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XIX. Climate Policy

AIT: “The European Union has adopted this U.S. innovation [emissions trading]
and is making it work effectively there.” (AIT, p. 252)

Comment: What does “effectively” mean in this context? Gore doesn’t say. If
“effectively” means effective in reducing CO, emissions, then the statement is incorrect.
Since 1997, the year the Kyoto Protocol was negotiated, EU emissions have increased.
What is more, EU emissions are increasing faster than U.S. emissions.
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EU emissions are rising so rapidly that most EU countries are not on track to meet their
Kyoto targets.? See the Figure below.
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Source: Institute for Public Policy Research, Traffic Lights Report (Dec. 27, 2005)

Open Europe, a British think tank, notes several “serious problems” with the EU
Emission Trading Scheme (ETS):?

e Most countries game the system for competitive advantage. The UK chose
tough targets based on past emissions as a baseline while other members gave
their firms generous allowances based on projected future emissions. During
2005-2007, the system will transfer nearly £1.5 billion from UK firms to
competitors in countries with weaker controls.

e The ETS is not reducing emissions. “According to figures released in June
2006, member states handed out permits for 1,829 million tons of CO; in
2005, while emissions were only 1,785 million tons...In other words, at
present the system is simply not limiting emissions. Only four out of the 25
member states had targets which were lower than their actual emissions.”

e The ETS enables Big Oil to profit at the expense of hospitals and schools.
Instead of auctioning permits, member states handed out permits “free to
individual firms based on a variety of rather sketchy criteria. This attempt at
central planning has had all kinds of perverse results. For example NHS
hospitals have been forced to spend a total of £1,300,000 buying up permits,
and 18 UK universities are also net contributors. Ironically, large oil
companies [e.g., British Petroleum] have made substantial profits under the
scheme.”

e Loose targets create an unstable market that discourages technological
innovation. When firms realized in April 2006 that member states had set lax
targets, permit prices fell from €30.50 per ton to just €9.25 per ton in one
week. This kind of instability undermines firms’ incentive to invest in carbon-
reducing technologies.

e The system is a red tape nightmare for small entities. “Many small
plants—for example the main boiler in a hospital—are covered by the scheme,
and have to employ staff to conduct monitoring, compliance activities, and
pay for official verification...such plants contribute little to total emissions.”
Public and private organizations in the UK pay an estimated £62 million per
year in administrative expenses.

AIT: Gore reports that a Canadian company has “figured out how to make a new kind
of ethanol from plant fiber—meaning that it’s cheaper and cleaner than regular
ethanol.” He also reports that, “By one estimate, this new technology means that crop
waste could create 25% of the energy needed for transportation. While ethanol from
corn creates 29% less greenhouse gas than gasoline, ethanol from cellulose could cut
gases by 85%.” (AIT, p. 137)

Comment: Ethanol as a motor fuel has been around for a long time. Henry Ford built his
first car, the quadricycle, to run on pure ethanol. The federal government first began
funding research on ethanol made from cellulose more than 30 years ago. However,
reports the U.S. Energy Information Administration, “To this day, there is still not a
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commercial plant using cellulose as the feedstock.” The key question for consumers is

whether the Canadian company can make cellulosic ethanol that is more affordable than
regular gasoline. AIT sheds no light on this matter.

What we do know is that corn-based ethanol—which has been available as motor fuel for
decades—is more expensive than regular unleaded gasoline. For example, in June 2006,
the per-gallon “rack” (wholesale) price of ethanol in corn-rich Nebraska was $3.58 versus
$2.22 for unleaded gasoline—a difference of $1.36 per gallon.’

Were it not for a 51-cent-per-gallon exemption from the federal motor fuels tax and other
policy privileges, a national market for ethanol would not even exist.

AIT: “Unfortunately, the false choice posed between our economy and the
environment affects our policies in harmful ways. One example is auto mileage
standards. Japan has cars that are required by law to get more than 45 miles per
gallon. Europe is not far behind, and has passed new laws designed to surpass
Japanese standards...Yet the United States is dead last.” (AIT, p. 272)

Comment: Fuel economy standards restrict, not expand, the numbers and types of cars
auto companies may legally produce and sell. A low fuel economy standard does not
restrict production of high miles-per-gallon (mpg) vehicles. However, a high fuel
economy standard does restrict production of low mpg vehicles. Therefore, to say that the
United States is “dead last” in fuel economy regulation is to say that America is first in
consumer choice.

AIT: “We’re told that we have to protect our automobile companies from
competition in places like China where, it is said, their leaders don’t care about
the environment. In fact, Chinese emissions standards have been raised and
already far exceed our own. Ironically, we cannot sell cars made in America to
China because we don’t meet their environmental standards.” (AIT, p. 272)

Comment: This is incorrect. U.S. fuel economy standards specify a fleet average mpg.
Many U.S. cars exceed the average, and many meet China’s new standards. According to
World Resources Institute, 100% of Ford’s 2003 sales already meet China’s Phase |
(2005/2006) standards, and 72% of its 2003 sales meet the Phase 11 (2008) standards.
Similarly, 42% of GM’s 2003 sales meet Phase | standards, and 32% meet the Phase I1
standards.®

Gore argues as if U.S. companies cannot sell a single car in China unless all U.S.-made
cars comply with Beijing’s fuel economy standards—the equivalent of saying U.S. firms
won’t be able to sell cars in India’s market until all U.S.-made cars are built to drive on
the left side of the road.

AIT: “But the auto companies are suing California to prevent this state law from

going into effect—because it would mean that, 10 years from now, they would
have to manufacture cars for California that are almost as efficient as China is
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making today.” (AIT, p. 273)

Comment: Gore misrepresents the auto companies’ position. They are suing because the
California law, which sets CO, emission standards for new cars and trucks, would
establish de facto fuel economy standards for new vehicles sold in California,” and the
Energy Policy and Conservation Act prohibits states from adopting laws or regulations
“related to” fuel economy.® Congress enacted the prohibition to prevent states from
fragmenting the U.S. auto market.

AIT: “Our outdated environmental standards are based on faulty thinking about
the relationship between the economy and the environment...as the chart makes
clear, it’s the companies building more efficient cars that are doing well. The U.S.

companies are in deep trouble.” (AIT, p. 273)

Comment: Gore confuses fuel economy (the number of miles per gallon) with fuel
efficiency (the amount of work per unit of fuel). Today’s cars and light trucks are much
more efficient than their counterparts of 30 years ago. However, consistent with
consumer preferences, most of the efficiency gains of the past 20 years have been used to
increase vehicle acceleration, towing capacity, size, and weight rather than fuel
economy.® See the Figures below.
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Japanese and European car makers have higher corporate average fuel economy (CAFE)
ratings not because their cars are more efficient but because they make a larger
proportion of small vehicles.
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inefficient gas-guzzlers even though the marketplace is sending them the same
message that the environment is sending them.” (AIT p. 273)

Comment: Much of their recent advertising push is for SUV “crossovers,” which are
smaller than conventional SUVs and get better gas mileage.

AIT: Gore’s chart on page 273 shows that, during Feb.-Nov. 2005, market
capitalization increased at Toyota (+11.86%) and Honda (+3.28%) and fell
dramatically at Ford (-33.20%) and GM (-35.84%).

Comment: Hindsight, as the saying goes, is always 20/20. Anticipating major shifts in
consumer preferences is seldom easy. For example, who in the year 2000 anticipated oil
prices rising to $70 a barrel? Gore overlooks two big points. First, U.S. automakers
would probably not even exist today had they been “ahead of their time” and emphasized
“climate-friendly” vehicles in the 1990s. Consider this excerpt from the April 2001
edition of Harper’s Magazine:

By the mid-1990s, the SUV had become among the most lucrative
automotive categories in history. The profit margin on each vehicle ranged
from $6,500 for a compact model like Toyota's RAV4 to $17,000 for a
luxury model like the Lincoln Navigator. On average, automakers made
$10,000 for each SUV sold, ten times the margin on a sedan or minivan,
which, last year, generated a stunning $18 billion in profits for the
industry. For the first time in decades, the auto industry had a genuine
cash cow, and they used it to fund a huge expansion campaign. In 1999,
for example, with the profits from a single year’s production of
Expeditions and Navigators, Ford was able to buy the Swedish company
Volvo outright.'

Second, a big part of Detroit’s troubles comes from contracts the Big Three negotiated
during the 1950s, 1960s, and 1970s with the United Auto Workers. Because of those
agreements, GM, Ford, and Chrysler have been providing health care, pension, and
“other post-employment benefits” (OPEB) far more generous than those offered by
Japanese and European auto makers.™

AIT: To debunk the notion that “we’re helpless to do anything” about global
warming, Gore provides a chart forecasting increases in U.S. energy production
from renewable sources (biomass, wind, solar, geothermal, and hydro). The chart
shows U.S. renewable energy production increasing from about 7 quadrillion
British thermal units (quads) in 1990 to 10 quads in 2005 to 22 quads in 2030.
(AIT, p. 276)

Comment: Gore’s forecast is very bullish, and he cites no source for it. The U.S. Energy
Information Administration (EIA) projects an increase in U.S. renewable energy
production from 5.88 quads in 2005 to 9.02 quads in 2030—Iess than half the increase
forecast by Gore. Moreover, in EIA’s analysis, renewable energy production as a share of
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total consumption remains flat over the forecast period. Renewable energy contributes
about 6% of total U.S. energy consumption in both 2005 (5.88 quads out of 101.27
quads) and 2030 (9.02 quads out of 133.88 quads).*?

AIT: Continuing his pep talk about steps “we” can take now to mitigate global
warming, Gore lauds Denmark’s wind farms, and provides a two-page photograph
of an offshore wind farm at Copenhagen. (AIT, pp. 378-379)

Comment: Gore does not address any of the well-known drawbacks of wind power.
These include cost (if wind electricity were competitive, governments would not need to
subsidize and mandate it)," intermittency (the turbines spin and generate power only
when the wind blows), avian mortality,™ site depletion (places with suitable wind
conditions are a finite resource), and scenic degradation (per kWh of electricity, wind
farms consume far more land area than either fossil fuel or nuclear power plants). Gore
concedes that 300-foot-tall wind towers “alter our skylines, but many find watching their
spinning blades peaceful to look at” (p. 279). He should try telling that to Senator Ted
Kennedy, who fought to block construction of a wind farm in Nantucket Sound about
eight miles from his home in Hyannis Port."

Remains of a Condor at Altamont Wind Farm

AIT: Gore quotes from a study by Princeton economists Robert Socolow and
Stephen Pacala that, “Humanity already possesses the fundamental scientific,
technical, and industrial know how to solve the carbon and climate problems for
the next half century.” He claims that the policies Socolow and Pacala
recommend, “all of which are based on already-existing, affordable technologies,
can bring emissions down to a point below 1970s levels.” (AIT, pp. 280-281)

Comment: Gore cannot know the solutions are “affordable,” because the authors

specifically say they are not going to estimate costs. The study basically shows that if
political leaders can somehow coerce everybody to use less energy, and don’t care what it
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costs, they can significantly reduce emissions by 2054. We needed Princeton professors
to tell us that? Let’s look at some of the strategies Socolow and Pacala (S&P)
recommend.

S&P’s Strategy No. 1 is to double the fuel efficiency of 2 billion cars from 30 to 60 mpg.
However, the current fuel economy standard is 27.5 mpg for passenger cars and 21.6 mpg
for light trucks.'® So S&P are really proposing an almost threefold increase in fuel
economy for a large portion of the U.S. fleet. It is politically difficult to mandate even
small fuel economy increases. Their proposal would drastically curtail production of
large SUVs, pickups, and sedans—a declining but still significant portion of the U.S. auto
market.

S&P’s Strategy No. 2 is to decrease the number of car miles traveled by half. But the
U.S. population could easily increase 50% or more by 2054.*" This strategy is tantamount
to rationing cars—commuters and soccer moms should just love it.

S&P’s Strategy No. 5 is to replace 1,400 coal electric plants with natural gas-powered
facilities. But the USA already faces a natural gas supply crunch. This strategy would
play havoc with consumer electricity bills and destroy tens of thousands more high-tech
jobs in the chemical industry, which uses natural gas as a feedstock.

S&P’s Strategy No. 9 is to add double the current global nuclear capacity to replace
coal-based electricity. This proposal should go over big with the no-nukes environmental
establishment. Note that Gore never mentions it in his summary of S&P’s
recommendations on page 281.

S&P’s Strategy No. 10 is to increase wind capacity by 50 times relative to today, for a
total of 2 million large windmills. The word boondoggle comes to mind, and in case S&P
has not heard, there’s a growing grassroots backlash against wind farms. Again, check
with Sen. Kennedy on this.

S&P’s Strategy No. 13 is to increase ethanol production 50 times by creating biomass
plantations with an area equal to 1/6™ of world cropland. This strategy is a prescription
for decimating millions of acres of forest and other wildlife habitat.'®

If AIT were a balanced presentation of issues, instead of a lawyer’s brief for energy
rationing, Gore would at least have mentioned Hoffert et al. (2002), the study to which
S&P’s study was a response.*®

Martin Hoffert and his colleagues, a team of 18 energy experts, examined possible
technology options that might be used in coming decades to stabilize atmospheric CO,
concentrations. Such options include wind and solar energy, nuclear fission and fusion,
biomass fuels, efficiency improvements, carbon sequestration, and hydrogen fuel cells.
Hoffert et al. found that, “All these approaches currently have severe deficiencies that
limit their ability to stabilize global climate.” They specifically took issue with the U.N.
Intergovernmental Panel on Climate Change’s claim that, “known technological options
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could achieve a broad range of atmospheric CO, stabilization levels, such as 550 ppm,
450 ppm or below over the next 100 years.” World energy demand could easily triple by
2050. Yet, Hoffert et al. point out, “Energy sources that can produce 100 to 300% of
present world power consumption without greenhouse emissions do not exist
operationally or as pilot plants.”

The bottom line: “CO, is a combustion product vital to how civilization is powered; it
cannot be regulated away.” Without “drastic technological breakthroughs,” it is not
possible to stabilize atmospheric CO, concentrations and meet current and projected
global energy needs.

A report by the Pew Center on Global Climate Change, U.S. Energy Scenarios for the
21 Century, implicitly comes to the same conclusion.?’ The Pew report sketches out
three scenarios—possible future development paths—of the U.S. energy supply system
from 2000 through 2035, and the increase in carbon emissions under each scenario.

Pew’s analysis of one scenario in particular merits our attention. In “Technology
Triumphs,” state policy interventions, technology breakthroughs, and changing consumer
preferences converge to accelerate commercialization of high-efficiency, low-emission,
and zero-emission energy technologies. In this scenario, state governments:

e Set “rigorous” efficiency standards for appliances, enact caps on CO, emissions
from power plants, and introduce or expand renewable portfolio standards
(policies requiring specified percentages of electricity to come from wind, solar,
and biomass technologies).

e Enhance electric power generation and transmission efficiencies via tax
preferences and other policies promoting investment in “combined heat and
power” (on-site electric generating units that harness exhaust heat to support
space and water heating, air conditioning, and various industrial processes) and
“distributed generation” (small-scale units located at or near customer sites that
avoid energy losses incident to long-range transmission).

e Subsidize fuel cell research and effectively raise federal fuel economy standards
by requiring new cars, minivans, and light trucks to reduce emissions of CO, per
mile traveled.

These actions, combined with breakthroughs in solar photovoltaic manufacturing and a
shift in consumer preference from “sprawling” to compact residential development, slow
the growth of vehicle miles traveled, expand markets for hybrid cars, accelerate power
sector fuel switching from coal to natural gas, and lay the building blocks of a hydrogen
economy.

“Technology Triumphs” is really a “Politics Triumphs” scenario with state governments
implementing a wide array of “technology forcing” schemes to “green” U.S. energy
markets. These are the very types of measures S&P advocate in their study and which
Gore claims would create wealth while reducing emissions.
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But the Pew report inadvertently pours cold water on Gore’s Kyoto-without-tears
assessment. In the “Technology Triumphs” scenario, U.S. carbon emissions “rise 15
percent above the year 2000 levels by 2035”—about 35 percent above the U.S. Kyoto
target—despite multi-state regulation of CO, emissions from vehicles and power plants,
mature markets for hybrid cars, widespread efficiency upgrades in the power sector, a
successful launch of the hydrogen economy, and the proliferation of “energy smart”
communities and houses.

The Pew report concludes that, “In the absence of a mandatory [national] carbon cap,
none of the base case scenarios examined in this study achieves a reduction in U.S.
carbon dioxide emissions by 2035 relative to current levels.” And it emphasizes, “This is
true even in the scenario with the most optimistic assumptions about the future cost and
performance of energy technologies.” In other words, to reduce emissions, it is necessary
to force people to use less energy than they need—a lot less. That is a prescription for
recession and worse.

It is also unclear what environmental benefit the P&S program could accomplish. P&S
aim at reducing U.S. emissions to 1970 levels by 2054. But even if by some miracle
global emissions fell to 1970 levels tomorrow, carbon dioxide levels in the atmosphere
would continue to rise. Mankind would still be emitting about 4.5 billion tons of carbon
equivalent emissions annually.?

AIT never confronts the most obvious objection to regulatory climate policy. The main
regulatory policies debated in Congress today—the Kyoto Protocol, McCain-
Lieberman,*” the Bingaman-Domenici initiative?>—would have no discernible impact on
global warming. The Kyoto Protocol, for example, would avert only 0.07°C of global
warming by 2050.%* It would postpone the arrival of a 2°C warming by six years—from
2094 to 2100. See the Figure below.
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However, although Kyoto would have no measurable effect on global warming, it could
cost the U.S. economy tens to hundreds of billions of dollars in higher energy prices, lost
jobs, and lower GDP.% Alas, the only proven “method” for making deep emission cuts is
that of the former Soviet Union and Eastern Europe: economic collapse. See the Figures
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below.
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Regulatory climate policies are either all economic pain for no environmental gain or a
“cure” worse than the alleged disease.
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