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Economywide Strategies Subgroup Draft Workplan Comments

I am writing to the Economywide Strategies Subgroup relative to the draft workplan overview schedule and
the NYSERDA - Resources for the Future Carbon Pricing Project presentation. According to the schedule
you won’t consider public comment until August 22 and I think you should be aware of my submitted
comments on the Economywide Strategies chapter before that point because I discuss issues not raised in
the Draft Scoping Plan. This email also points out some short-comings of the NYSERDA-RFF presentation.
I explained in my comments that I first became involved with pollution trading programs nearly 30 years
ago and have been involved in the Regional Greenhouse Gas Initiative (RGGI) carbon pricing program since
it was being developed in 2003. During that time, I analyzed effects of these programs on operations and
was responsible for compliance planning and reporting for affected sources until my retirement. My
comments are based on practical experience with carbon pricing programs and I have observed a gulf
between theory and practice. I have followed the New York State Independent System Operator’s (NYISO)
carbon pricing initiative since its inception and my analyses of that program and others is the primary basis
for my comments on the Draft Scoping Plan chapter on economy-wide strategies.
Draft Scoping Plan Comments
My submitted comments summarized three main points:
My overview comments explain why I believe carbon pricing will always be a regressive tax. I also
explain that there are a number of practical reasons that carbon pricing will not work as theorized.
Leakage is an insurmountable problem. A fundamental problem with all carbon pricing schemes is
that funds decrease over time as carbon emissions decrease unless the carbon price is adjusted
significantly upwards over time. There are gaps between the theory of carbon pricing and market
reality, especially regarding how affected sources can act with limited control options. Based on
investment results for RGGI proceeds, the programs funded are not cost-effectively reducing
emissions. The Climate Act mandate for funding in Disadvantaged Communities will exacerbate
that issue. The Regulatory Analysis Project (RAP) recently completed a relevant study: Economic
Benefits and Energy Savings through Low-Cost Carbon Management for Vermont that concludes
“carbon pricing alone will be a weak tool to deal with the realities of consumer behavior, our
historic buildings infrastructure, rural settlement patterns, and the many barriers that working
families and businesses face in choosing to invest in energy efficiency or other low-carbon options”.

In addition to my practical concerns “A Practical Guide to the Economics of Carbon Pricing by Ross
McKitrick defines how carbon pricing is supposed to work in theory. His guide is at odds with the
Draft Scoping Plan for every point. He explains that “First and foremost, carbon pricing only works
in the absence of any other emission regulations”, but the proposal is in addition to the emission
regulations of the Climate Act itself. The Guide goes to note “another important rule for creating a
proper carbon-pricing system is to be as careful as possible in estimating the social cost of carbon”.
He argues that “whatever the social cost of carbon is determined to be, the carbon price must be
discounted below it by the marginal cost of public funds (MCPF) — that is, the economic cost of the
government raising an additional dollar of tax, on top of what is already being raised”. The Draft
Scoping Plan does not even recognize the importance of this aspect of carbon pricing. He
concludes: “There may be many reasons to recommend carbon pricing as climate policy, but if it is
implemented without diligently abiding by the principles that make it work, it will not work as
planned, and the harm to the Canadian economy could well outweigh the benefits created by
reducing our country’s already negligible level of global CO2 emissions.” Substitute New York for
Canada and I believe this describes this policy option.
The estimates of current (2019) emissions coupled with the New York value of carbon yield very
high revenues. The AP-NORC Center and the Energy Policy Institute at the University of Chicago
(EPIC) survey regarding climate change included survey questions asking whether respondents
would support, oppose, or neither support or oppose a law that imposed “a fee on carbon to
combat climate change”. Only 45% support $1 per month per household additional costs and $1
per month per person in New York only provides revenues of $237 million. All of the projections in
Table 2 estimate costs far higher than that level so I do not think the public perception of
affordable will be met by any carbon pricing scheme using the New York value of carbon guidance.
The Draft Scoping Plan lists eleven considerations for evaluating the three potential policy mechanisms. My
comments addressed those considerations explicitly.
NYSERDA-RFF Presentation
Members of the Workgroup should keep in mind that the NYSERDA-RFF Carbon Pricing Project: Lessons
Learned from the Literature Review and Policy Design Experience presentation is not a critical review of
carbon pricing approaches. Instead, it describes the theory without regard to conflicting issues and only
summarizes three ways to implement a carbon pricing scheme.
The first slide in the New York Policy Context section poses the question why jurisdictions pursue carbon
pricing. It claims that “Pricing provides an efficient market signal to reduce emissions” and goes on to
argue that:
•
Does not require policy makers to pick technologies and creates incentives for private
actors to make clean investments and reduce fossil fuel use
•
Provides cost-effective implementation by investing in low-cost emissions reductions
•
Internalizes the environmental cost of emissions in economic decisions
•
Carbon pricing involves price stability that yields a behavioral response that is three times
greater than market-driven price variations of the same magnitude (Andersson 2019).

The presentation claims that jurisdictions pursue carbon pricing because it “does not require policy makers
to pick technologies and creates incentives for private actors to make clean investments and reduce fossil
fuel use”. However, the later Carbon Fee versus Emissions Cap slide states “Recent emissions cap programs
have opted for a cap-and-invest model which directs carbon revenues toward program-related investments
to accelerate emissions reductions”. Directing carbon revenues explicitly picks technologies contradicting
this “benefit”. In my Draft Scoping Plan comments, I quoted Paul Homewood who made the point that
“The only logical reason for a carbon tax is to reduce emissions. Such a tax might help to reduce energy
consumption, but only at punitive levels, because energy demand is so inelastic.” The key point is that
there aren’t any cost-effective retrofit technologies to reduce greenhouse gas emissions so the only way to
reduce fossil fuel use is to convert energy consumption to a less emitting resource or reduce use.
The presentation claims that jurisdictions pursue carbon pricing because it “Provides cost-effective
implementation by investing in low-cost emissions reductions”. One of the underlying presumptions in any
carbon price program is that the funds received will be spent effectively. I have evaluated the results of
the investments made by regulatory agencies to date in RGGI measured as the cost per ton reduced. The
RGGI states have been investing investments of RGGI proceeds since 2008 but their investments to date are
only directly responsible for less than 5% of the total observed reductions. Furthermore, from the start of
the program in 2009 through 2017, RGGI has invested $2,527,635,414 and reduced annual CO2 emissions
2,818,775 tons. The resulting cost efficiency, $897 per ton reduced, far exceeds the Social Cost of Carbon
(SCC) that represents the value of reducing CO2 today to prevent climate change damages in the future.
Finally, the presentation claims that jurisdictions pursue carbon pricing because it “Internalizes the
environmental cost of emissions in economic decisions”. The Draft Scoping Plan avoided societal costs
from GHG emissions are the largest benefits claimed. In my comments on the Plan benefits I included a
description of the SCC and the caveats associated with the alleged benefits. The methodology calculates
the benefits out to 2300 so they will accrue to the next 11 generations not just our children and
grandchildren. Jurisdictions that cannot afford investment in resilient agriculture, sea-level rise mitigation,
and disease prevention have larger impacts so the benefits will accrue to them rather than New York. The
bottom line is that the costs are real but the internalized environmental benefits are mostly imaginary.
Misconceptions
There are misconceptions in two claims that carbon pricing has been successful that need to be addressed
for a full understanding of economywide strategies.
The first claim states that “Murray and Maniloff (2015) find that RGGI has driven about half of the region’s
emission reductions in the power sector since the program’s inception”. I disagree with conclusion. The
Murray and Maniloff analysis relied on econometric modeling that assumes that compliance with the
program is made more efficient by an allowance acquisition program that resembles commodities markets.
In reality, based on my experience in the utility allowance trading business and discussions with my peers,
the vast majority of companies and possibly all companies treat allowance acquisition as simply a tax.
Allowances are purchased in the auctions or on the secondary market based on short-term compliance
needs. The over-riding concern is compliance and there is no efficiency gain due to the market.

In my opinion the Murray and Maniloff analysis assumed that companies would do things to reduce their
CO2 emissions rather than just buying allowances as a tax. However, the only thing that affected sources
could do is to improve combustion efficiency to use less fuel. Fuel costs are the over-riding driver for
operating costs so plants have already looked into this and probably made the efficiency changes that they
could afford so there were few opportunities left to become more efficient. In addition, EPA’s New Source
Review program can penalize old facilities that make efficiency improvements because they are concerned
that they those improvements could extend the life of a higher emitting facility. Based on my experience
and discussions with colleagues in the industry, no affected generating units did anything to explicitly
control emissions for RGGI compliance. More importantly when this analysis observed facilities shutting
down, Murray and Maniloff claimed that was due to RGGI. In fact, all the facilities that I am familiar with
would have shut down even if RGGI were not in effect. For all these reasons I do not accept this reference
as credible evidence for RGGI success.
There are two ways to determine why the emission reductions occurred using data and observations and
using that approach produces a far different result. The first way to determine why emissions dropped
over this period is to evaluate the emissions data. I queried the database at EPA Clean Air Markets Division
data and maps and downloaded emissions, load and heat rate data for the nine RGGI states for the years
2000-2018. In order to determine what fuel was used I had to use these data instead of the data in the
RGGI system because the EPA data includes fuel type information. This means that there are differences in
the annual totals because the EPA data set has more units in it. Prior to the start of RGGI I had to ask for
data from “all programs” and for consistency kept that constraint even after the start of RGGI.
The RGGI Nine-State EPA Clean Air Markets Division Annual Emissions Data by Primary Fuel Type table lists
load and CO2 mass data from 2006 to 2018. In order to establish a baseline, I used the average of the three
years prior to the start of the program. The CO2 mass and load from coal-fired units went down over 80%
from the baseline to 2018. The RGGI states have a relatively high concentration of residual oil-fired units
and load and CO2 mass went down nearly as much. Diesel and other oil-fired units went down over 50%.
On the other hand, natural gas firing loads went up 35% and their CO2 mass went up 43%. Because natural
gas firing has much lower CO2 per MWhr emission rates the total CO2 mass went down 41% from my
baseline to 2018. Because fuel prices are the primary driver of unit operations and because the RGGI
allowance price was relatively small in comparison to the fuel price differential of natural gas relative to
coal and oil I conclude that the primary driver of RGGI region CO2 emission reductions was fuel switching
not RGGI.

The second way to determine the effect of RGGI is to use RGGI’s own information. The Investment of
RGGI Proceeds in 2017 report tracks the investment of the RGGI proceeds and the benefits of these
investments throughout the region. I recently calculated that the total annual reductions since the start
of the program were: 4,014,410 MWh of electricity use avoided, 9,824,199 MMBtu of fossil fuel use
avoided, and 2,818,775 short tons of CO2 emissions avoided. The total reduction in load from the
baseline until 2018 is 51,098,013 MWh so the direct investments of RGGI auction proceeds were
responsible for 7.9% of the observed reduction in load. The total reduction in CO2 from the baseline
until 2018 is 52,202,198 tons so the direct investments of RGGI auction proceeds were responsible for
only 5.4% of the observed emissions reduction.
The second misunderstanding is incomplete summarization associated with the claim that “Carbon
pricing involves price stability that yields a behavioral response that is three times greater than marketdriven price variations of the same magnitude (Andersson 2019)”. The abstract states “This quasiexperimental study is the first to find a significant causal effect of carbon taxes on emissions, empirically
analyzing the implementation of a carbon tax and a value-added tax on transport fuel in Sweden”. This
analysis modeled emission reductions with and without the carbon tax and then had to “disentangle”
the carbon tax and the extension of a value-added tax to include gasoline and diesel. Based on my
findings for RGGI this kind of modeling is prone to prove the pre-conceived notions of the researcher.
He claims that this is the first quasi-experimental study to find a significant causal effect of a carbon tax
on emissions. However, he admits and the NYSERDA-RFF presentation neglects to point out that:
This result is in contrast to earlier empirical studies that find no effect from the Swedish carbon
tax on domestic transport CO2 emissions (Bohlin 1998, Lin and Li 2011), and the estimated
reduction is 40 percent larger than an earlier simulation study finds (Ministry of the
Environment and Energy 2009). In fact, my finding differs from all earlier empirical studies of
carbon taxes, which find that the taxes have had very small to no effect on CO2 emissions in the
countries that implemented them (Bohlin 1998, Bruvoll and Larsen 2004, and Lin and Li 2011).
Conclusion
I prepared this email because the discussions of the carbon pricing approach in the Draft Scoping Plan
and the NYSERDA-RFF presentation ignore the many limitations of the approach. While the theory is
great, I believe practical limitations in general and in the three proposed approaches makes it likely that
it will not work as planned and the harm to the New York economy could well outweigh the benefits
created by reducing New York’s already negligible level of global CO2 emissions. The limitations of this
approach should be considered by the subgroup.
The opinions expressed in this comment do not reflect the position of any of my previous employers or
any other company I have been associated with, these comments are mine alone.
Roger Caiazza
Pragmatic Environmentalist of New York

