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My name is Larry Parker.  On behalf of the Congressional Research Service, Brent Yacobucci and I would like to thank the Committee for its invitation to testify here today about cost projections of H.R. 2454, which would establish a cap-and-trade program to reduce U.S. greenhouse gas emissions through the year 2050.  CRS has just completed a review and synthesis of seven studies that attempt to project the costs of H.R. 2454 to the year 2030 or 2050.  
Before I summarize the analyses, I must state a caveat: It is difficult (and some would consider it unwise) to project costs out to the year 2030, much less beyond. The already tenuous assumption that current regulatory standards will remain constant becomes more unrealistic, and other unforeseen events (such as technological breakthroughs) loom as critical issues which cannot be modeled. Hence, long-term cost projections are at best speculative, and should be viewed with attentive skepticism. The finer and more detailed the estimate presented, the greater the skepticism should be. In the words of the late Dr. Lincoln Moses, the first Administrator of the Energy Information Administration: “There are no facts about the future.”

But if models cannot accurately predict the future, they can indicate the sensitivity of a program’s provisions to varying economic, technological, and behavioral assumptions that may assist policymakers in designing a greenhouse gas reduction strategy. The various cases examined here do provide some important insights on the costs and benefits of H.R. 2454 and its many provisions. We have summarized these insights into six points.
First, if enacted, the ultimate cost of H.R. 2454 would be determined by the response of the economy to the technological challenges presented by the bill. The bill provides numerous price, research and development, deployment, and regulatory incentives for technology innovation. The potential for new technology to reduce the costs of H.R. 2454 is not fully analyzed by any of the cases examined, nor can it be. The process of technology development and dissemination is not sufficiently understood at the current time for models to replicate with any long-term confidence. In the same vein, it is difficult to determine whether the various incentives provided by the bill are directed in an optimal manner. In many cases the bill focuses on specific technologies and not on broader research and development strategies. 

Second, the distribution of allowance value (either through free allocations or auction revenue) under H.R. 2454 will determine who bears much of the program’s cost. The allowances created by H.R. 2454 are essentially licenses to emit a metric ton of carbon dioxide equivalent, and, therefore, will have market value based on supply and demand. Total allowance value could approach or exceed $100 billion (2005$) annually --- significantly more than the projected resource costs to comply with the bill’s emissions reduction requirement.  H.R. 2454 transfers that value to a wide range of covered and non-covered entities. Those entities receiving that value will bear less of the program’s costs compared with those who do not. The major impact of H.R. 2454’s allowance allocation scheme is not in changing the resource costs required to comply with the program’s requirement; instead, it is in changing who bears those costs.
Third, the cases  studied generally indicate that the availability of offsets (particularly international offsets) is a major factor in determining the cost of H.R. 2454. Sensitivity analyses generally found that eliminating international offsets would raise allowance prices by 60% or more. In general, those studies that assumed restrictive (and in some cases, declining) offset supply projected higher allowance prices. Cases that ramped up availability of offsets generally projected lower allowance prices. No case assumed that the full amount of offsets permitted under H.R. 2454 would be available or used immediately in 2012. 
Fourth, the interplay between nuclear power, renewables, natural gas, and coal-fired capacity with carbon capture and storage (CCS) among the cases emphasizes the need for a low-carbon source of electric generating capacity in the mid- to long-term. A considerable amount of low-carbon generation will have to be built under H.R. 2454 in order to meet the reduction requirement. The cases presented here do not agree on the amount of new generating capacity necessary under the bill, or the mix of fuels and technologies that would be employed. The estimated amount of capacity constructed depends on the cases’ assumptions about the need for new capacity and replacement/retirement of existing capacity under H.R. 2454, along with consumer demand response to the rising prices and incentives contained in the bill. Here again, technological development will be critical.
Fifth, attempts to estimate household effects (or conduct other fine-grained analyses) are fraught with numerous difficulties; estimates generated reflect more on the philosophies and assumptions of the cases reviewed than on any credible future effect. Decisions about appropriate welfare measure, household size, and discounting, and, indeed, the value of government services in general, dwarf any insight that could be gained from such estimates. For example, estimates of household effects in the studies reviewed vary by an order of magnitude, even when normalized by household size and accounting method. Likewise, fine-grained analysis of effects on specific states and/or economic sectors are similarly suspect. 

Sixth, H.R. 2454’s climate-related environmental benefit is best considered in a global context and the desire to engage the developing world in the reduction effort. When the United States and other developed countries ratified the 1992 United Nations Framework Convention on Climate Change (UNFCCC), they agreed both to reduce their own emissions to help stabilize atmospheric concentrations of greenhouse gases and to take the lead in reducing greenhouse gases. This global scope raises two issues for H.R. 2454: (1) whether the bill’s greenhouse gas reduction program and other provisions would be considered sufficiently credible by developing countries so that schemes for including them in future international agreements become more likely, and (2) whether the bill’s reductions meet U.S. commitments to stabilization under the UNFCCC and occur in a timely fashion so that global stabilization of atmospheric greenhouse gas concentrations may occur at an acceptable level. 
Thank you,  We will be glad to answer any questions you may have.
