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Unit 1
Good Policy, and Bad

—A special report on climate change
and the carbon economy
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Some mitigation policies are effective, some are efficient, and some are
neither.

December 3, 2009

The Economist print edition

Greenhouse-gas' emissions targets can be implemented through | Name some of the

three sorts of policy instruments—regulation, carbon-pricing and | 9reenhouse gases.

. . . . ; Do you really believe
subsidies. Governments generally like regulation (because it appears o ¥ d
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to be cost-free) ; economists like carbon prices (because they are effi-
cient) and businesses like subsidies (because they get the handouts).

Regulation can be useful where the market is not working well.
Buildings are rarely designed to save energy, because those who put
them up do not usually pay the bills and those who occupy them
choose them for their views or their looks, not their
energy-efficiency. The same goes for appliances, most of which do
not use enough energy to affect consumers’ choices. Small regulatory
changes can cut energy consumption without distorting the market
much. According to McKinsey?, around one-third of the required
greenhouse-gas reductions will actually save money.

Two-thirds, however, will not. They can be achieved only if
companies invest in more expensive, cleaner technology. That will
happen only if governments require them to do so, or tax dirty prod-
ucts and processes (through a carbon price), or subsidise clean ones.

Carbon pricing keeps government out of management decisions
and allows managers to choose between different ways of cutting car-
bon. According to a paper by Carolyn Fischer, of Resources for the
Future®, and Richard Newell, head of America’s Energy Information
Administration®, a carbon price is around twice as efficient as a re-
newable portfolio standard (which requires power companies to gen-
erate a certain proportion of the power they sell from renewable
sources) and about two-and-a-half times as efficient as a renewable-
energy subsidy. .

A carbon price can be set either by a tax or through a cap-and-
trade system. Europe already has such a system and America, Aus-
tralia and Japan are trying to set one up. Norway and Sweden have
carbon taxes and France soon will (though none of them covers much
of those countries’ economies). The European Commission is also
now looking at a tax. Both methods have advantages and drawbacks,
but tax wins out for simplicity and stability.

More important than the way the price is set, though, is its lev-
el. It needs to be high enough to send an unmistakable signal to busi-
ness. According to Dimitri Zenghelis, one of the authors of The
Stern Review® and a senior adviser to Cisco® and the Grantham Re-
search Institute, a $40 carbon price now, doubling by 2050, and
combined with non-price policies such as appliance standards and
R&.D support, is needed to hit the 450ppm target.

The European Union’s Emissions-Trading Scheme, which

that greenhouse gases
are to blame for glob-
al warming?

What do you know
about McKinsey?

Do you think carbon
pricing can be really
effective? How?

How much do you
know about cap-and-
trade system? How

does it work?

Say something about
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started up in 2005, is the only large-scale attempt so far to set a car-
bon price. Under the ETS, EU countries get national allocations
which they then parcel out to over 11,500 factories in five dirty in-
dustries. Companies can buy and sell allocations amongst them-

?7 from develo-

selves, and can also buy “certified emission reductions
ping countries to meet their caps thfough Kyoto’s “clean develop-
ment mechanism™,

Europe’s flagship

The ETS makes up the vast bulk of the global carbon market,
which will be worth around $ 122 billion this year, It is the principal
way of financing the shift from high- to low-carbon power and indus-
trial processes in the developing world. A wind farm in India; a
methane-capture scheme for pig farms in Brazil; a forestry project in
Indonesia; equipment to capture industrial gases in China—the ETS
can finance them all.

Although it is still young, the ETS has had some impact on
emissions. According to a 2008 study at the Massachusetts Institute
of Technology, in its first three years it probably reduced them by
120m——300m tonnes, or 2%—5% a year, below what they would
otherwise have been.

Power companies and manufacturers factor a carbon price into
their investment decisions these days. At €15 ( $22) a tonne the
price is high enough to induce power companies to switch some gen-
eration from coal to gas at the margin, but not high enough to en-
courage much innovation.

Blame politics. The price is determined by the cap, which is set
by the European Commission in consultation with member states. In-
itially, member states overestimated their emissions in order to get
lots of permits, so the carbon price was lower than the commission
had expected. For the second phase of allocations, from 2008, mem-
ber states fought vigorously to get more permits than their neigh-
bours. Some sued the commission and, in September 2009, won.
The price dipped again.

Thanks to a combination of recession and lack of political will,
most estimates of the future level of Europe’s carbon price have been
revised sharply downwards this year. And if America gets a carbon
price, it is unlikely to be high enough to make much difference. Ac-
cording to America’s Environmental Protection Agency, the legisla-

tion Congress is now considering setting it at $12 a tonne in 2012,

the Kyoto Protocol.

What's China been do-
ing to reduce green-
house gas emissions?

Why is politics to
blome for carbon pri-
cing?
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rising to $ 20 in 2020. That, by itself, is unlikely to encourage much
new investment, so if America is to make a dent in its emissions, it
will have to rely mostly on subsidies.

There is an argument. for some of those. Basic R&D in new en-
ergy technologies—in carbon capture and storage, for instance,
which would allow the continued use of coal to generate electricity—
is too risky for most companies to undertake on their own, and offers
enough social benefits to deserve government support. But the subsi-
dies now on offer go far beyond that.

Governments are spending heavily on encouraging the switch to
low-carbon technologies, especially wind and solar power. “These
policies are not particularly efficient, but they have been quite effec-
tive,” says Guy Turner, director of carbon markets at New Energy
Finance’. Some 50% of new power capacity added in the EU in 2000-
06 was renewable energy, compared with 29% in 1990—2000.

This sort of energy is expensive. The best indication of that is
the carbon price that would be required to make investment in renew-
ables worthwhile without subsidy. According to New Energy Fi-
nance, onshore wind energy needs a carbon price of $ 38, offshore of
$ 136 and solar cells of $196. Europe’s target for generating 20%
of its energy from renewable sources therefore looks pricey. Accord-
ing to Richard Green, director of the Institute for Energy Research
and Policy at Birmingham University, the implied marginal cost of
carbon would be €129 a tonne—which suggests that allocating such
large resources to renewable-energy subsidies is, as Mr Green says,
“seriously sub-optimal”.

The worst example of a wasteful subsidy is America’s support
programme for home-grown corn ethanol, which is coupled with tar-
iffs on cheaper sugar-cane ethanol from Brazil. The programme has
raised global food prices (and thus increased malnutrition among the
world’s poorest) ; lined the pockets of America’s farmers; given poli-
cies to cut carbon a bad name; and cut little, if any, carbon.

Solar flare

Europe has yet to devise a policy quite so disastrous, but Spain’s
solar subsidy comes a close second. Its feed-in tariff for solar energy,
established in 2007, offered generators 44 euro cents per kwh (kilo-
watt-hour). Coal-fired power costs around 4 cents per kwh to gener-
ate. The tariff was supposed to be for small-scale projects, of 100kw
or less; but generators found that they could get it for larger ones if

Why do you think it
too risky for most
companies to under-
take basic R&D in
new energy technolo-

gies?

What is meant by “on-

shore wind energy
needs a carbon price of

$ 3877

How does subsidy
work in a negative

way?

Are those generators
unethical?
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they installed banks of 100kw modules next to each other.

The resulting boom benefited manufacturers not just in Spain
but also in Germany and China, the biggest producers of solar cells.
Last year Spain accounted for 40% of world demand. The govern-
ment had planned for 400MW of solar capacity to be built by 2010,
In the event, 3GW was built. Panicking about the commitments it
was building up, the government announced that rates would drop to
32 cents on September 29, 2008. “There were all sorts of abuses,”
says Jenny Chase, solar analyst at New Energy Finance. “If you con-
nected a single module to the grid before September 29, your whole
project got financed. So modules were changing hands for vast sums
of money. ” After the deadline the market collapsed.

The Spanish crash hit silicon-wafer producers, the manufactur-
ers of equipment for solar-cell producers and the makers of cells
across the world. Prices across the industry crashed by 30%—40%,
and solar companies’ share prices fell by 50%—75% in 2008, though
they have picked up a bit this year. Some 20,000 jobs have been lost
in the solar industry in Spain over the past year, and plenty more
elsewhere.

Europe’s energy subsidies, unlike America’s, do not include nu-
clear, largely because of German opposition (which may change, fol-
lowing Angela Merkel’s recent election victory). Nuclear power is
more expensive than coal and gas, but probably cheaper than most
renewables—though nobody is sure, since political opposition has
ensured that few plants have been built in the West in recent years.
Nuclear power does, however, have the virtue of scale, For renew-
ables a gigawatt of power is a massive amount; for nuclear power it
is the basic unit.

Thanks to stimulus money to combat the recession, subsidies
are now flooding into the renewable-energy business faster than ever
before. Governments across the world have trumpeted their stimulus
packages as a way of saving the world economy and the planet at the

same time. Green stimulus money globally adds up to around $ 163

billion, according to New Energy Finance, of which more than $ 100.

billion is being spent in America and China. The biggest chunk,
around a quarter,, is going on improving energy efficiency. Grid de-
velopment is next, with a fifth.

The green stimulus money has been slow in coming. In America

it started to flow in the second half of this year, just as the economy

Are businesses reaily
concerned about
clean energy?

Find out why German is
against nuclear power
subsidy.
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began to recover. Some of it has been used to extend the tax credits
for wind and solar energy and to convert some of the tax-credit
schemes into grants. As a result, wind developers in America now
get a cheque for 30% of the cost of the project once they connect to
the grid. That scheme runs out at the end of next year.

Mr Clover is concerned about the likely effect. “We're expecting
a stampede in 2010. The danger is that you just bring forward de-
mand. That’s been a key feature of the US market. We've already
seen several subsidy cycles—very high installations followed by com-
plete cessations of activity. All anybody wants is long-term regulato-
ry stability. ” He hopes that will come with the imposition of a feder-
al renewable portfolio standard on generators, which would require
them to sell a certain proportion of renewable electricity as part of
the mix.

Globally, New Energy Finance reckons that only $ 24 billion of
green-stimulus money will be disbursed this year, with another $ 58
billion to follow in 2010 and a further $56 billion in 2011. So it
looks as though the money will come too late 10 temper the recession
of 2008-09, and may instead fuel another inflationary boom in a cou-

ple of years’ time.

How do tax credits
and grants work dif-
ferently?

What causes the sub-
sidy cycles?

Why does the author
say the stimulus mon-
ey may fuel anocther
inflationary boom?
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dip VL.
recession n.
revise downwards

make a difference
make a dent

undertake ot

onshore adj.
offshore adj.
sub-optimal
cthanol .

be coupled with
line sb’s pocket(s)

feed-in tariff

module n.

solar cell

in the event

marginal cost

carbon market

market trend
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BETLH T AREAE XL FETERIRLRANEES A,

Part Hil Economic & Trade Background

1. Subsidy %P5

bk % 38— B AT AT 2 AU 6 K 2B b 3R BEAG B BCAR B A B A A NG &
Fro ARG AR o R S it o, R st R R A 8.5 AR AR F e BURT
P,

AN &) £ B A AL  ANNE R BOFAT A 5 AN R B BOAT S 5 ARG 4 JR 3% P AR RE B 3 A A
# AN B A F G,

2. Carbon Pricing 8% E 4t

BEMRAZ—FITETFR, ANERLREE B EA R — T 0y A, Bk
TARAE H R ok fe ASAR S BHRA PR bk R TR AR T EARER KA S
My K, T AU AT T B A R B AT AL

3. Renewable Portfolio Standard (RPS) A B 4 Bk iR So 50 I B3R
THARBRRMAHNERZ A BERFE — AN RGBT A AN XS THARR
(KFAgE EEE BA R )L B THHFM B G BHMGRET, KB THELLR
AR PHCTHARBRANELR" A - A ELHA R BB, L ALK EL Al
Ko, Htifw, THRERRA L ERFREH —Le s, T BMEIAANRENGH AL
EELABREEPLAARAI AL R THARR,
Bty — B EAEREH HREFSLAHE R —ERENZEL S, R TR



10 ZHE P HEERA A HAE

LR E R AT — A, X AR E G FATRIEZERRTHOE K, NG riax
RELFAFRERRES T AORAALSE S, ADMABRRF RGN, AEEE
AER A 7N R R IR A HUE

4. Emissions Trading BHER 3= 5

T eg kit A2, FA KB AL R RSB E AR, BB —
R HEFTERRLBAEAFEN —EAKE S, FHRIERRA QT LTI A TE AL
HEAL Y EARIRAR, AR BRHE AL,

—HOBERBEAARE, EXABRBERALHOLLHRE TR ERATNRT, AF LN
MERHLEMBARRIRITEAGETHR S, AEHFBHITFHLO LA ELTA, £4
MU FEROEE XA EEGSE, EH— R, HFTIRARRRT — AR,
TALTH EXHHH e, XAFDLE _RAEHRTOLYH HRABHRLS, -

2005 -, BRBFAKEATRAFNE, LEHEEPLBFATHRY B AT G,
i RIBCHE 5 My A AT (SR R R KB i) 6 A T A5 A B R A R AT AARTT
R HARAE, TR HEZ —H AR T RAAITLHFTAF A, BT AR e 5 S 3| R HGE
AR AF S ETR LT

Part IV Language Features

RN

BEEELHFENRELR,E LN EERT T — AR FEELHATIF RO
R XEGR ARIFETE B TR XEE: 7 — A RREAESEE LN HE A EIR
F BTN XAEHK, —HAXEHFANREVAETELVHERE BEXE HEAFTR (R
T IR AL, o AR IR P R R T B ARG IR R & O
FRB

W B AT K H B (news) 3 43 B (hard news), & DL BT E X 3 Uk 4% 3 ¥
BELW-MEE, ZEHFEEABPINAR B RREFE REE XA NHT AEK.
v B A B 7 By B (8] $ (timeliness) 5 %t 8 {8 (news values) ., WEBEHE =AW 0H 5k, B
#7 8 (headline) . 15 (lead, # & L #8 2 & X 9% — B F E X (body), # [ #iE % Lty
FMA QO “BléFHEH” (inverted pyramid form), I H H F (R EH M AT H R E
ERFHNEL, BFAEEANKLTRXCHITE. & VR ENREERERFTH RAEN
BEXEWNAR EHBFEFRFEF - BRGErEFEANTEER, VAHA;Q “2
FH LM (pyramid form) , BB EHE R AW FHF . BHIANTH, — K E“FL"“E
X RV AWM K, EASTHEUNEFTERESHFH;Q “W iR AW (hourglass
form), P L WHMAEHNESER, EEXEHEBWH U E & FE7EH R HE 8L
AEEUBH-—EBTR . EFENABR, EF L BRBHEAMFAFEESFNR R
RESXR, FRREFEEGCAEHEZRENT B EHEFH,

3 E P B4 B L FE (feature articles) , B #4F 5 ({eatures) , Z B I F H FH A4
TG ENHEEAARESR, ML TFPENARF. BELARLISHE AN FAR . BEEH



