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Overview

Global warming is occurring, and carbon dioxide emissions are probably an important contributing factor.  Beyond these basic facts, the subject is full of enormous uncertainties.  

Every day we become aware of new facts that change our perception of the nature of the problem.  It is now recognized that black carbon is probably more important than carbon dioxide as a global warming pollutant, yet it was not included in the Kyoto Protocols, and is not even covered in most of the economic modelling exercises carried out in our profession.  Gas and oil from shale formations is transforming  the U.S. energy sector and oil import forecasts, yet most discussion of climate policy or oil imports do not include the full impact of those changes on climate policy options.


 What is needed are climate policy approaches that explicitly recognize the uncertainties and try to respond with policy instruments that are adaptive to constant changes in the underlying facts and allow for many mid-course corrections. This paper stresses “limited regret strategies,” and the need to focus on Shorter Lead Time (SLT) options.  Such options include adaptation, reduction in relevant pollutants other than carbon dioxide, carbon sequestration, ocean absorption, and forestry and urban greenery.  These options have been given short shrift in U.S. resource allocations.  The current U.S. emphasis on subsidizing inefficient “green technologies” is probably the most wasteful and ieffective option for climate policy.

In order to encourage the SLT options, this paper proposes a combination of a low level tax on all the global warming pollutants, which would be earmarked for study of the SLT options, combined with a low level Contingent Liability Fee (CLF).  The relative levels of global warming pollutant taxes would be determined by their relative discounted climate damage levels (Eckaus, Schmallense, Tol).  The CLF would be a liability that would be accrued but not paid unless a “trigger level” of global warming was exceeded.  If the trigger was pulled, the polluters would have to pay their liabilities to a fund that Congress would then allocate to implementation of SLT options.  A similar approach was used in the U.S. Price-Anderson Act (nuclear plant safety), and passed a legal challenge in the U.S. Supreme Court. 


This would be a smarter approach to climate policy that would be “in between” doing nothing and adopting an economically intrusive and damaging scheme such as a cap and trade system or higher tax just on carbon dioxide emissions.
Broad carbon dioxide reduction policies alone are misguided and politically infeasible
A.  The analytical basis for a exclusive carbon dioxide approach has never been established and is slipping rather than gaining.  The only model with a decent damages specification, the FUND model (Tol) does not support a policy centered around carbon dioxide reduction alone.
B. The basic “facts on the ground” have shifted (black carbon, enormous tight shale oil and gas resources, promising climate engineering options, greater interest in forestation and ocean absorption options)
C. Political support in the U.S. for broad carbon dioxide reduction schemes has waned .  There are not and likely will not be enough Congressional votes for a policy centered on carbon dioxide reduction alone.
“Limited regret strategies” and emphasis on short lead time (SLT) options
A. The concept of “limited regret strategies” from the field of game theory and strategy(Raiffa, Schelling)
B. Shorter lead time (SLT) options have superior value to other options
C. Defining an SLT relative to global warming policy (U.S. Climate Change Program, 2008 Special Analysis Paper)
D. The SLTs specific to global warming policy

E. Climate engineering has both special potential and special risks(Crutzen,Fleming,Goodell,Isomaki, Pielke)
Combining low level pollutant taxes with a low level Contingent Liability Fee (CLF) 
Example of a set low level emissions taxes, pegged to the  FUND model (the Richard Tol team) discounted pollutant damage estimates on all relevant global warming pollutants (including black carbon)
A. General features of  a low level Contingent Liability Fee (CLF)
B. Why such low levels of emission tax and CLF?
1. Recognition of the fundamental uncertainty regarding the causes of global warming

2. Superiority to the present wasteful subsidy to immature and inefficient green technologies
3. Although the earmarked emissions tax would only yield limited revenue (about $__ per year), that would be enough to remedy the current starvation in funding  for R&D on SLT options

4. Recognition that China and India are nowhere near signing up for the Kyoto approach

5. Political feasibility within the U.S. An “in between” approach that might gain enough support from the coal and manufacturing states. Because it pre-empts some other options they like even less (see below)
Legislative issues related to CLFs
A. What kind of climate change trigger?  Atmospheric temperature?  Sea level rise? An indicator of abrupt climate change?  Any or all of the above?  Under what conditions would the the trigger be cancelled and funds returned?
B. Legal challenges.  The challenge to the Price-Anderson Act in the U.S. Supreme Court.

C. Could Congress change the scope of SLT spending after the trigger was pulled. Yes.

D. Could Congress alter the earmarking of emissions taxes?  Yes.

E. Implications of legal indemnifications of some SLT actors (e.g. climate engineering implementers)

F. If Congress could change any part of the CLF system, why would it be superior to annual ad hoc Congressional climate policies? Because no approach that limits Congressional prerogatives will fly at all. And this approach establishes more sound general principles that the present unfocused approach.  It pre-empts more economically damaging options, and it may discourage wasting too much money on tax credits, or portfolio standards for immature green technologies.
Some CLF issues meriting research by energy economists

A. The price of the insurance bonds purchased by polluters would be one basis for “backing out” the market’s implied probability of the trigger being pulled.

B. Multiple CLFs with mulitiple global warming triggers, as of multiple future dates?

C. Demonstration that the tax/CLF combination is a “first best” solution relative to taxes or CLFs alone.

D. How the existenc of such a system would or should affect the levels and allocation of other energy R&D funding
But what about U.S. obligations in international climate policy?
A. The non-participation problem was foreseeable when Kyoto was signed, but there is not a foreseeable solution to it (Heller, Victor).
B. One feature of SLTs is that some of them, unlike general carbon emission reduction actions, have impacts that are wholly or partially limited to the country or coalition of countries that implement them.  Thus, there would be incentives for the formation of regional coalitions to pursue regional solutions.
C. Examples of geographically limited coalitions:
1. China and India form a coalition to deal with the black carbon emissions and other emissions that are cause accelerated melting of Himilayan glaciers

2. The Arctic Council  (U.S., Canada,  Russia, Denmark, Norway and Sweden) adopts SLT options for dealing with sea ice issues.

3. Some of the CE options would be best implemented gradually, by regional coalitions.  For example, if an “albedo enhancement technology’ was placed in the Pacific Ocean for impacts in the Northern Western Hemispere, the necessary legal infrastructure would be limited to those countries.

D.  Getting away from a “global approach” to global warming may not be a bad thing from a U.S. national interest perspective:
1. The U.N. would not expand its role beyond the IPCC function
2. The U.S. would be more free to pursue options that were not necessarily considered “politically correct” on the international stage.
3. The work of the Copenhagen Consensus Center (Lomborg) indicates that the relative priority given to climate policy is only in the middle of other international priorities, and SLT options are preferable to other climate policy options.

4. The U.S., like India and China, would be more free to follow its own national interest and innovations in designing a transitin away from coal and imported oil. More decentralization may foster more policy innovation
Conclusions

































