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Good morning Chairman Bingaman and Members of the Committee. I speak to you today on behalf of the bipartisan National Commission on Energy Policy.  The Commission is gratified that our recommendations on climate change continue to inform this Committee’s deliberations and I appreciate the opportunity to speak with you today regarding the Energy Information Administration’s analysis of Chairman Bingaman’s draft legislation.  In the summer of 2005, this Committee played a critical role in moving the Congressional debate on climate change forward by winning Senate adoption of a landmark resolution recognizing the importance of the climate problem and, for the first time, putting this body on record in support of the need for mandatory efforts to reduce greenhouse gas emissions.  I continue to believe that in years to come, passage of this resolution will come to be seen as a pivotal moment in the evolution of our collective response to the risks posed by climate change.  I commend Chairman Bingaman, Senator Domenici and many others on this Committee for their leadership on this issue.
The Sense of the Senate resolution represents a critical milestone because it recognizes the urgency of taking mandatory action on climate while also establishing conditions that must be met to craft an effective, responsible, and politically viable path forward.  The resolution calls for an approach that will slow, stop, and reverse the growth of greenhouse gas emissions.  But it also emphasizes the need to adopt an approach that is market-based, will not significantly harm the U.S. economy, and encourages comparable action by other nations that are major trading partners and key contributors to global emissions.  
We are now moving to the next phase of the legislative process, in which the laudable goals of the Senate resolution must be translated into specific language that can win the support of Congress.  The Commission is very supportive of the process this Committee is pursuing to reduce the polarization that has dominated past climate-change debates and build the bipartisan consensus necessary to enact legislation.  It is clear that the draft bill analyzed by EIA benefited greatly from detailed input received as a result of the program design workshop this Committee conducted last year.  New provisions that address key issues such as permit allocation and emissions offsets with greater specificity than ever before will add much to the continuing discussion.  It should also be noted that the bill under discussion proposes somewhat stronger emission reduction targets than the similar legislation EIA analyzed in 2005.  The Commission believes that further opportunities exist to strengthen this legislation while still abiding by the requirements of the Sense of the Senate Resolution and we hope to share more specific suggestions—as well as our current thinking on other key design issues such as allocation, point-of-regulation, and emission offsets—with the Committee in the coming weeks.  

Chairman Bingaman, the Commission is very encouraged  by your and Senator Specter’s decision to circulate a discussion draft and  initiate an ongoing series of staff working sessions to hammer out the tough questions that remain.  Submitting your legislation for detailed economic analysis prior to entertaining a larger public discussion reflects a continued commitment to serious engagement with the concerns that must be overcome to advance this debate.  We hope that advocates of other climate proposals will also see the value of subjecting their ideas to a similar degree of scrutiny.  
For the remainder of my testimony, I would like to focus first on the substance of EIA’s findings and then on the implications of these findings as Congress goes forward to design an effective legislative approach on climate change.

Summary of Impacts

The EIA analysis of Senator Bingaman’s proposal allows us to directly address one of the questions at the heart of the debate over climate legislation:  Is it possible to take a meaningful first step to limit greenhouse gas emissions without harming the economy?  EIA‘s most recent analysis again demonstrates that the answer is yes.  This conclusion is in line with EIA’s assessment of a similar proposal from NCEP that was analyzed at the request of Senator Bingaman in 2005.  EIA said of that proposal that the overall growth rate of the economy during the period of analysis was “not materially altered.”  For Senator Bingaman’s current proposal, EIA found similarly minor impacts: according to its analysis, U.S. GDP in 2030 is reduced by only one quarter of 1 percent compared to the baseline case.  This is equal to slowing the rate of economic growth by roughly one month over the next 20 + years. 
It is also important to emphasize that EIA’s analysis does not include positive benefits from the $50 billion the current proposal would generate over the next 20 years for technology incentive programs.  These funds would accelerate the development and deployment of the breakthrough technologies—such as advanced coal gasification with carbon sequestration, cellulosic ethanol, and renewable energy—that will be necessary to achieve significantly deeper emissions reductions in the future.  In other words, if EIA had used more optimistic technology assumptions to reflect the bill’s significant technology incentives, the analysis would likely have shown larger emission reductions at even lower cost.

EIA’s analysis also shows modest impacts on energy use and prices.  While growth in coal use is projected to slow by more than 50 percent compared to the business-as-usual (BAU) baseline case, EIA predicts that overall coal use will continue increase under the proposed policy even without accounting for the new markets that will be created by IGCC and sequestration.  When crafting its recommendations, the Commission worked closely with the United Mine Workers to develop a strategy that would initiate the transition toward a low-carbon future while providing an opportunity for carbon sequestration and other carbon management approaches to mature before rising carbon prices would render coal-based energy uneconomic. By pairing initially modest emission reduction targets with a robust package of technology incentives, this legislative draft aims to effectively address the legitimate concerns of the coal sector.
Another important concern addressed in the EIA analysis is the impact of carbon constraints on already tight U.S. natural gas markets.  Here again, the new results are reassuring: natural gas consumption remains essentially unchanged despite somewhat more stringent program targets.  Throughout the forecast period, natural gas use ranges from 2 percent below the BAU level to 1 percent above the BAU level.
Of course, a very small fraction of a very large economy can still look like a lot of money if taken out of context.  You will undoubtedly hear from critics that the proposal will cost $232 billion in lost GDP between 2009 and 2030.  What the critics are less likely to mention is that this is just a tiny fraction (one-tenth of 1 percent) of the more than $240 trillion of cumulative growth in GDP the economy is expected to generate over the same time period.  
To say that greenhouse gas limits can be imposed without harming the economy is not to claim that the program is costless.  Any honest debate will need to acknowledge that there are costs and that—as with any public policy intervention—there will be winners and losers.  We do not doubt that innovative and efficient companies can prosper under a carbon mitigation regime.  Moreover we believe that the technological innovation sparked by a carbon price signal could well produce net benefits for our entire economy in the long run.  In the near term, however, the same price signal will impose new costs on fossil fuel consumption and reduce the value of carbon-intensive capital stock.  So yes, there will be costs.  But as always, the real choice is not between some cost and no cost.  Rather the relevant question is whether the costs of action are reasonable and justified when compared to the liabilities of inaction.  Two years after the Senate adopted its landmark resolution we think the answer to that question is clearer than ever.  We also remain convinced that the quite modest economic impacts of the approach we have proposed can be effectively mitigated by thoughtful program design and through the equitable allocation of emission permits. 
Implications of the EIA Analysis


The trade-off for the modest costs found by EIA is that the program being analyzed also achieves relatively modest emission reduction benefits, at least in its early stages.  In light of recent scientific developments and the time that has passed since NCEP’s 2004 recommendations, the Commission has begun evaluating opportunities to strengthen its original proposal and still meet the criteria of the Sense of the Senate resolution.  In particular, we are analyzing modifications that would strengthen program targets as well as possibly increase the starting price of the safety valve and/or the rate at which that price rises over time.  We are also evaluating options for speeding the transition between the slow and stop phases of the program’s target emissions trajectory.  Our original report recommended a ten-year period aimed at slowing emissions growth, followed by a ten-year period designed to stop further growth.  We are presently examining approaches that would stop emissions growth within five years and reduce overall emissions no later than ten years after program implementation.  It is important to stress that any changes in our recommendations will be predicated on the conclusion that a moderate strengthening of the program can be achieved while still meeting the test of no significant harm to the economy.
Even as we examine opportunities to strengthen our original recommendations, the Commission remains firmly convinced that certain elements are essential to the economic and political viability of any climate proposal.  We start with an acknowledgment that trade–offs between the timeliness and stringency of action are unavoidable.  It’s clear that significant reductions in absolute emissions will eventually be necessary to stabilize atmospheric greenhouse gas concentrations.  But faced with a disconnect between what is required and what is politically feasible in the near-term, we conclude that timely adoption of a policy that sets initially modest targets while establishing a robust basis for long-term progress is more ecologically protective than continued delay in pursuit of more aggressive targets.  Simply put, there is no time to lose, especially when one considers that mandatory action by the United States remains the necessary predicate for action by other major emitting nations such as China and India.  

The Commission’s emphasis on the necessity of a major technology program to spur the development and deployment of lower-carbon technologies follows directly from our judgment that near-term progress demands a policy with modest initial costs.  The $50 billion package of technology incentives created and funded by the draft legislation provides a critical complement to the long-term market signal created by the emissions trading program.  We strongly believe that a combined strategy of market signals and robust technology incentives is the most effective and least costly way to achieve a meaningful shift from business-as-usual trends, while equitably sharing the burden of emissions mitigation among shareholders and taxpayers. 

We also continue to believe that cost certainty is critical to forging the political consensus needed to move forward without further delay.  The Commission recognizes that the decision to include a “safety-valve” to cap costs under an emissions trading program is highly controversial.  Nevertheless, we remain convinced that this approach provides a uniquely effective response to the economic and competitiveness concerns that continue to motivate opposition to mandatory action.  At some point in the future, we anticipate that the need for environmental certainty is likely to outweigh the need for cost certainty.  Indeed, once there is greater international consensus about the ultimate goal of emission reduction efforts and about the means necessary to achieve that goal it will likely be appropriate to transition away from the safety valve toward firm emission caps.  Again, our hope is that near-term action by the United States will hasten progress toward a truly effective and equitable global response to the climate problem.  Meanwhile, we recognize that other legislative proposals propose alternative approaches to containing program costs and welcome further analysis and debate on which mechanisms best address the cost and competitiveness concerns that have been raised by labor unions, energy-intensive industries, consumer groups, and others.  
Finally, although it is not specifically the subject of this hearing, we continue to believe that any successful national policy must place considerable emphasis on promoting wider international cooperation.  By some accounts, China is now adding new coal capacity at the rate of one large power plant every week to ten days and is set to surpass the United States in total carbon emissions as early as 2009.
  Though some will argue that this sobering development weakens the case for unilateral action by the United States, the Commission draws the opposite conclusion.  In our view, the current trajectory of global emissions instead underscores the liabilities of continued paralysis.  If one accepts that rapidly industrializing countries like China and India are likely to accept emissions limits only after the United States and other wealthy nations have demonstrated a willingness to take the lead, it follows that postponing action will come at a high price—not just in terms of U.S. emissions but in terms of prolonging business-as-usual trends in other countries.  At the same time, we continue to believe that once the United States takes action, it is imperative that our major trade partners and other large emitters follow suit.  We therefore support the five-year review provision in the Bingaman proposal, which would link continued tightening of the emissions target and further increases in the safety valve price to significant action by these countries.
 
In closing, the Commission believes that the discussion draft you have circulated presents a sound framework for legislative action.  The results of the EIA analysis are very helpful and give grounds for optimism that a viable policy consensus is in reach.  Indeed, as we have indicated in this testimony, the EIA results suggest to us that there is room to further improve the bill consistent with the requirements of the Sense of the Senate Resolution.  We look forward to exploring those opportunities and addressing other key details of program design with the Committee and other stakeholders as this process moves forward. 
� See http://select.nytimes.com/search/restricted/article?res=F50B12F83A5B0C748CDDA80994DE404482
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