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The Aspen sessions were excellent as usual.  This year the group reached consensus on some very important findings.  The policy implications of these findings are profound

KEY FINDINGS
1. The science continues to suggest urgency, and the feedback mechanisms will likely exacerbate the problem.  One important feedback mechanism is that the melting permafrost will release methane which will increase the global warming.
2. There was apparent consensus that the current cap/trade designs will not work well on the efficiency options, the transportation options, and on coal.  This is astounding, since this means that these cap/trade designs will not work well on at least 75% of total emissions.

3. There was apparent consensus that the non-market options should get at least the same amount of attention as the market options.  
The notion that the non-market options are a lot more expensive than market options was challenged.  At least some of the evidence for the alleged high costs of non-market options was a set of comparison (done in the 1970s)
 between a poorly designed set of emissions limitations for existing sources with a well-designed cap/trade system.  A well-designed set of emission limitations would cost much less.  
Further, the context for these studies was mitigating acid rain, which was an existing source problem.  The task was to find the most cost-effective retrofit options.  But CO2 is a new source problem.  By 2050, almost all CO2 emissions will be from new sources.  It is relatively easy to design cost-effective non-market options for new sources.
4. There was also apparent consensus that although a well-designed market can be a very good thing, a poorly-designed market is a very bad thing.  Given ample recent experience (e.g., electricity in California, mortgage-based derivatives, oil futures), it is clear that it is very difficult to design and regulate a market well.  Hence, we must take great care in getting market design right before we adopt a market option.
5. There was also agreement that a very great deal remains to be done in designing an acceptable cap and trade system.  The current proposals are trying to do a great deal, and apparently there are multiple agendas among the designers.   The resulting breadth of these proposals compounds the complexities.  The complexities mean that the proposals are hard to understand, making folks uneasy about them, some fearing they would be too expensive and others fearing they would accomplish too little.  Also the complexities create multiple equity issues (e.g., allowance allocations) that would shift wealth from some pockets to other pockets.  Each of these must be negotiated, both individually and relatively to all others, slowing down the progress towards consensus enormously.  Further, the greater the breadth of the proposal, the greater the value of allowances involved and the greater the opportunity to get bogged down in both how to allocate the allowances and what to do with allowance auction proceeds.
POLICY IMPLICATIONS
The policy implications of these findings are important and clear.

1. We should focus first on the non-market options.  It would be folly to waste our time and attention on cap and trade, which will be a long arduous endeavor, until we deal effectively with the non-market options, which need not take a long time.
2. Fortunately, some non-market options have already been enacted.  These include appliance efficiency standards and auto efficiency standards.  Perhaps these standards should be reviewed and improved, but at least they are there.  Mandates for renewable fuels have also been enacted, although the current mandates should be revised to focus on technologies (such as perhaps cellulosic ethanol) where the net reduction in CO2 emissions is positive, across the cycle from cultivation thru consumption.  
3. Three important non-market options are under active consideration, in the pending energy legislation and in the platform of Barack Obama: 

a. Efficiency standards for new buildings are very important because new buildings last a very long time and because the opportunities to build much more efficient new buildings at little or no cost increase are enormous.

b. Utility end-use efficiency programs are an excellent way to capture cost-effective efficiency retrofit opportunities.  First and foremost, we must remove the negative incentives utilities currently have to pursue these options, since these programs reduce end-use consumption and utility profits are tied to end-use consumption.  Second, we should provide positive incentives for utilities to pursue these options, whereby utilities can make additional profits on these programs.
c. Renewable portfolio standards are an efficient way to stimulate the development and adoption of renewable technologies.  Such standards have been enacted in many states, and a federal standard is being actively considered.
4. However, perhaps the most important non-market option is not yet under active and widespread consideration.  New coal-fired power plants must be the target of a non-market option, because there is no way that we can meet necessary CO2 reduction goals without controlling CO2 emissions from new coal-fired power plants.  One very straightforward approach is a performance standard on new coal-fired power plants.  A related approach is to give each new coal-fired power plant a life-time emissions budget, thereby providing flexibility over time in when the emissions would be reduced and hence time to iron the kinks out of the new control technologies.

5. After we have done what need to be done on the non-market options, we can turn again to cap and trade.  But let’s walk before we run.  Most of the proposals to date have been too ambitious, certainly in scope and sometimes in pace.  A reasonable approach would be to focus first on the electric utility sector exclusively.  It would be relatively easy to design a workable cap and trade program for utility emissions that was compatible with performance standards for CO2 on new coal-fired power plants, just as the acid rain program was and is compatible with performance standards for SOx for new coal-fired power plants.  Further, allowance budgets could be scaled down gradually, first to permit no increase in total emissions, then to require retrofits of CO2 control technology on existing power plants, and finally to ensure that old plants are retired at an appropriate age.  Care should be taken in designing the rate of required emission reductions.   Too much too soon drives up costs and technology risks enormously, and large costs/risks would erode support rapidly.
6. After we have a workable cap and trade program for the electric utility sector, we could turn to other sectors.  We would have learned a lot.  Also, we would have foregone very little since we used non-market options in these sectors.
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�   Because the group was composed of very sophisticated individuals, there was little or no discussion of the reasons for this consensus.  My interpretation is that the group knows that economic signals do not work well on consumer efficiency decisions.  This was once known as the “discount rate problem,” meaning that individuals behave as if they use a very high discount rate.  But in a previous session a participant explained that this was nonsense since most consumer purchasers do not even know how to do the calculations.  Consumer purchase decisions are driven much more by friends and neighbors who in turn are influenced by other friends and neighbors, since no one has the time to research adequately all purchasing decisions.  


For coal, the problem is that the level of allowance prices must be quite high to make it economic to install carbon capture and sequestration technology.  Below such high allowance prices, the economic response is to switch to gas.  Such a switch results in increased imports of LNG from unstable/unfriendly places.  But for a cap and trade program across several sectors, the program must be designed to avoid such high prices, at least for a while, to mitigate adverse economic impacts on the economy as a whole.


�   By me who was at ICF for Dave Hawkins who was at EPA.






1

2

