side.

The assumption here is that either there's become an imbalance in terms of those natural

activities that consume the natural emissions, or that the accumulation of human activity has

added to the increase in carbon dioxide in the atmosphere.
Would you agree with that? That's basically the assumption that Kyoto is based on.

Dr. YELLEN. Well, this is a scientific question that I'm probably not best qualified to

comment on.
But you're certainly right that changes in land use and natural activities, along with human
activity, matter to the build-up of greenhouse gases in the atmosphere.

That's certainly true. And that is one reason that carbon sinks are included in the Kyoto

Protocol as a factor governing emissions.

We know that deforestation, for example, leads to an increase in greenhouse gas emissions in
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the atmosphere. That's why it's very important that the treaty recognize that we should take into
account in computing countries' targets the factors governed by carbon sinks and changes in their
release and absorption of carbon.

Mr. HILL. I don't want to argue that point with you. But deforestation reduces the natural
processes that reduce the carbon in the atmosphere. Deforestation wouldn't necessarily increase
carbon emissions.

But that's one of the things that I want to talk with you about because carbon dioxide that is
released -- a ton of carbon dioxide that comes from coal is no different than a ton of carbon
dioxide that would come from oil or gas or from any other process, is it?

[t's all the same.

Dr. YELLEN. Right.

Mr. HILL. There may be more®tusy There may be different economic consequences of all e
those things. But in terms of the impact on the atmosphere, it would be the same.

Which brings me to the question that concerns me. And that is the question of sinks because,
interestingly, in the protocol, our forest management practices were kind of left out.

In fact, they were carved out.

What we've learned in the Resources Committee, Dr. Yellen, is that we have catastrophic fire
hazards in our national forests.

As a matter of fact, our national forests are subject to greater fire hazard today than any time in
the history of the country. And that the Administration's policies are putting off for as long as 50

to 70 years eliminating these catastrophic fire hazards.
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Now, clearly, a burning national forest adds to the carbon dioxide in the atmosphere, doesn't it?

If a forest burns, it's going to add carbon to the atmosphere.

Would you agree with that?

So preventing that fire from occurring, do you think it would be a good policy?

Dr. YELLEN. You know, I'm not qualified to talk about what the right way is to promote sink
activity.

Mr. HILL. Even though the Kyoto Protocol suggests that sink activity is one of the significant
ways that we can deal with the carbon dioxide issue.

In other words, what you're saying is that we should ignore that?

Dr. YELLEN. No. I think sinks are extremely important and forestry initiatives that are judged

to be both cost effective and can help us meet our emissions targets certainly are important and

ought to be part of our approach.

Mr. HILL. So the Administration's plan prescribed burning, to increase the burning of the

forests.
How does that help us meet the emissions goal?

Dr. YELLEN. I'm sorry?

Mr. HILL. The Administration has a plan to substantially increase prescribed burning of our

national forests.
Could you tell me how that's going to help us meet our emissions goal?

Dr. YELLEN. I'm not an expert on forestry management. And to discuss that, I really think I

ought to send you somebody who's better qualified to discuss it than I am. I'd only point out that
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there are a number of different factors relating to forest management policy that have to be taken
account of.

And on the issue of burning, I'm not the right person to ask that question to. |

Mr. HILL. So you're not aware of any aspect of our current forest management practices that
would help us meet those objectives. |

Dr. YELLEN. I'm not knowledgeable enough on this topic to respond to your question.

I'd be happy to refer to this Committee somebody who can answer it.

Mr. HILL. The last thing, Mr. Chairman, before I go, your goal when you were here, there
were a lot of questions that arose again in your testimony that members wanted to understand
fully the economic assumptions and factors that you use for your projections because you're
aware of the fact that there are other economic models out there that differ dramatically from
what your economic models suggest.

Dr. YELLEN. Well, in fact, I've tried to summarize in my testimony this morning a great deal
of economic research to help pu.t our results in context.

And the conclusion that I reached and would be happy to justify in greater detail is that our
results lie more or less in the middle of what a large number of analyses are saying about Kyoto.

Mr. HILL. Dr. Yellen, you know, it's said that if you have your feet in the refrigerator and
your head in the oven, on average, your temperature is about right.

An average doesn't mean much and it certainly doesn't determine accuracy.

What we want to do is to get the factors so that we can make an analysis of the difference

becausc_ even within the Administration, there are different conclusions that are drawn.
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1093 We need to first of all understand those factors and assumptions. Then we need to translate this
1094  into some sort of cost-benefit analysis that we can use to compare alternative strategies,

1095  including strategies that might increase the natural processes to reduce carbon dioxide build-up.

1096 [ thank you.

1097 Thank you, Mr. Chairman.

1098 Chairman TALENT. Next is Ms. Tubbs Jones.

1099 Ms. TUBBS JONES. Thank you, Mr. Chairman.

1100 I'm going to make my questions brief in order to give my colleague, Ms. Millender-McDonald,
1101  at least a couple of minutes to make an inquiry of you..

1102 I want to go back to meaningful participation and get an understanding as to what meaningful
1103 participation in fact means by developing countries in this discussion about the Kyoto agreement.
1104 Dr. YELLEN. I don't have a definition to give you of meaningful participation. But, certainly,
1105  if key countries eould-be-induced; would agree to take on targets, emissions targets, and to

1106  participate in international emissions trading, that would be sufficient, I believe, to constitute

1107  meaningful participation.

1108 Ms. TUBBS JONES. Let me delve just a little bit deeper, then.

1109 How many countries are we talking about in order to assess what meaningful participation is?
1110 Dr. YELLEN. I don't have a pre-determined formula to give you.

1111 I can tell you that there are hopeful signs in that there are some countries that have agreed to

1112 voluntarily take on targets that are not in Annex-1.

1113 Argentina and Kazakstan are two countries that have shown interest. And it is our hope,
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working diplomatically, intensively, that we will convince other countries.

And we understand that, in presenting a treaty to the Senate for ratification, which is what's
required of the Administration, that it will be our job to make the case that we have achieved
something that constitutes meaningful participation.

We will have to make that case.

Ms. TUBBS JONES. So as you sit here, you have no particular goal in mind.

Dr. YELLEN. I don't want to determine in advance, pre-judge precisely what that goal is.

But as I've indicated, we're working intensively diplomatically to attempt to draw developing
countries into this treaty, so that we will be able to make the case when the time comes that
we've achie§ed that.

Ms. TUBBS JONES. Then you recognize that your critics, by you responding as you're
responding to me, say, well, what does that mean?

Dr. YELLEN. Yes.

Ms. TUBBS JONES. And so, I'm sure as a result of that, you are going to work on how we can
better respond, those of us who are supportive of this agreement, to that issue.

Dr. YELLEN. Yes. I think it's our job to justify -- [ mean, at the moment we're engaged in
intense diplomatic efforts to try to move developing countries to participate in this agreement in
ways that will be beneficial for us and for them and satisfy the Senate that we have achieved
meaningful participation.

We know that's the bar we have to jump over at the end of the day, and ought to, for this treaty

to be ratiﬁed.
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I would urge you +-+thinle to invite someone from the State Department to discuss our diplomatic
initiatives in greater detail and what their interpretation would be of meaningful participation.

Ms. TUBBS JONES. I yield to my colleague, Mr. Chairman.

Chairman TALENT. Yes.

Ms. MILLENDER-MCDONALD. Good moming, Dr. Yellen.

[ first would like to speak to the Chair because, as it appears, our colleague had raised many
scientific questions to you. And it appears that there needs to be a scientific expert who comes to
this Committee to answer those questions, as opposed to posing those questions to you and you
do not have the answers.

It appears as if that is an indication that -- and it seems to me that those are questions that are
posed primarily to embarrass, if nothing else, in my opinion.

And so, I do feel, Mr. Chairman, that if we're talking about scientific questions being raised,
we certainly should have the proper people being in this Committee to dé so.

Dr. Yellen, you say that you're trying to draw developing countries into this Kyoto Protocol.
And yet, they are saying that they will not come in because of new commitments or they have
been excluded with -- let's see if I can get you that so that [ can adequately state that.

They feel that they have been clearly excluded from new commitments in this protocol.

So how do you expect to draw them in if, in fact, they feel that they have not been brought to
the table with certain commitments that should be within this agreement?

Dr. YELLEN. First of all, we have a§lean %velopment,l/({échanism that is part of the protocol.

- —

[ think the Clean @velopmen@%chanism offers clear advantages in meeting the goals of the
= —

-

-
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protocol and benefits for developing countries.

=

So one of the first things we need to do is to convince developing countries that the benefits to
them of using this as a way to put in place environmentally friendly energy-efficient projects in
countries that are growing rapidly.

And we're doing that.

Beyond that, I think we can try to convince them, and we are, of the benefits to them of taking
on targets voluntarily, in spite of the fact that they're not obliged to do so under the terms of the
treaty.

And the reason that I think we have a chance in convincing them is because there is a win-win
here.

There is a potential win for developing countries because if they take on targets that represent
reductions from their baseline emissions paths, but ones that are not excessively ambitious given
their economic situations, they will have the ability to reduce emissions more than they're
required to do so.

They have the potential to do that at very low cost and they can earn income as well as
resources for their development of their energy sectors by selling emissions permits in the world
markets to the United States and other developed countries.

Ms. MILLENDER-MCDONALD. And has this been articulated to them?

Dr. YELLEN. Yes, indeed, it has been articulated.

Ms. MILLENDER-MCDONALD. And what has been the response that they've given?

Dr. YELLEN. I personally articulated this case in several instances in China and in other
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countries.

I think that this is something that they are beginning to understand, that they can participate in
ways that will be a win for them.

And we're pursuing this diplomatically. There is a case to be made.

On top of that, if you take a country like China and ask, what is its number-one environmental
problem, I think the answer is air pollution.

So they themselves are tremendously concerned about the adverse health consequences of their
intensive reliance on coal. They see themselves developing rapidly with worse pollution, local
pollution problems.

That isn't greenhouse gases. That's not climate change. But they have a motive to try to deal
with coal and substitute cleaner energy in their own development. Even forgetting about
greenhouse gases and climate change.

When you combine their natural interest in controlling pollution with the possibility that they
can abate emissions very cheaply, and particularly with the help of U.S. businesses that have the
technology readily available to abate emissions of these countries at low cost, and then walk out
ahead, having actually earned revenue because by abating emissions below their targets, they can
sell these permits in world markets.

We come out ahead. They come out ahead.

Ms. MILLENDER-MCDONALD. Well, truly. But are you suggesting, then, that the U.S.
businesses are amenable to doing this with developing countries such as China?

Dr. YELLEN. They would love to do it with countries like China because I think they can see
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in Chinese participation or other developing country participation enormous gains for businesses.

Businesses would have the opportunity to put into place at low cost technologies we already
possess that would enable China to grow in a cleaner way.

And it would boost their sales. It would give a boost to an important industry in the United
States, namely, energy efficiency, the whole energy-efficient sector.

It's terrific as a business opportunity and it's a win-win all around.

Ms. MILLENDER-MCDONALD. Well, you see it as a win-win. But do our U.S. businesses
see it as a win-win for them, both here, domestically, as well as internationally?

You're saying they do internationally. What about domestically?

Dr. YELLEN. I think even domestically, many of our businesses see the potential for a win
here because we will be stimulating the development of new technologies and new cars and fuel-
efficient cars and green technologies and environmentally-sound technologies.

And that can be a real win for businesses.

Ms. MILLENDER-MCDONALD. I am just absolutely excited about this issue.

Mr. Chairman, [ know I'm over time. I've seen the red light two minutes ago.

But I would like for us to maybe, if [ can suggest to you, Mr. Chairman, the Ranking Member,
to have another hearing on this, but to bring some of the scientific people out because I would

like to pose some questions myself to ones who perhaps have a more scientific view of this issue

than perhaps the Doctor has.
And thank you so much.

Chairman TALENT. [ appreciate the gentlelady's comments.
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We had an extensive hearing on the science in the middle of last year.
[ don't generally restrict what members wish to ask about. Dr. Yellen testified as to the
scientific underpinnings of this. And so, I thought it was fair for Mr. Hill to ask his questions,

although I was thinking while he was doing it that we ought to have maybe a hearing with the

Subcommittee on Rural Enterprisesweuld-be-good——"

I'm very interested in reconvening this with Dr. Yellen again and perhaps somebody from the
State Department, to find out, among other things, what analyses were made before they agreed
to a seven-percent level below 1990 emissions.

Because it does seem to me that this whole international trading system depends on the
assumption that foreign countries are able to achieve their targeted emission levels much cheaper
than we're able to achieve our targeted emission levels.

Otherwise, they can't reduce the cost of our permits by close to 90 percent, which means that
they got a pretty good deal in terms of their targeted emission levels.

One question I have is why we didn't get our target emission levels up a little bit,-sat-at the
1990 levels the President originally suggested.

Then maybe we could push them a little bit in negotiations to agree to a little bit less. Because
I'm less concerned about win-win for them than I am about the effect on the American economy.

We seem to be very concerned about win-win for foreign countries and less concerned about

the impact on our own country.

['m also going to inquire, Dr. Yellen, about what analysis you did perform before -- and we'll

get through this in written questions -- before Kyoto.
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Let me ask you one other question. I know you have to go.

‘What are we going to do if the other countries agree to targeted emission levels and then they
cheat?

Dr. YELLEN. Compliance tsclearly; and monitoring and-eemplianee-is clearly a very L \
important issue in the design of an emissions trading system, and it will be considered in great
detail in that context.

Chairman TALENT. I understand. But [ mean, since we are considering Mexico agrees to
targeted emission levels, and then says it's déing below that, sells the permits to us, gets all our
money and then builds whatever factories it wants.

Dr. YELLEN. There are a number of possible approaches to provide incentives for compliance
that, to trade, the countries would have to comply.

That will be the matter that's up for negotiation at the next conference.

Ms. MILLENDER-MCDONALD. And will there be penalties for those who do not comply?

Dr. YELLEN. Well, I don't want to pre-judge what's going to come out of that negotiation.

That is what's to be decided, what form possible penalties could take. Could they relate to ability

to trade?

That's something that needs to be determined.

Ms. MILLENDER-MCDONALD. And are the tax incentives that the President is proposing,
will this help our small businesses because I think that is critically an issue for small businesses
as they engage in this whole reduction of emissions.

Dr. Y_ELLEN. Well, the President has laid out a series of tax incentives and other climate
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change initiatives. I think that small businesses certainly have the opportunity to benefit from the
tax cuts that the President has proposed in his most recent budget and in last year's budget as
well, to put in place energy-efficient technologies.

Ms. MILLENDER-MCDONALD. I would like to, Dr. Yellen, see those specifically and
especially for minority businesses.

Thank you, Mr. Chairman.

Chairman TALENT. Yes.

Dr. YELLEN. Thank you.

Chairman TALENT. If we know they're cheating, they'll comply.

Thank you, Dr. Yellen, for coming.

The next witness -- we do have another panel, [ should have mentioned. Actually, another
witness.

And Mr. Reinstein is not under a time constraint that [ know of, so --

Mr. Reinstein, [ understand you don't have.to go back to Helsinki for a week. So you have
plenty of time here for us.

Mr. REINSTEIN. I have lots of time.

Chairman TALENT. We'll go right to your testimony. It's Mr. Robert Reinstein, who is the
president of Reinstein & Associates International, Inc.

Mr. Reinstein.





