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Low-Cost ENERGY

Critical for the Economy and Our Way of Life

¢ Low-cost energy is not only critical to the economy,

but also to our health, safety, and general welfare.

¢ Despite concerns over energy prices, policymakers are intentionally in-

creasing energy prices through new taxes and regulations.

¢ The stated rationale for these harmful policies is to reduce carbon dioxide

emissions in order to address climate change.

¢ These costly policies are being seriously considered even though they
could devastate the economy and would disproportionately hurt the poor.
Even worse, the most ardent global-warming alarmists admit these policies

would have no effect on temperature.

e Among other policy options, federal and state policymakers are currently
considering cap-and-trade programs. A cap-and-trade program could, by
2030, increase the price of gasoline in North Carolina to nearly $8 a gallon

and result in a net job loss of about 146,000 people.

¢ North Carolina legislators already passed a renewable energy bill that

could cost North Carolinians a half a billion dollars annually by 2021.

e Higher energy prices means far less wealth for the state. Wealth is crucial
to major technological breakthroughs; they can happen only when there is

significant wealth to invest in research and development.

e Wealth also enables individuals to better adapt to extreme weather events,

such as those predicted by global-warming alarmists.

nergy is the lifeblood of our economy and allows us to have a high stan-

dard of living. Manufacturers rely on affordable electricity to produce

the goods that we depend on. Our hospitals need electricity to operate
the high-tech machines that provide us critical medical care. Fuel provides us
the means to drive vehicles that give us the mobility that has transformed the
nation. The way energy impacts our lives is endless—the point is, energy is not
an abstract idea but an absolute need for a country to be prosperous.



North Carolina policymakers regularly express concern about the costs of energy, such as high gasoline prices.! Yet
their actions tell a different story. North Carolina policymakers have recently adopted policies that will increase the
cost of energy use and are considering additional policies that will further increase this cost. These actions are being

taken in the name of global warming.?

This Spotlight will explain the importance of low-cost energy. It will detail why increasing energy prices to ad-
dress global warming would devastate the North Carolina economy and be worse than pointless—higher energy prices

would make it more difficult to address global warming (assuming that it is a necessary goal).

The Need for Low-Cost Energy

The Federal Reserve Bank of Dallas provides a clear and simple definition of energy and an explanation of energy’s
importance to the economy:
Energy is the power necessary to produce goods and services, and transport them to their des-
tinations .... Energy is the power that drives the world’s economy. In the industrialized nations,
most of the equipment, machinery, manufacturing plants and office buildings could not operate
without an available supply of energy resources such as oil, natural gas, coal or electricity. In

fact, energy is such an important component to manufacturing and production that its avail-
ability can have a direct impact on GDP [Gross Domestic Product] and the overall economic

health of the United States.?

Low-cost energy is not a luxury but a requirement to fulfill our most basic needs. The effect of energy prices is more

than economic—it has implications for every facet of life.

It was the availability of low-cost energy that propelled the Industrial Revolution and allowed people to greatly in-
crease their health, safety, and living standards. In the modern world, access to inexpensive energy sources continues
to drive productivity. As John Reinker from GE Global Research states:

Societies have continually increased productivity through the harnessing of different energy

sources, which has allowed for economic expansion and the development of the modern world
.... The availability of abundant, low cost energy is key to a modern society and a necessity for

continued economic expansion.*

Recent high energy prices are taking their toll on the economy. A Congressional Budget Office (CBO) study that
examined the impact of high gasoline prices on the economy found:
GDP in 2006 is probably lower by about one percent [$132 billion®] than it would have been if
energy prices had not risen. In addition, the rise in energy prices added more than a percent-

age point to consumer price inflation in 2005 ... the average household’s annual spending on
energy goods and services rose by about $1,700 between 2003 and 2006, and their saving rate

dropped sharply.®

Intentionally Increasing Energy Prices in North Carolina

Global Warming Rationale. Despite the critical need for low-cost energy, some policymakers use the threat of
global warming as the rationale for increasing the costs of energy. Fear about global warming is grounded in the theory
that man-made carbon dioxide emissions are causing global temperatures to increase to problematic levels. To clarify,
carbon dioxide (not to be confused with carbon monoxide) is an invisible and odorless gas that is required for life on

Earth and is exhaled by humans.

While there is still a great deal of scientific debate surrounding the link between man-made carbon dioxide emis-

sions and rising temperatures,’ there is a consensus about the impact of reducing carbon dioxide emissions: there is



nothing that the whole world could reasonably do to have any meaningful effect on temperature in the next 100 years.?
It would require going back to 19th Century levels of carbon dioxide emissions to have any real impact.®

The Cost of Increasing Energy Prices. Policy proposals that have been passed or are being considered at both the
federal and state levels would drastically increase energy prices for North Carolinians. On the federal level, Congress
is considering increasing energy prices through a cap-and-trade program.!’ The North Carolina Legislative Commis-

sion on Global Climate Change also is considering a state-only or regional cap-and-trade program.!!

A cap-and-trade program is the most significant policy initiative espoused by global warming alarmists. It would
limit the total amount of carbon dioxide that can be emitted by regulated parties. Because carbon dioxide emissions
are primarily a result of burning fossil fuels to produce energy, cap-and-trade systems are effectively a limit on the

amount of energy that can be produced.

This energy-rationing scheme would lead to higher energy prices. One particularly egregious effect of increasing
the price of energy use is that it has a disparate impact on low-income families. Low-income families must use a larger
percentage of their income to meet their energy needs and, hence, they are disproportionately harmed by increases in

energy prices.!2

The National Association of Manufacturers and the American Council for Capital Formation have studied the
primary cap-and-trade bill being considered by Congress (S. 2191).12 Their analysis'* has shown it would have the fol-
lowing impact on North Carolina (price increases are expressed in constant 2007 dollars):

> Significantly higher residential electricity prices. Prices would increase from 30 percent to 39 percent by 2020
and from 103 percent to 135 percent by 2030. Given a current electricity price of 9.15 cents/kWh, !5 this translates
to a range of 10.45-12.72 cents/kWh by 2020 and 18.57-21.50 cents/kWh by 2030 (see Figure 1).1¢

Figure 1: The Effect of S. 2191’s Cap-and-Trade Program on
Residential Electricity Prices in North Carolina
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> Significantly higher gasoline prices. Prices would increase from 21 percent to 74 percent by 2020 and from 74
percent to 145 percent by 2030. Given today’s average gasoline price in North Carolina of $3.26 per gallon,'” this
translates to an average price range of $3.94 to $5.54 per gallon by 2020 and $5.67 to $7.98 per gallon by 2030
(see Figure 2).18

Figure 2: The Effect of S. 2191’s Cap-and-Trade Program on
Gasoline Prices in North Carolina
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> Significantly less disposable household income. There would be an annual average decrease in disposable house-
hold income of between $836 and $2,712 by 2020 and between $3,525 and $6,428 by 2030.%

> Large-scale job losses. North Carolina would lose between 39,065 and 58,764 net jobs by 2020 and between
110,232 and 146,735 net jobs by 2030 due to higher energy prices.?

> Fualling gross state product. GSP would fall by $4.3-$6 billion per year by 2020 and $16-$18.9 billion per year by
2030.%

At the state level, the North Carolina legislature has already passed controversial legislation, SB.3, which will
substantially increase the price of energy. This legislation requires utility companies to generate 7.5 percent of their
electricity from expensive “renewable” energy sources such as hog waste, wind, and solar energy.??

The North Carolina Utilities Commission estimated only some of the costs of this bill. In their estimate, the Com-
mission indicated that the additional cost for electricity could be $500 million annually by 2021. Over the next 12
years, these additional costs could amount to $3.6 billion.?? The burden of this extra expense will be borne by utility
customers.



In addition, the Legislative Commission on Global Climate Change likely will recommend further legislation that
would increase the cost of energy. Examples of such legislation include:

* NC Cap-and-Trade. As stated above, North Carolina’s would have its own cap-and-trade program or would join
a regional cap-and-trade program.

e Car Taxes. There would be new taxes on cars based on fuel efficiency and other environmental factors.?* These
taxes would be designed to change the “fleet mix,” meaning that taxes on some cars would have to be so high,
consumers no longer would want to buy them. Because larger cars tend to be less fuel efficient, these new taxes
would make it more difficult to own cars large enough to accommodate families or even carpoolers.

® Driving Tax. There would be a requirement that insurance companies charge higher premiums when customers
drive more.? This tax and the preceding tax are simply ways of making the use of gasoline more expensive — they
are indirect taxes on gasoline use.

Wealth is the Means to Solving Environmental Problems

Global-warming alarmists often argue that doing nothing is not acceptable, without ever explaining why draconi-
an actions are appropriate when they would have no impact on temperature. The North Carolina Climate Action Plan
Advisory Group (CAPAG), a controversial advisory board that developed about 56 government mandates to address
global warming, provides insight into extremist solutions—its policy recommendation displays a belief that the only
way to address global warming is through government.2®

Not one of the 56 options under consideration by the legislative global-warming commission considers how the
government can get out of the way so private innovation can solve any perceived problem. For example, reducing
government-imposed obstacles for new nuclear power plants was not even examined.?” Given nuclear power’s strong
potential to reduce carbon dioxide emissions,? this failure demonstrates why little credibility should be afforded to
the recommendations.

Assuming that global warming is a problem (a major assumption), there is something that should be done: the
government should eliminate any policies that undermine wealth creation, such as policies that artificially increase
energy prices. Research has shown that the countries that generate the most wealth have the best environmental
records.

The Environmental Performance Index, constructed by the Yale Center for Environmental Law & Policy and Co-
lumbia University’s Center for International Earth Science Information Network, shows that the wealthy Organiza-
tion for Economic Cooperation and Development (OECD) countries, as a whole, rank well above the poorest countries
over a range of environmental indicators.?

When incomes are very low, people tend to focus less on the environment and more on their ability to meet their
immediate human needs, such as food and shelter. However, once people acquire wealth beyond that required to meet
their basic human needs, they are then able to pursue other perceived needs, such as protection of the environment.

Wealth enables individuals to better adapt to extreme weather events, such as those predicted by global warming
alarmists. For example, an individual concerned with safety almost certainly would choose to be in the United States
during a hurricane rather than in a developing country. The construction of homes is superior, as is sanitation and
health services, among many other things.

On December 13, 2007, in an open letter to the Secretary-General of the United Nations, nearly one hundred in-
ternational scientists, economists, and leading scholars, including some Intergovernmental Panel on Climate Change
(IPCC) members argued:



It is not possible to stop climate change, a natural phenomenon that has affected humanity
through the ages. Geological, archaeological, oral, and written histories all attest to the dra-
matic challenges posed to past societies from unanticipated changes in temperature, precipita-
tion, winds, and other climactic variables. We therefore need to equip nations to become resil-
ient to the full range of these natural phenomena by promoting economic growth and wealth
generation...Attempts to prevent global climate change from occurring are ultimately futile,
and constitute a tragic misallocation of resources that would be better spent on humanity’s
real and pressing problems.?°

It is unclear whether there will be groundbreaking solutions in the future that will have any meaningful impact on
temperature. However, there is something that is certain. If there are to be major breakthroughs, it only will happen if
there is significant wealth to invest in research and development. Low-cost energy is critical to wealth and to providing

innovators the means to solving environmental problems.

Conclusion

Increasing energy prices rarely should be an option for policymakers. High energy prices reduce wealth and make
addressing environmental problems far more difficult. Less wealth makes it more difficult to address the most impor-

tant issues such as lowering infant mortality, curing diseases, and providing critical infrastructure.

State legislators should take a proactive approach to identify and eliminate policies that increase energy prices.
They should ignore global-warming policies that, while achieving no benefit, would have a devastating effect on the

health and welfare of North Carolinians.

Daren Bakst, J.D., LL.M., is Legal and Regulatory Policy Analyst for the John Locke Foundation.
Geoffrey Lawrence is a research intern for the John Locke Foundation.
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