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Madame Chairman and respected Members on this Cibeemi

My name is Dr. Gabriel Calzada, Associate Profegsdconomics at the King
Juan Carlos University in Madrid, Spain and Pra#idé the Instituto Juan de Mariana, a
classical liberal think tank. | appreciate the apaity to provide comments for the
record of this hearing addressing the issue of éigienllar jobs”, or specifically the
notion that adopting carbon constraints will progljabs.

In short, while certainly this is literally true agth any regulatory scheme will
directly create some jobs out of necessity to deéth or capitalize upon it, it says
nothing about the quality or sustainability of fbbs, their actual gross or net benefit or
contribution to the economy. More important, th&m notably does not include any
consideration of the jobs that such regulationg easeconomy, particularly when the
scheme in question is one adopted by only a fewtc®s worldwide and involves a
basic requirement of most industries: the availgtand affordability of energy.

It is on that latter count that | will focus my rarks today, specifically to note
how Europe’s cap-and-trade scheme has demonstchblsed existing and future jobs
away from Europe’s Members State economies. | readh about how whatever the
United States adopts, if anything, it will of coginsot indulge in the mistakes of Europe’s
scheme which it is an understatement to descriltesaghan successful.

Avoiding Europe’s Costly Mistakes: Is it Possible

One rarely reads thgpecifics of how this avoidance will come about, what of the
Emission Trading Scheme’s (ETS) pitfalls will theSUCongress “engineer out”, should
it choose this rationing path. In truth, suchrmsgiare very curious given that Europe has

not learned how to fix its scheme to avoid thesesiva downsides.



As regards a U.S. plan, one typically reads onlyegal statements about
auctioning some amount of overall emission allacetiinstead of giving them all away
as Europe has done (despite the authority to ausbne, albeit quite small, portion). It
is important to first note that this proves far mndlifficult in practice than in theory —
after all, when industry participants advocate $ach a scheme they mean that they
support the specific scheme that they have in mimdier which they envision making
money, and | need not tell Congress that thesetitagiscies have proven willing to
lobby heavily to gain what they seek, and avoichgehe ones to pay under whatever
design is chosen if any.

Further, simply auctioning some (politically reé&ilis that is, likely quite small)
guantity of emission allocations as opposed to imgnhaut for free the suddenly (if
artificially) valuable certificates does not avaither problems inherent in such schemes
as applied to a ubiquitous product of industridivaty. | say “product” as opposed to
“byproduct” because CO2 emissions from any givenr@increase as one more
efficiently combusts hydrocarbon energy.

These other problems inherent to cap-and-tradeppbed to carbon dioxide
include a) that policymakers can determine an eamissapor the cost, but not the
emission capand the cost; any GHG policies mild enough to makehiough the
policymakers are of such small effect as to be euithhemote chance of having a climatic
impact; the costs imposed on the activity are @ipicfar beyond the assessed societal
cost of the activity; and, most important in thsntext, cap-and-trade particularly as
applied to CO2 is inherently subject to gaming.efEnis after all a reason that Enron was

the pioneer pushing for exactly this scheme inutte



| regret that | do not have space permitting maddress each of these, today, but
am willing to provide responses in writing to anyegtions seeking more detail. Instead,
| specifically wish to focus on Europe’s newest@po the U.S.: jobs lost due to having
convinced itself of artificially low estimates ohd cost of, and artificially high
speculation about potential gain from, regulatingeghouse gases.

Europe’s Newest Export: Kyoto Jobs, thanks t&ifS

The Kyoto Protocol is steeped in mythology, thedieg myth being Europe’s
supposed successful performance under the globahing treaty. Even the European
Environment Agency annually admits the truth: sikg®to (1997), through 2006 (the
latter year’s figures being unofficial) Europe’segnhouse gas (GHGs) emissions are
well up, not down, and rising not falling. Althou@EA’s most recent statement from
June of this year notes a year-over-year reduct2®®5 compared to 2004, enough
figures are in the public domain to note that tids a function of the German economy’s
downturn which, like EU GHG emissions, was revelige2006.

Another myth involves the U.S., whose economic (ampulation) growth has far
outpaced Europe’s while its emissions have actuallyeased at a fraction of Europe’s
rate under any modern baseline (since Kyoto wasealyr A vibrant economy, not name-
calling or rationing energy use emissions, has gmawe better tool for improving one’s
GHG performance, by pulling through new technolsgieln my opinion that is the
preferable “green jobs” pathway.

Now, the U.S. has also begun receiving a “Kyotod#ail” in the form of foreign
direct investment from those few countries actualynd by Kyoto. Thus it is all the

more mysterious why U.S. policymakers are so drieeshift the U.S. focus from growth



to rationing by mimicking the approach of this éailpact, cutting off Europe’s newest
export of jobs.

Consider the case of Spain, which unlike the U.Sut like many European
countries — was allowed to increase GHGs under &KytComply with Kyoto, no matter
what,” was current Spanish Prime Minister Zapatesibgan when campaigning fba
Moncloa — Spain’s White House. Three years later, Kyot@ap*and-trade” model is
costing Spaniards a fortune even while their chawredecomplying with the Protocol are
at zero, as is typical throughout Europe and mbKtoto’s few covered countries.

Possibly due to the resulting blackouts, Spanidghaities remain in the dark
about the costs of their stubborn commitment to ti\go cap-and-trade scheme. For
example, in the province of Valencia the governmiamtd and temporarily closed a
paper mill, a ceramic tile manufacturer and a glassker for not possessing GHG
permits, until the administration could create a/\igx the companies to acquire permits.
Meanwhile the central government has issued ovemtyv national “Kyoto” plans
regulating a myriad of economic activities, futyielistorting the national economy.

Yet despite (because of?) harmful regulationsirBp@&missions have increased
by nearly 50 percent. When the European market@blG permits opened, then-
Environment Minister Cristina Narbona promised “theximum companies entering the
[Emission Trading Scheme (ETS)] will have to payl wot be over 85 million euros per
year.” One year later, Spanish companies paidta@®Q0 million (about $388 million),
3 % times the minister’'s avowed cost ceiling. Ahid is just the tip of the iceberg.

The Ingtituto Juan de Mariana estimated Spain’s cap-and-trade cost for the years

2008-2012 as between €4 and iiflion (between about $5.5 to $9.5 billion USD)



depending on various factors including the priceahat time we conducted this report
(appx. €21 for future credits); this was from 10 16 times Minister Narbona’'s
prediction. A PriceWaterhouseCoopers study elevitegrice of Kyoto for Spain to €15
billion, or 35 times the minister’s promise. The governnmas been forced to admit that
costs in the billions of euros will ensue, but dptays it. That is to say, the government
announced that the cost for 2008-2012 could beoumdre than €3 billion (the exact
estimate was €3067 million, coming quite closeuoearlier estimates, particularly when
one considers they began with an €85 million par yeediction).

Regardless, this drag on the economy accrues nooamental benefit, as even
Kyoto’s most ardent champions admit: this is thstfof 30 such steps, they say.

Some Spanish employers already shut their dooshifted new investment to
countries not requiring GHG rationing. Consider thoAmerican Stainless Steel, a
subsidiary of Acerinox S.A., the world’s secondgkest stainless steel producer and the
largest Spanish investor in the U.S. Acerinox dedido expand its investments in
Kentucky in large part because the ETS is wrecldpgin’s competitiveness. Expanding
operations in Spain has become prohibitively exipendue to the added cost for every
ton of CO2. This helps to explain why this largenm@acturer plans to invest just a
fraction of what it will invest in Kentucky (€270ilion, or about $350 million) in its
home market (€41 million) (exchange rates varyseheited are as of the time of
particular of Mr. Munoz’s relevant remarks).

Acerinox’s then-CEO (now retired) Victoriano Mufinated on 24th February

2005, just after announcing one significant USDestment in Kentucky, that his



company does not want to invest in Spain because fihd difficulties in complying
with Kyoto and “I would not like to find myself bing quotas from France or Germany”.

Mr. Mufioz also said as early as 2004 that, unli&&uropean counterparts, North
American Stainless had significantly improved itsmparative advantage by the U.S.
staying out of Kyoto. Not coincidentally, just aMenonths later the company decided to
expand its U.S. presence, adding 175 new jobs molL&Lounty, KY, while holding
back new investments in Spain. In early 2005, whesenting the company’s 2004
figures Mufioz explained that principal drivers mehiAcerinox re-directing investments
toward its American factory included the cost ofmgpdying with Kyoto and the
continuous blackouts in Spain (even a failing Eeaop performance under Kyoto has
limited its power supply options).

South Africa is exempt from Kyoto and — like 155untries which continue to
reject the rationing approach of Kyoto and “cap-trade” — is unlikely to ever enact
similar policies. As such, Acerinox’s South Africeananch also benefits from Kyoto’s
destructive impact on Europe’s economy with, as dfuput it in the 2006 shareholders
meeting, “a great strategic value”. On one hanboists a reliable electricity supply,
unlike Kyoto-mired Spain. On the other hand, ateging of requirements in Europe
(which Kyoto demands must continue ever deepet@possible eventual adoption of a
similar rationing scheme by the U.S. makes thatt@a important strategic asset.

That is, were the U.S. to make clear that it watsin fact going to impose some
new and improved version of Europe’s disastrousngt@, even more investment would
apparently flow to your shores. Following Europesample, it is reasonable to

conclude, would similarly drive existing and futurgestment away. Regrettably, many



political leaders do find political appeal in, tatd at least rhetorically, touting Kyoto-
style regulation, leaving investors somewhat wary.

Many energy-intensive companies face the dilemmethdr to pay the excessive
costs of complying with Kyoto, or to instead rediréenvestments to other countries.
Mufioz repeatedly warns of Kyoto creating a “verg\wg” situation for Spanish industry,
“forc[ing] us into a second industrial restructwihln his opinion, “Kyoto is one of the
biggest problems Spain will have to deal with ia toming years.”

It is also useful to note that Europeans are natgoenade wealthy by selling
windmills and solar panels to each other, as tlorfc leading up to enactment of its
carbon trading scheme would have led one to belidwstead, it is only utilities and
brokers who are clearing massive, indeed “windfpttifits from selling the credits given
them by the state or else — if instead used taebffseir own production — incorporating
their market value into the price of their eledtyidafter all, once granted by the state it
is a valuable asset that could have been sol@¢ttiron the backs of ratepayers.

This causes me to remark on one other aspect aisimg carbon controls on an
economy, which is particularly relevant to the elahat such controls create jobs. That
is, the manufacture of “renewable” energy sourcesvhich of course are heavily
subsidized under such schemes both directly ariceotty — is often cited in an artificial
way as proof of some resulting profitability thangrates wealth and jobs for everyone.
Please consider the current Spanish law on theestibyhich is not unique from what
one should expect in a world of state-imposed cadmmstraints: the "fixed sell price"
(for wind-energy-producers) to distributors of emers 73.22€/MWh, which is between

136% and a 209% of the market price. This resaltgreat redistribution (the money



going from millions of Spaniards to the ones thaténlicense to open a windmill field),
in a game leading people to believe that windnalie creating (net) jobs while, in the
best case, it destroys jobs in other sectors @mtemew ones in these privileged sector

Unfortunately, the future is now and Kyoto is attgaone of Spain’s economic
problems due to the lost of competitiveness andaauting brought about by rationing
GHG emissions. A whole generation of European poiakers still must learn that there
is no gain for the environment from rationing eneuoge. In the meantime and for now,
countries like U.S. and South Africa are becomgfgges for international investment.

Conclusion

In conclusion, | respectfully suggest that the Uake a long and serious look at
the truth behind Europe’s experience with a carloap-and-trade” scheme, and also the
problems inherent in such a scheme. It is noi@efit to state that the Clean Air Act’s
“acid rain” program is a useful analog, for notym that program’s success oversold
(e.g., SO2 emissions had been falling for 20 yemnd, unrelated interventions such as
rail deregulation occurred which are not likelyréscue a CO2 scheme from reaching the
estimated cost to the economy). But also know Ehabpe expressly enacted its CO2
program with the benefit of that experience, too.

The practical realities of applying cap-and-traoleéCO2 simply do not match the
sunny rhetoric, and it seems clear that the jolasegafrom imposing such a burden on
the U.S. economy will be far outweighed by the jdost due to the reduced
competitiveness resulting from imposing this dragttee availability and affordability of
energy.

Thank you again for allowing me to comment for theord.



