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Cap-and-Trade Framework:  The Lieberman-Warner Climate Security Act (S. 2191) would launch a “cap-and-trade” system that uses the power of America’s economic markets and technology to reduce pollution from large sources of emissions.  This emissions trading framework will guarantee environmental results while creating new economic opportunities for many businesses and providing maximum flexibility to minimize costs for others.  The cap-and-trade approach was pioneered in the United States under President George H.W. Bush as part of the 1990 Clean Air Act program to combat acid rain, which reduced sulfur dioxide emissions from power plants.  The market-based program has been highly successful, achieving the desired emission reductions while driving technology innovation, creating new business opportunities, and reducing costs to large emitters to as little as 1/10th of some of the forecasts that were made prior to the legislation taking effect.

The cap and trade approach provides a strong force for change because it provides economic incentives to companies everywhere to identify new and better ways to reduce pollution, encouraging innovation.  Under the Lieberman-Warner bill’s cap-and-trade system, every company has the flexibility to choose the most cost efficient ways to reduce pollution, and they can purchase emission allowances for the pollution they can’t avoid.  As businesses trade (buy or sell) emissions allowances from each other, they create a virtual stock market for pollution reductions.

The market-based emissions trading approach is not appropriate for some pollutants, such as toxins that have local health impacts.  But it is particularly well suited for greenhouse gases, which have a global impact.  By reducing costs over traditional “command and control” environmental regulation, the market-based emissions trading strategy facilitates deeper emission reductions and environmental benefits at lower costs.

Economic Opportunity to Create “Green Collar” Manufacturing Jobs in America:  The Lieberman-Warner bill provides a new profit center opportunity for companies:  reducing greenhouse gas pollution.  This includes new and expanded opportunities for entrepreneurs and established businesses that manufacture clean energy technologies.   In fact, $20 trillion will be invested in energy technologies globally in the next two decades, providing a vast market opportunity not only in the United States, but throughout the world.  

In addition to the market-based technology incentives created by the emissions trading program, the Lieberman-Warner bill includes an additional federal investment to stimulate low pollution energy technologies in the next two decades that would be 10 times as large as current levels of energy R&D funding.  Unlike other plans that would dip into the Federal Treasury for energy spending, the Climate Security Act is fiscally sound and obtains its funding from the auctioning of emission allowances. The bill will stimulate investment in key technology areas, including: 

· Electric power generation from renewable energy sources.

· “Next generation” biofuel facilities that use farm crop residue, switch grass and other sustainable fuel sources that deliver more “bang for the buck” in energy savings than corn-based ethanol. 

· New technologies to capture carbon dioxide emissions from coal-fired power plants and store the carbon deep underground.

· The retooling of U.S. auto manufacturing facilities to manufacture more efficient vehicles.  

The Apollo Alliance, a coalition of national labor unions and other partners, has estimated that a bold program of investments in clean-energy technology will create more than 3 million high-wage jobs in construction, manufacturing and industrial machinery by 2015 and expand the economy by $330 billion.

Immediate Economic Opportunity:  America doesn’t have to wait for new technologies to make significant progress today in cutting pollution.  In the near term, there is significant opportunity throughout the economy to promptly reduce greenhouse gas emissions through energy efficiency improvements using off-the-shelf technologies.  Companies that have voluntarily set goals for reducing emissions have been able to achieve those goals consistently ahead of schedule and at a corporate profit.  For example, BP, one of the world’s largest energy companies, met its internal greenhouse-gas-reduction target nine years ahead of schedule, reducing emissions by 18 percent and saving $650 million over three years after an initial investment of $20 million.  California has demonstrated that aggressive energy efficiency and clean fuel policies can spur energy conservation on a large scale:  the state has reduced the average amount of greenhouse gas emissions per person by 50 percent, compared to average emissions in the rest of the nation.

Economic Cost of Delay:  Doing nothing on climate change is a recipe for economic failure.  Consider the major economic risks from our current dependency on fossil fuels, including the potential disruptions to foreign supplies of oil.  Also, the economic damage from global warming itself will climb year after year if we fail to act.  A recent commission chaired by Sir Nicholas Stern, former chief economist of the World Bank, found that global warming could reduce world economic output by as much as 20 percent if we fail to take action
Beyond the impacts of global warming, there is also a very real price industry will pay the longer we wait.  Businesses are making billions of dollars in investments in the coming years for power plants and other energy capital, and they need certainty of the rules – and a flexible framework such as that in the Lieberman-Warner bill – to make the most efficient decisions.  
Also, a slow start on federal action means a crash finish.  If we start cutting pollution by the year 2012, we can cut pollution gradually by about 2% every year.  If we delay even two years, we will need to cut pollution at twice the rate (around 4% a year) just to achieve the same cumulative pollution levels through the year 2020.  

Economic Modeling of the Legislation:  Because the Lieberman-Warner bill designed to drive technology innovation, economic models are incapable of guessing at what that innovation may bring, and the economic opportunity it entails.  However, many economists analyze bills based on the technology we have now to determine what the likely market-based price will be for emission allowances, and how that will affect energy prices and GDP. 

According to a detailed technology analysis by McKinsey & Company on behalf of Shell, Honeywell, DTE Energy and other sponsors, U.S. emissions can be reduced by 20-30% below current levels by the year 2030 (reductions comparable to those in the Lieberman-Warner bill) through measures that are cost effective.  The cost savings from many of these measures (such as improving efficiency in buildings) would roughly offset the added cost of the more expensive options (such as reducing pollution at coal-fired power plants).

Analysis of an earlier version of the Lieberman-Warner bill by Duke University’s Nicholas Institute for Environmental Policy Solutions and RTI International suggests the following:

(1) America’s economy will grow strongly under the Lieberman-Warner bill.  Total U.S. GDP will roughly triple in size between 2010 and 2050 with or without enactment of the bill.  However, there may be some slight loss in GDP through 2050 – roughly equivalent to delaying economic growth by about 6 months over a 40 year timeframe.  This analysis does not attempt to assess, however, the positive boost to the U.S. economy that would accompany a renaissance in manufacturing clean energy technologies to sell around the world.

(2) The Lieberman-Warner bill returns significant revenues to consumers.  The bill is the first to provide detailed provisions to aid a just transition to a clean energy future for low- and middle-income families.  Based on the Nicholas Institute’s forecast for emission allowance prices, NWF calculates that the consumer-oriented provisions in the bill’s allocation formula will return $425 billion to low- and middle-income consumers thru the year 2030.  

(3) Energy prices may increase for businesses and residential consumers, although energy bills could go up or down.  Compared to a “business as usual” pathway, the Nicholas Institute estimates that, by the year 2015: the price of gasoline may increase by 7%; the price of natural gas may increase by about 17%; and the price of electricity may increase by about 20%.  However, increasing energy prices does not automatically translate into higher energy bills, as consumers will have greater access to energy saving technologies that reduce the amount of gasoline, natural gas and electricity purchased.  A recent analysis by the U.S. Environmental Protection Agency of a similar climate bill (S. 280) determined that overall cost of generating electricity across the United States would decrease by 2025, as the savings from energy conservation more than offset the costs of pollution controls to industry.  

(4) The United States energy mix will diversify and rely less on fossil fuels.  The legislation will drive energy conservation and renewable energy sources, with the overall use of fossil fuels (coal, oil, natural gas) declining 12% by 2015 relative to business-as-usual.  United States dependency on oil will be reduced by 15% compared to business-as-usual by 2050.  

(5)  The Cost of emitting greenhouse gas emissions will increase over time as emissions limits tighten.  Emission allowance prices are estimated to increase from $20 per ton (carbon dioxide equivalent) in 2015 to $111 per ton in 2050 as emission caps tighten.  
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