TRAN SW§RLD

THE TRANSATLANTIC RELATIONSHIP AND THE FUTURE GLOBAL GOVERNANCE

ISSN 2281-5252 WORKING PAPER 23| MAY 2013

The United States has since 2008 mana- mate and energy policy, mainly through
ged to decrease its greenhouse increased investment and regu-
gas emissions, due to the lations. Individual US states
combined effects of have also been increa-
an increased use of singly active by sup-
shale gas, the eco- porting renewable
nomic downturn energy technolo-
and subsequent . . gies, energy effi-
slow recovery, AdJUStmentS Of US Energy POllcy ciency, energy

and stimulus portfolio stan-

mestments 0N Climate Change: Trends at the | derdsandeven

in the energy by adopting
sector. Clima- Federal and State Level their own or
te change- regional mar-
related topics, ket-based emis-
however, have sions trading sy-
become increa- stem. This paper
singly politicized, , reviews the various
with Congress de- Helena SChUlZO\/a measures taken at the
adlocked on any com- federal and state level to
prehensive climate chan- protecttheenvironmentand
ge and energy legislation. As fight climate change, with a view
a result, the Obama administration is to identifying where leadership in this
resorting to its own powers to influence cli- particular policy domainis exercised in the US.

Transworld is supported by the
SEVENTH FRAMEWORK PROGRAMME

SEVENTH FRAMEWORK
PROGRAMME



Adjustments of US Energy Policy on Climate Change:
Trends at the Federal and State Level

Helena Schulzova*

United States Energy policy Climate change

Introduction

The first ten years of the new millennium have seen a tremendous shift in the perception of environment and
energy in the US. In the past decade, much more attention has been paid to climate change than ever before,
but there has also been an increase in the politicisation of the climate change agenda. Although energy has
received a lot of attention, energy policy -or some sort of concept of it- has, according to many commentators,
simply not been present (Reardon 2004). Europe particularly has been generally dissatisfied with the lack of
strong political leadership on energy and the environment in the United States. The US has been trying to
solve its energy problems since the oil embargoes of the late 1960s and 1970s, which forced the country to
face the fact that its consumption of energy was greater than its ability to produce. Even though the dramatic
situation of the oil embargoes led to the emergence of various technological innovations, as well as the spread
of renewable energy, forty years later the main problem remains unresolved.

In this article, | will try to answer the question of whether the US federal government provides political leadership
in relation to policy on climate change, or whether the states themselves are increasingly playing the leading
role. In doing so, the article seeks to illustrate how the federal, state and regional levels of action respond to
climate change, as well as to highlight the difficulties in transposing one level of action onto another one.

Historically, the American energy sector has to a large degree been defined by an abundance of domestic
resources. Fossil fuels were extremely cheap for decades thanks to large domestic deposits of coal and oil, as
well as favourable economic circumstances. Yet the country’s demand for energy was so great that by the early
1970s local levels of oil production were insufficient and the country had to begin importing. By 2005, imported
oil provided for over 50 percent of the total level of consumption (EIA 2012b).

Over the last decade energy prices have consistently increased and petroleum prices in particular have
skyrocketed. Even though the onset of the economic crisis in 2008 stalled these increases, in 2009 prices
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resumed their upward trend and the limited economic recovery made many businesses and households pay
much closer attention to their expenses for electricity, heating and petrol for their cars.

The fact that petrol has become so expensive has led to both increased levels of investment in technologies
and greater focus on technological innovation. This has made it increasingly possible and profitable to extract
conventional oil under conditions that were deemed unfeasible only a few years ago, such as drilling oil and
gas from shale deposits.

Thanks to the shale gas revolution, US imports of natural gas have decreased over the last few years and in 2012
reached minimal levels (EIA 2013b). Furthermore, liquefied natural gas (LNG) has the potential to become an
important export commodity for the US, providing a new fuel source for import dependent economies. For
example, much of Asia and Europe are still to a great extent dependent on imports from Russia via pipelines, so
US-sourced LNG provides a potential means of diversification.

Thanks to reduced consumption, along with new indigenous sources of fossil fuels, the US has managed to
domestically produce a larger share of its daily requirement and therefore to decrease its reliance on imports
of foreign oil. The natural gas bonanza has also led to the closing down of many old coal-fired power plants
and the construction of new natural gas power plants. Natural gas produces approximately half the amount
of carbon dioxide produced by coal and two thirds the amount produced by petroleum." The widespread use
of natural gas, along with increased focus on renewable energy and the reduction in energy consumption
due to the economic crisis, have contributed to a reduction in the volume of greenhouse gas emissions (EPA
2013). Though a decline in these emissions in the United States has been greeted with some cautious optimism
among members of the international community, the decline is for the most part due to a number of factors,
namely the economic situation, changing consumer behaviour, state activities and the influx of natural gas.

However, at the federal level, the process of adoption of policy measures which would significantly reduce
greenhouse gas emissions has become extremely difficult, as has the achievement of political consensus on
environmental issues which would allow comprehensive and ambitious energy reforms. The government must
balance economic, environmental and security concerns; pleasing voters on all these fronts has been very
difficult to reconcile with energy reform.

1. Power of Market or Federal Incentives

The emergence of energy as a historically important topic in the US dates back to the 1970s. At this time,
American society became more concerned with the environment, as well as with the effects of pollution on
human health. In addition, the oil crisis in 1973 pushed energy security to the fore as a major concern. As a
result, the last forty years have been marked by political proclamations that the US needed to significantly
decrease its dependence on oil, especially from foreign sources. The argument was that these supplies often
came from countries which were hostile to the US, countries which were politically unstable or located in
an unstable region -or all of the above. These factors threatened access to supplies as well as generating an
unstable pricing environment.

1 Various types of coal emit approx. 210 pounds of CO2 per million Btu, diesel and home heating fuel 161.3, gasoline 157.2 and natural gas 117 pounds
of CO2 per million Btu (EIA 2013a).
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However, although energy security was such an important issue in strategic terms, the energy sector in the
US has traditionally been significantly market-driven. The federal and state governments provided basic
regulations and tax incentives, but the development of technologies and the choice of projects were for the
most part left to private companies. In contrast, most European countries perceive energy as a strategic sector,
and governments often keep majority shares in energy businesses or own strategic infrastructure. Over the
past forty years successive US governments have chosen to adopt seemingly minimal intervention, but even
relatively small interventions have been quite effective. The biggest problem turned out to be the inconsistency
of these interventions — inconsistency in the support for renewable energy and frequent changes to the tax
credit system, as well as inconsistency in federal funding for research and development in the energy field (Laird
and Stefes 2009).

In the 1970s, the United States and Europe began to take quite different approaches to renewable sources.
Whereas European countries often chose to introduce feed-in tariffs, the United States opted for tax credits
on renewable energy production. The incentives helped the fast emergence of the use of wind energy in the
1970s and 1980s. However, after the embargo was lifted and oil prices returned to a relatively low level in the
US, support for renewable energy ceased.

In comparison, European countries have generally considered renewable energy policy to be more significant
and have supported it in a much more consistent way. As a result, the EU-27 produces 6.7 percent of its total
electricity from renewable energy sources, in comparison to the US where the share of electricity from renewable
energy is only about 2.7 percent (Schmidt and Haifly 2012). The United States has also been overtaken by China
in terms of levels of investments in renewable energy, a fact acknowledged by President Barack Obama in his
2013 State of the Union address (Obama 2013).

The topic of energy has also been closely linked to the rise and fall of oil prices. Americans commute to work
in large numbers: of 138 million Americans of working age, in 2010 over 86 percent used a car to travel to
work, and the average occupancy of one of these cars was only 1.07.2 The United States has kept the rate of
taxation on petrol very low in comparison with the high excise rates imposed on petroleum by most European
countries, these taxes in some cases accounting for as much as half of the price.

The case of nuclear energy is an interesting one. The US was a leader in the field of energy research and
pioneered the use of nuclear energy. However, largely because of the Three Mile Island accident in 1979, many
projects for new reactors were completely abandoned. Nuclear energy became a dangerous investment, since
financial returns on a nuclear power plant take decades and the operating costs are high. Only the soaring
energy prices of the 2000s prompted a change in investors' perception of nuclear energy. However, the present
shaky economic conditions and the emergence of natural gas are rather unfavourable developments in relation
to the further expansion of the US nuclear energy sector. Only a handful of nuclear reactors will be built in the
coming years, despite support from the federal government. The earthquake and subsequent tsunami that hit
northern Japan in 2011, causing among other things a major nuclear disaster at the Fukushima power plant,
reduced public trust (though not dramatically — see Rasmussen Reports 2012) in nuclear technology. Regulators
are now more vigilant in their observation of the operational standards at existing facilities. Since the disaster at
Fukushima, nuclear energy has become a politically sensitive issue in Europe, where several governments are in
the process of deciding whether their countries need nuclear industry and whether is a desirable technology
or not.

2 US Census Bureau, “Commuting Characteristics by Sex, 3 Year Estimates (S0801)"in 2009-2011 American Community Survey, http://factfinder2.census.
gov/bkmk/table/1.0/en/ACS/11_3YR/S0801/0100000US
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In the wake of the unprecedented 2008 economic crisis, US President Obama and his new administration had
no other option but to focus on stabilising the American economy. This happened mainly through the so-called
“stimulus” (US 2009b) and massive subsidies. Energy became one of the main fields of intervention, with federal
investment in clean energy technology more than tripling in comparison to previous years (Jenkins et al. 2012).
The stimulus funding injected massive amounts of money into infrastructure in order to revive the economy,
and renewable energy resources, energy efficiency programmes and biofuels were among the sectors that
were targeted. The creation of new “green jobs” in order to jump-start the economy along the way became
something of a mantra for the new administration.

The real effect of these measures is hard to determine; similarly it is almost impossible to count the number of
“green jobs” created. Different government agencies provide conflicting figures, as do various advocacy groups,
and as a result, the estimated impact on green job creation varies from negligible to considerable (Yehle 2011).
Yet, the stimulus bill has had a major impact on renewable sources of energy. It included substantial direct
spending on infrastructure, tax credits, deductions and loans, as well as on loan guarantees. The stimulus
funding granted the energy sector unprecedented public investment, comparable only to that of the New
Deal era. Investment was made in infrastructure, in means of electric power transmission (which in the US is
often obsolete or in rather bad condition, leading to energy waste), and in research on carbon capture and
sequestration. Projects aiming to transform federal buildings into low-carbon buildings and to create an energy-
efficient car-fleet for federal agencies are other examples of stimulus investment.

Even though federal investment has been large-scale, a crucial problem with such an incentive remains: it is
time-limited. Many of the programmes funded by the fiscal stimulus are destined to expire within a few years.
Many of them will be automatically terminated unless Congress specifically renews them. The same goes for
tax credits, deductions and loan guarantees for renewable energy, all of which have to be renewed periodically.
Energy incentives have thus become part of the budgetary diplomacy between the president and Congress,
and many programmes may fall victim to compromise. In this respect, inconsistency and uncertainty are very
harmful and off-putting to investors.

2. Political Deadlock

When President George W. Bush was sworn into office in 2001, he refused to submit the Kyoto Protocol, which
imposed restrictions on greenhouse gas emissions, to Congress for ratification. One of the reasons for his
decision was the fear of giving economic advantage to developing competitors, mainly China and India, since
the Kyoto Protocol targets applied only to developed countries. As a result, the biggest accomplishment of the
Kyoto Protocol in the US was probably that of raising public awareness of the issue of climate change (Purvis
2012), although it also highlighted the potential trade-off between environmental protection and economic
activity.

The two terms of the Bush presidency were marked by the onset of mainstream production of gas from shale,
the so-called “shale revolution”. Shale gas really does constitute a revolution in a way. Not only does it give the
country a comparably cheap fuel, but also a relatively clean alternative to both coal and petrol.

° TRANS\/\@RLD WORKING PAPER 23



The Bush era did not serve to introduce any groundbreaking change in energy policy, but for the most part
concentrated on increasing domestic production of fossil fuels and their alternatives, such as biofuels and
ethanol, rather than emphasising the importance of reducing energy consumption. During President Bush's
second term, two reform energy bills (US 2005 and 2007) were adopted. The problem with these two pieces of
legislation was that neither gave clear direction to the sector. What these two laws did achieve was a sense of
bipartisanship on energy, since they found wide support in both chambers of the US Congress, particularly the
Energy Independence and Security Act. This sense of bipartisanship was lost during the first term of the Obama
presidency. The Bush years also brought changes in the sourcing of US oil imports, with a marked shift towards
politically friendly countries. Canada became the largest crude oil supplier to the US:?

Energy policies and climate change as political issues were openly raised and discussed during the presidential
election in 2008. What gave the topic a more prominent place in the debate was the high price of oil, which had
risen sharply in 2007 and was hitting historical records in 2008. Right before the election, in September 2008,
the economic crisis hit with its full force. Still a presidential candidate, Barack Obama unveiled a plan called New
Energy for America which involved an emission cap-and-trade scheme to trade emission in excess, as well as
measures to increase energy efficiency (Obama 2008).

The first years of the new government were concerned mainly with plans regarding how to revive the
economy and regulate the financial system effectively. Thus, in 2010, the federal government had to give up
any serious efforts to introduce comprehensive energy policy legislation. In the Spring of 2009, a democratic
legislative proposal for the American Clean Energy and Security Act (US 2009a) was introduced in the House
of Representatives.* The bill would create a cap-and-trade scheme, which at the time was one of the Obama
administration’s cornerstones of energy and environmental policy. The bill was approved in the House of
Representatives but was defeated in the Senate, which decided not to take any action on such a major energy
bill before the approaching midterm elections. Interestingly, when the president was trying to lobby in favour
of the bill, it was labelled as yet another piece of legislation that would promote job creation and support the
economy. At that point, there was already a strong partisan division on energy reform and in particular on the
idea of cap-and-trade.

The failure of cap-and-trade legislation meant the end of any realistic possibility that Congress would approve
any major legislation on energy and the environment. The year 2012 was mostly devoted to the approaching
presidential election and campaign, with no space for divisive legislative proposals such as a new energy bill. The
cap-and-trade scheme not only became a much-politicised topic, with almost no Republican support, but also
had the potential to increase consumer prices of energy and put extra pressure on industry and the business
sector. This combination of factors made it virtually impossible to uphold the proposal ahead of the election,
especially since the incumbent president had little to gain from advocating a rather unpopular measure, such as
the cap-and-trade scheme, in a very close election where both Obama and Romney were seen to have almost
equal chances of winning.

President Obama had made energy such an important part of his agenda in his first term however that complete
resignation from any achievements in that sector could have been harmful as well. He then advanced a much
more modest proposal than the cap-and-trade scheme. It came in the form of the Clean Energy Standard Act
(US 2012). This proposal would require all large energy producers to add renewable or clean energy to their

3 In 2001, the monthly import of oil from Canada was around 60 million barrels, whereas in 2012, it was 93 million (EIA 2013c).
4 Introduced by Democrats Henry Waxman of California and Edward Markey of Massachusetts.
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portfolio (the legislation would define a specific percentage of clean and renewable energy in the portfolio,
the percentage would increase every year and this would come fully into effect by 2035). This law would lead
to a gradual increase in energy prices; according to projections by the US Energy Information Administration,
energy prices would peak around 2025 (EIA 2012a). While opponents of the legislation point to consumer price
increases as one source of justifiable criticism, environmentalists are not completely satisfied either because
natural gas was to be regarded as a clean source of energy. Another questionable provision is that the legislation
would apply only to energy producers that supply the grid with at least a million megawatt hours per year,
exempting smaller producers, notwithstanding the fact that they constitute a considerable share of the market.
Consumer prices for customers of smaller producers could stay intact, whilst customers of large producers
would have to pay more. Nevertheless, this proposal -or a similar one with a different pace of increase in the
proportions of renewable and clean energy- in the current political situation would prove very difficult to pass
through the Congress.

If climate change was one of the key topics in the presidential campaign in 2008, in 2012 the phrase was hardly
ever mentioned. This omission was not only on the part of Republican candidate Mitt Romney, but was also
absent from President Obama'’s campaign. It was not even a topic in the presidential election debates. When
the issue did emerge, Mitt Romney, in spite of his relatively progressive record on environmental issues during
his stint as governor of Massachusetts, spoke against tax credits for renewable energy and even expressed his
dissatisfaction withthe updated Corporate Average Fuel Economy (CAFE)® forcars, even though carmanufacturers
had agreed to it (Johnson 2012). During a debate on energy and the environment between representatives of
both presidential candidates at the Massachusetts Institute of Technology, Romney’s representative Oren Cass
said that the energy plan of the Republican contender was that government investment was to be restricted to
only the very early stages of research, with heavy reliance on private sector (Dizikes 2012).

Partisan division on topics related to energy and environment existed before, but the division has become
very prominent during the Obama administration. The Democratic party is now strongly associated with
the environmentalist agenda and policies to mitigate climate change, whereas it has become increasingly
problematic for members of GOP to publically accept the existence of climate change and global warming, let
alone design policies to address them (Purvis 2012). Under such a strong partisan division, it is almost impossible
to get any major legislation on energy or the environment through Congress.

3. Requlations

In response to the political deadlock at the legislative level, individual departments of the administration,
such as the Department of Energy (DoE), the US Department of Transportation (DoT), and the Environmental
Protection Agency (EPA) have reacted by issuing regulations within the limited -yet not insignificant- scope of
authority they have been granted by individual laws. These institutions have consequently been able to shape
a significant amount of rules and exert a great deal of influence on issues of energy efficiency and controls on
the emission of greenhouse gases and other pollutants. The EPA particularly has become the target of a wider
debate on the scope of its powers. Unsurprisingly, the debate is to a large degree unfolding along partisan lines.

5 CAFE is a regulation to increase fuel efficiency and curb the greenhouse gas emissions of new vehicles and is expressed in miles per gallon. More
information in the National Highway Traffic Safety Administration (NTSA) website: http://www.nhtsa.gov/fuel-economy.
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The EPA has produced various regulations on pollution originating from coal-fired power plants and natural gas
systems, as well as requirements on the efficiency of light bulbs and electric appliances. Through the Corporate
Average Fuel Economy (CAFE) it also regulates the car industry in the form of limiting the greenhouse gas
emissions of passenger cars, light-duty and heavy-duty trucks. CAFE was first introduced in the 1970s and had a
profound effect on the fuel efficiency of cars, yet it became technologically obsolete in the 1990s. CAFE was not
updated until 2007 (via the Energy Independence and Security Act), though its impact is still only slight - raising
requirements from 27.5 miles per gallon to 35.5 by 2016. Even though CAFE proved effective in the 1970s and
1980s, the emission of carbon dioxide from transportation rose significantly since the 1990s. This was partially
due to more mileage, but also thanks to the popularity of light-duty trucks, such as vans, pickups and sport
utility vehicles (SUVs, the market share of which jumped from 2 to 28.5 percent between 1975 and 2010. See
EPA 2012:tab. 7), which had an exception to CAFE and therefore maintained low fuel economy. Greenhouse gas
emissions related to transportation accounted for 28 percent of emissions in 2011 and between 1990 and 2011
carbon dioxide transportation emissions grew by 17 percent (EPA 2013). In contrast, in Europe (which by and
large traditionally sets a high excise tax on petrol) the average fuel efficiency of cars grew considerably, since the
demand of customers (due to the expensive fuel) was centred more on small fuel-efficient cars.

In 2008 the American car industry was driven to its knees by the financial crisis, and survived only with generous
help from the federal government. Oil prices, which had hit all-time records prior to the crisis, dropped
significantly, but demand for new cars was low as a result of the crisis. As the economy sluggishly began to
recover, prices of petrol rose again because of external circumstances such as the Arab spring, the war in Libya
and also the Deepwater Horizon catastrophe.® As a result, American customers started buying lighter cars and
the car industry finally concentrated more on the market section with better fuel efficiency and less robust
bodies (Vlasic 2012). It was symbolic that in 2010 General Motors discontinued the line of lavishly inefficient
Hummer SUVs, signalling a change in the American relationship with cars.

In 2012, the EPA in agreement with car manufacturers set a new CAFE that will gradually grow to the very
ambitious target of 54.5 miles per gallon in 2025, thus requiring serious technological innovation involving
much lighter car bodies and most probably hybrid-electric engines. Since 2011 heavy-duty trucks have also
been given a CAFE standard for the first time in history.

The government and various agencies have the potential to influence environmental and energy regulations,
even though there might be no new laws enacted by Congress. However, regulations may be rewritten with
changes of administration, whereas laws always require a majority in Congress and therefore provide a better
chance of continuity once they are approved. However, the newly revised CAFE has the potential to become
one of the most promising steps towards reducing greenhouse gas emissions in the US.

4. Regional, State and Local Initiatives

While political deadlock has inhibited action at the federal level, individual US states have introduced innovative
legislation on greenhouse gas emissions and renewable energy. As a result, energy policies are increasingly
subject to decentralisation. States have become active not only when it comes to their own legislation, but are
alsoincreasingly influencing energy policies on a larger scale. Itis not just states that are developing programmes

6 The Deepwater Horizon was a deep-water oil rig operated by British Petroleum. It exploded on 20 April 2010 and spilled between 4 and 5 million
barrels of oil into the coastal waters of the Gulf of Mexico, making it the worst accidental oil spill in history.
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to support alternative energy and energy efficiency. Cities across the United States have also become involved
in different initiatives to lower pollution levels in urban areas, to reduce the use of petroleum and to support
alternative means of transportation. These local projects are usually conducted in cooperation with businesses
and transportation companies or other private sector stakeholders.

Stateshavealsoenteredintothe battleovertheroleand powersofthe EPA. During the second Bush administration,
the EPA was challenged by a group of states that were being asked to regulate their carbon dioxide and other
greenhouse gas emissions under the Clean Air Act. The Clean Air Act, which was approved back in 1970, gives
the EPA the power to regulate pollutants, from which followed the argument that greenhouse gases are a
form of pollutants. In 2007, the Supreme Court decided the case, known as Massachusetts v. EPA, by upholding
the role of the EPA in regulating greenhouse gases as a form of pollutant (US Supreme Court 2007). Under the
Obama administration, the EPA, after conducting a thorough scientific study, promulgated greenhouse gas-
related rules before again being challenged by a different group of states at the D.C. Court of Appeals on the
right to regulate greenhouse gases. The states maintained that the EPA was misinterpreting the Clean Air Act
and enacting oppressive regulation. The appeals court however followed the same reasoning as the Supreme
Court and upheld the EPA's authority (US Court of Appeals for the District of Columbia 2012).

State policies vary greatly, depending on their geography, industries and electorate. As many as half of the states
of the federation have adopted renewable portfolio standards of some sort, with the most common being the
renewable electricity standard (Miranda 2010). Under such standards, energy providers are required to source
a specific percentage of their electricity production from renewable sources. California and some states in the
Northeast have also used clean energy funds, an effective tool of state investment into renewable energy.

The systems have experienced some teething problems but seem to be working quite effectively. One of the
biggest issues with portfolio standards and clean energy funds at present is that states tend to choose winning
technologies. In other words, states tend to prefer certain types of renewable energy technology that may be
(usually for geographic reasons) most suitable for them, but these preferences invariably influence the choice
of renewable technology beyond their borders. Renewable energy sources such as wind and solar power are
most effective only in very specific external weather conditions, but if investors are rewarded for the use of
solar power in one state, they will tend to construct solar power plants even in states where it would be more
economical to build wind turbines, etc.

Most states also provide various forms of tax credits and deductions on renewable energy, yet the problem with
picking specific technologies (and winners) applies here as well. In addition, just like federal tax credits, state tax
credits are susceptible to political volatility. Tax credits are easily changed or not renewed when another party
wins an election. Tea Party favourites are particularly prone to changing the tax credits and deductions set by
former Democratic or Republican state governments. For example, Texan wind farms have been threatened
with the loss of tax incentives in the form of property tax discounts.

Another problem that the states may face is an old transmission grid. A new, complex transmission system
is needed, since renewable sources of energy do not supply the system with the same amount of energy
consistently, but rather produce more at certain times and could thus potentially destabilise the entire grid with
an overflow of energy.

California haslong been the pioneer and trend-setter among states when it comes to the environment. California
has set its own stricter rules for car emissions in the past, it has pioneered the use of catalytic convertors, and
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the Californian example has often been followed by other states. The “Golden State’, with over 10 percent of the
entire population of the US and the largest economy of any American state, is undoubtedly a significant actor.
Not only does it have a population that is traditionally mindful to the environment, but there are much fewer
partisan divisions on this issue as well. The state legislature has produced some important legislation on energy
and environment at times when Republicans were holding the top office. It was during the tenure of Governor
Arnold Schwarzenegger, most crucially, that the Global Warming Solution Act, also known as the "AB 32" Act,
was introduced (California 2006). This piece of legislation has created the basis for a new cap-and-trade scheme
in the state and set as a goal the gradual reduction of greenhouse gas emissions to 1990 levels by 2020. The
legislation was approved during the tenure of a Republican governor but implementation had already been
prepared when Democrat Jerry Brown took over the government in 2011.

The implementation of California’s cap-and-trade scheme has not come without problems and has been delayed
and challenged in court (US Court of Appeals of the State of California 2012), but it still represents the most
extensive emissions trading scheme in the US. If it is successful, other states and regions will be encouraged to
subscribe to a similar one. Neighbouring states and Canadian provinces might join it. California is a member
of the Western Climate Initiative (WCI) the signatories of which are not only US states, but also some Canadian
provinces (observer status is also awarded to some Mexican states). The WCl's goal is to reduce greenhouse
gas emissions and possibly create an emission-trading scheme covering most of the western part of the North
American continent” Governor Brown and other representatives of California are lobbying in Quebec and
British Columbia, in the hope that the Canadian provinces may expand California’s cap-and-trade (York 2013).

Spreading the cap-and-trade scheme to a larger region would be beneficial, since if the scheme is only pursued
by a single state it can have little direct effect on pollution and almost zero effect globally. Comparatively, other
forms of pollution that have a dramatic effect on the air and water quality, when addressed, have a faster, more
visible impact and are more easily “sold”to voters.

Another significant state initiative is the Regional Greenhouse Gas Initiative (RGGI), which has already
implemented a form of emissions trading, though less extensive than the Californian model since it applies
only to power generating facilities. RGGI members are US states in New England and other north-eastern states,
as well as Ontario, Quebec and New Brunswick in Canada. The profits generated through the system are later
reinvested into improving energy efficiency and in several states of the RGGI the revenue from emissions sold
goes directly to state clean energy funds.®

This notwithstanding, the RGGI has suffered from some setbacks, notably New Jersey’s withdrawal from the
scheme. According to New Jersey Governor Chris Christie, the RGGI is not sufficiently effective and does not
have the potential to curb emissions significantly in the future (Navarro 2011). Another initiative that aims to
limit greenhouse gas emissions and build a cap-and-trade system is the Midwestern Greenhouse Gas Accord,
although this initiative has been dormant for the past few years. In 2012, states also created a forum on the
reduction of greenhouse gas emissions, which is called North America 2050.

State rules can become a model for national regulation — California has in the past proved that it can be a

trendsetter. However, it may be extremely difficult to unify pre-existing state regulations. For example, renewable
portfolio standards are in some form valid in almost half of all states in the US, yet the standards differ widely and

7 See the WCl website: http://www.wci-inc.org.
8 See the RGGI website: http://www.rggi.org.
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it could be hard to bring uniformity at the federal level. Similar challenges might impose a federal cap-and-trade
system to those already in existence. In the case of cap-and-trade, less strict rules on credits may completely
compromise the emissions trading already in place by devaluing the price of credits.

Conclusion

In recent years, the United States has decreased its levels of greenhouse gas emissions per year. However this
is to a great extent caused by external factors such as the natural gas boom, high oil prices, the economic
crisis and technological development, rather than by conscious policies and clear leadership from Washington.
Partisan divisions over energy policy increased significantly during the first Obama administration to the extent
that during the 2012 presidential campaign it became politically difficult for Republicans even to speak about
climate change as a proven scientific fact. Climate change became an unconvincing “theory” for too many
voters, especially those without a stable political affiliation or those who support Republicans.

Since Congress is in political deadlock over energy policy and an agenda that would lead to reducing the levels
of greenhouse gas emissions, the executive has increasingly resorted to using its own powers to act. The EPA in
particular has had a great impact on energy and environmental issues.

Individual US states have also turned out to be much more dynamicin enacting energy and environment policies.
Yet state energy policies are often volatile and susceptible to political change; in addition, inconsistencies in
state programmes tend to harm the development of renewable energy technologies. One way to overcome
this problem is by involving more states (even from other countries, such as Canada) in regional arrangements,
such as WCl or the RGGI. Regional initiatives to curb emissions on a market-based scheme could spread to new
states if proven successful. Another challenge presented by the trend of state energy policies is that it might be
difficult to connect them to a universal federal policy at some point in the future.

The prospect of a federal market-based scheme is bleak, at least until the next Congressional election in 2014.
Afterthe hibernation of energy policy during the presidential electionin 2012, the reality of budgetary difficulties
have sunk in with politicians and both sides of the political spectrum have started talking about the possibility
of a carbon tax that could boost federal tax revenue. In all likelihood, if it had been raised a few days prior to
the election, such an idea would have been deemed absolutely unrealistic to even talk about (Volcovici 2012).
President Obama came back to the topicin his 2013 State of the Union address and practically warned Congress
that it should produce a bipartisan market-based solution to curb greenhouse gas emissions; otherwise he will
use all his executive power to take action. President Obama also spoke in favour of the creation of a new Energy
Security Trust, which would be funded by revenue from oil and gas production on federal lands and would
direct money into research. Even so, it is still highly unlikely that Congress will reach a compromise on energy.

In 2012 the United States faced a series of extreme weather events, varying from extreme drought and wildfires
to the “superstorm” Sandy, and the beginning of 2013 brought massive snowstorms. The public might react to
such outbreaks of extreme weather; if public opinion changes, there might be some chance that less dogmatic
politicians in Congress will manage to fight their way to a compromise on energy. However, this will almost
certainly not change until the next midterm election and the 114th Congress.
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