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The Improving Economics of the Energy Transition

My name is Noah Kaufman. | am an economist at the Center on Global Energy Policy at Columbia
University SIPA. | study the economics of the energy transition, and my views have changed a lot in
recent years because the data have changed. I'm thrilled to have the opportunity to share a few

thoughts about those changes and their policy implications.

My testimony will make three points:

1. The economics of the energy transition have dramatically changed, which has profound
implications for economic policy strategies. There is no safe status quo option for policymakers
to consider.

2. Recent laws will reduce emissions and help American workers and communities navigate the
energy transition. They will give domestic producers opportunities to compete in rapidly
growing international markets for clean energy products. They will also take initial steps to
support communities that depend on carbon-intensive industries for jobs and public revenues.

3. Stronger international cooperation is needed to take full advantage of the improving economics
of clean energy. Actions that support domestic producers and promote international
cooperation are not mutually exclusive. Multilateral agreements can help decarbonize
internationally-traded products, and international trade rules can be revised to be consistent

with 21° century priorities, but only with strong U.S. government leadership.



The economics of the energy transition have dramatically changed

A decade ago, about 60 percent of utility-scale electricity capacity additions in this country were from
fossil fuel sources.! Last year, about 70 percent of new capacity was from carbon-free sources in the
United States, including renewables and nuclear.? Globally, carbon-free sources accounted for 80
percent of new capacity over the past three years.? Over the next three years, over 90 percent of

additional global demand for electricity is expected to be met by renewables or nuclear energy.*

Cars may be the next major emissions source to reach this tipping point. A decade ago, sales of battery
and plug-in electric vehicles (EVs) were well under 1 percent of total U.S. light-duty vehicle sales.” Last
quarter, EV sales reached almost 10 percent,® and EV market shares are higher worldwide.” Two of the
three most valuable car companies in the world are electric vehicles manufacturers,® and even a legacy
automaker like Ford is reportedly allocating a majority of its capital and R&D investments to EVs and

digital technologies.®

We are living in interesting times. Energy systems remain heavily carbon-intensive,® and global carbon
dioxide emissions increased last year.'! Nevertheless, when most of the new stuff being built and sold is

clean, an energy transition becomes almost inevitable.

Indeed, annual global emissions appear poised to begin their descent. Each year, the International
Energy Agency projects global carbon dioxide emissions under a range of scenarios, including with
existing policies and with modest additional climate policies. A decade ago, both of these scenarios
showed global carbon dioxide emissions increasing through the 2020s.%2 In this year’s report, the

comparable scenarios show carbon dioxide emissions falling between today and 2030.33

These changes have profound implications for economic policy strategies. We have long known about

the serious risks posed by climate change. Previously, countries may have justified inaction due to the



risks of embarking on an energy transition. Now, with energy systems rapidly changing, there is no safe

status quo option.

Recent laws will help American workers and communities navigate the energy transition

Recent laws passed by Congress—including the Inflation Reduction Act, the Bipartisan Infrastructure Bill,
the CHIPS and Science Act, and the American Rescue Plan—include important measures to address the

risks of climate change and the energy transition.

These laws will reduce emissions. Failing to take advantage of the improving economics of clean energy
would be like leaving the proverbial $20 bill lying on the ground. Reducing emissions will save lives'* and

make people healthier and more productive.>

These recent laws are also important steps toward preparing American workers and communities for a
transition to clean energy. In recent years the United States has become the world’s largest producer of
oil,Y” the world’s largest producer of natural gas,*® and the world’s third-largest producer of coal.?® In
addition, over one million people are employed in the production of motor vehicles and associated

parts.?°

As the world shifts away from fossil fuels, other technologies and fuels will gain economic importance.?
Before congressional action, the United States was essentially ceding rapidly growing markets for
technologies such as solar panels and batteries to producers in China and other countries. Recent laws
give American producers a fighting chance to compete in these international markets. Investments in
clean energy manufacturing were $39 billion in the United States in the past year, more than double the

previous year.?

Efforts to “onshore” manufacturing are often referred to as national industrial policy strategies because

they address risks to national economic competitiveness and energy security. But the more salient risks



of the energy transition are at subnational levels. About one thousand counties in the United States
have some form of fossil fuel infrastructure;? in about 200 counties, fossil fuel jobs are over 5 percent
of total employment.?* The decline of dominant industries risks downward spirals for local economies
that cannot attract or retain businesses, amplifying fiscal stresses and the ability of local governments to

provide adequate public services.?

A strategy to achieve net zero emissions that works for the whole country needs to be paired with

credible economic diversification strategies for fossil fuel-dependent communities.

Recent actions by Congress and the Biden administration take important strides in this direction. For
example, they fund restoration projects at old mines and wells; they include carve-outs and bonuses to
tax credits for projects in fossil fuel-dependent communities; they will support efforts at manufacturing
facilities to convert to clean energy products; and they fund largescale projects for technologies like

hydrogen, carbon capture, and nuclear energy that can be sited in these regions.?®

These are only first steps. Communities need holistic economic development strategies, and in many

places, energy-related projects may play only a small role.?”

Even petrostates in the Middle East have recognized the importance of economic diversification, with

.28 Dubai is an interesting case

national strategies to reduce the dependence of their economies on oi
study: declining oil reserves forced the Emirate’s economy to shift away from a heavy dependence on

oil, with the help of the national government.? Dubai has become a successful financial and tourist hub,

and an international city that hosts events like the ongoing international climate change conference.

| am not suggesting the U.S. government should behave like a petrostate. However, if these countries

can successfully diversify oil-dependent economies, the United States can too.



Stronger international cooperation is required to take full advantage of the improving economics of

clean energy

Recent climate actions by Congress and the Biden administration have elicited two loud responses from
the international community. One response has been applause for U.S. leadership in confronting a
global challenge. Without these actions, the United States had little chance of meeting its climate

commitments,* which would have dampened climate policy momentum across the world.

| am going to focus on the second response from the international community to recent laws: concerns
about their large support for U.S. producers. Most countries cannot provide comparable support to their
own domestic producers, and they fear that U.S. policies will put their producers at a disadvantage.
These measures are also seen as violations of international trade rules that the United States, more than
any other country, has been responsible for developing and enforcing.3! These grievances are
exacerbated by proposals for tariffs on embedded carbon dioxide in imported products, which would

further advantage U.S. producers in domestic markets.3?

While not their intent, these actions have poured fuel on the fire of geopolitical debates surrounding

energy access and the energy transition.

Stronger international cooperation is needed to take full advantage of the improving economics of clean
energy. Trade disputes can raise prices for American consumers, limit access to export markets for
American producers, and slow innovations that require the diffusion of technologies and ideas across

borders.

Fortunately, actions that support domestic producers and promote international cooperation are not
necessarily mutually exclusive. The ongoing United Nations Conference of the Parties in Dubai is a good

opportunity for the United States to showcase renewed leadership on international climate priorities.



| will mention two specific priority areas. First, decarbonizing carbon-intensive and internationally
traded products will require broad multilateral agreements. Otherwise, low-carbon variants of products
like steel will not be able to compete with the established carbon-intensive alternatives. Such
agreements must be compatible with the industrial policy strategies of richer countries and the
development goals of lower-income countries like India, where most future emissions with occur. A
useful template is the agreement to phase out hydrofluorocarbons under the Kigali Amendment to the

Montreal Protocol, which received bipartisan support in the U.S. Senate last year.3

A second priority is a modernized set of trade rules. The current World Trade Organization is not a
credible arbiter for disputes related to the energy transition because its rules were not designed for 21°
century priorities. Countries can negotiate revisions to trade rules that reaffirm the importance of
minimal trade barriers and nondiscrimination while recognizing that governments will need to support
communities at risk from the energy transition, nurture emerging domestic industries, and ensure

energy security.3*

Modern trade rules and standards for carbon-intensive products could benefit American producers.

They will not happen without the prioritization and strong leadership of the U.S. government.

| will conclude by emphasizing that energy transition policies create important trade-offs for
policymakers to consider. For example, how do we keep costs low for American consumers while
ensuring American workers have high-paying jobs? How do we manage an energy transition that is
sufficiently smooth for fossil fuel-dependent communities yet sufficiently rapid to protect vulnerable

and voiceless people from climate damages?

My suggestion to this committee and to Congress is to please work together on solutions that

acknowledge these trade-offs and address them head on. There are no perfect answers. However, given



the rapidly changing economics of the energy transition, inaction by the U.S. government would be a

disservice to Americans.

Thank you for the opportunity to testify.
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