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HEARING TO REVIEW THE POTENTIAL
ECONOMIC IMPACTS OF CLIMATE CHANGE
ON THE FARM SECTOR

WEDNESDAY, DECEMBER 2, 2009

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON CONSERVATION, CREDIT, ENERGY, AND
RESEARCH,
COMMITTEE ON AGRICULTURE,
Washington, D.C.

The Subcommittee met, pursuant to call, at 10:00 a.m., in Room
1300 of the Longworth House Office Building, Hon. Tim Holden
[Chairman of the Subcommittee] presiding.

Members present: Representatives Holden, Herseth Sandlin,
Dahlkemper, Markey, Schauer, Kissell, Boccieri, Costa, Ellsworth,
Walz, Kratovil, Murphy, Goodlatte, Moran, Rogers, Schmidt,
Smith, Latta, Luetkemeyer, Thompson, Cassidy, and Minnick.

Staff present: Christy Birdsong, Nona Darrell, Tony Jackson,
Craig Jagger, Tyler Jameson, John Konya, Scott Kuschmider,
James Ryder, Anne Simmons, April Slayton, Debbie Smith, Re-
bekah Solem, Patricia Barr, Tamara Hinton, Josh Maxwell, Mary
Nowak, Ben Veghte, and Sangina Wright.

OPENING STATEMENT OF HON. TIM HOLDEN, A
REPRESENTATIVE IN CONGRESS FROM PENNSYLVANIA

The CHAIRMAN. This hearing of the Subcommittee on Conserva-
tion, Credit, Energy, and Research to review the potential economic
impacts of climate change on the farm sector will come to order.
I would like to welcome our witnesses and guests to today’s hear-
ing, the first of two hearings on the topic of climate change as it
pertains to agriculture. Today, our witnesses will provide testimony
on the impacts of climate change on the farm sector, and tomor-
row’s panel will discuss the cost and benefits of agriculture offsets.
The intent of these hearings is not to cover all issues related to cli-
mate change, but to cut through the talking points and rhetoric
used to distort the conversation to suit special interests.

Over the next 2 days we will hear testimony from researchers
with different areas of expertise, backgrounds, and perspectives to
find out what climate change and legislation related to climate
change really means for agriculture. I hope they can provide a com-
plete and realistic analysis of the two biggest areas of concerns, im-
pacts and offsets. The Committee on Agriculture took a first step
in March of this year by issuing a climate change questionnaire
that was sent to over 400 agriculture-related organizations to so-
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licit input on greenhouse gas emissions. Their responses and other
related issues were further discussed at a hearing in June during
the debate of the American Clean Energy and Security Act.

It became clear after these efforts that there is much interest
from the agriculture community, and from Members of this Com-
mittee, in the way agriculture fits into the climate change debate.
Regardless of what side of the debate we are on everyone can agree
there is much more work to be done in this area. More information
is needed to determine what we can be doing better. The 2007 Su-
preme Court decision has left us all in a state of confusion. We do
not yet know the implications of what kind of domino effect this de-
cision will have on all industries. We do know that EPA will likely
take actions to regulate greenhouse gases under the Clean Air Act.

No matter what your position is on climate change, I don’t be-
lieve having EPA regulating emissions on farms is the way any of
us want to proceed. The successful efforts of Chairman Peterson
during the debate of the climate change bill to prevent EPA regula-
tion of greenhouse gases under the Clean Air Act ensures that
there should be no cow tax or EPA regulations of agriculture. The
bill passed by the House, however, is a long way from the Presi-
dent’s desk. There is still a lot of work to do and more information
to be gathered. These hearings may produce more questions than
answers, but they will allow us all the opportunity to hear from the
distinguished panelists who have the knowledge and expertise on
these issues, the researchers, economists, educators and analysts.

I look forward to their testimony and the opportunity to listen,
learn, and question those who have been doing the actual work on
agriculture and climate change.

[The prepared statement of Mr. Holden follows:]

PREPARED STATEMENT OF HON. TiM HOLDEN, A REPRESENTATIVE IN CONGRESS FROM
PENNSYLVANIA

I would like to welcome our witnesses and guests to today’s hearing, the first of
two hearings on the topic of climate change as it pertains to agriculture. Today, our
witnesses will provide testimony on the impacts of climate change on the farm sec-
tor, and tomorrow’s panel will discuss the costs and benefits of agriculture offsets.

The intent of these hearings is not to cover all issues related to climate change,
but to cut through the talking points and rhetoric used to distort the conversation
to suit special interests. Over the next 2 days, we will hear testimony from research-
ers with different areas of expertise, backgrounds and perspectives, to find out what
climate change and legislation related to climate change really means for agri-
culture. I hope they can provide a complete and realistic analysis of the two biggest
areas of concern: impacts and offsets.

The Committee on Agriculture took a first step in March of this year by issuing
a climate change questionnaire that was sent to over 400 agriculture-related organi-
zations to solicit input on greenhouse gas emissions. Their responses and other re-
lated issues were further discussed at a hearing in June during debate of the Amer-
ican Clean Energy and Security Act.

It became clear after these efforts that there is much interest from the agriculture
community, and from Members of this Committee, in the way agriculture fits into
the climate change debate. Regardless of which side of the debate we are on, every-
one can agree there is much more work to be done in this area. More information
is needed to determine what we can be doing better.

The 2007 Supreme Court decision has left us all in a state of confusion. We do
not yet know the implications or what kind of domino effect this decision will have
on all industries. We DO know that EPA will likely take actions to regulate green-
house gases under the Clean Air Act. No matter what your position is on climate
change, I don’t believe having EPA regulating emissions on farms is the way any
of us want to proceed.
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The successful efforts of Chairman Peterson during debate of the climate change
bill to prevent EPA regulation of greenhouse gases under the Clean Air Act ensure
that there should be no cow tax or EPA regulation of agriculture. The bill passed
by the House, however, is a long way from the President’s desk. There is still a lot
of work to do and more information to be gathered.

These hearings may produce more questions than answers, but they will allow us
all the opportunity to hear from distinguished panelists who have the knowledge
and expertise on these issues—the researchers, economists, educators and analysts.
I look forward to their testimony and the opportunity to listen, learn and question
those who have been doing the actual work on agriculture and climate change.

The CHAIRMAN. I now recognize the Ranking Member of the Sub-
committee, the gentleman from Virginia, Mr. Goodlatte.

OPENING STATEMENT OF HON. BOB GOODLATTE, A
REPRESENTATIVE IN CONGRESS FROM VIRGINIA

Mr. GOODLATTE. Thank you, Mr. Chairman. I want to thank you
for holding today’s hearing to review the potential economic im-
pacts of climate change on the agriculture sector. The House has
passed H.R. 2454, but by a very close margin, with the over-
whelming majority on my side of the Committee, including myself,
voting no. And many questions still remain on the impact that cap-
and-trade will have on our economy, and this Committee should
continue to intensely review how these proposals will affect farmers
and ranchers, as well as consumers of agricultural products. The
Senate is considering similar legislation to the American Clean En-
ergy and Security Act or ACES, as its authors like to call it.

I have another name for this legislation, the Agriculture Can’t
Exist Standards. There are many studies that model the effects of
cap-and-trade on our economy. I am very interested to hear from
our witnesses today who will discuss their cap-and-trade analyses
for the agriculture industry. Although each model uses different as-
sumptions and has different end results, the conclusions of these
studies remain the same. Cap-and-trade legislation has the poten-
tial to devastate the agriculture community with higher energy
prices and lower farm income. As these higher energy prices ripple
throughout the economy, producers will pay more for fertilizer, pes-
ticides, seed, equipment, machinery, steel, and other supplies need-
ed for their agriculture operations.

This is expected to increase operating costs, anywhere from 10—
32 percent. Studies show a decrease in farm income from $5 billion
to §50 billion per year. According to ERS, net farm income will be
down $30 billion in 2009. Additionally, grain and meat processing
and food production facilities will be hit with the same costs as pro-
ducers. Rural America cannot afford the economic stifling effects of
a cap-and-trade policy. Proponents of cap-and-trade may point to
the agriculture offsets provision that is supposed to create potential
for farm revenue, but this provision picks winners and losers by ig-
noring certain commodities and regions and by excluding early ac-
tors of conservation practices.

In essence, not every farmer and rancher will be able or even eli-
gible to participate. Although we are still anxiously waiting to see
USDA'’s regional analysis for the potential of agricultural offsets,
the EPA analysis of offsets shows that farmers best and only
chance to participate in an offset program would come from taking
land out of production to plant trees. Congress is creating another
government mandate that will result in an artificial competition
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between food, feed, fuel, and now carbon. This will undoubtedly
change cropping patterns, which will reduce our domestic supply of
agricultural products and ultimately increase commodity prices.

This policy will reduce exports and move our agriculture produc-
tion overseas forcing other countries to clear land for agriculture
production to meet their food, feed, and fiber needs. Mr. Chairman,
you are absolutely correct when you refer to the problem we are
confronting with the Environmental Protection Agency, and the
possibility, in fact, right now the likelihood that they will take ac-
tion absent Congressional action in this area. However, there is a
simple solution that the Members of this Committee should take
the lead on in pushing since Members on both sides of the aisle in
large numbers opposed the cap-and-trade legislation, and that
would be to simply push for legislation that restrains the authority
of the EPA to take the action that they are threatening to take.
That to me would be the simplest way to set the standards for the
Congress in how we will proceed from here.

If were to do that, the Congress would be retaking control of this
important policy area from the Environmental Protection Agency,
an agency that is acting based upon a Court decision that was ren-
dered; notwithstanding the fact that when the Clean Air Act stand-
ards were set that they are operating on had no one in the Con-
gress, or for that matter in the EPA thinking that back in the
1970s that that would be an appropriate thing to do to regulate
carbon dioxide emissions. What this all means for the American
consumer is higher food costs or worse, a dependency on foreign na-
tions for our food supply.

Mr. Chairman, I again thank you for holding the hearings this
week. The impact that cap-and-trade will have on the ag sector and
our economy and our very lives is extensive. We should make sure
that we fully vet its impact, particularly at a time when our econ-
omy is struggling and unemployment is at 10.2 percent. It is no
time to further cripple our economy with the burdens of a cap-and-
tax policy. I hope that we can continue these discussions at the full
Committee so that all our Members have the opportunity to review
cap-and-trade policy and the effects it will have on their constitu-
ents.

[The prepared statement of Mr. Goodlatte follows:]

PREPARED STATEMENT OF HON. BOB GOODLATTE, A REPRESENTATIVE IN CONGRESS
FROM VIRGINIA

Mr. Chairman, thank you for holding today’s hearing to review the potential eco-
nomic impacts of climate change on the agriculture sector.

The House has passed H.R. 2454, but many questions still remain on the impact
that cap-and-trade will have on our economy. And, this Committee should continue
to intensely review how these proposals will affect farmers and ranchers, as well
as consumers of agricultural products. The Senate is considering similar legislation
to the American Clean Energy and Security Act or ACES as its authors like to call
it. I have another name for this legislation: the Agriculture Can’t Exist Standards.

There are many studies that model the effects of cap-and-trade on our economy.
I am very interested to hear from our witnesses today who will discuss their cap-
and-trade analyses for the agriculture industry. Although each model uses different
assumptions and has different end results, the conclusions of these studies remain
the same: cap-and-trade legislation has the potential to devastate the agriculture
community with higher energy prices and lower farm income.

As these higher energy prices ripple throughout the economy, producers will pay
more for fertilizer, pesticides, seed, equipment, machinery, steel, and other supplies
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needed for their agriculture operations. This is expected to increase operating costs
anywhere from 10-32 percent. Studies show a decrease in farm income from $5 bil-
lion to $50 billion per year. According to ERS, net farm income will be down $30
billion in 2009. Additionally, grain and meat processing and food production facili-
ties will be hit with the same costs as producers. Rural America cannot afford the
economic-stifling effects of a cap-and-trade policy.

Proponents of cap-and-trade may point to the agriculture offsets provision that is
supposed to create potential for farm revenue. But this provision picks winners and
losers by ignoring certain commodities and regions, and by excluding early actors
of conservation practices. In essence, not every farmer and rancher will be able or
even eligible to participate.

Although we are still anxiously waiting to see USDA’s regional analysis for the
potential of agriculture offsets, the EPA analysis of offsets shows that farmers’ best
and almost only chance to participate in an offset program would come from taking
land out of production to plant trees. Congress is creating another government man-
date that will result in an artificial competition between food, feed, fuel, and now
carbon. This will undoubtedly change cropping patterns, which will reduce our do-
mestic supply of agricultural products and ultimately increase commodity prices.
This policy will reduce exports and move our agriculture production overseas forcing
other countries to clear land for agriculture production to meet their food, feed, and
fiber needs.

What this all means for the American consumer is higher food costs or worse a
dependency on foreign nations for our food supply.

Mr. Chairman, I again thank you for holding the hearings this week. The impact
that cap-and-trade will have on the ag sector, and our economy, and our very lives
is extensive. We should make sure that we fully vet its impact. Particularly, at a
time when our economy is struggling and unemployment is at 10.2%. It is no time
to further cripple our economy with the burdens of a cap-and-tax policy.

I hope that we can continue these discussions at the full Committee so all our
Members have the opportunity to review cap-and-trade policy and the effects it will
have on their constituents.

The CHAIRMAN. The chair thanks the gentleman, and asks all
other Members of the Subcommittee to submit their statements for
the record.

[The prepared statements of Messers. Peterson, Walz, Smith, and
Latta follow:]

PREPARED STATEMENT OF HON. COLLIN C. PETERSON, A REPRESENTATIVE IN
CONGRESS FROM MINNESOTA

Thank you, Chairman Holden, for holding the hearings today and tomorrow to
look more closely at the impact of climate change and climate change legislation on
the farm sector.

I am going to keep my remarks brief so that we can get to the substance of today’s
hearing. In fact, the very reason for today’s hearing is to cut through all the rhetoric
and talking points and focus on the reality of how agriculture is involved in climate
change and proposals to regulate greenhouse gas emissions.

When it became clear that Congress was going to act on climate change legislation
and that EPA was prepared to act if Congress did not, we realized that the Agri-
culture Committee needed to be engaged in this process or else we would be left
with much of the burden and none of the potential benefits of climate change legis-
lation. The bottom line for me was that we needed to be sure that EPA would not
be coming onto farms to regulate greenhouse gas emissions. I don’t want to turn
around in a year or 2 and find that we’re fighting an uphill battle against EPA on
whatever regulatory scheme they come up with to hold agriculture responsible for
greenhouse gas emissions.

H.R. 2454 is far from perfect, and more protections for the agriculture and for-
estry sectors are needed before I will vote for final passage of the conference report.
But, everyone agreed that the changes we made for agriculture in the House-passed
bill were necessary and good.

Moving forward, we are here today to listen and learn about the economic anal-
ysis that has been done on climate change and agriculture, which will help us un-
derstand what the potential impacts might be, whether we act or fail to act on cli-
mate change legislation. I look forward to learning more from our witnesses and the
discussion we will have here today.
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PREPARED STATEMENT OF HON. TIMOTHY J. WALZ, A REPRESENTATIVE IN CONGRESS
FROM MINNESOTA

Chairman Holden, Ranking Member Goodlatte, thank you for holding this hearing
to look at the objective research surrounding the effects of climate change and cli-
mate change legislation on the agriculture sector. I further appreciate that this
hearing is coupled with the hearing tomorrow to look at agriculture offset programs,
for we must look at how these issues are coupled together.

Climate change is a real and serious problem, and we’re simply hurting ourselves
every day we don’t act to change the way we emit greenhouse gas. We have an obli-
gation to fix this problem, to set an example for the world, to strengthen our eco-
nomic security and energy independence. However, we must do it wisely, it must
make sense, and it must not do more harm than good.

I firmly believe our agriculture producers can and want to be a part of the solu-
tion. I understand much of the testimony today will focus on how H.R. 2454, the
American Clean Energy and Security Act, will increase energy prices for farmers.
However, I believe we must also focus on the cost of inaction.

Do the costs associated with H.R. 2454 outweigh the costs of inaction? The Insti-
tute for Policy Integrity at New York University’s School of Law has done an anal-
ysis showing the benefits of H.R. 2454 will exceed costs by 9:1. Of course, this is
looking at climate change across all sectors. What I want to know is if the agri-
culture economists here today have done similar studies looking at the cost of inac-
tion on the agriculture sector and how those costs compare to the cost of H.R. 2454.

I look forward to the testimony today.

PREPARED STATEMENT OF HON. ADRIAN SMITH, A REPRESENTATIVE IN CONGRESS
FROM NEBRASKA

Thank you, Mr. Chairman. I appreciate the Subcommittee holding this hearing to
review the economic impact of climate change policy on the farming sector.

Recent efforts to reduce greenhouse gas (GHG) emissions by implementing a “cap-
and-trade” system add up to a national energy tax at a time when both producers
and consumers are struggling. While I support investment in clean, renewable en-
ergy, the infrastructure needed to employ this approach is not realistic. The farming
sector is one of the most energy-intensive industries, both directly and indirectly.
The Third District of Nebraska is one of the leading agricultural districts in the
country, home to more than 30,000 farmers and ranchers who would suffer from
even a slight increase in operating cost.

Assumptions about cap-and-trade’s potential impact are being made on all sides
of this debate. Forecasting cropland changes, weather patterns, and energy and
commodity prices, while useful, is not exact. But one thing is certain: forcing a cap-
and-trade mandate will create greater challenges for our rural economy. As a Mem-
ber of this Subcommittee, I would like to see more thoughtful deliberation on such
far-reaching policy, which is why I voted against the American Clean Energy and
Security Act when it came before the House in June of this year, and more recently
joined a number of my colleagues in sending a letter to the Chairmen and Ranking
Members of the House Energy and Commerce, Agriculture, and Small Business
Committees requesting a joint hearing to examine climate change legislation and its
effects on manufacturing, agriculture, and small business in the Midwest.

Over the past decade, improved agricultural practices such as no-till cropping, tar-
geted chemical applications through global positioning satellite technology, and
methane digesters have reduced emissions from the agricultural sector. Strategies
which involve a voluntary offset program could allow for farmers and ranchers to
reduce emissions and recover a portion of their increased input costs. Federal policy
1sho(lilld reward—not punish—our producers who are responsible stewards of the
and.

Again, thank you, Mr. Chairman. I appreciate the opportunity to hear the testi-
mony of these experts and look forward to moving ahead in a bipartisan, productive
manner.

PREPARED STATEMENT OF HON. ROBERT E. LATTA, A REPRESENTATIVE IN CONGRESS
FROM OHIO

Good Morning. Chairman Holden and Ranking Member Goodlatte.

Thank you for having this hearing today to examine Climate Change legislation
and its economic impacts on the farm sector. H.R. 2454, the misleading titled
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“American Clean Energy and Security Act of 2009,” otherwise known as cap-and-
tax was the vehicle used in the House of Representatives early this July. While nar-
rowly passing the House by 219-212 margin, there was strong bipartisan opposition
to this bill, which will be detrimental to our economy.

I represent Ohio’s Fifth Congressional District, the largest agricultural and larg-
est manufacturing district in Ohio. Recently, I sent a letter to the Chairmen and
Ranking Members of the House Agriculture, Energy and Commerce, and Small
Business Committees, as well as Democratic Leadership asking them to hold a joint
hearing on the impact which climate change legislation will have on the agriculture,
manufacturing, and small business sectors. The Midwest is dependent on agri-
culture, manufacturing and small businesses, and I hear daily from my constituents
regarding this issue and what negative effect it will have upon them. I was joined
on the letter by Republican Leader John Boehner and Republican Conference Chair-
man Mike Pence, both also from the Midwest, along with 29 other Members of Con-
gress.

Unfortunately, only 0.8 percent of Ohioans are actively employed in the agri-
culture sector. The farmers in my district are not solely farmers; they are producers
who farm full time and many of whom also have full time jobs in industries such
as manufacturing. Ohio boasts over 618,000 manufacturing jobs according to most
recent Bureau of Labor Statistics data. These are people who work in energy inten-
sive industries that will be hit the hardest if this proposed climate change legisla-
tion is signed into law, or if the proposed Federal regulations are made final. These
current pieces of legislation and proposed Environmental Protection Agency regula-
tions will not only kill jobs in the United States, but will destroy the agriculture,
manufacturing and small business jobs in my Congressional District and throughout
the country. These are the same small businesses that make roughly 70-80 percent
of all new jobs in the United States each year.

My district’s main crops are corn, soybeans, and wheat. All of these crops have
a significant operating cost for fuel, seed, electricity, fertilizers, and chemicals, all
of which will increase heavily under current climate change legislation in the House
and Senate. Operating costs amount to 71 percent for corn, 50 percent for soybeans,
and 72 percent for wheat. Farmers in my district will not be able to sustain their
farms and support their families with these increased costs.

According to the Heritage Foundation, farm income is expected to drop $8 billion
in 2012, $25 billion in 2024 and over $50 billion in 2035 if H.R. 2454 is enacted
or similar legislation. This represents decreases of 28, 60, and 94 percent, respec-
tively. In addition, I have farmers in my district that strongly believe in domestic
energy production to reduce our costs at the pump and our dependency on foreign
oil, all the while helping to bring back American jobs. With gasoline and diesel
prices continuing to rise, the only thing this legislation will reduce is the size of in-
dividuals’ pocketbooks, especially with gasoline and diesel costs projected to be at
least 58 percent higher under current climate change legislation. Under the current
climate change legislation being proposed, economic impacts are severe, with job
loss predicted at an astounding 1.1 million with peak unemployment projected at
2.5 million. This legislation will have an even more devastating effect by 2035, as
by that time this legislation is projected to have reduced our gross domestic product
by $9.6 trillion. This legislation will result in higher energy costs for consumers,
particularly in areas such as mine, where coal is the primary energy source.

Over 86 percent of Ohio’s electricity is generated by coal. The costs incurred from
this legislation on electricity generators will be passed along to the consumers. Not
only will farmers in my district, and throughout the country, be burdened with not
being able to afford to operate their farms, this legislation will raise their electric
rates, gasoline rates and place an even larger burden on their family. A family of
four could incur costs anywhere from $1,500 to $4,300 per year. In these tough eco-
nomic times, this is an unbearable cost on the taxpayer.

The Fifth District’s rural community relies on eleven different electric coopera-
tives to supply electricity throughout the district. Rural utility companies such as
the ones in Ohio are more dependent on coal for electricity generation than utilities
in urban areas. According to data from the National Rural Electric Cooperative As-
sociation, eighty percent of electricity production by a rural electric co-op is gen-
erated by coal compared to fifty percent nationally.

In 2006, China surpassed the United States as the world’s largest carbon dioxide
emitter. According to date from the Global Carbon Project, from 2000 through 2007,
global total greenhouse gas emissions increased by 26 percent. During that same pe-
riod, China’s carbon dioxide emissions increased 98 percent, India’s increased 36
percent, while the United States’ carbon dioxide emissions only increased by three
percent. If the United States were to completely cease using fossil fuels, the increase
from the rest of the world will replace United States’ emissions in less than 8 years.
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We have an Administration that has stated they do not want to burden tax in-
creases on anyone making under $200,000 per year. However, Americans who make
under this amount still use electricity and gas, they still go the service station to
fill their gasoline tanks, and they purchase things that have to be manufactured,
processed and transported. With each of these respective items, cap-and-trade will
drive up prices.

A 2008 study by Doane Advisory Services, who is testifying today, has calculated
the per-acre production cost increases under current climate change legislation.
With my district’s main crops being corn, soybeans, and wheat, we would see an in-
crease in production costs of each by 27 percent, 15 percent and 27 percent, respec-
tively. These are direct prices only, and do not take into account the high costs of
transportation, manufacturing, and processing of these crops.

Just as burdensome as proposed climate change legislation will be, the 2009
United Nations’ Conference on Climate Change in Copenhagen is projected to
produce an agreement similar to the one passed in 1997 in Kyoto. Just like Kyoto,
Copenhagen will be an agreement that will be detrimental to the U.S. economy and
its energy intensive industries. This agreement will be a legally binding, comprehen-
sive threat to America, especially detrimental to the Midwest.

Copenhagen will be a multi-nation agreement with 192 countries participating in
this process, which makes the United States and its efforts to control its outcome
very difficult to agree on the final terms. America will be expected to show leader-
ship at Copenhagen and succumb to the European Union and the group of 77 devel-
oping countries to agree to a legally-binding document. The U.S. will be required
to reduce their greenhouse gas emissions significantly even though countries such
as China and India will not be forced to comply. The U.S. has had little if no in-
crease in greenhouse gas emissions since 1997, yet we will be expected to further
reduce ours to make up for other countries non-participation. This will do nothing
but further decrease jobs, reduce our GDP, drive up the costs of energy, and in-
crease our national debt. This agreement will force our taxpayers’ hard-earned dol-
lars to go to developing nations to develop their clean energy programs. The U.S.
will be forced to redesign their energy policy, as well as help fund other countries’
energy policies including sending billions of dollars every year to China.

As if U.S. Government regulation is not enough, U.S. companies and small busi-
nesses would be forced into investigations and decisions to be cast down upon them
by foreign entities and governments. Just like cap-and-trade legislation, the Copen-
hagen Agreement will be a pure transfer of wealth not from the heart of the Mid-
west to the East and West Coasts, but from the entire United States to the rest
of the world. The Energy Information Administration in the Department of Energy
released a study which projected costs of U.S. compliance between $100 and $397
billion annually. Between legislation, regulations, and a potential treaty, American
farmers, manufacturers and small businesses are facing severe consequences.

It is time for Congress to take a strong look at climate change legislation and the
effects it will have on our economy, especially how hard it will affect the midwestern
states that rely heavily on agriculture, manufacturing, and small businesses. I am
still requesting that a joint hearing be held between the House Committees on Agri-
culture, Energy and Commerce, and Small Business. I do not want to see the Mid-
west be unfairly penalized, and we must ensure that our hard-working Americans
have job security in farming and manufacturing. We need to keep American farmers
feeding the world, our manufacturers in operation to keep our citizens employed by
making American-made products, and our small businesses given incentives to cre-
ate jobs and expand operations to new markets. I look forward to working with my
colleagues on both sides of the aisle on this critically important matter.

The CHAIRMAN. And we would like to welcome our first witness,

Dr. Joseph Glauber, Chief Economist, United States Department of
Agriculture, Dr. Glauber, you may begin.

STATEMENT OF JOSEPH GLAUBER, PH.D., CHIEF ECONOMIST,
U.S. DEPARTMENT OF AGRICULTURE, WASHINGTON, D.C.

Dr. GLAUBER. Mr. Chairman, Congressman Goodlatte, and Mem-
bers of the Subcommittee, thank you for the opportunity to review
the potential economic impacts of proposed climate change legisla-
tion to the farm sector. Specifically, my comments today focus on
how changes in energy prices under a cap-and-trade system for
greenhouse gas emissions would likely affect farmers and ranchers.
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The economic impacts of climate change on the farm sector are
broad, complex, and will evolve slowly over the next decades. Im-
pacts will be influenced by the timing and the extent of climate
change; the efficacy of actions to mitigate emissions and adopt
changes, and the forms of actions taken within the United States
and in other countries; and the extent to which mitigation within
the farm sector can be compensated through greenhouse gas offsets
or other mechanisms.

Our preliminary analysis of H.R. 2454, published last July, fo-
cused on the economic impacts of changes in energy prices associ-
ated with the cap imposed on domestic emissions. We have refined
and expanded that analysis and my written testimony summarizes
preliminary findings focusing on the effects of higher energy prices.
Agricultural producers are not affected uniformly by the rise in en-
ergy prices and not all agricultural producers have the same oppor-
tunities to provide offsets. How changes in energy prices and the
ability to provide offsets affect different parts of the agricultural
sector relate to the relative and absolute magnitude of the changes
in production costs and ability to change farming practices.

Energy-related inputs and the ability to generate and provide off-
sets have a different importance across the sector and impacts re-
flect those different roles, both by commodity and region of the
country. Energy consumption in the agricultural sector can either
be direct, such as gasoline, diesel, petroleum, natural gas, elec-
tricity, and energy used for operating irrigation equipment; or indi-
rect such as the energy used to produce fertilizer. Over 2005 to
2009, using data collected by the Economic Research Service, shows
that expenses from direct energy use averaged about 6.7 percent of
total production expenses in this sector, while fertilizer expenses
represented another 6.5 percent. With the more recent increase in
energy costs, the combined share of these inputs reached nearly 15
percent in 2008.

In general, energy costs as a percent of total operating costs are
highest for wheat and feed grains with energy input shares of some
50 to 60 percent of total operating cost. On a per-acre basis energy
costs are generally highest for rice, corn, and cotton. Direct energy
costs make up a small share of total operating costs on livestock
operations comprising less than ten percent of total operating cost
for dairy, hog, and cow-calf operations. However, these operations
also experience energy costs indirectly through higher feed costs.
Feed costs average from less than 11 percent of a cow-calf total op-
erating cost to almost 77 percent for dairy.

Agriculture and forestry are not covered sectors under the cap-
and-trade system of H.R. 2454. Therefore, producers in these sec-
tors are not required to hold allowances for greenhouse gas emis-
sions. Nonetheless, U.S. agriculture would be affected in a variety
of ways. Energy providers’ compliance with greenhouse gas emis-
sion reduction legislation will likely increase energy costs. Higher
prices for fossil fuels and inputs would increase agricultural pro-
duction costs, particularly for more energy intensive crops. This
would in turn affect planting and production, which would affect
the livestock sector through higher feed costs. Higher energy prices
could also result in increased biofuel production.
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Using energy price scenarios estimated by the Environmental
Protection Agency and the Energy Information Administration, we
found that farm level price and income effects due to higher pro-
duction costs will be relatively small, particularly over the short
run, that is, over the next—from 2012 to 2025, when fertilizer pro-
ducers will be eligible for significant rebates under the so-called en-
ergy intensive export or the trade-affected industries. In the longer
term, the energy price effects grow larger and the impact on pro-
duction costs are roughly proportional in magnitude. This assumes
no change in technology or production practices which could miti-
gate some of the impact.

Though the effects are not incorporated into the main findings of
this testimony, H.R. 2454 would also provide opportunities for
farmers and ranchers to receive payments for carbon offsets. Rev-
enue from offsets for changes in tillage practices, reductions in
methane and nitrous oxide emissions in tree plantings, for exam-
ple, could mitigate the effects of higher energy prices for many pro-
ducers. Last, H.R. 2454 could have significant land effects. Though
this analysis does not include bioenergy production effects or
changes in land use due to added fuel production, or carbon seques-
tration through afforestation, both could further affect output
prices and farm income.

I will deal with this tomorrow in more depth—our analysis does
include this, and I will presenting this in tomorrow’s testimony.
Again, thank you, Mr. Chairman, for holding these hearings on cli-
mate change. I think it is important to spend the time to under-
stand the effects on agriculture, and I hope my testimony today
and tomorrow is useful in that regard. I am certainly happy to an-
swer any questions.

[The prepared statement of Dr. Glauber follows:]

PREPARED STATEMENT OF JOSEPH GLAUBER, PH.D., CHIEF EcoNomMisT, U.S.
DEPARTMENT OF AGRICULTURE, WASHINGTON, D.C.

Mr. Chairman, Members of the Subcommittee, thank you for the opportunity to
review the potential economic impacts of proposed climate change legislation to the
farm sector. Specifically, my comments today focus on how changes in energy prices
under a cap-and-trade system for greenhouse gas (GHG) emissions would likely af-
fect farmers and ranchers based on analyses of the American Clean Energy and Se-
curity Act of 2009 (H.R. 2454), which included a cap-and-trade system for GHG
emissions. The economic impacts of climate change on the farm sector are broad,
complex and will evolve slowly over the next decades. Impacts will be influenced by
the timing and extent of climate change, the efficacy of actions to mitigate emissions
and adapt to changes, the form of the actions taken within the United States and
in other countries, and the extent to which mitigation within the farm sector can
be compensated through GHG offsets or other mechanisms.

We have not been able to quantify all of these factors and their influence on the
farm economy. Our preliminary analysis of H.R. 2454, published in July,! focused
on the economic impacts of changes in energy prices associated with the cap im-
posed on domestic emissions.

We have refined and expanded that analysis and my comments today will summa-
rize preliminary findings focusing on the effects of higher energy prices. The find-
ings suggest that under the energy price scenario estimated by the Environmental
Protection Agency, price and income effects due to higher production costs will be
relatively small, particularly over the short run (2012-2025) when fertilizer pro-
ducers will be eligible for significant rebates. Separate testimony will address the

1U.S. Department of Agriculture, Office of the Chief Economist and Economic Research Serv-
ice. “A Preliminary Analysis of the Effects of H.R. 2454 on U.S. Agriculture” July 22, 2009.
Available at http:/ /www.usda.gov [ oce | newsroom [ archives | releases | 2009files | HR2454.pdf.
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role of GHG offset markets and their effects on farm income, the analysis of which
suggest that the cap-and-trade as a whole likely will have a positive effect on net
farm income.

Agriculture and forestry are not covered sectors under the cap-and-trade system
of H.R. 2454. Therefore producers in these sectors are not required to hold allow-
ances for GHG emissions. Nonetheless, U.S. agriculture would be affected in a vari-
ety of ways. Energy providers’ compliance with GHG emissions reductions legisla-
tion will likely increase energy costs. Higher prices for fossil fuels and inputs would
increase agricultural production costs, particularly for more energy-intensive crops.
This would, in turn, affect plantings and production, which would affect the live-
stock sector through higher feed costs. Higher energy prices could also result in in-
creased biofuel production. It is worth noting that fertilizer prices will likely show
little effect until 2025 because of the H.R. 2454’s provision to help energy-intensive,
trade exposed industries mitigate the burden that the emissions caps would impose.

Though the effects are not incorporated into the main findings of this testimony,
H.R. 2454 would also provide opportunities for farmers and ranchers to receive pay-
ments for carbon offsets. Revenue from offsets for changes in tillage practices, reduc-
tions in methane and nitrous oxide emissions, and tree plantings, for example, could
mitigate the effects of higher energy prices for many producers.

Last, H.R. 2454 could have significant land use effects. Though this analysis does
not include bioenergy production effects or changes in land use due to added biofuel
production or carbon sequestration through afforestation, both could further affect
output prices and farm income.

Energy Use by U.S. Agriculture

Agriculture is an energy intensive sector with row crop production particularly af-
fected by energy price increases. Direct energy consumption in the agricultural sec-
tor includes use of gasoline, diesel fuel, liquid petroleum, natural gas and electricity.
Indirect use involves agricultural inputs such as nitrogen and other fertilizers which
have a significant energy component associated with their production. Over 2005—
2008, ERS data show that expenses from direct energy use averaged about 6.7 per-
cent of total production expenses in the sector, while fertilizer expenses represented
another 6.5 percent. With the more recent increases in energy costs, the combined
share of these inputs reached nearly 15 percent in 2008.

In general, energy costs as a percent of total operating costs are highest for wheat
and feed grains. Based on cost of production data for 2007 and 2008, wheat, sor-
ghum, corn, barley and oats have energy input shares between 55 and 60 percent
(table 1). Cotton and soybeans are among the least energy intensive crops, with total
energy costs representing only about 30 percent of total production costs.

A somewhat different distribution of energy costs by commodity results if looked
at in terms of per-acre costs for energy-related inputs rather than shares of oper-
ating costs. Rice, corn, and cotton have the highest per-acre expenses for these in-
puts. Again, energy-related costs for soybean production are low among these crops.

There is also variation in the regional distribution of energy-input costs. Figure
1 illustrates this for wheat and soybeans, two sectors at the opposite end of the en-
ergy-input share spectrum. For wheat, the regions with the largest share of input
costs allocated to energy are the Fruitful Rim and the Heartland (71 percent), fol-
lowed by the Prairie Gateway (69 percent).

Wheat production cost relationships for the Northern Great Plains and the Prairie
Gateway, where the majority of the crop is grown, present an interesting contrast
in operating expenses. While the two regions have a similar share of production
costs attributable to fertilizer expense in 2008 (44-45 percent), the shares of costs
that are for fuel, lubrication, and electricity are much different (25 percent for the
Prairie Gateway, while only 11 percent for the Northern Great Plains). This is likely
due to the high level of irrigation used in the Prairie Gateway.

For soybeans, the region with the largest share of input costs allocated to energy
is the Southern Seaboard (54 percent), followed by the Eastern Uplands (45 per-
cent). The region with the largest soybean plantings is the Heartland, which has
the second lowest share of energy inputs in total operating expenses, at 36 percent.

Direct energy costs make up a small share of total operating costs on livestock
operations, comprising less than ten percent of total operating costs for dairy, hogs
and cow-calf operations (table 2). However, these operations experience higher en-
ergy costs indirectly through higher feed costs. Feed costs ranged from less than 11
percent of a cow-calf operator’s total operating costs to almost 77 percent for dairy.

Trends in energy-related inputs could themselves change in the future in response
to climate change impacts, as shifts in temperature and precipitation alter the need
for fertilizer, pesticides, and irrigation. USDA’s production cost modeling framework
does not reflect these future changes in agroclimatic conditions.
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Figure 1. Total energy input costs as a percentage of total operating costs,
2008, by ERS Farm Resource Region (soybeans and wheat).
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Effects of Higher Energy Costs on U.S. Agriculture

To represent the effects on the U.S. agricultural sector of higher energy costs re-
sulting from the emissions cap-and-trade system in H.R. 2454, estimated energy
price changes from EPA’s (June 2009) and EIA’s (August 2009) analyses were used
to derive implications for crop-specific production costs.2 Cost categories in the
USDA-ERS cost of production framework included in this analysis were fertilizer
and fuel, lube, and electricity. As shown in the previous section, these production
inputs represent a significant portion of operating expenses for major field crops. We
use the Food and Agricultural Policy Simulator Model (FAPSIM) to analyze the ef-
fect of H.R. 2454 on national level production costs. This model allows farmers to
change acreage decisions in response to higher energy prices, but does not allow for
changes in input mix. Though FAPSIM is only designed to examine short-term im-
pacts, we extrapolate to the intermediate and long-term to make an initial assess-
ment of how higher energy prices in those years would affect farmers if they made
identical decisions to those modeled in the short term. We know this is not the case
due to changes in productivity over time as well as farmers ability to adapt to high-
er energy prices by shifting away from energy-intensive inputs. Regional effects are
discussed only for the short-term impacts.

For the short-term scenarios, agricultural sector impacts were derived for 2012—
2018 based on energy price changes from the EPA and EIA analyses. While most
of the direct energy price increases would be felt immediately by the agricultural
sector, fertilizer costs would likely be unaffected until 2025 due to provisions in H.R.
2454 that would distribute specific quantities of emissions allowances to “energy-in-
tensive, trade exposed entities” (EITE).3 Additionally, EPA analysis indicates that

2For the June EPA H.R. 2454 analysis, scenario 2 was used. The EPA analysis of H.R. 2454
can be found at:
http:| |www.epa.gov [ climatechange | economics | economicanalyses.html. For the EIA analysis,
the basic case was used. The EIA analysis of H.R. 2454 can be found at: htip://
www.eia.doe.gov [ oiaf/ servicerpt | hr2454 [ index.html.

3Under Subtitle B of Title IV, “energy-intensive, trade exposed entities” (EITE) covers indus-
trial sectors that have: (1) an energy or greenhouse gas intensity of at least 5% and a trade
intensity of at least 15%; or (2) an energy or greenhouse gas intensity of at least 20%. Without
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the allocation formula would provide enough allowances to cover the increased en-
ergy costs of all presumptively eligible EITE industries. Based on these consider-
ations, the USDA analysis assumes H.R. 2454 imposes no uncompensated costs on
nitrogen fertilizer manufacturers related to increases in the price of natural gas
through 2024. These allocations are terminated beginning in 2025. This reflects an
assumption that enough foreign countries have adopted similar GHG controls to
largely eliminate the cost advantage for foreign industries. These assumptions are
consistent with the treatment of EITE industries, including nitrogen fertilizer man-
ufactures, in the EPA analysis of H.R. 2454.

Medium-term and long-term impacts are based on EPA estimated changes in en-
ergy prices. Years covered in this analysis for these periods are 2027-2033 and
2042-2048. Since EPA results were presented in 5 year increments, results for other
years covered in the analyses were derived by interpolation and extrapolation. EITE
rebate scenarios are not covered for these periods since the rebates are assumed to
end after 2025 in the EPA analysis. Because of the time horizons considered in the
medium and long term analyses, there is much uncertainty surrounding the effects
estimated here. Factors such as yield productivity, development of energy-saving
technologies and weather can all have major effects on supply, demand and price
outcomes, thus mitigating or exacerbating the effects estimated here.

As emission caps become more stringent over time, allowance prices and cor-
responding energy price impacts become larger. Results for these scenarios illustrate
some of these larger impacts. Table 3 shows selected energy-related impacts from
the EPA and EIA analyses of H.R. 2454 that were used for the agricultural sector
scenarios across each of the time periods. EIA results were available on an annual
basis out to 2030.

Using the EPA and EIA results shown in the previously mentioned tables,
changes in measures of energy-related agricultural inputs were estimated. Fuel
price impacts are based on the EPA petroleum price changes and the EIA diesel fuel
(transportation) price changes. Fertilizer price impacts in the EPA scenarios reflect
price changes for natural gas and petroleum, while those in the EIA scenarios are
based on price changes for natural gas (feedstock) and industrial distillate fuel oil.

Table 4 shows the average percent changes in the indexes of prices paid by farm-
ers for fuels and fertilizer across the various time periods and scenarios analyzed.
Reflecting the differences in the relative sizes of the EPA and EIA energy price im-
pacts, effects on producer input prices during 2012-2018 are about twice as large
for the EIA-based scenarios compared to the EPA scenarios. The exception is the
net fertilizer cost increase, reflecting in part different rebate sizes and inclusion
within the EIA scenario of a greater shift from coal to natural gas under H.R. 2454.

National Impacts of Higher Energy Prices

The discussion of national impacts on the agricultural sector resulting from higher
energy prices associated with the proposed emissions cap-and-trade policy is divided
into two parts. First, an assessment of the impacts on major field crops and the live-
stock sector is discussed. This is followed by a discussion of impacts of higher energy
costs on production expenses for the fruit and vegetable sector. Both discussions
cover multiple short-term scenarios, as well as a medium-term and a long-term sce-
nario, as discussed above. The analysis and discussion below does not include the
effects of GHG offsets or other mechanisms to compensate farmers for emissions re-
ductions and carbon sequestration. It also does not include the effect of other coun-
tries enacting policies mitigate GHG emissions. When revenues from offsets are con-
sidered in conjunction with production costs, net farm income is expected to be posi-
tive. These effects of offsets will be discussed briefly today, and in more detail in
my testimony tomorrow.

To assess impacts on major field crops and the livestock sector, changes in agri-
cultural production costs arising from higher energy prices are used as inputs to
FAPSIM. This model covers commodity markets for corn, sorghum, barley, oats,
wheat, rice, upland cotton, soybeans (including product markets for soybean meal
and soybean oil), cattle, hogs, broilers, turkeys, eggs, and dairy. Fruit and vegeta-
bles are not modeled in FAPSIM but are analyzed using a separate model below.
FAPSIM calculates the impacts of changes in production costs on supply, demand,
and prices in each of these markets over the years 2009-2018. At the aggregate

these allocations, firms in EITE industries would incur energy-related costs that foreign com-
petitors would avoid; hence, putting them at significant market disadvantage. The bill sets a
maximum amount of allowances that can be rebated to EITE industries at, 2% for 2012 and
2013, 15% in 2014, and then declining proportionate to the cap through 2025. Beginning in
2026, the amount of allowance rebates will begin to be phased out and are expected to be elimi-
nated by 2035. The phase-out may begin earlier or be delayed based on Presidential determina-
tion.
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level, the model also computes associated changes in production expenses in the sec-
tor and net farm income. The model simulations for the different scenarios and time
periods assume no changes in technology or production practices (such as fertilizer
application rates) beyond those implicit in the reference scenario’s trends.4

Short-term Scenarios—EPA and EIA Energy Prices

Higher prices for energy-related agricultural inputs (fertilizer and fuel) raise the
cost of production for all major crops. Table 5 shows the average nominal dollar im-
pacts on variable production costs per acre for major field crops over 2012-2018. For
the EPA scenario (based on energy price increases consistent with EPA’s COz-equiv-
alent allowance prices for 2015 and 2020), the largest changes in per-acre produc-
tion costs from baseline levels are for crops that use more energy-related inputs,
most notably rice, corn, and cotton. However, compared with overall crop-specific
production costs, high-cost rice and cotton are relatively less affected by the energy-
related input changes (each up by less than two percent), while sorghum production
costs are relatively more affected at 2.2 percent. This is due to the lower energy-
input share relative to production costs for rice and cotton producers (as shown ear-
lier in table I). Whether looked at on a cost per acre basis or on a cost as share
of production costs basis, soybean production costs are less affected than those of
most other crops.

For the EIA scenario, energy-related production cost impacts for all crops are gen-
erally on the order of twice as large as those for the EPA scenario. However, the
relative impacts among the crops are similar to those identified for the EPA sce-
nario. For both price scenarios, the EITE rebates for fertilizer producers result in
a significant reduction in potential costs since most of the impacts are limited to
the increase in fuel costs.

Acreage effects, without offsets, are modest (¢able 6). Under the EPA price sce-
nario, overall acreage planted to major field crops decreases by 133,000 acres, a less
than 0.1 percent change from baseline levels over 2012-2018. However, relative net
returns among cropping alternatives, along with differences in producer responses
to changes in economic incentives, result in varying impacts for each crop. Wheat
acreage is down the most at 63,000 acres. While corn acreage also declines (less
than 0.1 percent decline), its impacts are sharply reduced because of the importance
of the EITE rebates in determining fertilizer costs. Also, the net shift of acres to
soybean production is reduced relative to baseline levels as the relative cost advan-
tage of the low-fertilizer input crop is diminished with the rebate.

Similarly, for the EIA scenario, a larger absolute decline in total acreage results,
though still modest, with planted acreage down 354,000 acres. This represents a 0.1
percent decline in planted acreage. Wheat and corn acreage still experience the larg-
est reductions. Again, there is a net switch in acreage to soybeans as their returns
are affected the least among crops.

In general, crop production is down slightly, leading to higher prices (table 7).
However, since production changes are small under the EITE rebates, price impacts
are minimal, with no price change greater than 0.4 percent (0.2 percent and 0.4 per-
cent are the highest price changes under the EPA and EIA scenarios, respectively).
Under both scenarios, slightly higher corn prices, which are partially offset by lower
soybean meal prices, lead to a a small increase in feed costs for the livestock sector
(table 8). As a result, livestock production declines slightly. The impacts on livestock
production vary across livestock species reflecting the relative shares of corn and
soybean meal in the typical feed ration. Because corn is large part of their feed ra-
tion, pork and beef are affected more than poultry. Feed costs under the EIA sce-
nario experience a larger increase than those from the EPA scenario, resulting in
slightly larger livestock production declines.

Net farm income in the agricultural sector declines from the FAPSIM baseline on
average by $0.76-$1.72 billion (0.9-2.1 percent) over 2012-2018 (table 9). This
change is due primarily to higher production expenses, although higher cash re-
ceipts partly offset the increases in production expenses. These income effects do not
reflect revenues from GHG offsets nor do they reflect the related effects of land use
changes associated with GHG offsets. These effects will be examined in more detail
in tomorrow’s testimony.

Effects on Production Expenses for the Fruit and Vegetable Sector

Fruits and vegetables are not included in FAPSIM. Instead, data from USDA’s
2007 Agricultural Resources Management Survey (ARMS) were used to estimate the
effects of H.R. 2454 on the fruit and vegetable sector. Average per farm effects on

4 A more detailed description of FAPSIM is given in Appendix A.
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variable costs of production were estimated based on the increased input prices for
fuels, electricity and fertilizer estimated under the FAPSIM runs described above.

Unlike for most row crops and livestock production, labor is the single largest
variable cost for vegetable, melon, fruit and tree nut farms. However, the second
largest expense component is fertilizer and agricultural chemicals. In 2007, fertilizer
and agrichemicals accounted for about 18 percent of the variable cash expenses of
vegetable and melon farms and 13 percent for fruit and tree nut farms. Motor fuels
and oil used to run tractors, generators, and irrigation pumps accounted for five per-
cent of vegetable cash costs and four percent of cash costs for fruits and tree nuts.
In this analysis, per-acre fertilizer application rates are assumed to remain un-
changed. Over the medium- and long-run, this is unrealistic since most growers
would adjust application methods, amounts, timing, or the mix of crops produced to
reduce expenses.

In addition, electricity is required by these farms to run irrigation pumps, ice
makers, lights, and sorting and packing equipment in packing sheds. Although the
exact share is not certain, electricity likely accounts for a significant share of the
4-5 percent of cash costs accounted for by expenditures for utilities. This analysis
for the fruit and vegetable sector assumes that the entire utility expense category
consists of electricity costs since there was no way to break out electric costs from
telephone, water, and other utility expenses. Like fertilizer and other fuel expenses,
no adjustments were assumed in electricity use; thus, the results for energy costs
assumed here are likely high estimates.

Impacts of higher fertilizer, fuel, and electricity prices on variable costs within the
fruit and vegetable complex are generally small in terms of percentages (table 10).
Across the EPA and EIA short-term scenarios, impacts on costs for all fruits and
vegetables were two percent or less. Over the long-term, the total impact under the
EPA energy price scenarios was estimated to be 3.8 percent, or $7,747 per farm that
specializes in fruits and vegetables (farm for which more than half of all sales come
from fruits and vegetables).

Impacts Across Farm Types and Regions

Regional and farm type impacts are based on results from the Farm-Level Partial
Budget Model. The model operates on individual farm data for farm businesses from
ARMS. The model reflects historic production patterns and farm structure within
each region. Any potential structural or production responses by farms are not in-
cluded within the model.

The model uses results from the FAPSIM scenarios discussed earlier as inputs to
derive regional and farm type impacts consistent with the national outcomes. Re-
sults can be summarized across various groupings of farms such as by resource re-
gion, commodity specialization, or farm size categories. Nonetheless, since farm
business performance varies within these groupings, results do not indicate perform-
ance of individual farms within a group.

The overall impacts reported in this section can differ from those in the national
farm income accounts due to a number of factors. This section reflects, in part, on
farm businesses ® so the concentration of expenses is higher than for all farms. Fur-
ther, part of the differences relates to the treatment of rent—the national accounts
use net rent, while rent comes directly out of net cash income at the farm level.

A simulation of how the legislation will impact agriculture by farm type reveals
that some segments of agriculture will be more impacted by the legislation than oth-
ers. The analysis focuses on results for 2014 and this 1 year analysis serves as an
example of regional and commodity differences in the short run.

Rebates to the fertilizer industry as an EITE to compensate for higher natural
gas prices significantly lessens the impact of the higher energy prices across all
farm types. With EITE rebates, 2014 net cash income for all farm businesses is esti-
mated to be 1-4 percent lower than in the 2014 baseline level compared to the 1—
2 percent decline in net farm income presented in the previous section. Wheat, cot-
ton, rice, and “other crop” producers have a decrease in net income of 2—8 percent
across the EPA-based and EIA-based scenarios (figure 2). Except for “other live-
stock” producers, most other farm types have a net income decrease of around 1-
3 percent. As in the previous sections, these impacts do not include revenue from
GHG offsets or increased biomass production.

The impact of higher energy prices under a fertilizer rebate scenario is not evenly
distributed. Other cash grains, wheat, corn, soybeans, cotton, rice, specialty crops,
and hogs account for nearly 49 percent of all farms, but these farms also account
for over 63 percent of the projected decrease to net cash income relative to 2014

5 Farm businesses are defined as family and non-family operations that report farming as their
principal occupation.
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baseline levels. As was the case in analyzing farm types, net cash farm business
incomes under both the EPA and the EIA-energy price scenarios are reduced across
all regions. All regions can expect a decrease in net cash income, ranging from less
than two percent to about seven percent (figures 3 and 4), with the biggest decrease
in the Mississippi Portal region under the EIA scenario. Again, it is important to
note that these estimated income effects do not reflect management decisions about
changes in inputs, revenues from GHG offsets nor do they reflect the related effects
of land use changes.

Figure 2—Reduction in farm business net cash income by farm production
specialty, 2014, with EITE rebate.
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Figure 3—Reduction in farm business net cash income by resource region,
EPA-based results, 2014, with EITE rebates.
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Figure 4—Reduction in farm business net cash income by resource region,
EIA-based results, 2014, with EITE rebates.
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Medium-term and Long-term Impacts

As cap levels become more stringent over time, allowance prices and cor-
responding energy price impacts become larger. FAPSIM is designed to evaluate
short-term impacts. It is therefore difficult to make accurate statements about the
medium and longer-term. Nonetheless, to make some initial assessment of the ef-
fects of higher energy prices on agriculture beyond the initial short-term focus, the
estimated impacts of energy prices for selected periods from the EPA analysis were
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used to look at two additional time periods using the FAPSIM framework. First a
medium-term scenario was based on EPA estimated changes in energy prices for
2027 33. Then a long-term assessment was based on EPA results for 2042—2048.

The methodological approach used was similar to that used earlier. However,
given the assumptions necessary to extrapolate beyond the FAPSIM time frame,
these should be viewed with full acknowledgement of the limitations of this anal-
ysis. Since these two additional time periods are beyond the horizon of the FAPSIM
model, results were generated within the FAPSIM time horizon based on percent
changes for affected variables and then inflated to the medium- and long-term time
periods based on the annual inflation rate from the EPA analysis, 1.8 percent. This
implies a constant real price assumption for those two additional time periods. Addi-
tionally, no additional changes in production practices beyond those implicit in un-
derlying trend yields between now and these time periods is assumed. While these
assumptions are analytical simplifications, they provide a vehicle for simulating rep-
resentative impacts were they to occur in the short run. For the medium-term and
long-term periods, there are no EITE rebate simulations included as those rebates
are assumed to end after 2025 in the EPA analysis. For comparison purposes, re-
sults shown in this section repeat some of the earlier short-term impacts.

This approach has limitations given the observation that energy per unit of output
has drastically declined over the last several decades. These estimates are likely an
upper bound on the costs because they fail to account for farmer’s proven ability to
innovate in response to changes in market conditions.

Table 11 presents the impacts of higher energy prices on average annual produc-
tion costs in the medium and long term along with those from the short-term (no-
rebate case) discussed earlier. The medium- and long-term impacts on production
costs have a relatively larger impact on fertilizer intensive crops such as corn com-
pared to less fertilizer intensive crops such as soybeans. In the long-term, corn pro-
duction costs are estimated to increase by more than $25 per acre (in $2005), rep-
resenting an increase of almost ten percent. In comparison, soybean production costs
rise by $5.19 per acre, on average, 4.6 percent. Wheat, sorghum, barley, and oats
would see increases similar to corn in percentage terms. Rice is estimated to have
the largest average per-acre increase in the long term at $28.08 per acre, although
its percentage increase would be less than that for wheat, corn, and the other feed
grains. Likewise, cotton has a relatively high absolute increase in production costs,
but this represents a smaller share of operating expenses. Soybean production costs
remain the least affected.

Resulting adjustments in the agricultural sector to these higher production ex-
penses follow the same dynamics as discussed earlier for the short-term results.
Acreage shifts would lead to changes in commodity prices and adjustments through
the livestock sector.

Table 12 presents the projected impacts of the higher energy costs across the dif-
ferent time periods for farm cash receipts, production expenses, and net farm in-
come. In the long-term results, fuel, oil, and electricity expenses are estimated to
increase, on average, 22 percent above baseline levels, while fertilizer and lime ex-
penses are estimated to rise, on average, by almost 20 percent. While total receipts
increase marginally—due to higher crop and livestock prices—they only partly offset
the increase in expenses. As a result, higher energy prices associated with H.R.
2454 would lower net farm income by as much as 7.2 percent from baseline levels
in the long term scenario. These results do not include the effects of GHG offsets.

Last, it is important to note that the medium to long term analyses are conserv-
ative given that energy use per unit of output has declined significantly over the
past several decades. Because of this, the estimates in table 11 are likely an upper
bound estimate on the costs because they fail to account for farmers’ ability to fully
respond to changes in market conditions. In addition, the analysis is also conserv-
ative because it does not account for revenues provided by GHG offsets, expanded
renewable energy markets, or the effects GHG offsets and biofuel production have
on land use, production and prices.

In my testimony tomorrow I will address the effects of GHG offsets on the U.S.
agriculture, including effects on farm income. The results are drawn from modeling
results provided by EPA from an economic model, developed by Bruce McCarl at the
Texas A&M University.6 Table 13 provides a summary of those findings on farm in-
come. Modeling results provided by EPA show the annuity value of changes in pro-

6The results presented in table 13 reflect simulation output from March 2009. A more com-
plete description of FASOM modeling framework and a complete list of commodities can be
found at: http:/ /agecon2.tamu.edu /people [ faculty | mccarl-bruce | FASOM.html.
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ducer surplus over the entire simulation period.” When the effects of GHG offsets
are taken into account, it is estimated that the annuity value of the change in pro-
ducer surplus is expected to be almost $22 billion higher; an increase of 12 percent
compared to baseline producer surplus. About 78 percent of this increase is due to
higher commodity prices as a result of the afforestation of cropland, with the re-
mainder due to GHG related payments. Almost 30 percent of the gains would occur
in the Corn Belt followed by the South East region (16 percent of the gains), Great
Plains region (13 percent), and South Central region (ten percent).

The producer surplus impacts exclude earnings from the sale of carbon from
afforestation. The annuity value of the gross revenues associated with the sale of
afforestation offsets would result in approximately $3 billion of additional farm rev-
enue. About 90 percent of that additional revenue would be generated in four re-
gions of the country: the Corn Belt (40 percent), Lake States (25 percent), South
Central (14 percent), and Northeast (11 percent). However, part of that increase in
revenue will be offset by the continued costs associated with maintaining
afforestation projects.

Conclusions

Mr. Chairman, I appreciate the opportunity to discuss how a cap-and-trade sys-
tem would likely affect farmers and ranchers. In today’s testimony I have focused
almost exclusively on how higher energy prices would affect the agriculture sector.
Separate testimony will discuss the role of GHG offsets in much greater detail and
how a properly designed offset program can both mitigate energy price impacts of
a cap-and-trade system and provide significant benefits to farmers and ranchers. I
am happy to answer any questions.

TABLES

Table 1—Energy Related Inputs Relative to Total Operating Expenses for Selected Crops, 2007—

2008
Fuel Fertilizer
Commodity Percent of Percent of
$/acre operating $/acre operating
costs costs
Corn 37.11 14.1 116.16 44.3
Soybeans 17.71 15.1 20.22 17.2
Wheat 22.51 20.6 42.60 39.0
Cotton 54.98 12.6 76.88 17.6
Rice 122.28 27.7 93.35 21.2
Sorghum 48.83 34.3 38.02 26.7
Barley 26.06 20.5 44.31 34.8
Oats 20.26 20.8 38.97 40.0
Peanuts 76.88 16.6 88.04 19.0
Source: Economic Research Service. Available at http://www.ers.usda.gov/data/
CostsandReturns/.

Table 2—Energy Related Inputs Relative to Total Operating Expenses for Selected Livestock,

2007-2008
Fuel Feed
Commodity Unit Percent of Percent of
$/unit operating $/unit operating
costs costs

Milk Per cwt sold 0.76 5.2 11.16 76.5
Hogs Per cwt gain 1.81 3.5 29.61 57.6
Cow-calf Per bred cow 66.42 10.1 71.52 10.8

Source: Economic Research Service.

7The EPA model estimates the impact on producer surplus, a concept similar to net farm in-

come.



20
Table 3—~Estimated Impacts of H.R. 2454 on

Energy Prices

| 2015 | 2020 | 2025 | 2030 | 2035 | 2040 | 2045 | 2050

$ per ton COe (2005 $)

Allowance price:

EPA1 12.64 16.31 20.78 26.54 33.92 43.37 55.27 70.40

EIA2 20.96 29.95 42.80 61.16

Percent change from baseline

Electricity price:

EPA 10.7 12.7 14.0 13.3 16.9 24.0 29.1 35.2
EIA 6.1 4.1 2.7 19.7

Natural gas price:
EPA 74 8.5 8.6 10.4 14.3 18.9 24.1 30.9
EIA 2.2 4.7 6.2 17.1

Petroleum price:
EPA 3.2 4.0 4.7 5.6 7.2 9.0 114 14.6
EIA 7.3 8.4 10.0 13.8

1Source: EPA, June 23, 2009. The EPA analysis of H.R. 2454 can be found at: hitp://

www.epa.gov / climatechange | economics [ economicanalyses.html.

2Source: EIA, August 4, 2009. The EIA analysis of H.R. 2454 can be found at: http://

www.eia.doe.gov / oiaf | servicerpt | hr2454 [ index.html.

Table 4—Prices Paid By Farmers, Energy Related Agricultural Inputs, Various Scenarios

EPA short EIA short
Item term term
(2012-18) (2012-18)

EPA medium EPA long
term term
(2027-33) (2042-48)

Average annual percent change from reference scenario

Fuel 2.6 5.3 4.6 9.3
Fertilizer 0.3 1.7 8.4 17.6

Table 5—Effects of Energy Price Increases on Nominal Per-Acre
Averages
(Percent Change Shown in Parentheses)

Costs of Production, 2012-2018

Commodity EPA price scenario EIA price scenario

Corn 1.44 4.72
(0.4%) (1.5%)

Sorghum 1.52 3.71
(0.9%) (2.2%)

Barley 0.85 2.41
(0.6%) (1.6%)

Oats 0.69 1.97
(0.6%) (1.7%)

Wheat 0.80 2.31
(0.6%) (1.7%)

Rice 3.74 9.14
(0.7%) (1.7%)

Upland cotton 1.76 4.56
(0.3%) (0.9%)

Soybeans 0.55 1.43
(0.4%) (1.0%)

Table 6—Effects of Energy Price Increases on Planted Acres, 2012—2018 Averages
(in 1,000 Acres, Percent Change Shown in Parentheses)
Commodity EPA price scenario EIA price scenario

Corn —-27 -89
(=0.0%) (-0.1%)
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Table 6—Effects of Energy Price Increases on Planted Acres, 20122018 Averages——Continued

(in 1,000 Acres, Percent Change Shown in Parentheses)

Commodity EPA price scenario EIA price scenario
Sorghum —26 —48
(—=0.3%) (=0.7%)
Barley -2 -6
(—0.1%) (—0.1%)
Oats -10 -25
(—0.3%) (=0.7%)
Wheat —-63 -176
(=0.1%) (—0.3%)
Rice -3 -8
(=0.1%) (—0.3%)
Upland cotton - -20
(=0.1%) (—0.2%)
Soybeans 4 19
(0.0%) (0.0%)
Total —133 —354
(=0.1%) (=0.1%)
Table 7—Effects of Energy Price Increases on Farm Level Prices, 2012—-2018 Averages
(Percent Change Shown in Parentheses)
Commodity EPA price scenario EIA price scenario

Corn ($/bu) 0.00 0.01
(0.1%) (0.3%)

Sorghum ($/bu) 0.01 0.01
(0.2%) (0.4%)

Barley ($/bu) 0.00 0.01
(0.1%) (0.3%)

Oats ($/bu) 0.00 0.01
(0.1%) (0.4%)

Wheat ($/bu) 0.01 0.02
(0.1%) (0.3%)

Rice ($/cwt) 0.01 0.03
(0.1%) (0.3%)

Upland cotton (¢/lb) 0.04 0.11
(0.1%) (0.2%)

Soybeans ($/bu) 0.00 0.00
(0.0%) (0.0%)

Soybean meal ($/ton) 0.00 0.03
(0.0%) (0.0%)

Soybean oil (¢/1b) 0.00 0.01
(0.0%) (0.0%)

Table 8—Effect of Energy Price Increase on Feed Costs and Livestock Production, 2012-2018

Average
(Percent Change From Baseline)

Commodity EPA price scenario EIA price scenario

Beef:

Feed costs 0.1% 0.1%

Production —-0.0% —-0.1%
Pork:

Feed costs 0.1% 0.2%

Production —-0.0% —0.0%
Young chickens:

Feed costs 0.0% 0.2%

Production -0.0% -0.0%
Milk
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Table 8—~Effect of Energy Price Increase on Feed Costs and Livestock Production, 2012-2018

Average—Continued
(Percent Change From Baseline)

Commodity EPA price scenario EIA price scenario
Feed costs 0.1% 0.3%
Production —0.0% —0.0%
Table 9—~Effects of Energy Price Increase on Farm Income, 2012—2018 Average
(Billion Dollars, With Percent Change From Baseline in Parentheses)
Commodity EPA price scenario EIA price scenario
Cash receipts:
Crops 0.02 0.08
(0.0%) (0.0%)
Livestock 0.03 0.12
(0.0%) (0.1%)
Total cash Receipts 0.05 0.20
(0.0%) (0.1%)
Total production expenses 0.80 1.91
(0.3%) (0.6%)
Net farm income -0.76 —-1.72
(—0.9%) (—2.1%)

Table 10—Effects of Energy Price Increases on Per-Farm Variable Cash Production Expenses for

Fruit and Vegetable Sector

Vegetable and melons Fruit and tree nuts Fruits, tree nuts, and
Scenario vegetables
Dollars Percent Dollars Percent Dollars Percent
Short term:

EPA, with rebate 1,275 0.44 758 0.45 909 0.44
EIA, with rebate 2,616 0.91 1,398 0.82 1,754 0.86
Medium term 6,134 2.13 2,933 1.72 3,869 1.89
Long term 12,387 4.29 5,831 3.42 7,747 3.78

Table 11—Estimated Impacts on Per-Acre Variable Costs of Production
Under an Emissions Cap-and-Trade System
($2005/Acre, Percent Change From Baseline in Parentheses)

of Higher Energy Prices

Crop Short-term Medium-term Long-term
(with rebate) (no rebate) (no rebate)
Corn 1.19 12.02 25.19
(0.4%) (4.6%) (9.6%)
Sorghum 1.26 5.45 11.30
(0.9%) (3.9%) (8.0%)
Barley 0.70 5.00 10.44
(0.6%) (4.1%) (8.5%)
Oats 0.57 4.12 8.66
(0.6%) (4.4%) (9.3%)
Wheat 0.66 4.94 10.34
(0.6%) (4.5%) (9.5%)
Rice 3.09 13.48 28.08
(0.7%) (3.1%) (6.5%)
Upland cotton 1.46 7.90 16.44
(0.3%) (1.8%) (3.7%)
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Table 11—Estimated Impacts on Per-Acre Variable Costs of Production of Higher Energy Prices
Under an Emissions Cap-and-Trade System——Continued
($2005/Acre, Percent Change From Baseline in Parentheses)

Cro Short-term Medium-term Long-term
P (with rebate) (no rebate) (no rebate)
Soybeans 0.45 2.50 5.19
(0.4%) (2.2%) (4.6%)

Table 12—Estimated Impacts on Net Farm Income of Higher Energy Prices Under an Emissions
Cap-and-Trade System

($2005 Billion, Percent Change From Baseline in Parentheses)

Item Short-term Medium-term Long-term

Total receipts 0.0 0.4 0.9
(0.0%) (0.2%) (0.3%)

Total expenses 0.7 2.7 5.6
(0.3%) (1.1%) (2.2%)

Fuel, oil and elec- 0.7 1.3 2.6
tricity (6.4%) (11.1%) (22.2%)

Fertilizer and lime <0.1 2.0 4.3
(0.3%) (9.5%) (19.9%)

Net farm income -0.6 —-2.4 —-4.9
(-0.9%) (—3.5%) (=7.2%)

USDA data based on EPA results, selected time periods.

TABLE 13. ANNUITY IMPACTS ON PRODUCER SURPLUS/FARM INCOME, BY REGION.

Region billion (2004) dollars annualized annuity value
Corn Belt 6.4
Great Plains (no forestry) 2.9
Lake States 1.6
Northeast 0.4
Rocky Mountains 1.5
Pacific Southwest 0.7
Pacific Northwest 0.7
South Central 2.3
Southeast 3.4
South West (no forestry) 1.9

U.S. Total 22

USDA analysis based on FASOM simulations provided by EPA.

APPENDIX A—THE FOOD AND AGRICULTURAL PoLICY SIMULATOR (FAPSIM)

The Food and Agricultural Policy Simulator (FAPSIM) is an annual, dynamic
econometric model of the U.S. agricultural sector. The model was originally devel-
oped at the U.S. Department of Agriculture during the early 1980s.8 Since that
time, FAPSIM has been continually re-specified and re-estimated to reflect changes
in the structure of the U.S. food and agricultural sector. The model includes over
800 equations.

The model contains four broad types of relationships: definitional, institutional,
behavioral, and temporal. Definitional equations include identities that reflect math-
ematical relationships that must hold among the data in the model. For example,
total demand must equal total supply for a commodity at any point in time. The
model constrains solutions to satisfy all identities of this type.

8Salathe, Larry E., Price, J. Michael, and Gadson, Kenneth E. “The Food and Agricultural
Policy Simulator.” Agricultural Economics Research, (34(2)): 1-15, 1982.
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Institutional equations involve relationships between variables that reflect certain
institutional arrangements in the sector. Countercyclical payment rates calculations
are example of this type of relationship.

Definitional and institutional equations reflect known relationships that nec-
essarily hold among the variables in the model. Behavioral equations are quite dif-
ferent because the exact relationship is not known and must be estimated. Economic
theory is used to determine the types of variables to include in behavioral equations,
but theory does not indicate precisely how the variables should be related to each
other. Examples of behavioral relationships in FAPSIM are the acreage equations
for different field crops. Economic theory indicates that production should be posi-
tively related to the price received for the commodity and negatively related to
prices of inputs required in the production process. Producer net returns are used
in the FAPSIM acreage equations to capture these economic effects. Additionally,
net returns for other crops that compete with each other for land use are included
in the acreage equations. While the model covers the U.S. agricultural sector, trade
for each commodity is included through econometrically-based export equations.

For the most part, FAPSIM uses a linear relationship to approximate the general
functional form for each behavioral relationship. Generally, the parameters in the
linear behavioral relationships were estimated by single equation regression meth-
ods. The large size of the model precludes the use of econometric methods designed
for systems of equations. Ordinary least squares were used to estimate the majority
of the equations. If statistical tests indicated the presence of either autocorrelation
or heteroscedasticity in the error structure of an equation, maximum likelihood
methods or weighted least squares were used.

Temporal relationships are empirical equations that describe the inter-relation-
ships between variables measured using different units of time. For example, not
all of the variables in FAPSIM are measured using the same concept of a year.
Commodity data are reported on a marketing year basis; budgetary data are re-
ported on a fiscal year basis; and farm income data are reported on a calendar year
basis. As a result, empirical equations are sometimes needed to establish relation-
ships among variables in these different temporal categories. For example, cash re-
ceipts for crops are reported on a calendar year basis, but production and price in-
formation for crops are on a marketing year basis. Equations are used in FAPSIM
to estimate cash receipts using information from both marketing years that overlap
the calendar year.

Commodities included in FAPSIM are corn, sorghum, barley, oats, wheat, rice,
soybeans, (including product markets for soybean meal and soybean oil), upland cot-
ton, cattle, hogs, broilers, turkeys, eggs, and dairy. The dairy model contains sub-
models for fluid milk, evaporated and condensed milk, frozen dairy products, cheese,
butter, and non-fat dry milk. Each commodity submodel contains equations to esti-
mate production, prices, and different demand components. FAPSIM also includes
submodels to estimate the value of exports, net farm income, government outlays
on farm programs, retail food prices, and consumer expenditures on food. All of the
submodels are linked together through the variables they share in common.

The CHAIRMAN. Thank you, Doctor. I understand the information
presented today is an expanded and refined version of an earlier
study done by USDA. Can you walk us through the differences in
modeling assumptions and underlying input data that is used here
and not in your previous examination, and why did you decide to
focus on increased energy costs?

Dr. GLAUBER. Well, primarily the most significant impact, at
least—this bill will affect agriculture in several ways, and if you
focus on the cost side, because of the emissions caps that are in
this bill that will raise energy prices. There are several analyses
of what the impacts will be. EIA has put out an analysis, and there
have been several private analyses as well. Those will affect energy
prices. A lot depends on our assumptions in terms of what the esti-
mated effects on fuel prices will be. We also know what the effects
would be on natural gas. Natural gas can potentially affect fer-
tilizer prices. And because of that, we can then translate that
into—and what we do in our modeling is look at these increased
price effects and look at what the impact will be on agricultural
production.
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Higher energy prices, in general, raise the cost for these pro-
ducers, which cause them either to grow less of a particular crop,
or switch to other crops. When you have those sorts of production
impacts then prices rise partially offsetting the impact, because the
higher prices will increase revenue, but it has another impact in
the sense that it increases feed costs for livestock producers. Now
that is all on the cost side, and I dare say that looking at some of
the other studies that have been done, certainly, most people go
about the modeling in a very similar way. That is they look at
what the impacts on the energy prices are going to be, and then
translate those into the production cost impacts.

The other side of this, though, is in part what will be discussed
tomorrow, which I think is as, if not more, significant, and that is
the offset side. It is significant because offsets, one, are important
for reducing the cost of the cap-and-trade emissions by having off-
sets. It mitigates the impact on energy prices so that is important,
not just for agriculture, but, obviously, for all sectors of the econ-
omy. The second thing is that offsets have a potential income
source for producers although, as I mentioned in my opening state-
ment, that will differ across regions and across commodities.

And, third, are the land use implications. If offsets are—if the
practice is used to gain offset credits through afforestation, for ex-
ample, that is putting agricultural land or pasture land and plant-
ing forests then obviously that is taking land out of production and
has potential implications for prices that way.

The CHAIRMAN. What are your initial thoughts on the other anal-
yses that are out there? Is there any of them that you can think
that are completely off base?

Dr. GLAUBER. Well, I have—and I can’t say I have seen all of
them. Certainly some of my colleagues behind me—I am very fa-
miliar with the FAPRI modeling results and very familiar with the
Texas A&M modeling results, and Doane’s modeling results, and I
would say that by and large they are very similar to the way we
approached the problem. The differences, largely, are in what the
assumptions are on the energy price impacts. Again, we used the
Environmental Protection Agency’s impacts, estimated impacts, on
fuel prices like gasoline, natural gas, electricity. In this analysis,
we broadened the analysis to also include EIA impacts. That was
not available to us when we put out the preliminary report in July,
but EIA has since come out with analyses.

But, if, for example, you consider scenarios that have far higher
price impacts then those will have far larger impacts on production
costs. But I would say, generally, the modeling that was used that
is looking at production cost data and looking at those impacts how
higher energy prices will affect production costs, I think that we
pretty much share a common modeling framework there.

The CHAIRMAN. Thank you, Doctor. And, last, do you think the
agriculture sector would be disproportionately affected by higher
energy costs compared to other sectors?

Dr. GLAUBER. Well, there is no question that agriculture is an
energy intensive sector, and in that sense they will be affected.
There are other sectors, obviously, that are highly energy intensive
as well. I do think the offsets provide opportunities, however, to off-
set the production cost increases. So, agriculture, while it will be
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hit by higher energy costs, I also think it has unlike a number of
other—Dbecause it is an uncovered sector, it does have opportunities
to provide offsets which could result in income for producers.

The CHAIRMAN. Thank you, Doctor. The chair recognizes the gen-
tleman from Virginia, Mr. Goodlatte.

Mr. GOODLATTE. Thank you, Dr. Glauber. Those farmers and
ranchers who will be able to have some of those offsets are hit or
miss, right? Some will be able to take advantage but some won’t?

Dr. GLAUBER. It is certainly true that a lot depends on where you
are in the country, what sort of commodity you would grow, what
sort of opportunities you would have that way.

Mr. GOODLATTE. So this legislation is really massive picking of
winners and losers by government fiat as opposed to allowing farm-
ers to fend for themselves and compete for themselves. They will
be put at the mercy of this legislation depending upon what crops
they grow, what area of the country they operate in, what climates
they operate in, and what types of energy sources they use.

Dr. GLAUBER. Well, I would just say, and, unfortunately, just the
way the testimonies are broken out here, I don’t have a lot of the
information on offsets in the current testimony, but in tomorrow’s
testimony you will see I have provided a table that shows potential
offsets from a variety of agricultural practices that would be, poten-
tially, available to not just someone using no-till, but also for live-
stock producers or others using—would reduce greenhouse gas
emissions through reductions in methane.

Mr. GOODLATTE. These analyses you provided us are preliminary
on the effects of higher energy prices. Can we expect a complete
analysis on all agriculture production inputs such as pesticides,
seed, equipment, machinery, steel, and other supplies needed for
agricultural operations? Is USDA conducting any studies of H.R.
2454’s effect on ag processors or manufacturers?

Dr. GLAUBER. We have not. Certainly as you go down or up the
marketing chain one way or the other, there are a lot of energy
costs imbedded in those industries and, unfortunately, we don’t
have a lot of data on that. USDA doesn’t. Our data mainly is at
the farm level.

Mr. GOODLATTE. And I am also aware that there have been re-
quests for state by state analysis or more detailed analysis for live-
stock and specialty crops, so what is the status of those economic
assessments?

Dr. GLAUBER. Well, we do include a number of regional break-
outs here. Certainly if you are looking at production cost data in
the aggregate that is available by state. That is pretty easy to put
together, and we have that and we are more than happy to provide
it to the Committee. We also, using the Economic Research Service,
their survey data on cost production, were able to break out the en-
ergy cost by farm, various sorts of farming operations by region,
not down to the state level but down to a regional level. That would
give a pretty good indication for your area or anyone’s, and some
of that is in this material summarized in maps, et cetera, but we
have the raw data that we certainly would be happy to provide in
tabular form.
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Mr. GOODLATTE. And if they have been completed, how many
acres will move from crop and pasture production into forestry, and
what impact will that have on grain prices?

Dr. GLAUBER. Well, there again there are a number of models out
there that have looked at this issue. What I will do as a brief pre-
view of what I am going to do tomorrow, we do look at the analysis
that was provided to us from EPA that was based on the Texas
A&M so-called FAPSIM model, and in that analysis, the analysis
that was done back in March of 2009, they show a substantial
number of acres going into forestland, some 60 million by the year
2050. Now in our own studies of sequestration, some of which were
done by the Economic Research Service, you get a very different
pattern over the near term. With low carbon prices you see a lot
of land going into—or a lot of farmers adopting no-till practices, a
number of what I would consider less disruptive practices in terms
of their effect on production.

With higher carbon prices then the real issue at that point is
where would the carbon come from, and is that sufficient enough
to—with carbon prices say at $50 or $60 a ton, is that sufficient
enough to have a producer devote land and put in a long-term set-
aside by planting trees.

Mr. GOODLATTE. I take it that the long-term prognosis is that
tens of millions of acres are headed into forests.

Dr. GLAUBER. Well, that is certainly the case with the EPA anal-
ysis, and they show that some

Mr. GOODLATTE. And I take it that the incentives are not going
to be there since wood is a carbon-based source of energy, the in-
centive is not going to be there to be able to burn those trees to
use that as a source of energy in the future. They are just a carbon
sink. At some point in time, we are going to have to figure out
what to do with all those trees. They are going to die and release
that carbon back into the atmosphere at some point.

Dr. GLAUBER. The whole idea of a carbon sink would be perma-
nent to put that in trees.

Mr. GOODLATTE. But it is a very problematic thing for farmers
to lose the productive use of their land. The last question, if I
might, Mr. Chairman, will Secretary Vilsack travel to Copenhagen
to represent U.S. agriculture interests during the climate change
discussions, and since we are still learning so much about the ef-
fects of H.R. 2454, I am curious what his message might be on be-
half of agriculture.

Dr. GLAUBER. Congressman, I can tell you that he is traveling to
Copenhagen. I think what he will—I can’t speak for the Secretary
here, but I know that, just based on what he has said in the past,
that he believes there is a real good possibility for agriculture in
the climate change legislation and he will be promoting the offsets
and the mechanisms that producers can potentially gain from this.

The CHAIRMAN. The chair thanks the gentleman and recognizes
the gentleman from Ohio, Mr. Boccieri.

Mr. Bocciirl. Thank you, Mr. Chairman. I had some specific
questions for you, Doctor. I don’t claim to be a climatologist or a
scientist. In fact, I graduated with a degree in baseball and minor
in economics when I was in college, but we have to pay attention
to what our national security experts are suggesting. I am inter-
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ested, after serving now for 15 years in the military, why the De-
partment of Defense and why the CIA are saying that we need to
elevate this from a debate on—a national debate to a matter of na-
tional security, and where, in fact, every candidate running for the
highest office in this country last year suggested that this is a
threat to national security. Did you take that into account in your
analysis?

Dr. GLAUBER. The short answer is no. What we don’t look at, and
it is a legitimate issue, is what the effects of climate change itself
are on agriculture. I believe that you will have the opportunity to
ask one of the panelists on the next panel on that issue. But let
me just say briefly, there have been a lot of studies on what the
potential costs of agriculture will be or potential cost of climate
change on agriculture, or global warming, as it were. And certainly
if you look at in the short run, particularly, with the small in-
creases in global temperatures of the 1° to 2° centigrade level that
you can actually see growth in agriculture that is actually for
things like grains, which are highly adaptable to climate. They ac-
tually do thrive and do pretty well.

But at the same time, most of these studies then show that as
global warming increases that you begin to see a sharp deteriora-
tion in yields. And more disturbing is the variability, and that is
what is expected. What most are showing, most of these studies
show a lot of variability in climate, and we know what that does
for agriculture.

Mr. Boccierl. I know USDA has conducted analysis of the pos-
sible effects to U.S. farmland from increasing climatic variability.
Has the USDA concluded that climate change is real and that it
is affecting farmlands across the international spectrum?

Dr. GLAUBER. I think certainly the USDA believes that climate
change is a problem that needs to be addressed.

Mr. BoccIgrl. Well, I would like to reiterate some of the remarks
some of our retired generals who have served under both Presi-
dents, Democratics and Republicans alike, they said that climate
change would provide the conditions that will extend the war on
terror. It is fairly interesting that we are having this discussion be-
cause the farmer and the landowner that we are trying to protect
we also have to take into account the national security aspects of
this as well. I want to know, specifically, if you believe and the
USDA believes that the offsets that are provided to the landowner
and farmers will offset if there are marginal increases. In Ohio we
have regulated utilities. And the industry is heavily regulated so
any cost increases has to go before a nonpartisan board, and so I
hope that those were taken into account in your study as well. But
I want to know, specifically, from you if you think that the offsets
will significantly reduce any of your projected increases.

Dr. GLAUBER. The answer is yes. I think offsets will certainly
provide an income source for producers that will allow them to off-
set the impacts of-

Mr. Boccierl. Would that be greater? Will the income be greater
than the cost?

Dr. GLAUBER. Yes, and our analysis shows that the income will
be greater. I think the most important or the more important ques-
tion is how the offset—how any offset provisions are set up and es-
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tablished and administered because the concerns that have been
expressed by others about potential impacts on food prices, et
cetera, you want to make sure you are setting up an offset program
the right way.

Mr. BoccIerI. Okay. Thank you, Mr. Chairman.

Mr. GOLDEN. I thank the gentleman, and recognizes the gen-
tleman from Louisiana, Mr. Cassidy.

Mr. Cassipy. Thank you. Page 18, your graph shows that the
Mississippi Portal is going to be particularly affected by decreases
in farm business net cash income. Why 1s the Louisiana, Mis-
sissippi, Arkansas, Tennessee area particularly affected?

Dr. GLAUBER. One reason is because on a per-acre basis the im-
pacts for cotton and rice are high. As you know, they are both high
input cost and they are also both energy intensive——

Mr. CAssiDY. Now this analysis, I don’t mean to interrupt——

Dr. GLAUBER. No, go ahead.

Mr. CAssIDY. In this analysis, do you include aquaculture, the
crawfish and cat fish farming operations?

Dr. GLAUBER. We did not explicitly analyze aquaculture. How-
ever, I can say because obviously they consume—they will be af-
fected much like other livestock producers would be affected.

Mr. CassiDy. Now it is my concern since those particular oper-
ations are low margin and they are facing stiff competition from
countries like China, which have basically said they are not going
to follow this, they are going to decrease their rate of increase sort
of thing, but we can’t monitor unless we pay for it, that the mar-
gins will be terribly affected. Clearly, it is going to be hard to refor-
est aquaculture. It is going to be more difficult to—I guess you
grow cypress trees. So I guess my question is, do we know what
is going to happen to their farm income and what that will do, spe-
cifically, as regards their ability to compete with their foreign com-
petitors?

Dr. GLAUBER. Well, once again we say, and it is important to rec-
ognize that because of the provisions that would essentially give re-
bates to fertilizer producers that the price increases for things like
nitrogen are going to be very muted through 2025, so you are talk-
ing about a pretty long way out where the price impacts, in gen-
eral, from any sort of cap-and-trade system would be fairly small.

Mr. CAssiDY. But as you point out though that the costs are still
not insignificant and also the transportation cost would be still un-
affected by this, correct?

Dr. GLAUBER. To the extent that fuel costs were, yes.

Mr. CassipY. Which I gather those are fairly fuel intensive oper-
ations as well. So, okay, the intrinsic, intensive or the EITE, the
energy-intensive and trade exposed industries, that presumes that
other states, other nations, will actually adopt something such as
cap-and-trade or a carbon tax or whatever, but the example we just
used, China, they probably won’t if we listen to what they are say-
ing now. So is there a provision to extend the rebates to fertilizer
producers if the energy-intensive and trade exposed industries are
continually exposed?

Dr. GLAUBER. I believe the House bill has some border tax ad-
justments beyond the year 2030 that could potentially take that
into—
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Mr. CassiDy. Border tax?

Dr. GLAUBER. Border tax adjustment.

Mr. Cassipy. Now that sounds like a tariff.

Dr. GLAUBER. It sounds like a tariff.

Mr. CassiDy. Now that sounds illegal according to WTO. Do we
know that those provisions would pass muster with WTO?

Dr. GLAUBER. I do not. That has been—I will say that the WTO
had been very concerned about that. There has been a lot of talk
in the WTO recognizing that a climate treaty is likely, and the
WTO has been looking at that issue and published a report just
last year or earlier this year talking about the potential of border
tax adjustments and how they should be treated.

Mr. CAssiDY. Frankly, if I was a crawfish farmer or a rice farm-
er, I may be planting cypress trees right now, which brings me to
my next point. Just in the aggregate, we are talking about the off-
sets having an offsetting affect upon the loss in farm income, but
it is important to note that there are some regions of the country
which are more easily reforested and others that are less easily re-
forested. So, again, if we are speaking about the areas in which we
are flooding fields, coastal Louisiana, for example, to grow rice, it
will be more difficult to reforest those. So I just want to make the
point that we do ourselves a disservice in this conversation to lump
the offsets from reforestation with the net income loss from the
other measures of this bill. Would you agree with that or disagree?

Dr. GLAUBER. Well, as I said earlier, there is no question that
some producers are going to have greater opportunities than others
to take advantage of particular offset provisions. I don’t think that
necessarily means that one is excluded just because one can’t grow
trees, for example. There are other things, changes in diets for ani-
mals, that can result in fewer greenhouse gas emissions, and those
could be potential offset sources.

Mr. CassipDy. If I could have 30 more seconds. Will you be able
to provide us with something specific for the aquaculture industries
in terms of the impact upon net income?

Dr. GLAUBER. I would be more than happy to do that in a follow
up.

Mr. CassiDy. That would be great. Thank you.

The CHAIRMAN. The chair thanks the gentleman and recognizes
the gentlewoman from Colorado, Ms. Markey.

Ms. MARKEY. Yes, thank you, Mr. Chairman. Thank you, Dr.
Glauber, for this update. I have some questions on your modeling
for future energy prices. Have you analyzed whether or not a cap-
and-trade system with ag offsets would actually help to stabilize
energy prices for ag in the future? It looks like from ztable 3 that
electricity, that input cost will continue to increase. Does this take
into account the increased use, whether it is nuclear or natural
gas, wind, energy, on how they will stabilize our energy prices in
the future, so what can you say about the future of energy costs?

And then, second, did your modeling take into consideration the
cost of doing nothing, particularly given the volatile swings in en-
ergy costs that we have now? Look just last year when we were
paying for $4.00 a gallon gas. Did you take into consideration what
would be the increased cost for agriculture if we do nothing?
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Dr. GLAUBER. Thanks. Insofar as the first question is concerned
what we did is we utilized the energy price impacts that were esti-
mated by EPA and EIA. Now both of those have specific scenarios
that they considered, and I believe both of these scenarios that we
looked at have a development of nuclear power and development of
other renewables that will help meet these goals. In regards to
your second question, no, what we considered was sort of the cur-
rent environment and I assume current what we have under our
baseline in terms of energy price. And we didn’t look at any varia-
bility or probabilistic model there. We just considered what our es-
timates are for energy price increases over the next 10 years.

Ms. MARKEY. So just to be clear then, on table 3 then according
to EPA the impact on energy prices continues to really increase
dramatically until 2050, which is where your modeling went up to
2050.

Dr. GLAUBER. Absolutely. They are increasing in tandem, in lock
step with the allowance prices, and because allowance prices are
soon to be increasing because of—allowance prices are increasing
by roughly five percent per year and so because of that energy
prices are increasing accordingly.

Ms. MARKEY. Thank you.

The CHAIRMAN. The chair thanks the gentlewoman and recog-
nizes the gentleman from Ohio, Mr. Latta.

Mr. LAaTrTA. Thanks, Mr. Chairman. Thank you very much for
being with us today. If I could just go over to your figure 3 on the
graph on page 17. I am kind of interested in this. I represent, to
just kind of give you an idea, northwest and north central Ohio. I
represent across northern Ohio underneath Michigan. I represent
about halfway down Indiana, and then I go about 140 miles east.
And I look at this, and it shows only according to EPA, it says
there is only one percent decline or less in income and then getting
into another part of my district it says 1-2 percent. But I am kind
of curious about this because all of the different figures and facts
that we have examined and seen since the debate started on cap-
and-tax that we are going to get hit a lot harder. And one of the
figures that we saw was through the Heritage Foundation when
they put together—since Ohio uses about 86 to 87 percent of all of
our energy is coal-based, Indiana next door is around 94, I believe,
and I believe it is 80 percent of all my rural electric co-ops in Ohio
are co-generated where they get their energy from.

And when I look at these numbers especially with the—that I
represent the largest ag district in Ohio, and also interestingly
enough I represent the largest manufacturing district in Ohio, that
farmers in this area are only going to be affected by a one percent
decline or less in net cash income when we see all these other sta-
tistics showing that because of our high coal usage for energy
usage on the farms we are going to be affected a lot more. So I am
just kind of curious on that to begin with.

Dr. GLAUBER. Sure. One, realize that we are looking at our short-
terms results, at price increases that will essentially be seen for
the electricity sector and the petroleum sector. Fertilizer producers,
which is a big component of your producers costs, energy-related
costs, will be exempt because of the rebates provided under H.R.
2454. So in that case the main source is coming from higher fuel
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costs, and again based on EPA and EIA estimates, EIA being
roughly or a little bit higher than EPA, in some cases about twice
that, you are talking about four percent sort of increase for elec-
tricity under the EIA when petroleum prices are up around eight
percent by 2020.

And so over the near term those are pretty small costs. That is
an increase—again if you look at total cost of production remember
that fuel costs are about 5-6 percent, so you are increasing what
is an increase in energy prices on the order of 5-10 percent. Energy
prices there only comprise for the total production cost of these pro-
ducers in the ten percent range, 10—15 percent range, so it is small
when it is worked through that way. Now if you add fertilizer, of
course it roughly doubles that impact.

Mr. LATTA. Well, again, I guess when you look at different statis-
tics because we are looking at some of the areas where we are see-
ing maybe an increase with fuel prices in gasoline and diesel be-
cause, of course, when these have to be refined, and I have refin-
eries right around my district, that you are looking at in some
cases about a 50 percent increase predicted into the long term. At
the same time when you figure into this is that, I have like prob-
ably a lot of other folks that are on this Committee, a lot of my
farmers not only farm full time but they have to work off the farm
full time. When you look at the job hit on and off the farm my con-
cern is we have a lot of farmers that rely on that off-farm income
to make sure they can keep farming. When you put these two
things together with the loss of income on the farm and then the
question—we have been hit tremendously. According to the Na-
tional Association of Manufacturers we have the ninth largest man-
ufacturing district in the country. Now I am down to 15. I don’t
even want to see what the next number is going to be.

But what I am really concerned about is that we are just seeing
the net cash farm income going down and with these increased
costs because again we have to have both in our area for a lot of
these people to survive.

Dr. GLAUBER. Well, again, insofar as agriculture is concerned
where we did our estimations the energy price impacts over the
short run should be small. I think that, again, over the longer run,
as you say, if you look at the EPA and EIA analyses, as one goes
out to 2030, for example, one begins to see price impacts, the en-
ergy price impacts out at the that level or at 2030, more in the
range of 10-14 percent. If you go out to 2050, at least with the
EPA analyses they are up more in the 30-35 percent range for at
least natural gas and electricity. But, in the short run, particularly
with the fertilizer rebates, that the impacts are—again, our esti-
mates would show that those impacts are actually quite small.

Mr. LATTA. Mr. Chairman, if I can just ask one last question.
Okay. If you go in your farthest out-years of a 30 percent increase,
I guess my question is on the smaller family farms. How are they
going to sustain because I am just thinking about those like my
family and my wife’s family, they have been on the same farm
since the 1830’s, and my brother-in-law’s farm, my father-in-law is
pretty much retired, but my nephews are looking at whether they
want to farm in the future. My question is with this 30 percent,
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when you are looking at these cost increases, how is the smaller
farmer going to survive in the future?

Dr. GLAUBER. Well, if you translated the cost, those price in-
creases directly into the production cost for 2050, they would be
large costs. Again, if you are talking about as a percent of total pro-
duction cost of being some 10-15 percent and increasing 10 percent
or 30 percent, you are talking three, four, five percent potential hit
on production costs, which is substantial. That said, that analysis
is—we are talking about something in 2050, and we know that if
you look back to the 1970’s and look at the current situation, we
know our energy efficiency has improved dramatically over that
time. So, again, one presumes—we didn’t assume it in our analysis
because we were conservative in that regard.

But the issue is whether or not you have switched to more en-
ergy efficient technologies and things that would lessen that im-
pact, switch to less energy intensive crops. And then, because of
the offset side of the equation there is potential for making up
those costs, particularly for Ohio where there would be a lot of po-
tential things that could be done, tillage practices, et cetera.

Mr. LATTA. I thank the Chairman.

The CHAIRMAN. The chair thanks the gentleman and recognizes
the gentleman from Michigan, Mr. Schauer.

Mr. SCHAUER. Thank you, Mr. Chairman. Dr. Glauber, as I was
looking at your testimony, I didn’t find that the analysis took into
account impacts of increased bioenergy production. I wonder if you
could talk about that.

Dr. GLAUBER. In the analysis that was presented here, we did
not. You are right. With higher energy prices that can potentially
bring in more biofuel production, particularly for things like
cellulosics, where I think people have talked about how the tech-
nologies there, the costs of producing cellulosic ethanol is quite
high currently, but relative to higher energy prices it could poten-
tially bring in production. And I think that some of the models that
have been done show that. Now, remember, in the long run that
most of our models in our baseline show higher biofuel production
and because of the mandates, et cetera, under the Energy Act there
are limits to what, for example, could potentially be produced by
starch-based ethanols. But, on the cellulosic side it could poten-
tially speed development of some of those technologies.

Mr. SCHAUER. Do you have any sense of the positive job impacts
from that increased bioenergy production?

Dr. GLAUBER. I don’t offhand. I can certainly—we have done
studies on employment effects of biofuels, et cetera, and could cer-
tainly provide those.

Mr. SCHAUER. I come from the Midwest, as did the previous
speaker, so I am very concerned, ultimately, about the impact on
jobs. Agriculture is the second largest industrial sector in Michigan
that is growing. That is a very positive sign. We have a very di-
verse agricultural sector as well. I wonder, you used some of the
EPA’s data. I want to make sure that we are looking at this in a
relative and dynamic way. EPA, if we don’t pass legislation, is
going to be implementing carbon reductions across the economy. I
wonder if you have that kind of relative comparison or whether you
take that into account. Again, sort of the question is what if we do
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nothing given the EPA is going to be moving forward. I am not
sure the public really understands that.

Dr. GLAUBER. It is a good question, and, frankly, in our baseline
we did not—what our baseline assumes is sort of business as usual
relative to current world, and so we haven’t looked at a regulatory
structure and what those potential effects would be.

Mr. SCHAUER. Candidly, I am very afraid of what would happen
if the EPA goes forward, and I think that is something that we
need an addendum to this report to take your best guess of what
the impact would be on agriculture if the EPA went ahead on their
own. I am very, very concerned about that.

Dr. GLAUBER. Well, just offhand, if I may, one of the key issues
is what would happen to offsets, and if this were just in terms of
the regulatory side in terms of providing restrictions and imposing
costs that would ultimately be translated through the energy cost
side of this. The flip side is would there be benefits on the other
side, on the offset side, and I think there is where the problems
would lie.

Mr. SCHAUER. And this Committee worked very hard to protect
agriculture and make sure the cap-and-trade program didn’t apply
to farms, and we want to keep the USDA fully in its present posi-
tion to oversee and support farming activity. Just also under the
theme of sort of looking at this in a relative and dynamic way, we
also need to take into account what some of our international com-
petitors are doing. This is a global industry and some of our com-
petitors are setting voluntary carbon caps. I wonder if you would
take that into account in terms of looking at pricing.

Dr. GLAUBER. There again, we did not take into account what is
going on internationally. I think that is an issue. It certainly af-
fects not just the cost side of the equation. That is what competi-
tors might be paying but it would also potentially affect the offset
side. That is, if we are looking at international offsets, which is
again a big part of H.R. 2454, that too would have obviously a big
impact.

Mr. SCHAUER. And the gentleman from Louisiana brought up the
issue of sort of border adjustments or border protections. I strongly
supported that within this bill and clearly we can’t allow our farm-
ers and our economy to be at a disadvantage, because in some form
or fashion there will be a reduction in greenhouse gases in this
country. If our competitors are not doing likewise—that will cost us
jobs—so I just wanted to editorialize on that point.

Dr. GLAUBER. And the key thing there is just to follow up as well
is being able to do this in a WTO compliant way.

Mr. SCHAUER. Thank you. I yield back.

The CHAIRMAN. The chair thanks the gentleman. The chair
would ask all Members to try to stay to the 5 minute rule. We
have, obviously, a lot of Members with interest here, so we have
a second round if anyone has further questions. I now recognize the
gentleman from Pennsylvania, Mr. Thompson.

Mr. THOMPSON. Thank you, Mr. Chairman. Dr. Glauber, thank
you for your testimony. I want to start with a real basic and then
go to something—my next question is very specific. Recently, the
term global warming has been widely rebranded climate change.
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Dr. Glauber, could you please explain that phenomenon and also
define climate change.

Dr. GLAUBER. Well, I guess I don’t have great definitions for cli-
mate change, just in the sense that we would see significant
changes in climatic patterns, things like temperature and precipita-
tion, variability of climate and moving to where we would see dis-
tributions of temperature and precipitation that would adjust—that
would change over time, either favorable or unfavorable, I would
characterize.

Mr. THOMPSON. Which sounds like something we have always ex-
perienced, I would say.

Dr. GLAUBER. Yes.

Mr. THOMPSON. I promised a real specific question then. Obvi-
ously, agriculture has many different elements in that industry. I
want to talk about one that is—well, just one of the elements, an
important one, though, in my district and important in that it
meets a strategic need in our country in terms of dairy. And I will
be real specific. I am trying to look at the impact—my average
dairy herd is family-owned, 85 head. They have enough acreage to
grow just enough corn for most of them to feed their herd. And
some of the things that they are living with are transportation cost,
which for the milk—and our dairymen pay that. I think you men-
tioned 5-10 percent is the number I heard for an increase in cost
there.

Diesel and gas prices because our equipment, that is what it
runs on, whether it is tractors, generators, whatever. Again, 5-10
percent was your number. Electricity costs, the Pennsylvania Pub-
lic Utility Commission looked at the Waxman-Markey bill. They es-
timated electricity cost in Pennsylvania going up 30 percent.
Equipment cost, in terms of knowing what this would do to manu-
facturers in Pennsylvania, and our farmers can’t afford to buy new
equipment too often, but when they can it even drives up the cost
to use equipment. Fertilizer costs, I think your numbers you gave,
I heard in your earlier testimony, was ten percent in terms of get-
ting as much corn production as possible to feed their herd.

The processor cost, which, unfortunately, many of those can pass
along to the producer in the short run. A simple question for you.
How would these dairy farmers survive under this?

Dr. GLAUBER. Well, again, I think for most of the—you are talk-
ing about dairy producers in your region, which are effectively crop
producers and dairy producers.

Mr. THOMPSON. But the crops they are producing are corn to feed
their cows.

Dr. GLAUBER. That is right.

Mr. THOMPSON. They are not planting trees.

Dr. GLAUBER. That is right. And so in general one can talk about
the cow side of it, as it were. Essentially the big impact there is
on feed. Feed is very big component of a dairy producer’s cost, and
to the degree that feed cost will be affected dairy producers would
be affected as well. Now, again, I think on the feed side because
of the rebates, et cetera, under this bill, at least in the short run
would be small. So the impact on that side of the equation would
be, and certainly our analyses of dairy production, et cetera, don’t
show very large changes in herd size or profits from that industry.
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Mr. THOMPSON. Let me say though right now the average farmer
is losing $100 per cow per month in terms of dairy, so I would en-
courage you to go back and look at the competencies of whoever is
doing your numbers on terms of impact on dairy. And I realize that
feed is one component, and it is important, but the numbers that
you in your testimony today, in your written testimony and what
you have shared, transportation cost, diesel and gas operation cost.
We really didn’t get into the manufacturing side or what the hell
it is going to drive up the cost of equipment in terms of new milk-
ing parlors, tractors, all the things that our farmers use.

I mean feed is obviously important, but I don’t think we have the
luxury of this—of just looking at one element. We have to look at
the whole picture. I want to move on just a little bit to—well, actu-
ally I am not going to move on at this point. Maybe we will do a
second round. I would appreciate it.

The CHAIRMAN. The chair thanks the gentleman, and we will do
a second round. The chair recognizes the gentleman from Mary-
land.

Mr. KRATOVIL. Thank you, Mr. Chairman. Thank you, Doctor, for
your testimony. Your analysis distinguishes among farm types and
regions. My question is does your analysis distinguish between
farmers from states that are already participating in cap-and-trade
programs in terms of regional programs?

Dr. GLAUBER. Well, it does in the sense that the regional cost
structures are imbedded in this model, so we take into account
what producers in a given region, what those current costs of pro-
duction are.

Mr. KrATOVIL. And what is the impact on cost, comparatively,
between states that are already participating in regional cap-and-
trade programs and those that are not?

Dr. GLAUBER. There I would—just looking at the data, we don’t
see large discrepancies between regions, in general. Where we see
the biggest impact, at least it was pointed out, in one of the earlier
questions is that for those crops that are highly energy intensive
that they tend to be affected.

Mr. KRATOVIL. But the argument for the increase in cost under
the proposed legislation is that having a cap-and-trade program
would indeed increase costs, correct?

Dr. GLAUBER. Having a cap-and-trade program, well, in the sense
that it affects, yes, in the sense that it affects utility prices.

Mr. KrRATOVIL. So for states that were already participating in a
regional program, presumably, if that is true their costs would
have already gone up?

Dr. GLAUBER. Well, under this bill I am not sure. If you look at
H.R. 2454 in looking at given the specifics of what the energy price
impacts are estimated by EPA and EIA, then all regions will see
some increases in energy prices.

Mr. KRATOVIL. Are you aware of any study that specifically is
looking at the issue of those already existing cap-and-trade pro-
grams and the impact for those states as related to other states
that are not?

Dr. GLAUBER. I am not aware of any—I would be happy to get
back with you on that. I am not personally aware of any. That
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doesn’t mean that there aren’t studies out there, so we will look
into that.

Mr. KrRATOVIL. Let me go back to sort of follow up on Mr.
Schauer’s question. Without specifically excluding ag from EPA
regulation as was done in the energy bill, is it possible that EPA
could and would, in fact, regulate ag?

Dr. GLAUBER. That is better directed at EPA.

Mr. KRATOVIL. Let me ask it this way. Without such a specific
exclusion, what would prohibit EPA from doing so?

Dr. GLAUBER. Well, you are right in that sense that any regula-
tions could be structured to affect all parties. That would be at the
discretion of how EPA would interpret the legislation and Court de-
cision.

Mr. KRATOVIL. You mentioned the cost of fertilizer. What is the
percentage of fertilizer that would be imported and so would not
be subject to the additional cost that you are talking about?

Dr. GLAUBER. I think currently about 50 percent—we are at
about 50 percent or so imported.

Mr. KRATOVIL. And 80 percent of it would not be subject to those
additional costs that we are referring to?

Dr. GLAUBER. That is right.

Mr. KrATOVIL. Having spent significant time evaluating the pro-
posed legislation given the fact that ag currently is not subject to
the cap but can, in fact, participate in the offset program, what ad-
ditional amendments would you suggest that we could do to further
protect ag?

Dr. GLAUBER. Well, again, in my view the single most pressing
important issue in this whole debate is how the offset programs
would be structured. It is a very careful balance of ensuring a pro-
gram that would provide ample offset opportunities across a wide
range of regions and commodities, but in a way that wouldn’t have
those sort of unintended consequences of extremely high consumer
prices, food prices, for example.

Mr. KRATOVIL. Thank you, Doctor. I will yield back.

The CHAIRMAN. The chair thanks the gentleman and recognizes
the gentleman from Alabama, Mr. Rogers.

Mr. ROGERS. Thank you, Mr. Chairman. I just want to ask two
quick questions. One is a follow-up to Ms. Markey’s question when
you were talking about your modeling and you included develop-
ment of nuclear power in that modeling. Tell me more about that.
We haven’t built a new nuclear facility in over 30 years in this
country.

Dr. GLAUBER. Let me clarify. We don’t have a nuclear industry
modeled in the agricultural sector models that we are using. What
I was saying is that we use the projections for the impacts on en-
ergy prices that were done by EPA and EIA, and we use those sce-
narios that—we took the so-called reference scenarios both by EIA
and EPA that assumed that nuclear capacity would be built. I
might add both of them have done analyses of if it weren’t built
what the effects would be. I can say at least for 2030 if one looks
at allowance prices, and remember that allowance prices are a
rough indicator of what the energy prices would be, under the EPA
scenario some $26 under the case we were looking at, and with a
modified nuclear option some $30 under EIA was more like $61
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under the reference price or under the reference scenario increas-
ing to $72, so an increase if that capacity is not built in.

Mr. ROGERS. And I think that is the more realistic projection as
a practical matter. The 2030 option, even if we were to start con-
struction on some new facilities, we would be stretching it to get
to that. The only other thing I wanted to ask about was when Mr.
Goodlatte was talking to you, you mentioned that—you were talk-
ing about offsets in the uncovered sector that could generate some
revenue for farmers. Tell me more about what you meant about
how they would generate revenue.

Dr. GLAUBER. Well, in the sense that farmers can undertake
practices that they would be essentially sequestering carbon under
a variety of practices. It could be something like conservation, till-
age or no-tillage where you would earn “X” tons per acre for under-
going a practice. Because industries in affected sectors are going to
be interested in reducing their reduction commitments, they will be
willing to pay and so there would be a transfer there.

Mr. ROGERS. That is all I needed. Thank you, Mr. Chairman.

The CHAIRMAN. The chair thanks the gentleman and recognizes
the gentleman from Minnesota, Mr. Walz.

Mr. WALzZ. Thank you for being here, Dr. Glauber. I really appre-
ciate it. It is important for us to keep a couple things in mind. The
first thing I would says is the title of this hearing was going to be
the potential economic impacts of climate change on the farm sec-
tor, not H.R. 2454 but of climate change. In this argument, if I
could reduce and take care of two things that I didn’t have to be
concerned about, one is if I did not believe against the preponder-
ance of every single, every single major scientific organization, that
human impact is leading to climate change. If I could exclude that
from my reasoning and exclude that oil is at $78 a barrel at the
worse recession since the 1930s, and demand is at its lowest and
it is not going to go up, then we could make some debates that
there is going to be a negative economic impact on farming.

The fact of the matter is when I hear people talk about what
about tillable land, what about picking winners and losers, what
about flooding in Louisiana, the bill won’t do that, the climate will
do that. I think we need to have a honest discussion. If that is not
part of what you believe then that needs to be put forward to
where it is, and not go after where the data shows where EPA is
at, not go after the data that shows where the projections are at
based on baseline data. If you want to reject the scientific prepon-
derance of this, that is absolutely correct. I don’t think we need to
pick winners and losers, and I don’t think it needs to be a choice
in this. I think we can exercise leadership, protect the farm econ-
omy, protect the national security, and get to the heart of that.

So my question is, coming from USDA what studies are out there
to show, as I have seen some, part of the climate change is not fic-
tional global warming for the entire globe, it is the instability of
climate and unpredictability which is the farmer’s worse enemy.
One of the things we see is a concentration of precipitation in much
largeg amounts in smaller days. Have you taken that into consider-
ation?

Dr. GLAUBER. It is not taken into account in the modeling itself,
in part, because to understand that a lot of these effects are—most
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of these studies that you mentioned, and there has been a number
of studies that conclude very similar effects on agriculture. Most of
those occur out in the

Mr. WALz. We don’t have that data, and we don’t have that data
from USDA. How can we make a good assumption? If the world
were going to stay exactly the same as it is today, as I said, no cli-
mate change is going to be a negative effect other than the usual
swings or there is no change in oil prices, we might be able to de-
termine that. I do have a study that shows, and it was one for agri-
culture in Illinois alone, about a 1.2° centigrade increase in climate
there will show a difference of about $9.3 billion in projected losses.
Now is that a scenario that is every bit as plausible as oil prices
staying stable or nothing happening? Those are things we need to
look at. Another study found that the value of rain-fed non-irri-
gated farmland in the central United States will fall 69 percent in
the next 75 years because of its ability to be able to produce.

Those are part of the equation we need to come up with and de-
cide, and I would ask and see if, Mr. Chairman, I could submit to
the record—Dr. Glauber, are you familiar with the study that came
out of New York University Institute for Quality and Integrity, the
Other Side of the Coin, that talks about and looked at these things
not specifically for agriculture but the economy as a whole a 9:1
cost basis. One of the best investments we can make is to get a
handle on this, control our own energy needs. Like the gentleman
from Virginia said, the generals understand there is a national se-
curity need, and they project it to be a positive on the investment,
a 9:1 return.

Are those the type of things that should be studied in particular
and in specific towards agriculture because, if I could, I would like
to submit this one to the record.

[The document referenced is located on p. 163.]

The CHAIRMAN. Without objection. And then tomorrow I am
going to submit one from the University of Tennessee that does
start to do this. My question is does USDA with its resources at-
tempt to duplicate or find out what this one is the analysis of the
implications of climate change and then energy legislation?

Dr. GLAUBER. Congressman, I don’t want to leave you with the
wrong impression. We have done work on climate change and done
numerous studies over the years that have looked at the impacts
o}fl climate change on agriculture, and I would be happy to provide
those.

Mr. WaLz. Is any of it positive?

Dr. GLAUBER. No. I mean in the sense—no, they all conclude
very similar results, that is

Mr. WALZ. Are my nieces and nephews going to be able to farm
if we do nothing?

Dr. GLAUBER. It will depend on the crop. The more adaptable
crops, there is potential—the bigger concerns are for the crops that
are very specific to

Mr. WALZ. Rice and——

Dr. GLAUBER. Or fruits and vegetables and some of the crops
that have a very definite niche with ecological demands——

Mr. WaLz. Well, I look forward—I know tomorrow, and I sure
don’t want to steal your thunder on this, tomorrow’s hearing may
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be a more appropriate place to talk about a little some of the
positives and some of the opposites as it goes in. But I would like
to say, Mr. Chairman, I believe that all of us here, it behooves us
to look at evidence on all sides of this and a short term view of
this, a short term view of what is going to happen, is not going to
secure this nation’s food, fiber, fuel and national security, and I
yield back.

The CHAIRMAN. The chair thanks the gentleman and recognizes
the gentleman from Nebraska, Mr. Smith.

Mr. SMmITH. Thank you, Mr. Chairman, and thank you, Dr. Glau-
ber, for your service and for your time here today. You did talk or
you mentioned changing the diet, or the diet in livestock. Could you
elaborate on that?

Dr. GLAUBER. Well, the numerous studies done or some studies
done at least in terms of greenhouse gas emissions and whether or
not under the current feed ration mix that cattle, hogs, and poul-
try, and looking at switches in diets to more—I believe it is more
oils, is that right? Some shifts in diet, studies have been done that
show that there are potential greenhouse gas reductions. Those
could be, potentially under some offset program, credited. I can get
you more information on that. In terms of feed rations and things
like that, they are not exactly my specialty, but we certainly have
information on that.

Mr. SMITH. In light of the fact that margins in livestock, in the
livestock industry today are narrow to non-existent and even
worse, I hope that we can have some balance there, but I appre-
ciate that. On the transactional costs of purchasing credits, for ex-
ample, what do you see as the average cost there? What would go
to the brokers and certainly the traders, so to speak?

Dr. GLAUBER. I think that is a great question, and a lot will de-
pend—I mean there are a whole host of issues when you are talk-
ing about an offset program in terms of how verifiable the offset
is, how permanent it is, and to the degree that there is less reli-
ability, then you are talking about potential discounts in the trans-
actions. Just transaction cost themselves, those could—I would an-
ticipate those would be pretty low just looking at other markets,
contingency markets, that we see, things like the permits for acid
rain and other sorts of things. I think the bigger concern is getting
an offset market where you are crediting here a ton for this oper-
ation that you can verify that it actually is a ton, and it will be—
you will be doing what you say you are going to be doing. And that
is important not just for domestic legislation, it is also important,
obviously, for international accounting.

Mr. SMITH. The gentleman from Minnesota certainly pointed out
with some passion on the issue as well that there is great harm
and danger looming due to climate change, and are you confident
that the cap-and-trade bill would mitigate that harm?

Dr. GLAUBER. The issue, ultimately, will be what can be done
internationally, clearly. I mean this is not something that one
country can do in terms of global warming. I think it is important
for—it speaks to the bigger issue of getting international agree-
ment on greenhouse gas emissions.

Mr. SMITH. But you would say that we need to move forward
first before other rather large emitters of carbon would participate?
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Dr. GLAUBER. I think that, yes, I think that the climate bill
itself, to me the key thing about the climate bill is doing it cor-
rectly in terms of things like the offset program and having that
established——

Mr. SMITH. In terms of international participation?

Dr. GLAUBER. Yes, both for that and also that we ensure that we
have sufficient offsets to mitigate the cost of the legislation itself.
But, also in terms of, as I mentioned earlier, not causing unin-
tended consequences of sequestering or pulling large swaths of land
out of production.

Mr. SMITH. And do you believe that enactment of a cap-and-trade
bill would or would not lead to higher food prices worldwide?

Dr. GLAUBER. I think, again, depending how the offset provisions
are accomplished, that there is potential there for higher food
prices if a lot of land is taken out of production. I think the energy
cost side, again, is relatively small, ultimately.

Mr. SMITH. But do the offsets depend on taking land out of pro-
duction?

Dr. GLAUBER. Not necessarily. There are other ways of acquiring
carbon and again it depends on where the land is taken out of pro-
duction, whether or not it is pasture land which obviously has an
effect as opposed to prime corn land. So, there are real concerns
there in terms of getting that part of it right, but there is obviously
great potential there for the agricultural sector.

Mr. SMITH. Thank you. Thank you, Mr. Chairman.

The CHAIRMAN. I thank the gentleman and recognize the gentle-
woman from Pennsylvania, Mrs. Dahlkemper.

Mrs. DAHLKEMPER. Thank you, Dr. Glauber. I want to ask if you
believe that the peer reviewed economic literature regarding the
impact of cap-and-trade has a generally settled opinion on the like-
ly impacts of the legislation.

Dr. GLAUBER. I think that—well, the economic literature on cap-
and-trade, there is—there are a lot of studies out there that show
estimates. I certainly looked at the EIA and EPA numbers, and
they are fairly consistent. EIA is a little higher in terms of their
overall impacts, and I would say in terms of translating that into
the impacts on agriculture. I mentioned at the outset, I think that
most of the models that have been done on the agricultural side
show fairly similar, if one uses the same estimated impacts on en-
ergy prices, the impacts on agriculture that these models would de-
rive are fairly similar.

Mrs. DAHLKEMPER. And do these economic models adequately in-
corporate, do you think, a fair array of opinions from different cli-
mate scientists?

Dr. GLAUBER. Well, again, I want to be careful here because I
don’t think—most of these models have not really looked at the sort
of counter-factual case of what would happen if we had large
changes in the climate, what about those costs, because then you
would have to look at both what the impacts of the legislation are
in terms of costs and offsets on producers, but also the impact on
climate itself and how that is mitigated. I think that was alluded
to by the previous questioner. I think that one way or the other
that has not been done, and I am not aware of any model that has
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looked at that whole array of issues, and it is important, as was
mentioned earlier.

Mrs. DAHLKEMPER. Certainly in my region in northwestern Penn-
sylvania we have a grape industry that could be very much affected
as well as certain nursery stock and other specialty crops. Thank
you. I yield back.

The CHAIRMAN. I thank the gentlewoman and recognize the gen-
tleman from Missouri.

Mr. LUETKEMEYER. Thank you, Mr. Chairman. I appreciate the
opportunity, and thank you, Dr. Glauber, for being here today. In
your testimony you start out by saying that you are reviewing the
potential economic impacts of the proposed legislation on the farm
sector, and the cap-and-trade legislation is based on the fact that
we have man-made global warming. As a result of the revelations
over the last week with regards to the U.N. Intercontinental Panel
on Climate Change and how those folks have been able to skew
some of the data and to withhold some of the information with re-
gards to actual global warming trends and what have you, I am cu-
rious as to whether we are going to continue down this path or not.
I have a couple quotes here just this morning from Tim Wirth,
President of the U.N. Foundation, “We have to right this global
warming issue. Even if the theory is wrong, we will be doing the
right thing in terms of economic environmental policy.” Christine
Stewart, the former Canadian Minister of the Environment who led
that country’s delegation to Kyoto said, “No matter if the science
of global warming is all phony, climate change provides the great-
est opportunity to bring about justice and equality in the world.”

These folks are out there with an agenda that doesn’t include the
facts. Based on this, what do you at the USDA, do you believe
that—are you going to continue to support this position?

Dr. GLAUBER. Congressman, all I can tell you is I am asked to
do analyses of what things like the legislation would have on agri-
culture, and I think there we try to be as objective as we can be.
We try to be as transparent as we can be in terms of what the as-
sumptions are. We look at how this legislation would affect a vari-
ety of agricultural producers and ranchers and on a regional basis.
I haven’t looked at the broader literature on global warming. I am
aware of the controversies that have arisen over the last

Mr. LUETKEMEYER. Excuse me, but my question is if we are
aware that this is based on unsound science, it is based on a polit-
ical agenda versus actual belief that there is man-made global
warming, why are you pursuing this at all? Shouldn’t you be going
out here and disclosing the correct information and trying to get
something done that is correct and that is going to be impactful
and helpful to our farmers instead of wallowing around in some-
thing that is not right?

Dr. GLAUBER. I think the issue again for me is how would this
legislation affect agriculture. I can’t address this controversy. It
will get resolved hopefully. I don’t know what the answer is.

Mr. LUETKEMEYER. Okay. You are saying that you are going to
address the impact on the farming community. One of the individ-
uals that is going to testify shortly is Dr. Westhoff, from the Uni-
versity of Missouri, which happens to be in my district. He heads
up or is Co-Director of Missouri’s Food and Agricultural Policy Re-
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search Institute, which studies these type of things. His study, and
I assume his testimony this morning will include that the costs for
Missouri wheat producers are going to go up over ten percent by
2050 and over nine percent for corn producers in Missouri. How are
they going to survive between now and then?

Dr. GLAUBER. Well, again, as I said in my opening comments,
certainly in the short run through 2025 most of the costs that
would otherwise affect wheat producers in Missouri would be
things like nitrogen fertilizer costs which will be

Mr. LUETKEMEYER. Forgive me for interrupting, but I have only
a minute left here. But my question is this, and you have been
asked three times now and you have never answered it, how are
farmers going to exist between now and then, whenever you think
the markets are going to turn or they can afford this. The gen-
tleman from Nebraska just asked the same question as well, how
are they going to be able to afford an increased cost when they are
already in a negative position with their cash flow and with their
income? How can they continue to absorb increased costs if they
don’t get to price their products, sir?

Dr. GLAUBER. If you look at the size of the energy price impacts,
again you are talking about impacts that are out at 2050, and I
might add our numbers aren’t all that different from what we——

Mr. LUETKEMEYER. They are immediate that take place over a lot
of time. They are going to be immediate with regards to the impact
on the farming community from now on for the next 15, 20, 30
years. How are they going to survive between now and then?

Dr. GLAUBER. My point is they are gradual impacts. These are
very gradual impacts, and for the first 12, 15 years they are very
small, very small. And we are assuming—and Pat does the same
thing I do when I look at these analyses. We assume essentially
that the current technologies in place are going to remain in place.

Mr. LUETKEMEYER. Sir, if you have a wound and you bleed a cer-
tain level of blood all the time eventually you are going to pass out
and you are going to die, and that is exactly what has happened
to our farmers. They are wounded right now and they are bleeding,
and they need some help, and this does not help. Thank you, Mr.
Chairman.

The CHAIRMAN. The chair thanks the gentleman, and recognizes
the gentleman from California, Mr. Costa.

Mr. CostA. Have you had time to check out the differential as
it relates to energy costs as it relates to specialty crops? It seems
to me there is a limited evaluation in the analysis that you pro-
vided on the impacts of specialty crops in comparison to other—the
program crops that we see in other parts of the country. Obviously,
I am speaking California specific where we have the largest, in
terms of farm gate agricultural production, approximately $37 bil-
lion last year, in almost 300+ specialty crops. And, of course, we
have high energy costs there as you know as we look at alter-
natives. Could you please respond?

Dr. GLAUBER. You are right in the sense that, frankly, we don’t
have the detailed cost of production data that we would like to
have on fruits and vegetables that we have on our row crops. Most
of the row crops and livestock, things like cow-calf operators, hog
operations, and dairy, we do periodic surveys where we take very
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detailed—collect very detailed data on cost of production. That is
one of the reasons we are able to do the sort of simulations, et
cetera, that we do. For fruits and vegetables, what we do is we
have an annual survey that surveys farms across the U.S., includ-
ing fruit and livestock—or, excuse me, fruit and vegetable pro-
ducers. And the analysis that we did there or that we presented
in this report breaks out those producers in the aggregate, again
showing fairly small cost as affects total production costs, largely
because labor is such a large—such a big individual component for
fruits and vegetables.

Mr. CostaA. Well, labor is a big estimate, and we will get to that
in a moment, but you indicate in your testimony, and correct me
if I am wrong, I noted $7,747 increase in energy costs for fruit and
vegetable farms.

Dr. GLAUBER. On average.

Mr. CosTA. Right. This is an annual increase?

Dr. GLAUBER. This would be the increase for that year relative
to the baseline in the year, yes. It is looking over the average for
2012 to 2018 looking at the average annual increase.

Mr. CosTA. Well, given the horrific challenges U.S. agriculture is
facing and in California, I can tell you it is just difficult, and then
I am going to ask you the next question. Do these numbers take
into account the notion that in places that I am talking about 99
percent of our agriculture is irrigated and agriculture depends
upon irrigation. It adds to those energy costs.

Dr. GLAUBER. Two things. One is my colleague corrects me that
that was the long run impact that is out—closer to 2040, 2050, that
$7,000 number. But you are right, the energy costs are imbedded
in things like irrigation. We do take that into account in terms of
the potential increase, and when we were doing the analysis we
also looked at surcharges on electricity prices and natural gas
prices that are used for irrigation.

Mr. CostA. And when did this—dairies as well are very energy
intensive, and while the example that my colleague talked about
from his constituent, or smaller dairies, with dairies in California
that average 600 cows or 1,000 cows milking, those are much larg-
er dairies, I can tell you they are energy intensive.

Dr. GLAUBER. You are right. Obviously, when you are looking at
any producer, it is hard to—we tend to look at just the nature of
it. We have to do averages so——

Mr. CosTA. I know, but these numbers are somewhat false. You
are not taking into account the other larger problem. I voted
against cap-and-trade because I just don’t think it works for some
of the same reasons that was mentioned here earlier. But that
aside in the drought conditions that we are transporting water at
enormous cost, have you taken any snapshot to look into the im-
pact that droughts are having in certain key areas of the country,
especially the regulatory drought that we have in California?

Dr. GLAUBER. In the sense that the cost of production data was
based on 2007, it does not reflect the more recent increases due to
the regulatory

Mr. CosTA. Then a lot of this information then is no longer valid
in terms of our current——

Dr. GLAUBER. Well, it may not be valid for a specific——
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Mr. CosTA. I mean this drought has lasted 3 years and in other
parts of the Southwest, and God forbid it lasts a fourth year, but
it seems to me you need to go back and update your information
at the very least if this is going to be of any value to us.

Dr. GLAUBER. Well, again, Congressman, I would be happy to
look at some follow-up and get back to you on it.

Mr. Costa. All right. We will follow up. Thank you very much.

The CHAIRMAN. The chair thanks the gentleman and recognizes
the gentleman from Kansas.

Mr. MoRAN. Mr. Chairman, thank you. Dr. Glauber, thank you
for the opportunity to question you today. And again I apologize for
the last time we were together in this room in which I didn’t give
you a chance to respond to my question. I even heard from your
predecessor that I was rude to you, so again I apologize for my
manners.

Dr. GLAUBER. That is quite all right.

Mr. MoRAN. It was unbecoming of me and hopefully out of char-
acter. I would say that the legislation passed by the House of Rep-
resentatives now a few weeks ago in my mind remains the most
damaging piece of legislation ever passed by the House of Rep-
resentatives during my time in Congress, as far as it affects agri-
culture. And I indicated that in this Committee and I indicated
that on the House floor and urged my Agriculture colleagues to op-
pose that legislation despite the efforts by this Committee to
refocus some of the jurisdiction of the issue from the EPA to the
Department of Agriculture.

One of the things that I think we have not talked about, and I
am interested in knowing whether your study has considered at
least this theory of mine, and that is while agriculture producers
will not move their operations abroad due to increasing cost, the
land is here in the United States, farming will continue as long as
it is conceivably profitable, but I have a great concern about agri-
cultural processors. It seems to me that with increasing costs
caused by cap-and-trade, and other issues, agriculture processors
can move their operations abroad which then not only has an em-
ployment consequence to the United States but has a cost effect
upon agriculture producers. The farmer ultimately is damaged by
the industry that he or she deals with being countries away around
the globe as compared to down the road.

And, again, my premise is based upon the belief that the in-
creased cost to agriculture processors whether it is an ethanol
plant or a processing facility, a chemical company, a livestock proc-
essor, a packing plant, we have to have real concern that that sec-
tor of the agriculture economy departs this country as it becomes
less and less competitive in a global economy. Any comments or re-
sponse to my thoughts?

Dr. GLAUBER. Congressman, frankly, we haven’t looked at the
processing sector. One of the difficulties is we just don’t have cost
data on it, and I know just in speaking to some of the people that
have come through my office, and I presume have also been up to
see you too, are processors who are concerned about this aspect.
Again, a lot will depend on what the individual price impacts are
on these individual firms. Again, in the near term it is less of an
issue. Over the longer run, the bigger issue is going to be on effi-
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ciencies and things like that. But you are right. For some proc-
essing firms, they may be very energy intensive, and those will
take—just like in agriculture there will be differential

Mr. MoRAN. Would it be safe to assume that refining capacity,
if it moves abroad, is more expensive, the end product is more ex-
pensive to agricultural and other consumers in the United States?
And my assumption is that it is better to have the packing plant
down the road buying your cattle than in South America. That has
to have a price consequence, a cost consequence upon the actual
farmer or stockman in the United States, true?

Dr. GLAUBER. Yes. There is no question. If there is added cost
at the processing level that has some effect both in terms on the
retail side and also on the other side on the purchasing side.

Mr. MoRAN. Thank you, Dr. Glauber.

Dr. GLAUBER. Thank you.

Mr. MORAN. Thank you, Mr. Chairman.

The CHAIRMAN. The chair thanks the gentleman. Doctor, you
have been very generous with your time, but I believe Mr. Thomp-
son had a follow-up comment or question.

Mr. THOMPSON. Just real quickly. First of all, let me in the spirit
of apology, let me apologize for questioning the competence of the
folks who have done the analysis on dairy farming. Let me encour-
age them to go back to the books and look at the statistics you
shared today in terms of diesel, gas, and electricity cost and all
those things that, frankly, farmers have to figure out how to write
the check out for on a monthly basis, because it is all part of the
picture, and they are drowning, they are dying today. As my col-
league from Missouri talked about, in general about farmers, the
dairy farmers are really taking it hard.

Just briefly, natural gas is the cleanest fossil fuel, and we cer-
tainly have vast amounts of on tap resources right here on and off
shore in the Outer Continental Shelf. Natural gas, we have already
established, is also a necessity in running our nation’s farms. In
my view, if this debate is really about curbing our carbon emissions
and we really wish to protect our farms and food supplies then nat-
ural gas should be encouraged. Natural gas to me is a bridge that
buys us time until we have significant amounts of renewable en-
ergy and proper infrastructure in place. Not only will natural gas
be a cleaner fuel and one that we can control the price of here at
home, natural gas production will create a enormous number of
skilled, good paying jobs.

I know the Marcellus Shale that is in part of my district and
New York and Ohio and West Virginia that created, I believe,
somewhere around 28,000 jobs in 2008. Dr. Glauber, you discussed
H.R. 2454 will necessarily increase energy costs in the agriculture
sector and how the legislation attempts to lessen the burden. My
question is why bother capping natural gas and offering all these
offsets when we have huge amounts of natural gas that can be eas-
ily developed and in quantity. The Marcellus Shale plate alone is
the single largest plate of natural gas in the world, and that is in
addition to everything else we have on the continent and the Outer
Continental Shelf, and also it is just clean, good clean energy.

Dr. GLAUBER. Well, there are a lot of advantages for natural gas
and certainly in terms of pollutants, et cetera. However, on a green-
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house gas side, they do have substantial greenhouse gas emissions,
and that is, at least in theory, why they were addressed specifically
in the legislation. I would agree with you in many of the points you
made insofar as, one, natural gas, we know a lot of producers use
it already as a direct fuel cost for pumping for irrigation, et cetera,
and there are a lot of advantages of natural gas. And certainly
when we saw the increases in the prices over the last few years
those producers had to make some pretty quick adjustments.

Mr. THOMPSON. I yield back.

The CHAIRMAN. I thank the gentleman. The gentleman from Lou-
isiana, a follow-up question?

Mr. CassiDy. First a comment based on what you just said. Actu-
ally, you could probably show that natural gas has a lower carbon
footprint than corn-based ethanol, and I think that would be fairly
easily shown. But as I looked at your testimony on page 23, yes,
page 23, and again I am looking at rice—energy inputs relative to
total operating expenses for selected crops. Rice takes it on the
chin. I think rice, if you add the cost of fuel and fertilizer, is the
highest priced of any other among all the crops.

Dr. GLAUBER. Absolutely, per acre. You are absolutely right.

Mr. CassipY. Now really this kind of extends my argument re-
garding aquaculture to rice. Will they be able to compete absent
WTO-defined tariffs with foreign importers if they have such an en-
ergy-intensive process?

Dr. GLAUBER. Well, the flip side of it is looking at it on a percent
of operating cost and there rice is not quite as high as some of the
other commodities, but still quite high, in general. I think that a
key for rice will be, potentially, whatever offsets can be generated
on rice production by tillage practices, et cetera.

Mr. CAssiDY. Now my next question is knowing that they flood,
is there going to be some sort of carbon offset for flooding? They
don’t till per se.

Dr. GLAUBER. My colleague here who knows a lot about offsets
says that there are potentials on nutrient management, and what
I would like to do is follow up with you with a more detailed re-
sponse.

Mr. CassiDy. My next question is that clearly the Achilles’ heel
behind this whole theory of this bill is the carbon leakage of energy
intensive industries to other nationals, the Caribbean, China,
India, et cetera, who just said they are not going to comply with
this. So what about carbon leakage of our fertilizer? We are already
importing some percentage you mentioned. Frankly, I can see a
business plan you would not expand here. You would expand else-
where because in 15 years this subsidy goes away and you would
be at a competitive cost advantage by carbon leakage of the fer-
tilizer manufacturers.

Dr. GLAUBER. Well, again, with rebates that will take you
through 2025, thereabouts, you are right. At that point, natural gas
prices, if that is phased out, there are issues then about competi-
tion with foreign producers, and a lot will depend there in terms
of what is done internationally.

Mr. CAsSIDY. So we know that it is the global emissions of carbon
that is important, not just that which is produced in the United
States. If we have carbon leakage of these energy intensive indus-
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tries then we are probably net going to be no better off, maybe
worse, assuming they have lower environmental protections. My
next question is the EITE, does that totally hold the producer
harmless? For example, they are going to buy natural gas to make
their fertilizer, but that natural gas price is already inflated be-
cause there is going to be someone else who is having to pay for
emissions and tacking that on to the cost of the natural gas. And
so there are several areas in the production line where the natural
gas price will be elevated. Is the producer of the fertilizer totally
held harmless or is it only for that which they themselves would
be penalized for emitting?

Dr. GLAUBER. My understanding is that they will be exempt from
the additional surcharge that would be implied by the allowance
price for carbon.

Mr. CAsSIDY. And is that the well head to their product going out
the door, or is it just for the natural gas coming in to their product
going out the door?

Dr. GLAUBER. I think it is as a feedstock that that price will
be

Mr. CAssiDy. From the well head?

Dr. GLAUBER. Yes.

Mr. CAsSIDY. So then the cost of that offset passes all the way
down to the producer, the refiner, and then the intermediary, the
pipeline guy, and then the fertilizer manufacturer itself?

Dr. GLAUBER. Yes. That is my understanding. Now the other
thing too is that don’t forget because natural gas prices are going
up for others, those who aren’t protected, they are actually the de-
mand. Demand would be affected a bit for natural gas prices, so
if you take out the allowance price the price could be slightly small-
er than it would have been otherwise. But again that is very con-
jectural.

Mr. CAsSIDY. One more thing. The industrial-owned rural utili-
ties, they are going to be subject to both the renewable energy
standard and they are going to be subject to their emissions stand-
ard. Many of them in the Southeast have limited access to renew-
able energy sources, but they are also going to have the carbon ex-
emptions, and since they are investor-owned, they will not have the
same for whatever megawatts exemption. What is going to be—did
you break out the impact of investor owned utilities versus the mu-
nicipalities or the co-ops as regard to what is going to happen to
the rural people in their districts?

Dr. GLAUBER. We did not, Congressman, but let me get back to
you on that as a follow up.

Mr. CassiDy. It seems like that could be a significant difference.

Dr. GLAUBER. I would be happy to look at it.

Mr. CAssiDY. Thank you very much. I yield back. Thank you.

The CHAIRMAN. The chair thanks the gentleman. Dr. Glauber,
thank you very much. You have been more than generous with
your time, so thank you very much.

Dr. GLAUBER. And we will see you tomorrow.

The CHAIRMAN. See you tomorrow. We now would like to wel-
come our second panel. I would like to yield to the gentleman from
Missouri for an introduction of one of our panelists.
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Mr. LUETKEMEYER. Thank you, Mr. Chairman. As I get settled
in, it is my privilege this morning to introduce to the Sub-
committee, Dr. Pat Westhoff. He is Co-Director of the Food and Ag-
ricultural Policy Research Institute there at the University of Mis-
souri. It is called FAPRI, an acronym. He is a Research Associate
Professor in Agriculture Economics. FAPRI conducts some of the
most respected objective agricultural research in the world. I am
proud to represent this institution in Congress. Dr. Westhoff is a
native of Manchester, Iowa, and he joined FAPRI in 1996.

Prior to joining FAPRI Missouri, he served 4 years as the Chief
Economist for the Democratic staff of the United States Senate
Committee on Agriculture, Nutrition, and Forestry. From 1983 to
1992 he worked at the Iowa State University Center for Agricul-
tural and Rural Development for FAPRI at Iowa State. He ob-
tained his Ph.D. in agricultural economics from Iowa State Univer-
sity. We don’t hold that against him. He is now at MU. We beat
them in football this year so we are okay with that, right, Doc?
Through the hard work of Dr. Westhoff and Dr. William Meyers,
FAPRI has gained the respect of the agricultural industry from the
much anticipated yearly baseline projection to the analysis con-
ducted for Congress and outreach with farmers and agricultural or-
ganizations. FAPRI serves as a valuable asset for this industry
helping both producers and policy makers develop smart decisions
about the future of agriculture in Missouri, and throughout this na-
tion.

They are basically the Bible when it comes to agriculture in our
state. Through fantastic research, we rely on them tremendously
for their input and data that they come up with. Pat himself has
been a tremendous asset to my district and to the American agri-
cultural industry. I greatly appreciate his being here today and
look forward to his testimony. Welcome.

The CHAIRMAN. The chair thanks the gentleman. We also would
like to welcome Dr. Joe L. Outlaw, Professor and Extension Econo-
mist—Farm Management and Policy, Department of Agricultural
Economics, Texas A&M University; Dr. John M. Antle, Professor of
Agricultural Economics and Economics, Montana State University;
Dr. Judith Capper, Assistant Professor of Dairy Science, Depart-
ment of Animal Sciences, Washington State University; Mr. Rich-
ard Pottorff, Chief Economist, Doane Advisory Services, St. Louis,
Missouri. Dr. Outlaw, you may begin when you are ready.

STATEMENT OF JOE L. OUTLAW, Pu.D. CO-DIRECTOR,
AGRICULTURAL AND FOOD POLICY CENTER; PROFESSOR
AND EXTENSION ECONOMIST—FARM MANAGEMENT AND
POLICY, DEPARTMENT OF AGRICULTURAL ECONOMICS,
TEXAS A&M UNIVERSITY, COLLEGE STATION, TX

Dr. OutLaAw. Mr. Chairman and Members of the Committee,
thank you for the opportunity to testify on behalf of the Agricul-
tural and Food Policy Center at Texas A&M University on our re-
search regarding the potential economic impacts of climate change
on the farm sector. For more than 25 years we have worked with
the Agriculture Committees in the U.S. Senate and House of Rep-
resentatives providing Members and Committee staff objective re-
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search regarding the potential affects of agricultural policy changes
on our database of U.S. representative farms.

My testimony today summarizes the results of an analysis re-
quest from Senator Saxby Chamblis to analyze the impacts of the
cap-and-trade provisions of the American Clean Energy and Secu-
rity Act of 2009 on the farm sector. Our analysis, which I have pro-
vided for the record,* assessed the impacts of H.R. 2454 by includ-
ing: the anticipated energy related cost increases directly experi-
enced by agricultural produces for inputs such as fuel and elec-
tricity and indirectly experienced, such as higher chemical prices
resulting from higher energy prices; the expected commodity price
changes resulting from producers switching among agricultural
commodities; afforestation of land previously employed in agricul-
tural commodity production; and the estimated benefits to agricul-
tural producers from selling carbon credits.

AFPC currently does not maintain sector level economic models
with the amount of detail required to develop estimates of all the
impacts listed above along with their feedback effects. Therefore,
we utilized the EPA estimated energy price changes, as well as es-
timates of carbon and agricultural commodity prices from McCarl’s
FASOM-GHG model to evaluate the farm level effects of H.R.
2454. The results of this analysis are dependent on the estimated
outcomes contained in the EPA analysis of H.R. 2454. As additional
sector level analyses are conducted and estimates are refined,
AFPC will update the farm level analysis.

AFPC has a history of maintaining a unique dataset of rep-
resentative crop, livestock, and dairy farms and utilizing them to
evaluate the economic impacts of agricultural policy changes. This
analysis was conducted over the 2007-2016 planning horizon using
FLIPSIM, our risk-based whole farm simulation model. The data
described 98 farming operations in the nation’s major production
regions came from producer panel interviews to gather, develop,
and validate the economic and production information required to
?escribe and simulate representative crop, livestock, and dairy
arms.

In our report we analyzed three scenarios relative to our base-
line. Today these results are going to focus on the cap-and-trade
with ag carbon credits scenario. Mr. Chairman, we have been doing
policy analysis for the Congress for nearly 30 years and we have
never had to make this many assumptions just to complete an
analysis. Cropland requirements for carbon dioxide sequestration
specify that land must be engaged in a minimum or no-till cropping
program. Extension budgets from different states were used to de-
termine changes in input and overhead costs typically experienced
in converting from conventional tillage practices to no-till farming.
Methane digesters may be beneficial to some confinement dairies,
allowing them to generate electricity and reduce greenhouse gases.

This study assumed a dairy size of 500 cows or more is necessary
to make erecting a methane digester a viable economic option,
which eliminates—we had 16 of 22 farms that would be able to do
this. For this study, AFPC’s representative cattle ranches and rice
farms were the only two categories of farms that were assumed not

*The document referred to is located on p. 216.
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to participate in carbon sequestration activities. In terms of meas-
uring performance, our report had five different measures. We have
used average ending cash reserves in 2016 to highlight as the most
appropriate measure to evaluate this type of long-run decision. In
other words, will the farm be better off or worse off at the end of
the period based on cash on hand at the end of the year?

Table 2 provides a summary of the farms with higher and lower,
relative to the baseline, average ending cash reserves in 2016.
Twenty-seven out of 98 representative farms are expected to be
better off at the end of the period in terms of their ending cash re-
serves. Most of the feedgrain/oilseed farms located in or near the
Corn Belt and wheat farms located in the Great Plains, have high-
er average ending cash reserves under this scenario. Eight wheat
farms are better off under this scenario, while one cotton and no
rice farms or cattle ranches are better off. One dairy is better off
because it produces and sells surplus corn and soybeans which are
projected to see higher prices as a result of this program.

While a few farms would be as well off as under the baseline
with only slightly higher carbon prices each year, there are also
several farms that would need carbon prices of $80 per ton per year
or more to make them as well off as under the baseline. I would
like to finish with a few points. These results are entirely depend-
ent on the EPA analysis, however, we were only able to analyze the
very beginning of the cap-and-trade implementation through 2016.
Based on the projected carbon prices after 2025, producers would
be much better off waiting for higher carbon prices to sell carbon
credits.

We based many of our assumptions regarding how the cap-and-
trade program in H.R. 2454 would work on the Chicago Climate
Exchange which may or may not be accurate. Mr. Chairman, that
completes my statement.

[The prepared statement of Dr. Outlaw follows:]

PREPARED STATEMENT OF JOE L. OUTLAW, PH.D., CO-DIRECTOR, AGRICULTURAL AND
Foop Poricy CENTER; PROFESSOR AND EXTENSION EcoNOMIST—FARM
MANAGEMENT AND POLICY, DEPARTMENT OF AGRICULTURAL EcoNoMiIcSs, TEXAS
A&M UNIVERSITY, COLLEGE STATION, TX

Mr. Chairman and Members of the Committee, thank you for the opportunity to
testify on behalf of the Agricultural and Food Policy Center at Texas A&M Univer-
sity on our research regarding the potential economic impacts of climate change on
the farm sector. For more than 25 years we have worked with the Agricultural Com-
mittees in the U.S. Senate and House of Representatives providing Members and
Committee staff objective research regarding the potential affects of agricultural pol-
icy changes on our database of U.S. representative farms.

My testimony today summarizes the results of an analysis request from Senator
Saxby Chamblis to analyze the impacts of the CAP and Trade Provisions of “The
American Clean Energy and Security Act of 2009” (H.R. 2454) on the farm sector.
Our analysis, which I have provided for the record, is entitled “Economic Implica-
tions of the EPA Analysis of the CAP and Trade Provisions of H.R. 2454 for U.S.
Representative Farms”. Our report assessed the impacts of H.R. 2454 by including:

e The anticipated energy related cost increases directly experienced by agricul-
tural producers for inputs such as fuel and electricity and indirectly experi-
enced, such as, higher chemical prices resulting from higher energy prices.

e The expected commodity price changes resulting from producers switching
among agricultural commodities and afforestation of land previously employed
in agricultural commodity production.

o The estimated benefits to agricultural producers from selling carbon credits.
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AFPC currently does not maintain sector level economic models with the amount
of detail required to develop estimates of all of the impacts listed above along with
their feedback effects. Therefore, we utilized the EPA estimated energy price
changes, as well as, estimates of carbon and agricultural commodity prices from
McCarl’s FASOM-GHG model to evaluate the farm level impacts of H.R. 2454.

The results of this analysis are dependent on the estimated outcomes
contained in the EPA analysis of H.R. 2454. As additional sector level anal-
yses are conducted and estimates are refined, AFPC will update the farm
level analysis.

AFPC has a 26 year history of maintaining a unique dataset of representative
crop, livestock and dairy farms and utilizing them to evaluate the economic impacts
of agricultural policy changes. This analysis was conducted over the 2007-2016
planning horizon using FLIPSIM, AFPC’s risk-based whole farm simulation model.
Data to simulate 98 farming operations in the nation’s major production regions
come from producer panel interviews to gather, develop, and validate the economic
and production information required to describe and simulate representative crop,
livestock, and dairy farms. The FLIPSIM policy simulation model incorporates the
historical risk faced by farmers for prices and production.

Scenarios Analyzed

o Baseline—Projected prices, policy variables, and input inflation rates from the
Food and Agricultural Policy Research Institute (FAPRI) January 2009 Base-
ine.

e Cap & Trade without Ag Carbon Credits—Assumes H.R. 2454 becomes effective
in 2010. Imposes EPA commodity price forecasts along with estimated energy
cost inflation on representative farm inputs.

e Cap & Trade with Ag Carbon Credits—Assumes H.R. 2454 becomes effective in
2010. Imposes EPA commodity price forecasts along with estimated energy cost
inflation on farm inputs, converts farms to no-till production (if applicable) and/
or installs a methane digester on dairies over 500 head and sells carbon credits
at EPA estimated market prices.

e Cap & Trade with Ag Carbon Credits and Saturation—Assumes no-till farm-
land reaches carbon saturation in 2014. This scenario represents the loss of rev-
enues that will be experienced by farms at some point due to carbon saturation
of the soil. This scenario is not relevant for the analysis of methane digesters
on the dairies since saturation is not an issue.

This testimony will focus on the Cap & Trade with Ag Carbon Credits scenario.

Assumptions

Mr. Chairman, we have been doing policy analyses for the Congress for nearly 30
yearis and we have never had to make this many assumptions—just to complete our
analysis.

Cropland requirements for carbon dioxide sequestration specify that land must be
engaged in a minimum or no-till cropping program. Higher fuel and input costs have
driven the majority of the AFPC representative crop farms to participate in some
form of reduced tillage; however, very few are truly no-till operations.

Extension budgets from different states were used to determine changes in input
and overhead costs typically experienced in converting from conventional tillage
practices to no-till farming. All AFPC farms with the potential to sequester carbon
dioxide (based on Conservation tillage soil offset map available from the Chicago
Climate Exchange) were converted to no-till operations using their respective state
Extension budgets as a template. Crop yields were not changed when the switch to
no-till was made.

Methane digesters may be beneficial to some confinement dairies, allowing them
to generate electricity and reduce greenhouse gases (GHG). The destruction of
GHGs makes the dairies eligible to receive carbon credits for their efforts. This
study assumed a dairy size of 500 cows or more is necessary to make erecting a
methane digester a viable economic option. Sixteen of 22 AFPC representative
dairies have sufficient cow numbers to justify a digester based on this assumption

For this study, AFPC’s representative cattle ranches and rice farms were the only
two categories of farms that were assumed not to participate in carbon sequestra-
tion activities. In order to participate in the grassland or pastureland carbon seques-
tration, the ranches would need to reduce their stocking rates substantially which
would have substantially changed the economics of the ranches. Therefore, we as-
sumed they would likely not participate for the purposes of this study. We are un-
aware of any carbon sequestration protocol in effect for rice farms therefore we as-
sumed they would be unable to participate.
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Commodity Prices, Inflation Rates, and Interest Rates Assumed in the Analysis

We developed annual estimates of commodity prices and inflation rates by inter-
polating between the 5 year time periods and alternative carbon price scenarios, and
applying the percentage changes in the estimated economic variables from the EPA
scenario estimates and EPA Baseline to the January 2009 FAPRI Baseline.

The estimated gross and net-to-farmer carbon prices per ton utilized in this study
are summarized in Table 1. AFPC assumed that a fee structure similar to that used
by the Chicago Climate Exchange (CCX) would likely be utilized under H.R. 2454.

Table 1. Gross and Net-to-Farmer Carbon Prices Utilized in Representative Farm Analysis, 2010 to 2016.1

Year 2010 2011 2012 2013 2014 2015 2016
Gross ($/ton) 8.97 9.704 10.438 11.172 11.906 12.64 13.374
Net-to-farmer ($/ton) 7.75 8.41 9.07 9.73 10.40 11.06 11.72

1These prices were derived from EPA estimates for 2015 and 2020 and extrapolated and inter-
polated to provide annual estimates.

Measures of Economic Performance

Five alternative measures of economic performance are provided for each of the
farms. These are:

e Average Annual Total Cash Receipts—Average annual cash receipts in 2010—
2016 from all sources, including market sales, carbon credit payments, counter-
cyclical/ACRE, direct payments, marketing loan gains/loan deficiency payments,
crop insurance indemnities, and other farm related receipts.

e Average Annual Total Cash Costs—Average annual cash costs in 2010-2016
from all sources including variable, overhead, and interest expenses.

e Average Annual Net Cash Farm Income—Equals average annual total cash re-
ceipts minus average annual cash expenses in 2010-2016. Net cash farm in-
come is used to pay family living expenses, principal payments, income taxes,
self employment taxes, and machinery replacement costs.

e Average Ending Cash Reserves in 2016—Equals total cash on hand at the end
of the year in 2016. Ending cash equals beginning cash reserves plus net cash
farm income and interest earned on cash reserves less principal payments, Fed-
eral taxes (income and self employment), state income taxes, family living with-
drawals, and actual machinery replacement costs (not depreciation).

e Average Ending Real Net Worth—Real Equity (inflation adjusted) at the end
of the year in 2016. Equals total assets including land minus total debt from
all sources.

Results

Average ending cash reserves in 2016 will be highlighted as the most appropriate
measure to evaluate this type of long-run decision. In other words, will the farm
be better off or worse off at the end of the period based on cash on hand at the
end of the year?

Table 2 provides a summary of the farms with higher and lower (relative to the
Baseline) average ending cash reserves in 2016. Twenty-seven out of 98 representa-
tive farms are expected to be better off at the end of the period in terms of their
ending cash reserves.

Table 2. Representative Farms by Type That Have Higher or Lower Ending Cash Reserves for the Cap & Trade
With Ag Carbon Credits Scenario Relative to the Baseline.

Farm Type Higher Lower Total
Feedgrain/Oilseed 17 8 25
Wheat 8 3 11
Cotton 1 13 14
Rice 0 14 14
Cattle Ranches 0 12 12

Total 27 71 98

Results show that all of the crop farms and dairies are expected to realize slightly
higher average annual cash receipts under the Cap & Trade scenarios due to slight-
ly higher crop and milk prices resulting from instituting cap-and-trade. The lone ex-
ception is the 12 cattle ranches that realize slightly lower receipts due to lower calf
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prices. As one would expect, the Cap & Trade with Ag Carbon Credits scenario re-
sults in slightly higher cash receipts than the Baseline. The amount of the carbon
credits is relatively small with many farms averaging less than $10,000 per year
higher receipts.

Costs differ from the Baseline and Cap & Trade with Ag Carbon Credits due to
imposition of higher input costs and expenses incurred for conversion to no-till on
farms eligible for carbon credits and construction of methane digesters on eligible
dairy farms.

Most of the feedgrain/oilseed farms located in or near the Corn Belt and wheat
farms located in the Great Plains, have higher average ending cash reserves under
the Cap & Trade with Ag Carbon Credits scenarios. In addition, all but a few of
the feedgrain/oilseed farms end the analysis period with higher cash reserves. Eight
wheat farms are better off under the Cap & Trade with Ag Carbon Credits scenario,
while one cotton and no rice farms or cattle ranches are better off. One dairy
(WID145) is better off because it produces and sells surplus corn and soybeans
which are projected to see higher prices as a result of cap-and-trade.

The average level of carbon prices necessary for the farms to be as well off as
under the Baseline were estimated for farms who would be worse off under the Cap
& Trade with Ag Carbon Credits scenario. Given the assumptions in this study, for
some farms such as rice and the cattle ranches, no level of carbon prices would
make them as well off as the Baseline. While a few farms would be as well off as
the Baseline with only slightly higher carbon prices each year, there are also several
farms that would need carbon prices of $80 per ton per year or more to make them
as well off as the Baseline.

I would like to finish with a few points:

e These results are entirely dependent on the EPA analysis, however, we were
only able to analyze the very beginning of Cap & Trade implementation through
2016.

e Based on the projected carbon prices after 2025, producers would be much bet-
ter off waiting for higher carbon prices.

e We based many of our assumptions regarding how the Cap & Trade program
in H.R. 2454 would work on the Chicago Climate Exchange which may or may
not be accurate.

Mr. Chairman, that completes my statement.

The CHAIRMAN. Thank you, Dr. Outlaw. Dr. Westhoff.

STATEMENT OF PATRICK WESTHOFF, Pu.D., CO-DIRECTOR,
FOOD AND AGRICULTURAL POLICY RESEARCH INSTITUTE;
RESEARCH ASSOCIATE PROFESSOR, DEPARTMENT OF
AGRICULTURAL ECONOMICS, UNIVERSITY OF MISSOURI-
COLUMBIA, COLUMBIA, MO

Dr. WESTHOFF. Thank you, Mr. Chairman, for the opportunity to
speak with you and other Members of the Subcommittee, and
thanks to Congressman Luetkemeyer for the very kind introduc-
tion. My name is Pat Westhoff, and I am the Co-Director of the
Food and Agricultural Policy Research Institute at the University
of Missouri. Today, I will discuss some of the reasons why there is
so much uncertainty about the impacts of climate change legisla-
tion on the farm sector. As you know, legislation approved by the
House would create a cap-and-trade system. And as Dr. Glauber
talked about earlier, the Energy Information Administration has
estimated possible impacts of the legislation on energy markets
and the general economy.

Translating these estimated changes in energy costs to changes
in farm production expenses is not as easy as one might think.
Given the EIA’s basic estimates of the House bill’s impact on en-
ergy cost, we estimate that operating costs for corn producers
would increase by about 1.8 percent in 2020 compared to levels
that would have prevailed in a reference scenario. Operating costs
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would increase by two percent for wheat, 2.2 percent for soybeans,
and 2.3 percent for cotton. Using the EIA’s energy cost estimates
for 2030, we estimate that nominal corn operating expenses would
increase by 5.7 percent relative to a reference scenario. Soybean
costs would increase a little bit less while the proportional increase
in wheat and cotton cost would be actually larger than those for
corn.

Other estimates of energy costs would, of course, lead to different
estimates of crop production cost impacts. In addition to its basic
scenario, EIA has examined a number of other scenarios for how
the House-passed bill would impact energy markets. Because these
different scenarios result in different estimates of fuel costs, they
result in different estimates of farm production expenses as well.
In 2020, corn operating expenses increased by just .9 percent in
one of those EIA scenarios, but as much as 2.5 percent in another
one of those scenarios. In 2030, the corresponding changes ran
from as little as 2.3 percent to as much as 8.4 percent, so just mak-
ing the point again there is great uncertainly what the production
cost impacts might be because of so much uncertainty of what the
impacts might be on energy costs.

I want to focus most of my remaining remarks on possible im-
pacts on crop production patterns because I don’t think those have
gotten enough attention so far. There are several reasons why crop
production patterns could shift in response to climate change legis-
lation. First, rising input costs could cause some shifts away from
crops that experience the largest increases in production expenses.
Second, the opportunity to earn offset income could encourage land-
owners to reduce the amount of land used to produce current crops
and expand the area devoted to forestry or the production of energy
crops, as we have heard about today already.

If relatively little land shifts from cropland to forestry uses, cli-
mate change legislation may have only very small effects on crop
production and crop prices, but if more significant amounts of crop-
land shift to forestry uses, the result would be larger production in
crop production. This in turn would result in higher crop prices
that would increase market revenue for farmers who continue to
grow traditional crops. This increase in market revenues could off-
set some or even all of the increase that might occur in crop oper-
ating expenses. If large shifts in acreage do occur, they would have
impacts that go far beyond possible effects on crop producer re-
ceipts. Higher crop prices would increase feed costs for the live-
stock industry. These higher feed costs, in turn, would result in re-
duced production and higher prices for meat and dairy products.
Consumer food prices would increase.

Higher crop prices would reduce the quantity of agricultural
products exported by the United States. Forestry uses of land re-
sult in different patterns of rural employment and economic activ-
ity that result from current crop production patterns. Finally, it is
important to distinguish the effects that result when one country
changes its policies from effects that result when all countries
change policy simultaneously. For example, much of the analysis
conducted so far assumes that U.S. firms will be able to purchase
large amounts of offsets from other countries for practices that re-
duce emissions or sequester carbon. Similar policies in other coun-
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tries could increase competition for such offsets. This would tend
to increase allowance prices, resulting in higher domestic energy
prices and more demand for domestic offsets.

In summary, there are five things we think we know and do not
know. Number one, the House-passed legislation would raise en-
ergy costs, and this would translate into higher farm production ex-
penses; two, just how large the increase in production costs would
be is unknown. Alternative sets of reasonable assumptions result
in very different estimates of crop production cost impacts; number
three, the ability to earn offset income by changing production
practices or planting trees or energy crops could have major im-
pacts on agricultural production, commodity prices, farm income,
consumer food costs, and rural communities; four, the greater the
shift in acreage away from production of traditional crops to trees
or energy crops, the larger the potential impact on crop production
and prices. Resulting increases in revenues may offset some or
even all of the increase in production expenses for crop producers,
and, finally, unilateral U.S. changes in climate policy could have
very different impacts than if there is a multilateral agreement to
reduce greenhouse gas emissions. Again, thank you very much, Mr.
Chairman, for your interest in our work.

[The prepared statement of Dr. Westhoff follows:]

PREPARED STATEMENT OF PATRICK WESTHOFF, PH.D., CO-DIRECTOR, FOOD AND
AGRICULTURAL PoLICY RESEARCH INSTITUTE; RESEARCH ASSOCIATE PROFESSOR,
DEPARTMENT OF AGRICULTURAL EcoNoOMICS, UNIVERSITY OF MISSOURI-COLUMBIA,
CoLuMBIA, MO

Thank you, Mr. Chairman, for the opportunity to speak with you and other Mem-
bers of the Subcommittee. My name is Pat Westhoff, and I am a Co-Director of the
Food and Agricultural Policy Research Institute at the University of Missouri
(FAPRI-MU). For the last 25 years, our mission has been to provide objective anal-
ysis of issues related to agricultural markets and policy.

Our institute is examining some of the possible impacts of climate change legisla-
tion on markets for agricultural products, farm income, and consumer food prices.
So far, the research has raised many questions and provided few definitive answers.

Today, I will discuss some of the reasons why there is so much uncertainty about
the impacts of climate change legislation on the farm sector. Consistent with
FAPRI’s mission, I will neither endorse nor oppose particular policy proposals, but
hope to provide information that will be useful as you consider issues related to cli-
mate change.

Legislation approved by the House (H.R. 2454) would create a cap-and-trade sys-
tem. Such a policy would raise farm production expenses by increasing energy costs
to users of fossil fuels. It would also encourage activities that reduce greenhouse gas
emissions and sequester carbon. Some of these activities could have important im-
pacts on agricultural production, which in turn would affect farm commodity prices.

Production cost impacts

The Energy Information Administration (EIA) has estimated possible impacts of
the legislation on energy markets and the general economy. In its “basic” scenario,
EIA estimates that the House-passed bill would raise the nominal cost of diesel fuel
by about eight percent in 2020 from reference scenario levels. Electricity costs would
increase by about four percent, and industrial users would pay 14 percent more for
natural gas.

Translating these estimated changes in energy costs to changes in farm produc-
tion expenses is not as easy as one might think. Consider the case of fertilizer. Ni-
trogen fertilizer is produced in a very energy-intensive process that uses large quan-
tities of natural gas. One might therefore expect that nitrogen fertilizer costs would
increase in line with the estimated increase in natural gas costs.

The story is more complex. First, much of the nitrogen fertilizer used in the
United States is imported, and foreign fertilizer producers would not necessarily ex-
perience the same change in production costs as domestic manufacturers. Second,
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the House-passed legislation includes provisions to provide free emission allowances
to energy-intensive, trade-exposed (EITE) industries, including the nitrogen fer-
tilizer industry. This could hold down costs to nitrogen fertilizer producers, at least
until EITE allowances are phased down beginning in 2025. Third, even if the result
is a significant increase in fertilizer prices, farmers could reduce their fertilizer
usage, thus limiting increases in expenditures.

FAPRI-MU has prepared preliminary estimates of impacts on farm production ex-
penses that try to consider all of these concerns. Given EIA’s basic estimates of the
House bill’s impact on energy costs, we estimate that operating costs for corn pro-
ducers would increase by about 1.8 percent in 2020 compared to levels that would
have prevailed in a reference scenario. Operating costs would increase by 2.0 per-
cent for wheat, 2.2 percent for soybeans, and 2.3 percent for cotton.

These estimates of production cost impacts all depend on a particular set of EIA
estimates of energy cost impacts for one particular year. As the cap on greenhouse
gas emissions is reduced over time, EIA estimates that energy costs would increase
by even larger proportions. In 2030, for example EIA’s basic scenario estimates that
the House-passed bill would raise nominal diesel fuel costs by 15 percent, electricity
costs by 22 percent, and industrial natural gas costs by 26 percent. Furthermore,
the scheduled phase-down of free EITE allowances means that nitrogen fertilizer
producers would be less insulated from increases in natural gas costs.

Using EIA’s energy cost estimates for 2030, we estimate that nominal corn oper-
ating expenses would increase by 5.7 percent relative to a reference scenario. Be-
cause soybean production uses little nitrogen fertilizer, soybean costs would increase
less (4.9 percent), while the proportional increase in wheat (6.3 percent) and cotton
(6.4 percent) costs would actually be proportionally larger than the increase for corn.

Other estimates of energy costs would, of course, lead to different estimates of
crop production cost impacts. In addition to its basic scenario, EIA has examined
a number of other scenarios for how the House-passed bill could impact energy mar-
kets. For example, in its “high offsets” scenario, EIA considers what might happen
if it is very easy to find ways to reduce greenhouse gas emissions and sequester car-
bon. This would substantially reduce the cost of emission allowances and result in
significantly lower energy costs.

In contrast, EIA’s “high cost” scenario assumes that it is not as easy to reduce
emissions in electric utilities as in the basic scenario, in part because it proves more
difficult to expand production of nuclear energy. This raises the estimated costs of
emission allowances and the costs to users of fossil fuels.

Because these different scenarios result in different estimates of fuel costs, they
result in different estimates of farm operating expenses. In 2020, corn operating ex-
penses increase by just 0.9 percent in the high offset scenario, but by 2.5 percent
in the high cost scenario. In 2030, the corresponding changes are 2.3 percent in the
high offset scenario and 8.4 percent in the high cost scenario (Table 1).

Other institutions have also estimated impacts of the House legislation on energy
costs. For example, CRA International estimates were used in earlier FAPRI-MU
analysis of possible impacts on Missouri crop production expenses. In that analysis
(FAPRI-MU Report #05-09), Missouri dryland corn operating costs increased by 3.2
percent in 2020 and 3.8 percent in 2030.

The earlier analysis did not consider impacts of EITE provisions, thus explaining
its larger estimate of 2020 production cost impacts. However, in 2030, EIA’s basic
and high cost scenarios result in larger impacts on energy costs than estimated by
CRA. It should not be surprising, therefore, that the estimated impacts on 2030 na-
tional corn operating costs under EIA’s basic and high costs scenarios are larger
than the previous FAPRI-MU estimate of increases in 2030 Missouri dryland corn
operating costs.

Table 1. Estimates of Changes in Nominal Farm Operating Costs Resulting From H.R. 2454

EIA basic scenario EIA high offset EIA high cost
scenario scenario
Nominal energy cost impacts *

Diesel fuel

2020 8.3% 4.6% 9.0%

2030 15.0% 8.0% 17.5%
Electricity

2020 3.8% 3.6% 5.4%

2030 22.3% 11.8% 32.7%
Industrial natural gas

2020 14.4% 8.3% 20.2%

2030 25.9% 10.2% 39.9%
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Table 1. Estimates of Changes in Nominal Farm Operating Costs Resulting From H.R. 2454—Continued

. . EIA high offset EIA high cost
EIA basic scenario scenario scenario
Crop operating cost impacts
Corn
2020 1.8% 0.9% 2.5%
2030 5.7% 2.3% 8.4%
Soybeans
2020 2.2% 1.3% 2.6%
2030 4.9% 2.5% 6.3%
Wheat
2020 2.0% 1.0% 2.8%
2030 6.3% 2.6% 9.2%
Upland cotton
2020 2.3% 1.4% 2.9%
2030 6.4% 3.1% 8.8%

*Calculations based on EIA reported nominal energy cost data. Note that inflation-corrected
real price changes generally would be slightly smaller, as EIA estimates that the scenarios would
result in slightly higher rates of overall price inflation in the economy.

The EIA scenarios are briefly described in the text. The full EIA analysis is available at Attp://
www.eia.doe.gov [ oiaf/ servicerpt | hr2454 [ index.html.

The key point is that there is great uncertainty about the magnitude of the im-
pact on farm production expenses, primarily because of great uncertainty about the
magnitude of impacts on energy costs. If it is relatively easy for electric utilities and
others to reduce greenhouse gas emissions and sequester carbon, allowance prices
will be relatively low, increases in energy costs will be modest, and impacts on farm
production expenses will be fairly small. If it proves much more difficult to reduce
emissions and sequester carbon, allowance prices will be much higher, as will en-
ergy costs and farm production expenses.

Shifts in production patterns

In addition to its effect on production expenses, climate change legislation could
have many other important effects on the farm sector. For example, others will
speak to you tomorrow about the opportunities for farmers to earn income by selling
offsets for activities that reduce emissions or sequester carbon. I want to focus most
of my remaining remarks on possible impacts on crop production patterns.

There are several reasons why crop production patterns could shift in response
to climate change legislation.

First, rising input costs could cause some shifts away from crops that experience
the largest increases in production expenses. Unless changes in production expenses
are larger than in the scenarios we have examined so far, we do not expect this ef-
fect to cause large reductions in overall U.S. crop production. As a result, we do not
expect the increase in production expenses to translate into very large increases in
prices for corn, wheat, soybeans, cotton, and other crops.

Second, the opportunity to earn offset income could encourage landowners to re-
duce the amount of land used to produce current crops and expand the area devoted
to forestry or the production of energy crops. Analysis conducted for the Environ-
mental Protection Agency using the FASOM model suggests that climate change
legislation could lead to tens of millions of acres shifting from crop and pasture uses
to forestry. Analysis conducted at the University of Tennessee suggests that there
could be a large expansion in production of energy crops such as switchgrass.

We have begun to do some work looking at the possible impacts on the farm sec-
tor that might result if some land shifts to forestry uses in response to climate
change legislation. As the work is ongoing, it would be premature to cite specific
estimates, but it could be useful to discuss some early lessons that appear likely to
hold even after we refine the analysis.

(1) If relatively little land shifts from cropland to forestry uses, climate change
legislation may have only small effects on crop production and prices. If crop
prices are largely unchanged, producers who face higher production expenses
are likely to experience a reduction in income, unless they can earn money by
selling offsets for practices like conversion to no-till farming methods.

(2) If more significant amounts of cropland shift to forestry uses, the result
would be a larger reduction in crop production. This, in turn, would result in
higher crop prices that would increase market revenue for farmers who continue
to grow traditional crops. This increase in market revenues could offset some
or all of the increase in crop operating expenses.
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(3) If very large amounts of land shift to forestry uses, as suggested in the
FASOM analysis, the reduction in crop production could cause very significant
increases in crop prices. The resulting increase in market revenue could well
exceed any increase in crop operating costs. In such a case, net revenue over
operating costs could exceed reference scenario levels, even for producers who
do not directly earn any offset income.

If large shifts in acreage do indeed occur, they would have impacts that go far
beyond possible effects on crop producer receipts. Higher crop prices would increase
feed costs for the livestock industry. These higher feed costs, in turn, would result
in reduced production and higher prices of meat and dairy products. Consumer food
prices would increase, not just for products made from grains and vegetable oils, but
also for beef, pork, poultry and milk. All else equal, higher crop prices would reduce
the quantity of agricultural products exported by the United States. Forestry uses
of land result in different patterns of rural employment and economic activity than
result from current crop production patterns.

If climate change legislation increases the demand for land to sequester carbon
in trees, prices for crop and pasture land are likely to be bid higher. This would
benefit current landowners, but could make it more difficult for new and established
producers who rent land or who were looking to buy additional land to grow tradi-
tional crops.

In addition to possible impacts on crop supplies, climate change legislation could
have complex effects on the demand for agricultural products. Higher energy costs
would make it more expensive to process and transport food, likely increasing the
gap between farm and consumer food prices. The demand for biofuels could be af-
fected both by the opportunity to earn offset income and by changes in fossil fuel
prices. Effects of climate change legislation on the macroeconomy could have an im-
pact on domestic food demand. Export demand facing U.S. agriculture could be af-
fected both by the legislation’s impacts on the global economy and by the oppor-
tunity of foreign producers to earn offset income by changing production practices
to reduce emissions and sequester carbon.

From bills to regulation

Any analysis being done today about the impacts of climate change legislation will
be built on a series of assumptions about how the rest of the policy process will un-
fold. Final legislation may differ in important ways from the House-passed bill.
Many important decisions would need to be made in writing rules to implement any
legislation that is finally approved. It is inevitable that many of the policy assump-
tions underlying analysis today will differ in important ways from final implementa-
tion of compromise legislation. Just to take one critical example, impacts of climate
change legislation on the farm sector will look very different if implementing rules
make it very easy to earn offset income by planting trees than if it is difficult.

Climate change and international efforts

The discussion so far has not focused on climate change itself, primarily because
I am not an expert on climate change and its potential impacts on agricultural pro-
duction. It has been argued that the proposed legislation would have only modest
impacts on the world’s climate over the next few decades. If instead the climate ef-
fects are large, they might have important impacts on agricultural production and
prices.

When examining trade agreements, it is important to distinguish effects that re-
sult when one country changes its policies from effects that result when all coun-
tries change policies simultaneously. A similar point is relevant here: it is important
to be clear whether one is reporting changes that result only from proposed U.S.
climate change legislation, or changes that might result if there is a global agree-
ment. The discussion here has focused on U.S. legislation only, but it could matter
tremendously what actions other countries are also taking to address climate
change.

For example, much of the analysis conducted so far assumes that the U.S. firms
will be able to purchase large amounts of offsets from other countries for practices
that reduce emissions or sequester carbon. Similar policies in other countries could
increase competition for such offsets. This would tend to increase allowance prices,
resulting in higher domestic energy costs and more demand for domestic offsets.

Summary

There is considerable uncertainty over the possible impacts of climate change leg-
islation on the U.S. agricultural sector. Here is a brief summary of what we think
we know and what we do not:
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(1) The House-passed legislation would raise energy costs, and this would trans-
late into higher farm production expenses.

(2) Just how large the increases in production costs would be is unknown. Alter-
native sets of reasonable assumptions result in very different estimates of pro-
duction cost impacts.

(3) The ability to earn offset income by changing production practices or plant-
ing trees or energy crops could have major impacts on agricultural production,
commodity prices, farm income, consumer food costs, and rural communities.

(4) The greater the shift in acreage away from production of traditional crops
to trees or energy crops, the larger the potential impact on crop production and
prices. Resulting increases in revenues may offset some or all of the increase
in production expenses for crop producers.

(5) Unilateral U.S. changes in climate policy could have very different impacts
than if there is a multilateral agreement to reduce greenhouse gas emissions.

Thank you for your interest in our work.

The CHAIRMAN. Thank you, Doctor. Dr. Antle.

STATEMENT OF JOHN M. ANTLE, Pa.D. PROFESSOR OF
AGRICULTURAL ECONOMICS AND ECONOMICS, MONTANA
STATE UNIVERSITY; COURTESY PROFESSOR OF
AGRICULTURAL AND RESOURCE ECONOMICS, OREGON
STATE UNIVERSITY; UNIVERSITY FELLOW, RESOURCES FOR
THE FUTURE, BOZEMAN, MT

Dr. ANTLE. Mr. Chairman and Members of the Subcommittee,
thank you for this opportunity to appear today and testify about
the potential impacts of climate change and greenhouse gas mitiga-
tion on the farm sector and the food industry. My name is John
Antle. I am a Professor of Agricultural Economics and Economics
at Montana State University in Bozeman, Montana. The following
are the main points I would like to emphasize. First, agriculture
and the food system are likely to be impacted substantially by cli-
mate change and by policies designed to mitigate the effects of
greenhouse gas emissions. While these sectors are dynamic and
have demonstrated capability to adapt to change, the economic im-
pacts of climate change on agriculture and the food system more
broadly are likely to be substantial.

There are many important unanswered questions about the abil-
ity of agriculture and the food system to adapt to climate change,
including the effects of policies designed to reduce greenhouse gas
emissions as my colleagues have been pointing out. Second, studies
of climate change impacts have likely underestimated the impacts
of climate change on agriculture and the food industry, and have
underestimated the importance of possible adaptations and miti-
gating effects of climate change. Climate impact assessments of ag-
riculture have been limited in scope and relevance because of limi-
tations of the data and the models used. Moreover, studies have
not measured the cost of adaptation or accounted for possible
changes in climate extremes.

For example, studies of production agriculture have not ade-
quately accounted for impacts of pests and diseases on crops, and
have not adequately addressed impacts on important climate sen-
sitive sectors such as specialty crops, horticulture, livestock, poul-
try, and rangelands. The impacts of climate change on transpor-
tation infrastructure and the food processing industry, and the ef-
fects of greenhouse gas mitigation policies also have not been stud-
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ied adequately. Third, there is a need for a comprehensive assess-
ment of the effects of existing and likely future policies on agricul-
tural adaptation. Many existing policies are likely to affect the abil-
ity of U.S. agriculture and the food sector to adapt to climate
change, and in my written testimony I provide further discussion
of these issues.

Finally, there is a potential important role for the public sector
to facilitate agricultural adaptation to climate change. The substan-
tial role that the public sector has played in making investments
that led to the success of U.S. agriculture in the 20th Century
raises a number of questions about the appropriate policies in the
context of climate change. A key question for policy is whether cli-
mate change justifies an expanded role in these areas or whether
markets can stimulate adequate responses to the adjustments that
will be required as the climate changes.

Again, thank you, Mr. Chairman and Members for this oppor-
tunity to participate in this panel. I will be happy to respond to
your questions. I will just conclude by noting that in addition to my
written testimony, this is related to some work that I have been
carrying out with an organization here in Washington, D.C., Re-
sources for the Future on climate adaptation. I think some of that
other work might be of interest to the Committee. Thank you very
much.

[The prepared statement of Dr. Antle follows:]

PREPARED STATEMENT OF JOHN M. ANTLE, PH.D., PROFESSOR OF AGRICULTURAL
Economics AND EcoNomics, MONTANA STATE UNIVERSITY; COURTESY PROFESSOR
OF AGRICULTURAL AND RESOURCE EcoNOMICS, OREGON STATE UNIVERSITY;
UNIVERSITY FELLOW, RESOURCES FOR THE FUTURE, BOZEMAN, MT

Mr. Chairman and Members of the Subcommittee, thank you for this opportunity
to appear today to testify about the potential impacts of climate change on the farm
sector. My name is John M. Antle and I am a Professor of Agricultural Economics
and Economics at Montana State University in Bozeman, Montana. I also am a
Courtesy Professor of Agricultural and Resource Economics at Oregon State Univer-
sity, and a University Fellow at Resources for the Future in Washington, D.C. I was
first involved with research on the economic impacts of climate change while serving
as a Senior Economist for the President’s Council of Economic Advisers in 1990, and
since then have conducted research on climate change impacts and greenhouse gas
mitigation in the United States and in other regions of the world. I have also served
as a Lead Author and Contributing Author to the Third and Fourth Assessment Re-
ports published by the Intergovernmental Panel on Climate Change.

My testimony today is a brief summary of a longer publication that may be of in-
terest to this Committee, available on the world-wide web (www.rff.org/News/Fea-
tures | Pages | Climate-Change-Forcing-Farmers-to-Adapt.aspx). That study reviews
recent research on economic impacts of climate change, and discusses implications
for U.S. agriculture’s potential to adapt to climate change. That report was prepared
for a research program at Resources for the Future—a nonpartisan research organi-
zation in Washington, D.C.—on adaptation to climate change in agriculture and
other sectors of the U.S. economy (http://www.rfforg/News/ClimateAdaptation/
Pages/domestic _home.aspx).

The following are the main points I would like to emphasize:

e Agriculture and the food system are likely to be impacted substantially
by climate change and by policies designed to mitigate the effects of
greenhouse gas emissions. While these sectors are dynamic and have dem-
onstrated capability to adapt to change, the economic impacts of climate change
on agriculture and the food system are likely to be substantial. There are many
important unanswered questions about the ability of agriculture and the food
system to adapt to climate change. There are also important, unresolved ques-
tions about the effects of policies designed to reduce greenhouse gas emissions.
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e Studies of CC impacts have likely underestimated the impacts of cli-
mate change on agriculture and the food industry, and thus have un-
derestimated the importance of possible adaptations in mitigating the
effects of climate change. Climate impact assessments of agriculture have
been limited in scope and relevance because of limitations of the data and mod-
els used. For example, studies of production agriculture have not adequately ac-
counted for impacts of pests and diseases on crops, and have not adequately ad-
dressed impacts on important climate-sensitive sectors such as specialty crops,
horticulture, livestock, poultry and rangelands. The impacts of climate change
on transportation infrastructure and the food processing industry, and the ef-
fects of greenhouse gas mitigation policies, also have not been studied ade-
quately.

e There is a need for a comprehensive assessment of the effects of exist-
ing and likely future policies on agricultural adaptation to climate
change. Many existing policies are likely to affect the ability of U.S. agriculture
and food sector to adapt to climate change. These include:

o Agricultural subsidy and trade policies which reduce flexibility and have un-
intended consequences for global markets.

© Production and income insurance policies and disaster assistance. While pro-
viding some protection against climate variability and extreme events, to
some extent these policies also may reduce the incentive for farmers and
ranchers to take adaptive actions.

Policies encouraging soil and water conservation and provision of ecosystem
services. These policies protect water quality and enhance ecosystem services
such as wildlife habitat, but also may reduce flexibility to respond to climate
change by reducing the ability to adapt land use and to respond to extreme
events.

Environmental policies and agricultural land use regulation, such as regula-
tions for location and disposal of waste from confined animal production facili-
ties, are likely to affect the costs of adaptation.

Tax policies affect agriculture in many ways, and could be used to facilitate
adaptation, for example, through favorable treatment of capital depreciation
and investments needed to offset greenhouse gas emissions.

Energy policies and greenhouse gas mitigation policies are likely to have
many impacts on agriculture as a consumer and as a producer of energy. De-
velopment of new bioenergy production systems and greenhouse gas offset
policies may benefit agriculture and facilitate adaptation. The increased cost
of fossil fuels associated with greenhouse gas mitigation policies will ad-
versely affect incomes of farmers in the near term, in the longer term it will
have the benefit of encouraging adaptation.

o

(o}

o]

e}

e There is a potentially important role for the public sector to facilitate
agricultural adaptation to climate change. The substantial role that the
public sector has played in making the complementary investments that led to
the success of U.S. agriculture in the 20th century raises a number of questions
about appropriate policies in the context of climate change. A key question for
policy is whether climate change justifies an expanded role in these areas or
whether markets can stimulate adequate responses to the adjustments that will
be required as the climate changes. Examples of areas for public activity may
be:

o Estimation of adaptation costs and reassessment of impacts.

© Breeding climate-resilient crop and livestock varieties.

© Adaptation of confined livestock and poultry production to climate change
and extremes, and development of resilient livestock waste management tech-
nologies.

© Impact of climate change on insect pests, weeds and diseases and their man-
agement.

o Effects of adaptation strategies on ecosystem services associated with agricul-
tural lands.

© Public information on long-term climate trends.

© Assessing implications of energy policies and greenhouse gas mitigation poli-
cies for agriculture and the food sector.
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Adaptation and Impact Assessment

Agricultural production and productivity depend on the genetic characteristics of
crops and livestock, soils, climate, and the availability of needed nutrients and en-
ergy. Researchers use crop and livestock growth simulation models to analyze the
possible impacts of climate change and increases in atmospheric carbon dioxide
(CO2) concentrations (known as CO; fertilization) on crop and livestock productivity.
Temperature and precipitation, key drivers of agricultural production, operate on
the highly site-specific and time-specific basis of the microclimate in which a plant
or animal is located. Aspects of agriculture and food system impacted by climate
change include:

e Soil and water resources.

e Crop, livestock and poultry productivity.

e Farm structure, income and financial condition.

e Waste management for confined animal production facilities.
o Ecosystem services from agricultural landscapes.

e Food quality and safety.

e Market infrastructure.

e Food processing and distribution.

Several methodologies have been used to estimate possible impacts of climate
change on agriculture. Most studies use integrated assessment models, which com-
bine process-based crop and livestock models that simulate the impacts of climate
change on productivity with economic models that simulate the impacts of produc-
tivity changes on land use, crop management, and farm income. Some studies in-
stead use statistical models based on historical data to estimate effects of tempera-
ture and rainfall on economic outcomes, and then use these models to simulate fu-
ture impacts of climate change. Some of these integrated assessment models also
link the farm management outcomes to environmental impact models to investigate
impacts such as those on water use and quality, soil erosion, terrestrial carbon
stocks, and biodiversity. The data presented here are derived from the recent U.S.
assessment of climate change impacts on agriculture (Reilly et al. 2003), which used
an integrated assessment model.

Research suggests that in highly productive regions, such as the U.S. Corn Belt,
the most profitable production system may not change much; however, in transi-
tional areas, such as the zone between the Corn Belt and the Wheat Belt, substan-
tial shifts may occur in crop and livestock mix, in productivity, and in profitability.
Such changes may be positive if, for example, higher temperatures in the northern
Great Plains were accompanied by increased precipitation, so that corn and soy-
beans could replace the wheat and pasture that presently predominate. Such
changes also could be negative if, for example, already marginal crop and
pastureland in the southern Great Plains and southeast became warmer and drier.
In addition to changes in temperature and precipitation, another key factor in agri-
cultural productivity is the effect of elevated levels of atmospheric CO, on crop
yields. Some studies suggest that higher CO; levels could increase the productivity
of small-grain crops, hay, and pasture grasses by 50 percent or more in some areas
(and much less so for corn), although these effects are likely to be constrained by
other factors, such as water and soil nutrients. However, elevated CO, could also
increase weed growth, and these adverse effects of climate change have not been
incorporated into impact assessments.

According to the U.S. assessment study, the aggregate economic impacts of cli-
mate change on U.S. agriculture are estimated to be very small, on the order of a
few billion dollars (compared to a total U.S. consumer and producer value of $1.2
trillion). This positive outcome is due to positive benefits to consumers that out-
weigh negative impacts on producers. Impacts on producers differ regionally, and
the regional distribution of producer losses tends to mirror the productivity impacts,
with the Corn Belt, Northeast, South, and Southwest having the largest losses and
the northern areas gaining. The overall producer impacts are estimated to range
from —4 to —13 percent of producer returns, depending on which climate model is
used. Some statistical modeling studies have produced estimates of much smaller
impacts on U.S. agriculture. For example, the study by Deschenes and Greenstone
(2007) finds positive impacts on the order of 3—6 percent of the value of agricultural
land and cannot reject the hypothesis of a zero effect.

Limitations of Integrated Assessment and Statistical Models

There are a number of significant limitations to integrated assessment models, as
well as the statistical models, as discussed in detail in Antle (2009). One critical lim-
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itation of these modeling studies is the difficulty in quantifying the costs of adapta-
tion. Whereas these studies have attempted to quantify the impacts of climate
change on physical quantities of production and their economic value, few, if any,
studies have attempted to quantify the costs of adapting to climate change. These
costs would include adaptations to production agriculture, including additional re-
search and development of crop and animal varieties, and changes in or relocation
of capital investments such as crop storage infrastructure, confined animal facilities
and waste management investments. If the rate of climate change were relatively
high, implying that the costs of adaptation were also relatively high, then the net
benefits of adaptation would also be lower, and less adaptation would occur. Con-
sequently, contrary to many economists’ arguments that adaptation is likely to off-
set much of the adverse impacts of climate change, it may be that if the costs of
adaptation are high, the impact estimates assuming little adaptation may be closer
to actual outcomes than the estimates that ignore adaptation costs.

In addition to their inherent model limitations, the impact assessments cited
above do not consider many of the potential impacts of climate change on the food
transportation, processing, and distribution sectors mentioned above. In particular,
none of the impact assessments has considered the costs of relocating input distribu-
tion systems, crop storage and processing, or animal production, waste management,
slaughter and processing facilities. Only recently have some studies begun to assess
impacts of proposed GHG mitigation policies on production agriculture or on input
production and distribution, output transport, or food processing and distribution
systems. Recent experience with higher fossil fuel costs suggests that these impacts
may be more important for farmers and food consumers than the impacts of climate
on productivity. Thus, by largely ignoring possible impacts of future climate change
mitigation policies, the impact assessments carried out thus far may have missed
some of the most important long-term implications of climate change.

Policy Issues

The evidence on likely impacts of climate change on agriculture and the food sec-
tor suggest two aspects of policy that need to be evaluated. First, many existing
policies affect agriculture and the food sector, and many of these policies are likely
to affect adaptation. Climate change is not likely to be the focus of many of these
policies, but it does make sense for policy design to take adaptation into consider-
ation. Second, there may be a role for public policy in facilitating adaptation of agri-
culture and the food sector.

Policy Design and Adaptation

As yet there has not been any systematic effort to evaluate the effects of these
existing policies on adaptation. Some examples of existing policies and their possible
effects on adaptation are described here.

Agricultural subsidy and trade policies. Agricultural subsidy programs for major
commodity crops such as wheat, corn, rice, and cotton, as well as trade policies such
as the import quota on sugar, were established in the 1930s and continue today.
The structure of these programs has changed over time, but a common feature is
that they reduce flexibility by encouraging farmers to grow subsidized crops rather
than adapting to changing conditions, including climate. In addition, because the
United States produces a large share of many of these commodities, these policies
have the unintended consequence of distorting global markets and discouraging an
efficient allocation of resources in other parts of the world.

Production and income insurance policies and disaster assistance. There is a long
history of both private and public crop and insurance schemes for agriculture and
disaster relief programs. The most recent farm policy legislation, enacted in 2008,
continued existing crop insurance subsidies, introduced a new revenue insurance
program, and established a permanent disaster assistance program. These types of
publicly subsidized crop and income insurance could be one way to address increas-
ing climate variability and climate extremes associate with climate change. Whether
this is an appropriate policy response to climate change is an open question that
deserves further study. In any case, it is clear that public subsidies for crop or rev-
enue insurance and disaster assistance, like other types of agricultural subsidies,
will have the effect of reducing the incentive for farmers and ranchers to avoid ad-
verse impacts of climate change through adaptation.

Soil and water conservation policies and ecosystem services. Over time U.S. agri-
cultural policies have shifted from commodity subsidies towards a variety of policies
that provide subsidies to encourage protection of soil and water resources and the
provision of ecosystem services. For example, the Conservation Reserve Program, es-
tablished in 1986 legislation, has led to more than 30 million acres of land being
taken out of crop production and put into grass and tree cover through cost-sharing
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of conservation investments and long-term contracts providing payments to main-
tain conserving practices. While these policies protect surface water quality from
soil erosion and chemical runoff, and enhance a number of ecosystem services such
as wildlife habitat, they also reduce flexibility to respond to changes in climate over
time, by reducing the ability to adapt land use, and also reduce the ability to re-
spond to extreme events. For example, according to CRP rules farmers are not al-
lowed to use CRP lands for grazing or to harvest grasses as animal feed. As a result,
when severe droughts reduce availability of livestock feed in pasture and rangeland
farmers are not allowed to use CRP lands for livestock, even though in many places
this could be done on a temporary basis without substantially impacting environ-
mental benefits of the CRP. In some cases the Secretary of Agriculture can waive
these rules to allow grazing. Changes in program design, such as more flexibility
in administrative rules, and better targeting of the policies towards lands with high
environmental value, could facilitate adaptation.

Environmental Policies and Agricultural Land Use. Many environmental policies
affect agricultural land use and management. Policies governing the management
and disposal of animal waster from confined animal feeding operations are an im-
portant example that has clear implications for adaptation. Both state and Federal
laws regulate the choice of sites and management of these facilities. Changes in av-
erage climate and climate extremes are likely to impact the viability of these oper-
ations in some locations, for example where waste ponds become vulnerable to ex-
treme rainfall events and floods. Environmental regulations raise the cost of re-lo-
cating facilities and thus have the unintended consequence of discouraging spatial
adaptation. Including benefits of climate adaptation in regulatory design could lead
to policies that achieve the dual goals of environmental protection under current cli-
mate and the need for adaptation to future climate.

Tax Policies. A wide array of tax policies affect agriculture, including the taxation
of income and the depreciation of assets. Tax rules could be utilized to facilitate ad-
aptation in a variety of ways, for example, by accelerating the depreciation of assets,
and by encouraging investments that reduce greenhouse base emissions. However,
creating such policies for climate adaptation alone may prove difficult to implement,
since many other types of economic and technological changes may also lead to cap-
ital obsolescence and it may not be desirable to give favorable tax treatment in all
such cases.

Energy Policies. The increasing public interest in developing domestic sources of
non-fossil based energy, including biofuels, has already resulted in significant policy
developments, such as subsidies for corn ethanol, and is likely to have important
implications for both food and fuels prices and for adaptation. Further developments
in biofuels could further change the way land is used for food and fuel production
and have implications for adaptation, and will be impacted by related energy poli-
cies, such as requirements for use of renewable energy. Development of other types
of energy technologies, such as the use of animal waste for energy production, may
have important impacts on the adaptability of these systems and the way they are
regulated (see the preceding discussion of environmental regulation).

Greenhouse Gas Mitigation Policies. Policies that constrain greenhouse gas emis-
sions have the potential to affect agricultural operations as both emitters and as
suppliers of offsets to emissions, depending on how such policies are designed and
implemented. For example, recent legislative proposals have imposed some limits on
the use of offsets, but also have excluded agricultural operations from emissions
caps. Moreover, because agriculture and the food system are relatively intensive fos-
sil fuel users, any policy that effectively raises the cost of fossil fuels will have po-
tentially important impacts on these industries.

Policies to Facilitate Adaptation

The record shows that U.S. agriculture’s success in the 20th century was depend-
ent on complementary investments in physical and human capital and agricultural
research and extension, many of them publicly funded through institutions such as
the land grant universities. Moreover, complementary policies have fostered the con-
servation of natural resources and the adoption of more sustainable management
practices. This experience suggests that that the U.S. agricultural sector is capable
of adapting to a wide range of conditions and adopting new technologies as they be-
come available. As long as the rate of climate change is relatively slow and predict-
able, we can expect the same to be true with future climate change. However, im-
portant questions remain about how effectively the sector could adapt to rapid
changes in average climate or increases in extreme events.

The substantial role that the public sector has played in facilitating agricultural
development raises a number of questions about appropriate policies in the context
of climate change. The justification for public funding of infrastructure, research,
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and information systems was based on economies of scale as well as the public good
aspect of basic research needed to develop agricultural technologies. Although a sub-
stantial public role remains in infrastructure, research, and outreach, it has dimin-
ished over time as private institutions have become increasingly capable of pro-
viding these services. A key question for policy is whether climate change justifies
an expanded role in these areas or whether markets can stimulate adequate re-
sponses to the adjustments that will be required as the climate changes. Some ex-
amples of the key questions about adaptation and a possible role for public sector
involvement follow:

o Estimation of adaptation costs and reassessment of impacts. As noted above, the
impact assessments carried out thus far have largely ignored the costs of adap-
tation for the agricultural production sector and for the broader food industry.
Besides biasing the conclusions of the impact assessments, data on costs of al-
ternative adaptation strategies are needed to inform both private and public de-
cision makers. Costs should be evaluated under alternative scenarios for the
rate of climate change, climate variability, and the occurrence of extreme
events. Thus far, most of the research effort has been devoted to the impact on
grain crops. Much more research on impacts and costs of adaptation in other
agricultural systems is needed, particularly for livestock and other economically
important products, such as vegetable and fruit crops.

Identifying adaptation strategies and supporting basic research needed for devel-
opment of adaptation technologies.

© Basic crop and animal research on vulnerability to extremes.

© Breeding resilient crops and livestock varieties.

© Research on effects of climate change on pests and diseases and their man-
agement.

© Development of more resilient livestock waste management technologies, in-
corporation into biofuels production.

Identifying and estimating the vulnerability of ecosystem services to climate
change and adaptive responses. Agricultural land-use practices are known to
have important impacts on the provision of ecosystem services. As yet, the im-
pacts of climate change on ecosystem services have not been quantified system-
atically on a regional or national basis. Research is needed to evaluate the ef-
fects of alternative adaptation strategies on ecosystem services.

e Provision of public information about long-term climate trends and their eco-
nomic implications. There is a great deal of public information available on
short-term weather forecasts, but there may be a need for more public aware-
ness of long-term climate trends and forecasts. This information is a public good
that may need to be supported with public funds.

Implications of climate change and mitigation policies for agriculture and the
food sector. As yet, virtually no research has been done on identifying and quan-
tifying potential impacts or adaptation strategies for the food sector. Included
in such an analysis would be costs of adapting the food distribution system to
a warmer climate and potential impacts on the prevalence and control of
foodborne pathogens. The dependence of this sector on fossil fuel-based energy
also suggests that GHG mitigation policies could have substantial impacts on
the national and global food system as it presently operates. As yet, none of
these issues has been addressed in impact assessment studies.
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The CHAIRMAN. Thank you, Doctor. Dr. Capper.
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Dr. CAPPER. Thank you very much. Mr. Chairman and the Mem-
bers of the Subcommittee, it is a pleasure to be here. Obviously, I
am from England but I have worked at Washington State Univer-
sity for the past 7 months. I would like to start by making it clear
that our model is an environmental impact model as opposed to an
economic model per se, but having said that as stated in my testi-
mony carbon is the intrinsic fundamental unit of energy use.
Therefore, if we want to make improvements both in economic sus-
tainability and environmental sustainability, we have to look at
carbon as the intrinsic unit of that. Based on that, there is an in-
teresting link between economics and environmental impact, and
the work that I am going to present to you shows that if we im-
prove environmental impact by improving productivity then we
also improve the economic prospects for the farming sector.

So, as you can see, on the graphs here we have an issue in that
at present offset programs do not take into account productivity as
a means to reduce environmental impacts. This is, in part, because
the environmental impact programs to date have concentrated on
a process basis per cow, per animal, per farm. If we do that, as you
can see on the right, the carbon footprint per cow has doubled over
the last 65 years between 1944 and 2007, but again this is on a
per head basis. If we look at it on an output basis as an industry
that is meant to produce food, produce dairy, per gallon of milk or
per pound of milk the dairy industry has made huge strides.

In the U.S. we have cut the carbon footprint of a gallon of milk
by %5 between 1944 and 2007. This means that as a total dairy in-
dustry we have cut our total carbon footprint over those years by
41 percent, which is a huge achievement and something that we
should be very, very proud of. As I say, this is basically due to huge
improvements in productivity. We have a four-fold increase in milk
yield per cow between 1944 and 2007. That means compared to
1944, back then we produced 53 billion kilos of milk per year using
almost 26 million dairy cows. Now due to improvements in nutri-
tion/genetics management, we make 84 billion kilos of milk using
only 9.2 million animals per year.

What that means is we have a huge improvement in environ-
mental impact. We use 21 percent of the animals, 23 percent of the
feed, 35 percent of the water, and only ten percent of the land per
gallon or pound of milk now than we did 65 years ago. What this
also has is obvious economic consequences to the producer. Less
feed, less land, less water, less fertilizers, all has huge economic
consequences. I would like to point out that this also has an impact
on the beef industry if we go from a pasture-based beef system to
a corn-based beef system. We have a huge improvement in growth
rates and the animals are grown over about 200 fewer days.

That means with corn-based it yields more production, a more ef-
ficient system. We use about a third of the total energy to produce
that beef. We have a third of total methane emissions and we cut
land use by a fraction of 13, so again less resources, a beneficial
environmental impact, and a beneficial effect on economics. Finally,
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this isn’t confined just to farm level. If we look at the transpor-
tation sector here we have an example which we presented last
month to the Cornell nutrition conference comparing buying eggs
from a local farm, a farmer’s market, and a grocery store. Because
of the huge productivity of the food transport system in the states,
we can cut our fuel use from 9 liters per dozen eggs if we buy indi-
vidually per farm to only .03 liters per dozen eggs from a grocery
store.

So in summary, productivity is extremely important to cut both
environmental impact and to improve economic sustainability.
Thank you, and I will be very happy to answer any questions.

[The prepared statement of Dr. Capper follows:]

PREPARED STATEMENT OF JUDITH “JUDE” L. CAPPER, B.S.c., PH.D., ASSISTANT
PROFESSOR OF DAIRY SCIENCE, DEPARTMENT OF ANIMAL SCIENCES, WASHINGTON
STATE UNIVERSITY, PULLMAN, WA

Summary

The purpose of U.S. animal agriculture is to produce high quality meat, milk and
eggs for human consumption. The environmental impact of livestock production
must therefore be assessed on a whole-system basis and expressed per unit of food
produced. Improving productivity (output per unit of resource input) is a key factor
in reducing the environmental impact of livestock production. Systems that allow
for increased milk yield per cow, improved growth rate per beef steer or greater
quantities of food product to be moved using a single vehicle allow for considerable
reductions in resource use, greenhouse gas emissions and economic cost per unit of
food produced. Management practices and systems that intuitively appear to be en-
vironmentally and economically beneficial should therefore be subjected to scientific
assessment in order to correctly assess their potential for mitigating the environ-
mental impact of livestock production.

Introduction

All food production systems have an impact upon the environment, regardless of
how and where the food is produced. The environmental impacts of agricultural
practices are increasingly well-known, not only to food producers but also to policy-
makers, retailers and consumers. Increased public awareness of these issues under-
lines the critical need to adopt livestock production systems that reduce the environ-
mental impact of agricultural production. This can be achieved through the use of
management practices and technologies that encourage environmental stewardship
at the farm-level, as well as improving transportation operations to reduce the even-
tual environmental and economic cost to the consumer. In the following testimony
I will discuss the potential for improved productivity to mitigate the environmental
impact of animal agriculture.

Low-Input Production Systems Are, By Definition, Low-Output Production
Systems

The dichotomous challenge of producing more food from a dwindling resource base
often leads to the suggestion that adopting low-input production systems is the key
to sustainable agriculture. However, this defies a fundamental principle of physics,
the First Law of Thermodynamics which states that ‘energy can neither be created
nor destroyed, it can only change form’. Carbon is the key unit of currency of energy
use of living organisms. Just as we balance our checkbook every month, energy (car-
bon) inputs and outputs must be balanced against each other. By definition, a low-
input production system is a low-output system. Within livestock production sys-
tems, low-output systems are characterized by reduced productivity over a fixed
time period. The following examples will discuss the effects of improved productivity
manifested as increases in milk yield per day (dairy production), growth rate (beef
production) and transportation carrying capacity (egg production).

Environmental Assessment Must Be Assessed Per Unit of Food Produced

The purpose of any livestock production system is to provide sufficient safe, nutri-
tious, affordable meat, milk or eggs to fulfill market demand. In contrast to more
uniform manufacturing industries, livestock production occurs within myriad dif-
ferent systems that range from extensive to intensive; small-scale to large-scale and
independently owned and managed to contracted production. Environmental impact
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has previously been assessed per acre, per animal or per facility. Although this may
provide an indication of the impact of animal production on a specific geographic
region, this fails to consider the true aim of the system—to produce food.

When assessing environmental impact, it is therefore essential to express impact
per functional unit of food, e.g., resource use and waste output per lb, kg or gallon
of product (Schau and Fet, 2008). Thus, greenhouse gas (GHG) emissions should not
be simply assessed as per animal or per facility but based on system productivity
using a lifecycle assessment (LCA) approach. Prescribed by the EPA, LCA incor-
porates all inputs and outputs within food production and allows valid comparisons
to be made between systems. For example, it is intuitively obvious that a 50 cow
dairy will have lower annual methane emissions compared to a 500 cow dairy. How-
ever, the 500 cow dairy will produce more milk both per facility (as a consequence
of the increased number of animals) but also, according to a recent USDA-NAHMS
report (USDA, 2007) an extra 1,152 kg milk per cow annually. Greater productivity
is associated with both physical and financial economies of scale, but also with a
reduction in environmental impact through the ‘dilution of maintenance’ effect
(Bauman et al., 1985).

The ‘Dilution of Maintenance’ Effect

All animals require a daily amount of maintenance nutrients to maintain weight,
bodily functions and health. This ‘fixed cost’ must be met before production (growth,
pregnancy or lactation) can occur and is fulfilled by primary (feed, water) and sec-
ondary (cropland, fertilizer, fossil fuels) resource inputs. It is also associated with
a proportion of the animal’s daily waste and GHG output. To use dairy cows as an
example, ‘dilution of maintenance’ occurs when output (milk yield per cow) is in-
creased, thus diluting the maintenance cost over more units of production and im-
proving efficiency. This effect is not simply confined to lactating cows: the national
herd also contains a considerable number of non-productive animals (non-lactating
cows, replacement heifers and bulls) that serve to maintain the dairy herd infra-
structure and require maintenance nutrients. Improving productivity thus improves
efficiency and reduces the total population size required to produce a set amount
of milk. Consequently it reduces both resource use and GHG emissions per unit of
milk produced.

Improving Productivity (Milk Yield) Reduces the Dairy Industry’s Environ-
mental Impact

The effect of improved productivity on the environmental impact of producing a
set quantity of milk is perhaps best illustrated by comparing U.S. dairy production
in 1944 compared to 2007 (Capper et al., 2009b). The agrarian vision of U.S. dairy
farming involves cows grazing on pasture with a gable-roofed red barn in the back-
ground—a traditional low-input system. By contrast, the image of modern dairy pro-
duction propounded by anti-animal agriculture activists is synonymous with “filthy
and disease-ridden conditions” and “industrialized warehouse-like facilities that sig-
nificantly increase GHG emissions per animal” (Koneswaran and Nierenberg, 2008).
It is indeed true that modern dairy cows produce more GHG emissions than their
historical counterparts. Figure 1 shows that daily GHG emissions per cow (ex-
pressed in COz-equivalents, the standard measure for expressing carbon emissions)
have increased considerably over the past 65 years. The average dairy cow now pro-
duces 27.8 kg of COz-equivalents per day compared to 13.5 kg CO,-equivalents per
day in 1944 (Capper et al., 2009b). However, expressing results on a ‘per cow’ basis
fails to consider system productivity. When analyzed using LCA on a whole-system
basis, GHG emissions per kg of milk produced have declined from 3.7 kg in 1944
to 1.4 kg in 2007, a 63% reduction. This has been achieved through considerable
improvements in productivity conferred by advances in animal nutrition, genetics,
welfare and management. Annual milk yield per cow more than quadrupled be-
tween 1944 (2,074 kg) and 2007 (9,193 kg), allowing 59% more milk (84.2 billion
kg vs. 53.0 billion kg) to be produced using 64% fewer lactating cows (9.2 million
versus 25.6 million).

The resource use and waste output per unit of milk for 1944 and 2007 production
systems are shown in Figure 2. The 4.4-fold increase in productivity (milk yield per
cow) drove a 79% decrease in total animals (lactating and dry cows, heifers, mature
and adolescent bulls) required to produce 1 billion kg of milk. Feed and water use
were reduced by 77% and 65% respectively. The total land required for milk produc-
tion in 2007 was reduced by 90% compared to 1944, due to both improved crop
yields and the shift from feeding pasture to nutritionally-balanced diets based on
silage, hay and concentrate feeds. Manure output from the modern system was 76%
lower than from the 1944 system, contributing to the aforementioned 63% decrease
in the carbon footprint per unit of milk. In consequence, the carbon footprint of the



70

entire dairy industry was reduced by 41% by the adoption of technologies and mod-
ern management practices that improved productivity between 1944 and 2007.
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Figure 1. Carbon Footprint per Cow and per Kilogram of Milk for 1944 and
2007 U.S. Dairy Production Systems (Capper et al., 2009).

The U.S. dairy industry has led the major global dairy regions in terms of produc-
tivity since 1960 (FAO, 2009). The average U.S. dairy cow produced 9,219 kg milk
per year in 2007. By contrast, the average annual yield for the top six milk-pro-
ducing counties in Europe was 6,362 kg milk per year, while annual production in
New Zealand and Canada averaged 3,801 kg milk/cow and 8,188 kg milk/cow re-
spectively (FAO, 2009). On a comparative basis, this meant that for every one dairy
animal in the USA in 2007, Canada required 1.1 animals, Europe required 1.4 ani-
mals and New Zealand required 2.4 animals to maintain a similar milk supply (Fig-
ure 3, Capper et al., 2009a). This clearly demonstrates the important of improving
productivity in reducing the number of dairy animals required to produce a set
amount of milk, therefore reducing total resources and GHG emissions associated
with milk production.

Within any milk production system, a relatively minor increase in productivity
will have a major environmental mitigation effect. Simply increasing the average
U.S. dairy cow’s daily milk yield from 29.5 kg to 34 kg would reduce the dairy popu-
lation required to fulfill the market demand for milk by 12% (Capper et al., 2008).
This would reduce the GHG emissions per billion kg of cheese by 1,173,000 metric
tonnes—equivalent to taking ~246,900 cars off the road or planting 184 million
trees. This improvement in productivity would also equate to a significant improve-
ment in economic sustainability for the producer. Fetrow (1999) discusses a similar
improvement in productivity conferred by the use of the technology recombinant bo-
vine somatotropin (rbST) and concludes that a 50% return on investment can be
gained. Furthermore, as noted by Alvarez et al. (2008), improvements in produc-
tivity are intrinsically linked to economic and labor efficiencies.
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Figure 2. 2007 U.S. Milk Production, Resource Use and Emissions Ex-
pressed as a Percentage of the 1944 Production System (Adapted from Cap-
per et al., 2009).

Improving Productivity (Growth Rate) Reduces the Environmental Impact of
Beef Production

Mirroring improvements in dairy productivity over time, the average beef-carcass
yield per animal has increased over the past 30 years from 266 kg in 1975 compared
to 351 kg in 2007 (USDA, 1976; USDA/NASS, 2008). It appears that slaughter
weight has reached a plateau beyond which the processor is unwilling to venture.
However, improving productivity by increasing growth rate confers considerable po-
tential as a mechanism to reduce the environmental impact of beef production. As
previously described, all animals have a basic requirement for daily maintenance
nutrients to maintain health and body tissues. As growth rate increases, fewer days
are required to grow the animal to slaughter weight, thus saving maintenance nu-
trients and associated resource inputs.
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Figure 3. Dairy Animals (Cows, Heifers and Bulls) Required to Produce
One Billion kg of Milk in 2007 (Capper et al., 2009a).

According to Capper et al. (2009a) finishing beef steers on pasture takes 438 days,
compared to 237 days to finish identical animals on corn-based diets. This is due
to the lower growth rate conferred by pasture-based diets. In combination with in-
creased daily GHG emissions and energy use by animals fed pasture-based diets,
the extra 201 days of maintenance nutrients results in a threefold increase in total
energy use and methane emissions to finish the pasture-fed steer. To supply the
extra maintenance nutrients required, 13x more land is required to finish a pasture-
fed beef steer than a corn-fed steer. These results are in agreement with modeling
simulations of beef production systems published by researchers at lowa State Uni-
versity (Lawrence and Ibarburu, 2007), and with the suggestion by Avery and Avery
(2007) that pharmaceutical technologies used to improve growth rate in beef ani-
mals have positive environmental and economic effects. Furthermore, Acevedo et al.
(2006) analyzed the economic implications of differing productivity in conventional
(grain-fed), grass-fed and organic beef production systems and concluded that the
conventional system, with its high growth rate, was the most economically-beneficial
to the producer.

Productivity Plays a Key Role in Reducing the Environmental Impact of
Food Transportation

Transportation represents a relatively minor component of the total environ-
mental impact of food animal production with the major component occurring during
the on-farm production phase (Berlin, 2002; Steinfeld et al., 2006). Nonetheless, the
productivity (in this situation defined as the quantity of food product moved over
a specific distance) of the transport system has a major effect upon the total envi-
ronmental impact attributed to transportation. In response to the current tendency
to use ‘food miles’ as an indicator of environmental impact, three scenarios were de-
veloped by Capper et al. (2009a) to model the transport of a dozen eggs from the
point of production to the consumers’ home. The three scenarios were as follows: (1)
the local chain grocery store supplied by a production facility with eggs traveling
a total distance of 805 mi; (2) a farmer’s market supplied by a source much closer
than the grocery store’s source; (total distance traveled 186 mi) or (3) directly from
a local poultry farm (total distance traveled 54 mi). Intuitively it would seem that
buying eggs directly from a local poultry farm would be the situation with the low-
est environmental impact. However, the grocery store eggs, which traveled the fur-
thest distance, were shown to have lowest fuel consumption per dozen eggs (0.56
liters), buying eggs from the local farm had the highest fuel use (9.12 liters per



73

dozen eggs) and the farmer’s market eggs were intermediate between the other two
scenarios. The high energy efficiency of the grocery store system can be attributed
to its reliance on tractor-trailers that have a capacity of 23,400 dozen eggs—a huge
increase in productivity compared to the other two scenarios. Again, it is clear that
productivity has a significant impact, not simply upon resource use and consequent
environmental impact; but, given the current financial situation, on the economic
sustainability of the food transport system.

Conclusion

The global population is predicted to increase to 9.5 billion people in the year
2050 (U.S. Census Bureau, 2008). Total food requirements will increase by 100%
(Tilman et al., 2002) as a function of both the 50% increase in population and the
additional global demand for animal protein as people in developing countries be-
come more affluent (Keyzer et al., 2005). The resources available for agricultural
production are likely to decrease concurrently with population growth due to com-
petition for land and water and depletion of fossil fuel reserves. To continue to
produce sufficient milk, meat and eggs for future domestic and export markets in
an environmentally and economically sustainable manner it is essential to examine
the entire food production system and to make judgments based on productivity, ex-
pressed per unit of food. There can be no doubt that improving productivity, wheth-
er as part of on-farm production or further down the transportation chain has a con-
siderable effect upon total environmental and economic impact.
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An Individual Cow’s Carbon Footprint is Not
Indicative of the Dairy Industry’s Footprint
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Improved Productivity is Key to Reducing

Environmental Impact

U.S. Milk Productivity has Quadrupled Since 1344 59% More Milk with 64% Fewer Cows
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Corn-Finished Beef Production Reduces

Resource Use and Waste Output per Kg Gain
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The CHAIRMAN. Thank you, Dr. Capper. Mr. Pottorff.

STATEMENT OF RICHARD C. POTTORFF, CHIEF ECONOMIST,
DOANE ADVISORY SERVICES, ROCHESTER, MN

Mr. POTTORFF. Good afternoon. Thank you for the invitation to
participate in today’s hearing. My name is Richard Pottorff and I
am Chief Economist for Doane Advisory Services. The focus of our
study was on the cost of production. We didn’t look at potential rev-
enue gain from the sale of carbon offsets or the impacts that may
result from land moving out of crop production that was not consid-
ered. Nor were costs for transporting goods to and from farms, pos-
sible increases in the cost of food or feed processing distribution,
or other off-farm costs evaluated.

Several studies, including those from government sources,
showed the adoption of a climate change bill being considered in
the spring of 2008 would result in higher energy prices. Energy
prices are a major factor in the cost of producing crops. Production
costs are impacted directly raising the cost of diesel fuel, gasoline,
propane, electricity, and all the other things that farmers use to
produce and harvest crops and store them. Production costs are
also impacted indirectly. Natural gas is a critical factor in the pro-
duction of nitrogen fertilizers which is a key crop nutrient. To meet
the objectives of this study, we first estimated the relationships be-
tween the energy prices and the various components of production,
per acre production costs.

The per acre production costs were based on USDA’s cost and re-
turn budgets at the national level for the eight major crops. The
data were extended using USDA’s forecast for 2008, 2009, and then
using the energy price forecast provided by EPA and the Energy
Information Administration. We projected those production costs
out through 2020. The alternative scenarios were then looked at to
evaluate what the changes in energy prices would have on the cost
of producing the major crops. The alternative scenarios were based
on the productions from the Environmental Protection Agency’s
analysis of the Lieberman-Warner Climate Security Act of 2008.

The alternative scenarios used in this study covered a wide range
of possible impacts on energy prices. One scenario included in the
EPA study assumed that substantial growth in nuclear power and
biofuels would mitigate the impact on energy prices. Under this
scenario, natural gas prices were up 35 percent in 2020 compared
to the baseline and crude oil prices were 27 percent higher. A sec-
ond scenario was developed based on assumptions that nuclear
power and biomass power production did not exceed the growth in
the baseline scenario by 2020. In this scenario, natural gas prices
were up 50 percent compared to those in the baseline and crude oil
prices were up by 37 percent.

The third alternative used for the evaluation assumed that the
nuclear power and the biomass production did not exceed the base-
line levels, and that carbon capture and sequestration technology
did not become commercially available until after 2020. Natural
gas prices and crude oil prices were up by 71 percent and 52 per-
cent, respectively, using this set of assumptions. The higher energy
cost boosted crop production costs on a per acre basis by a range
from $40 to $79 for corn, $11 to $20 an acre for soybeans, $25 to
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$48 an acre for cotton, $80 to $153 an acre for rice, and $16 to $32
for wheat. Added together, these increased production costs in 2020
ranged from a range of $6 billion on the low side to $12 billion on
the high side compared to the baseline.

A subsequent study evaluating the impact of higher energy
prices on the U.S. livestock sector was undertaken. Using these
same three scenarios, and assuming that the higher cost of pro-
ducing crops was passed along as higher feed cost for livestock pro-
ducers, livestock production cost for dairy, hogs, and cattle would
increase by a total of $2.5 billion to $5 billion by 2020 compared
to the baseline. Our studies were completed using energy price
forecasts based on the Lieberman-Warner bill that was considered
in the spring of 2008.

Government agencies have produced new reports with very dif-
ferent results based on the Waxman-Markey bill that passed the
House of Representatives. The new EPA study showed dramatically
different impacts on energy prices. The most recent study show
natural gas prices up only modestly by 2020, even as caps are put
on greenhouse gas emission. The determination of the level of the
increase in energy prices as a result of climate change legislation
is critical in determining the impact on farmers’ crop production
cost. Last year’s EPA study showed big increases in energy prices
and this year’s study show very modest increases.

Other studies show significantly larger energy price impacts. As-
sumptions about these energy shifts, such as shifting from coal to
natural gas for electricity generation, assumptions about the ex-
pansion in nuclear energy, or the assumptions about the gains in
energy use technologies will all have huge implications on the esti-
mates of cost of producing the crops for America’s crop producers.
Thank you.

[The prepared statement of Mr. Pottorff follows:]

PREPARED STATEMENT OF RICHARD C. POTTORFF, CHIEF ECONOMIST, DOANE
ADVISORY SERVICES, ROCHESTER, MN

Good morning. Thank you for the invitation to participate in today’s hearing. My
name is Richard Pottorff and I am Chief Economist for Doane Advisory Services.
Doane is an information company that provides economic information, analysis and
forecasts to the agriculture industry. The company is headquartered in St. Louis,
Missouri, and is a part of Vance Publishing Company.

About 18 months ago, we were commissioned to conduct a study designed to
measure the impact that proposed climate change legislation would have on produc-
tion costs for U.S. crop producers. The study, titled “An Analysis of the Relationship
Between Energy Prices and Crop Production Costs”, was completed in May of 2008.
The focus of the study was on costs of production. Potential revenue gains from the
sale of carbon offsets or the impacts that may result from land moving out of crop
production were not considered. Nor were costs for transporting goods to and from
farms, possible increases in costs of food or feed processing, distribution, or other
off-farm costs evaluated.

Several studies, including those from government sources, showed that adoption
of the climate change bill being considered in the spring of 2008 would result in
higher energy prices. Energy prices are a major factor in the cost of producing crops.
Production costs are impacted directly, raising expenditures for diesel fuel, gasoline,
electricity, propane, and natural gas used by farmers to produce and harvest crops.
Production costs are also boosted indirectly. Natural gas is a critical factor in the
production of nitrogen fertilizers—a key crop nutrient.

To meet the objectives of the study, we first estimated the relationship between
energy prices and the various components of per acre crop production costs. Produc-
tion costs vary significantly from region to region, and even from farm to farm. The
per acre production costs were based on USDA Costs and Return budgets at the na-
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tional level. The data were extended for 2008 and 2009 using USDA forecasts, and
the production costs were projected through 2020 based on the estimated relation-
ships between production costs and energy prices. Energy price forecasts used came
from USDA and the Energy Information Administration. Once this “baseline” was
established, we evaluated the energy price impacts under various scenarios using
the statistical relationships. Alternative scenarios were based on projections from
the Environmental Protection Agency’s analysis of the Lieberman-Warner Climate
Security Act of 2008.

The alternative scenarios used in this study covered a wide range of possible im-
pacts on energy prices. One scenario included in the EPA study assumed substantial
growth in nuclear power and widespread international action. Under this scenario,
natural gas prices were up 35 percent in 2020 compared to the baseline and crude
oil prices were 27 percent higher. A second scenario was developed based on as-
sumptions that nuclear power and biomass power production did not exceed growth
outlined in the baseline scenario by 2020. In this scenario, natural gas prices were
up 50 percent compared to those in the baseline and crude oil prices were 37 percent
higher. The third alternative used for evaluation assumed nuclear power and bio-
mass production do not exceed baseline levels and carbon capture and sequestration
technology does not become commercially available until after 2020. Natural gas
prices and crude oil prices go up by 71 percent and 52 percent, respectively, under
this set of assumptions.
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A subsequent study evaluating the impact of higher energy prices on the U.S.
livestock sector was undertaken. Using the same three scenarios, and assuming that
the higher costs for producing crops were passed along as higher feed costs for live-
stock producers, livestock production costs for dairy, hogs, and cattle would increase
by a total $2.5 billion and $3.5 billion in 2020 compared to the baseline.

Our studies were completed using energy price forecasts based on the Lieberman-
Warner bill that was under consideration in the spring of 2008. Government agen-
cies have produced new reports with very different results based on the Waxman-
Markey bill that passed the House of Representatives. The new EPA studies show
dramatically different impacts on energy prices. The more recent studies show nat-
ural gas prices up only modestly by 2020, even as caps are put on greenhouse gas
emissions.

This determination of the level of increase in energy prices as a result of climate
change legislation is critical in determining the impact on farmer’s crop production
costs. Last year’s EPA studies showed big increases in energy prices in stark con-
trast to this year’s results. Other studies show significantly larger energy price im-
pacts. As an example, the midpoint of the high and low scenarios by the National
Association of Manufactures is near a 40 percent increase in natural gas prices in
2020. Assumptions about energy shifts, such as shifting from coal to natural gas,
assumptions about the expansion of nuclear energy, and assumptions about gains
in energy use efficiencies will have huge implications for the estimates of changes
in production costs for America’s crop producers.

The CHAIRMAN. Thank you, sir. Dr. Westhoff, we are all aware
of what the FAPSIM model shows, and the fact that EPA utilized
it in their analysis or determining the impacts of H.R. 2454, but
do you believe that such land shifts are likely to happen, and what
would carbon prices need to be for a land to move out of crop pro-
duction into trees?

Dr. WESTHOFF. Well, I very deliberately highlighted that as a
major source of uncertainty that we are trying to conduct ourselves
right now. I will say that my own personal impression is that the
kind of shifts talked about in the EPA analysis do seem to be on
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the high side today. But, I also can’t pretend we fully had a chance
to look at all the possible stories that might unfold as people re-
spond to, the possibility for any large amounts of money from car-
bon offsets. We have started to look at some other scenarios that
look at more modest changes and shifts in acreage that might
occur, and we find that the sort of qualitative results I talked about
this morning hold even if the shifts in acreage are not anywhere
nearly as large as in the analysis done for EPA.

The CHAIRMAN. Thank you. Dr. Capper, your testimony was very
interesting, Mr. Goodlatte and I, think it is very helpful to a hear-
ing we are going to be having next week, so thank you so much
for that. But what is your sense of the economics of methane di-
gesters in dairy and beef operations and what will it take for more
digesters to be installed?

Dr. CAPPER. I think that is a great question. I think the main
issue we have with the methane digesters are that they are not a
size neutral technology so they may be ideal, for example, on a
farm with 1,000 cows or 2,000 cows, but on a farm with 50 cows
at the moment, the economics aren’t there to make them economi-
cally viable.

The CHAIRMAN. So the economics where the Ranking Member
and I come from, the Midatlantic and the Northeast, probably
would not be economically viable.

Dr. CAPPER. Absolutely. Yes, absolutely.

The CHAIRMAN. Mr. Pottorff, is your organization currently work-
ing to update the 2008 study?

Mr. POTTORFF. We are not at the moment. We haven’t been com-
missioned to do that.

The CHAIRMAN. Thank you. The chair recognizes the Ranking
Member, the gentleman from Virginia, Mr. Goodlatte.

Mr. GOODLATTE. Thank you, Mr. Chairman. Dr. Capper, I want
to join the Chairman in commending you for the interesting infor-
mation you have provided us. What policies can Congress pursue
that will achieve the goal of reduction in greenhouse gases without
disrupting farm input costs and farm income?

Dr. CAPPER. As I said in my testimony productivity appears to
be absolutely key. If we can improve milk yield per cow, for exam-
ple, we count the number of animals

Mr. GOODLATTE. What can Congress do about that?

Dr. CAPPER. So, therefore, we need to keep in place the tools and
the management practices that allow us to do that whether
that

Mr. GOODLATTE. Those are mostly developed in the private sec-
tor, are they not?

Dr. CAPPER. Absolutely. Yes, they are.

Mr. GOODLATTE. And could there be significant GHG reductions
just from additional research and development?

Dr. CAPPER. Absolutely there could. That is important, but again
we have to consider productivity as the main factor.

Mr. GOODLATTE. But the research that we do provide some as-
sistance for could help to increase productivity?

Dr. CAPPER. Of course. Yes. Absolutely. Absolutely.
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Mr. GOODLATTE. So that type of approach as opposed to the sale
of credits and so on might bear more effect on productivity than a
cap-and-trade arrangement.

Dr. CAPPER. Yes. Absolutely.

Mr. GOODLATTE. What do you believe the environmental impact
would be of shifting more agriculture production overseas? If a
farmer can’t comply with cap-and-trade requirements and the cost
of doing business rises. If it is found to be cheaper to distributors
and food processors, and so on, to import more food, would that not
have the effect of actually increasing greenhouse gas emissions;
since American producers are generally more efficient, as you dem-
onstrated in your chart, than the impact of shifting the production
to other places and the transportation costs of transporting those
agricultural products further and further away from the end con-
sumers?

Dr. CAPPER. Yes. Absolutely. Transportation is a fairly minor
component compared to what comes from the cow, but there is ab-
solutely not doubt that as a U.S. dairy industry we are highly effi-
cient and we have a really low environmental impact compared to
other countries, again, as in the testimony.

Mr. GOODLATTE. Thank you. Dr. Outlaw, you mentioned in your
testimony that not all of the representative farms that you dis-
cussed could participate in offset projects. Did any of these rep-
resentative farms have higher cash reserves at the end of the pe-
riod?

Dr. OutLAw. Yes. There were a number of them that would see
benefits from higher prices. That is the question that Pat was
asked earlier. If there are land shifts to afforestation, for example,
then some of the cropland will go out and prices will rise, and that
is driving more the results in than the carbon part of our analysis.
The actual selling carbon offsets performed—only averaged a little
over $10,000 per farm per year. So most of the ones that were bet-
ter off were because of price impacts.

Mr. GOODLATTE. And that, of course, is borne by the consumer,
is that not correct?

Dr. OuTLAW. Absolutely.

Mr. GOODLATTE. So, as with so many other aspects of cap-and-
trade, whether it is a utility company or some other entity, some
of the ability to sustain this is by their ability to transfer those
costs to others and ultimately that burden can fall on the con-
sumer.

Dr. OutLAw. Correct. And the ranches that we analyzed, we
didn’t assume they were eligible, which at some locations they
would very well be, but we didn’t assume for this analysis but they
are made much worse off because of the higher feed costs.

Mr. GOODLATTE. Did any of the representative farms that did
have offset projects end up with lower cash reserves?

Dr. OuTLAW. Yes. Yes, they did.

Mr. GOODLATTE. Can you explain that?

Dr. OuTtLAw. Well, in a lot of cases, for example, in the dairies
our assumption was 500 cows or more to put in a methane di-
gester, but not in all cases is that a financially sound move. They
were actually well worse off by trying to sell program credits by
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doing this and selling electricity than they would have been other-
wise.

Mr. GOODLATTE. And finally to Dr. Westhoff, your testimony
gives several scenarios that there is a shift of crop acres to trees.
If there is a large shift as expected by the EPA, how will this
change the structure of agriculture? Could this drive farmers and
ranchers out of business?

Dr. WESTHOFF. Well, you definitely have impacts that will be
worldwide in their nature. I mean we would be talking about shift-
ing a lot of agricultural production out of the U.S., which would
have impacts on everything from the farmer to the processor to the
consumer. We do think it would have impacts on things like rental
rates that farmers have to pay for land and the cost of land itself.
If you are a landowner, this might be a very good thing. For some-
O}Ille who has to rent land for a living, it might not be such a good
thing.

Mr. GOODLATTE. And from a homeland security perspective since
that has been raised at this hearing earlier it would make us more
dependent on foreign sources of food, would it not?

Dr. WESTHOFF. It would mean that we would have less exports
and that is certainly true.

Mr. GOODLATTE. Thank you, Mr. Chairman.

The CHAIRMAN. The chair thanks the gentleman and recognizes
the gentlewoman from South Dakota.

Ms. HERSETH SANDLIN. Thank you, Mr. Chairman. I thank you
and the Ranking Member for this hearing and the witnesses for
their testimony. Dr. Antle, I would like to pose my questions to you
and then the other witnesses can certainly add their perspectives.
As it relates to your testimony with regard to the way that a robust
public investment in agriculture in the 20th century led to such
great advancements in agriculture and technology. I know some of
the questioning here today, particularly of Dr. Glauber, focused on
the state of the climate science, what the best approach to address-
ing greenhouse gas emissions would be in terms of a policy matter
of cap-and-trade versus some other system. But, separate from that
if we just accept that there have been climate changes regardless
of what has caused it, and its impacts on agriculture, in your opin-
ion what is the best role for the public sector in facilitating agricul-
tural development in the transition to a new energy economy?
Where can Federal resources best be targeted to provide the great-
est benefit to help agriculture adapt to changes in climate?

Dr. ANTLE. Well, thank you for that question. Good question. I
think perhaps like my colleague has suggested increasing invest-
ments in productivity are important, but I would point out that an
important caveat there is that just raising productivity doesn’t re-
duce emissions. It reduces emissions per unit of output but of
course not overall emissions, and hence the idea of cap-and-trade
type policy. But to better facilitate adaptation, we need to do a bet-
ter job of understanding the range of possible impacts, hence in my
testimony some of the comments about, for example, looking in
more detail at the potential impacts of extreme climate events, for
example, and how that would impact agriculture, and then also,
really, how agriculture is going to be organized spatially. If we do
see continuing changes in climate like we have been seeing agri-
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culture is, in a sense, going to move around, and there are poten-
tially important questions about how that will happen.

For example, the livestock industry. Relocating livestock, con-
fined animal production, could be a real challenge given the regu-
latory environment we have and other issues. So, we need to look
more broadly. The studies that have been done so far have really
focused on grain production and sort of major commodity produc-
tion, and that is largely because that is where we have models to
simulate effects of climate. But a lot of other areas of agriculture
are, of course, just as important.

And another thing that the studies have tended to over empha-
size are costs of adaptation. When you look at these studies what
you see is that in fact there has been a lot of emphasis on what
are the benefits of adaptation with very little attention to what are
the potential costs of adaptation, and that, of course, tends to bias
the results. So, we need to think more carefully about where we
think agriculture is headed in the future, impacts on the various
parts of agriculture, not just grain crop production, and how re-
search could help mitigate the impacts and facilitate the adapta-
tions.

Ms. HERSETH SANDLIN. I appreciate that response. Any thoughts
as it relates to domestic biofuels production? I understand the focus
on grain because the models are there, but it is also because grain
production, at least for grain-based ethanol production. What
about, for example, some of the research that maybe you are doing,
that folks at South Dakota State University are doing as it relates
to cover crops in addition to other farming practices, or the invest-
ments that we have made in the past as it relates to providing the
foundation for seed technology that, again, goes not just to produc-
tivity but perhaps meeting our domestic biofuels needs as well.

Dr. ANTLE. Definitely, there are a lot of opportunities there also
with confined animal, waste management. USDA has some real
breakthroughs there, so, yes, I think there are a lot of opportuni-
ties.

Ms. HERSETH SANDLIN. Well, I appreciate your focus on what is
going to happen spatially. I found your written testimony very in-
teresting as it relates to what may happen to the Corn Belt versus
Northern Great Plains and, again, how that affects both grain pro-
duction as well as livestock production. Any other witnesses—my
time is up, and I know we have votes, so if any of you want to re-
spond to those questions if you could do so in a written submission,
I would appreciate it. Thank you, Mr. Chairman.

The CHAIRMAN. The chair thanks the gentlewoman. The gen-
tleman from Pennsylvania.

Mr. THOMPSON. Thank you, Mr. Chairman, and I thank the
panel for your testimony. Dr. Westhoff, you talked about, in your
testimony and your remarks, about crop production patterns, and
it was referenced early we certainly have concerns about food secu-
rity in the future. I think that is a huge risk for us to be depending
on other countries for our food supply. In your remarks with the
potential for shifting certain crops and agricultural commodities,
are there certain crops or commodities you see that are more at
risk based on what information we have now to shifting to offshore
or overseas?
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Dr. WESTHOFF. There is lots of uncertainty here as has kind of
been my theme, I guess, all morning here is there is lots of uncer-
tainty about the effects we are likely to see. I do think, as Dr.
Glauber talked about this morning, crops like rice, for example, is
one where it is hard to see many positives that might come from
the legislation’s impacts. That may be one where reduced exports
would be even more likely in future commodities. I do want to
stress that even though we are talking about lower levels of U.S.
production going overseas is a possibility here, I don’t think we are
likely to talk about a scenario where the U.S. becomes an importer
of those products. Reduced exports is the most likely outcome.

Mr. THOMPSON. Okay. Thank you. Dr. Antle, you noted in your
remarks that the market changes in responding to climate change.
I was wondering are there any, based on your experience, any ex-
amples of potential market changes that could occur that you can
give as an example?

Dr. ANTLE. In response to climate?

Mr. THOMPSON. Yes, please.

Dr. ANTLE. Sure. And some of them have been described here al-
ready, but the modeling studies, for example, suggest that green
production might—corn, soybean production might move west and
north, so that would have production impacts, and would impact
market distribution systems, for example. You could also—and
then further south you go typically the more adverse impacts are—
what the current studies tend to show is that in the U.S. some
areas benefits and some areas are harmed, and on net the impacts
are fairly small. So that kind of shifting of comparative advantage
would certainly have market impacts, you can imagine.

Mr. THOMPSON. Thanks. And then my final question, Dr. Capper,
the information provided was very interesting in terms of dairy in
terms of the increase in productivity since 1944. If I read that cor-
rectly, 443 percent increase in productivity, more efficiency. Just
very simply my question is given those huge leaps, what—two
questions, I guess, two-part question. What were the motivating
forces to have that happen and then what is the potential for giv-
ing that growth, significant growth, so far, what is the future for—
potential for future productivity increases?

Dr. CAPPER. Okay. So the advances that we have made to date
have been huge, and they were basically economically based. It be-
came more economically sound to have cows that gave more milk
via nutrition/genetics management, and so on. The average animal
now gives about 22,000 pounds of milk per year. The record cow
has given about 40,000 pounds of milk per year and there are
herds with an average of over 30,000 pounds of milk per year, so
we still have a huge way to go in improving productivity that way
and improving economics of the environment as well.

Mr. THOMPSON. Okay. Thank you. Thank you, Mr. Chairman.

The CHAIRMAN. I thank the gentleman. The gentleman from Min-
nesota.

Mr. WALZ. Thank you, Mr. Chairman, and thank you all for tak-
ing the time to testify. I really appreciate the different takes on
this. Just a couple questions. I was referencing before the study
that came out of New York University more integrated than this.
I think maybe we make a mistake. Obviously, we are concerned.
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This is the Agriculture Committee. It is our Committee of jurisdic-
tion, but to look at one sector and silo it away from the overall im-
pacts and how they are all going to tie together, is a mistake, and
I know all of you are looking in that direction too.

I just wanted to focus on a couple of things. Again, Dr. Antle, you
probably hit it more where I was coming from on this. The cost of
doing nothing and the cost of allowing climate change as it exists
to go forward, that has to be factored in. That has to be laid on
the table as we look forward. I think one of the things I am coming
to, and there is a University of Tennessee study, and maybe you
guys can help me as peer review type of things, of starting to show
the positive impacts of this and into the numbers of $364 billion
above letting the EPA do this, potentials that are there.

So, the question is, can we do this type of legislation right if it
is coupled with an energy policy that includes nuclear power which
I agree has to be a part of this? Can we make this broader where
we start to get energy security on this, we start to transfer, and
we don’t harm the agricultural markets? Do you feel from your ex-
pert opinion that the potential there lies to do this if we do this
right, or is the cap-and-trade exactly the wrong way to go? And, Dr.
Capper, I find it interesting you said most of the productivity im-
provements were done in the private sector and you all said at
state universities. I say that because Dr. Borglum is from the Uni-
versity of Minnesota and Texas A&M from the Green Revolution
and other things that come out of it. And I also say that because
when I request money for Aphid control research at the University
of Minnesota that is of course an earmark that isn’t for bid.

Now are we counterproductive in everything we are doing? To
you I want to ask, what we want is this. We want stability in our
agricultural markets. We want stability in our energy markets. We
want the ability to control human emissions of greenhouse gases if
we believe that that is important. In your expert opinion, can that
be done? Each of you, can it be done? The question basically is
should we throw the cap-and-trade side of things out and is there
a different way to do it, or in your opinion is it important to look
at this? And I say that because what is hanging over this is all of
us know one of two things. It is either the climate change itself is
going to make these things known to us and we are going to find
out, or EPA is going to do it one way or another or maybe both.
So my question is, is this the right approach in your opinion, cap-
and-trade?

Dr. OutLAw. To be honest with you, Congressman, I really
hadn’t thought about it in that regard. Most of our work is on a
request basis where we are requested to do certain things. Could
it be done? Absolutely, it could be done. The question that I have
as an economist is what is the economic cost on the players that
are affected and are there ways to mitigate those costs or not, and,
if not, maybe another approach. So my answer is not really an an-
swer. It is more of a question.

Mr. WALZ. No, and I appreciate that because it is complex and
I appreciate all of you thinking at it from those different angles.

Dr. WESTHOFF. FAPRI does not endorse or oppose legislation, but
I will say that I think it is appropriate to ask the question: what
are the consequences of doing nothing. In my own written testi-
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mony I do mention the fact that it is important to distinguish the
impacts of U.S. legislation by itself and what that might do incre-
mentally to climate change versus the impacts of other countries
likewise agreeing to something.

Dr. ANTLE. Congressman, it is important for us to do something
if we think this is a serious problem, and we all know there are
a number of different ways to create incentives for not only agri-
culture but the rest of our economy to respond to do something dif-
ferent. We have to change. If we are going to solve this problem
of climate change and energy consumption, we have to do things
differently. So, yes, there may be some impacts on agriculture and
there may be some impacts on you and me, but that is the price
we have to pay for changing if we think it is important to change.

Dr. CAPPER. Again, I agree. I think it is something we should
change and that we can change, and the only thing we have to take
into account is we have a growing population. We have to use more
food and we have less resources and what is the best way that we
can possibly do that economically and environmentally.

Mr. POTTORFF. Yes, sir. I think that there have been some public
studies out that show the potential yield implications of doing noth-
ing are extreme, 40, 50 percent declines in yield production. Mean-
while, we are talking about needing to increase food production by
50 percent by 2050 or even more. And so I think that we need to
take some action. What action we take is hard to say. I just want
to suggest that we want to be careful when we do this so that we
don’t hamstring American farmers and that we don’t hamstring our
fertilizer industry. Over the last decade, we have seen 25 ammo-
nium-producing fertilizer plants close, and we have out-sourced ba-
sically our nitrogen fertilizer applications, and that is why I was
so concentrated on natural gas because it does have such a big im-
pact on the fertilizer industry.

Mr. WALz. Thank you all.

The CHAIRMAN. The chair thanks the gentleman, and the chair
thanks our witnesses for their testimony today. Unfortunately, we
are going to have to run. There are five votes on the House floor.
Under the rules of the Committee, the record of today’s hearing
will remain open for 10 calendar days to receive additional mate-
rial and supplementary written responses from the witnesses to
any question posed by a Member. The hearing of the Subcommittee
on Conservation, Credit, Energy, and Research is adjourned.

[Whereupon, at 12:34 p.m., the Subcommittee was adjourned.]

[Material submitted for inclusion in the record follows:]
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SUBMITTED STATEMENT BY FORD B. WEST, PRESIDENT, THE FERTILIZER INSTITUTE
December 4, 2009

Hon. TiM HOLDEN,

Chairman,

Subcommittee on Conservation, Credit, Energy, and Research,
Committee on Agriculture,

Washington, D.C.

Dear Chairman Holden,

The Fertilizer Institute (TFI) respectfully submits this letter for the record in re-
sponse to statements that were made during the Dec. 2 Subcommittee hearing that
was held to examine the potential economic impacts of climate change policy on the
agricultural sector.

During the hearing, U.S. Department of Agriculture Chief Economist Joseph
Glauber comprehensively reviewed the potential economic impacts of climate change
on the farm sector. On page six and seven of his written testimony, Dr. Glauber
states:

“While most of the direct energy price increases would be felt immediately by
the agricultural sector, fertilizer costs would likely be unaffected until 2025 due
to a provision in H.R. 2454 that would distribute specific quantities of emissions
allowances to ‘energy-intensive, trade exposed entities’ (EITE). Additionally,
EPA analysis indicates that the allocation formula would provide enough allow-
ances to cover the increased energy costs of all presumptively eligible EITE in-
dustries. Based on these considerations, the USDA analysis assumes H.R. 2454
imposes no uncompensated costs on nitrogen fertilizer manufacturers related to
the increases in the price of natural gas through 2024.”

TFI would like to make you aware of several factors that dispute Dr. Glauber’s
statements regarding the potential impacts of climate change policy on fertilizer
costs. First, nitrogenous fertilizer manufacturing is listed as a covered sector in the
Environmental Protection Agency’s (EPA) analysis of presumptively eligible sectors,
which may receive allowance rebates under Subtitle B of Title IV in the House-
passed climate bill H.R. 2454. However, phosphatic fertilizer manufacturing, potash
mining and phosphate rock mining, all of which are industrial sectors that encom-
pass two of the primary fertilizer nutrients (phosphorous and potassium) are not
listed as eligible sectors. Given this circumstance, it is not wise to assume that fer-
tilizer costs, which can be responsible for 19—44 percent of total operating expenses
depending on the crop, would likely be unaffected by the legislation until 2025.

Second, it is currently impossible for anyone, including EPA and Dr. Glauber to
predict exactly how many free emission allowances nitrogen fertilizer manufacturers
will receive under Subtitle B of Title IV in H.R. 2454. All of the trade vulnerable
industries will be seeking free emission allowances from a limited and defined pool
and that pool will shrink each year. Emissions that aren’t covered by free allow-
ances would need to be covered by purchased allowances.

Furthermore, Sec. 763., Title IV (page 1088) of H.R. 2454 states that the purpose
of the emission allowance rebate program is “to provide a rebate to the owners and
operators of entities in domestic eligible industrial sectors for their greenhouse gas
emission costs incurred under this title, but not for costs associated with other
related or unrelated market dynamics.” Thus nitrogen fertilizer manufacturers
would receive some allowances for their greenhouse gas emission cost (direct emis-
sion + indirect electricity emission) only, and therefore are not compensated for costs
related to the increases in the price of natural gas, which accounts for 70-90 percent
of nitrogen fertilizer production costs. Increases in the price of natural gas resulting
from climate change legislation would have a significant impact on the nitrogen
price paid by U.S. farmers as indicated on the attached graph, which demonstrates
the high correlation between the price of natural gas paid by U.S. nitrogen manufac-
turers and the price of nitrogen fertilizer (anhydrous ammonia) paid by U.S. farm-
ers. For example, as natural gas prices increased from $3.68 to $8.07 per thousand
cubic feet from 2000 to 2008, the nitrogen price paid by U.S. farmers rose from $227
to $755 per material ton.

I hope you will take the points that have been raised within this letter into con-
sideration as you continue to address the economic impact of climate change policy
on the agricultural sector. Specifically, we hope you will note that there is no estab-
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lished economic data available to support the statement that fertilizer costs would
likely be unaffected until 2025 under a cap-and-trade policy.
Sincerely,

L

ForD B. WEST,
President.

CC:
Secretary of Agriculture, Hon. TOM VILSACK;
USDA Chief Economist, JOSEPH GLAUBER, PH.D.;
Subcommittee Ranking Member, Rep. BOB GOODLATTE.
ATTACHMENT
The Cost of Natural Gas Drives Nitrogen Prices Paid by U.S. Farmers
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SUBMITTED STATEMENT BY NATIONAL OILSEED PROCESSORS ASSOCIATION

The National Oilseed Processors Association (NOPA) offers its thanks and appre-
ciation to Chairman Holden and Ranking Member Goodlatte for holding this hear-
ing to review the potential economic impacts of climate change on the farm sector.
NOPA also thanks you for the opportunity to submit for the record NOPA’s views
regarding the potential impact of global climate change legislation on the oilseed
processing industry.

NOPA is a national trade association comprised of 15 member companies engaged
in the production of food, feed, and renewable fuels from oilseeds, including soy-
beans. NOPA’s member companies process more than 1.7 billion bushels of oilseeds
annually at 65 plants located throughout the country, including 60 plants that proc-
ess soybeans.

As your Committee begins consideration of global climate change legislation, we
respectfully provide you with our perspectives on how such legislation may impact
oilseed processors. Attached to our Written Statement is a document entitled
“NOPA Estimates of Costs to NOPA Member Companies Associated with Global Cli-
mate Change (GCC) Legislation: Costs Due to CO, Allowances and Increased En-
ergy Prices ($1,000s)” (see Attachment A). Also attached to our Written Statement
(see Attachment B) is a letter to Chairman Holden and Ranking Member Goodlatte,
informing them of the views of a coalition, of which NOPA is a member, including
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food, feed, ingredient, beverage, and consumer product processors, manufacturers,
distributors, and retailers, on prospective climate change legislation.

Today, USDA will discuss the impacts of climate change legislation. NOPA be-
lieves the climate change legislation passed by the House will cause a significant
restructuring of the U.S. economy and in particular agriculture from farm to fork.
Conducting analysis on a dynamic and ever changing industry such as agriculture
is no easy task. The climate change legislation being discussed today sets in law
specific goals and targets that must be met through 2050. Assumptions play a key
role in determining analysis and impact—because agriculture is so dynamic and
ever changing, those assumptions will be subject to dissection and question.

With so many uncertainties and difficulty forecasting so far into the future, NOPA
is concerned about the cost of allowances, increased energy cost, commodity cost,
transportation cost, loss of productive cropland to trees and grass, acreage shifts,
impact on livestock and poultry sectors, and compliance with our WTO obligations,
to name a few.

While USDA and some of the other witnesses at today’s hearing are discussing
the impact of climate change legislation on farmers, NOPA believes analysis by
USDA and the other witnesses should include the economic impact from farm to
fork. Examples should include other ag-related industries such as processors (e.g.,
oilseed, meat processors), food manufacturers, ag equipment manufacturers, export-
ers, and transportation.

The assumptions used to estimate the cost of carbon allowances varies; Charles
River Associates (CRA) International, in a May 2009 study, estimated carbon allow-
ances at $22 CO, per ton in 2015, $46 CO> per ton in 2030, and $124 CO, per ton
in 2050. USDA, on the other hand, has estimated $12.64 CO, per ton in 2015,
$26.54 CO> per ton in 2030, and $70.40 CO> per ton in 2050. The cost variance and
implications are staggering: (1) carbon offsets are a potential income source for pro-
ducers and forest landowners; this offset program could have a devastating impact
on land use, taking productive crop land out of production and planting it to trees,
thereby causing higher commodity prices and higher food prices for domestic and
foreign consumers; (2) the cost of purchasing allowances by NOPA member compa-
nies on Day One is substantial—in the millions of dollars on an annual basis; and
(3) acreage shifts will impact NOPA member facilities’ ability to obtain soybeans for
processing and could lead to higher transportation costs, impacting competitiveness
for lf{pstream customers and their ability to compete in domestic and international
markets.

Depending on one’s assumptions, some of USDA’s preliminary analysis shows that
in 2050: CO, allowance cost per ton—$70.40; a loss of almost 60 million acres, of
which 35 million acres comes from productive cropland and 24 million acres from
pastureland; soybean acreage—29% below current baseline; and hog production
slaughter—23% below current baseline. These assumptions could have a devastating
impact on NOPA members’ processing facilities, soybean farmers, livestock and
poultry customers, other ag related businesses and, more importantly, the rural
communities in which NOPA plants are located.

Our views and concerns are discussed below:

e Direct Costs to Oilseed Processing Industry (Attachment A). The Amer-
ican Clean Energy and Security Act of 2009 (H.R. 2454), Subtitle B of Title IV,
defines “energy-intensive, trade exposed entities” (EITE) to include industrial
sectors that have an energy or greenhouse gas intensity of at least five percent
or a trade intensity of at least 15%. Entities meeting the EITE qualify for free
allowances. NOPA members do not meet EITE. Without these allowances, firms
in industrial sectors such as oilseed processing would incur energy-related costs
that foreign competitors would not face, putting them at a significant market
disadvantage.

In the near term (2015-2019), NOPA members would spend an estimated $790
million on purchasing greenhouse gas (GHG) allowances and additional energy
costs to operate their facilities—that’s about $2.6 million per plant over that
time period in additional annual operating costs. In the moderate term (2020—
2024), NOPA members would incur an estimated $1.1 billion on allowances and
additional energy costs—that’s about $3.7 million per plant in additional annual
operating costs. This means in the near-to-moderate term (2015-2024), NOPA
members would incur nearly $1.9 billion in additional costs.

e Loss of Productive Cropland. NOPA members are extremely concerned
about the unintended and problematic consequences of agricultural producers
taking arable cropland out of production and converting it to grassland or trees
to earn carbon offsets. USDA estimates that by 2050, land converted to
afforestation would increase to nearly 60 million acres—35 million from crop-
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land and 24 million from pastureland. Any program that inadvertently
incentivizes agricultural producers to take productive and environmentally sus-
tainable cropland out of production to earn carbon offsets would devastate U.S.
agricultural competitiveness and could severely strain the ability of the food,
feed, and renewable fuels industry to meet worldwide demand.

Further analysis is needed to determine the impacts on agricultural production
(including the livestock and poultry sectors), commodity prices, farm income,
consumer food costs, and rural communities.

Impact—Unintended Consequences. Our members, as well as one of their
principal customers (i.e., animal producers), have limited ability to pass costs
on to users/consumers of their products; thus, we (and they) are very concerned
with any cost impacts on our industry, including costs for allowances and en-
ergy price increases associated with the legislation. To the degree that our
members can pass costs on to their customers, the result would be higher food
prices domestically and higher prices on the products our members (and, in
turn, our customers) export to other countries. Higher prices would make our
industry less competitive both domestically and internationally, resulting in re-
duced revenue for farmers, processors and livestock/poultry producers, loss of
jobs within the food and related industries (e.g., logistics) chain, and increased
food/feed prices for U.S. consumers.

In circumstances in which our members cannot pass on these increased costs,
they would experience higher operating costs at their facilities, rendering them
less competitive both domestically and internationally. The result would be re-
duced revenue for both farmers and processors and the loss of jobs within the
food and related industries chain.

Higher operating costs and a less competitive business environment would re-
sult in a transfer of oilseed processing and related jobs, including animal pro-
duction, to other countries and a transfer, not a reduction, in global GHG emis-
sions. In fact, the climate change problem would be exacerbated to the degree
that those operations are transferred to countries that use energy sources that
are more carbon-intensive.

Underestimated Impact of Climate Change. The impacts of climate change
legislation on the food processing industry and transportation infrastructure, in-
cluding the impacts of GHG mitigation policies, have not been studied ade-
quately. A full review of the benefits and costs of carbon tax and cap-and-trade
programs should be undertaken. In a high-volume, low-margin business like the
one in which our members operate, domestic production can quickly move to for-
eign competitors, at the expense of U.S. production and jobs. If implemented in
an aggressive or reckless manner, either a carbon cap-and-trade or carbon tax
program would have disastrous economic consequences on the U.S. oilseed proc-
essing industry. Either program would result in food, feed, and renewable fuel
prices increasing to such a degree that the industry could not absorb the associ-
ated costs, rendering the oilseed processing industry much less competitive on
exports to foreign markets.

For these critical reasons, NOPA opposes any unilateral climate-related legisla-
tion that calls for either a carbon tax or a mandatory cap on GHG emissions.
We do not believe sufficient effort has been put towards the development of vol-
untary initiatives that provide the framework for effective, voluntary, pro-
growth, technology-driven approaches to reduce energy use, and thereby achieve
GHG reductions in an economically sound manner. We believe that global GHG
emissions are best addressed through voluntary initiatives, as well as through
increased research, development and deployment of innovative breakthrough
technologies. NOPA and its members are focused on solutions that will continue
to promote U.S. agriculture and the food, feed, and renewable fuels industry.

Distribution of Allowances. Any cost of allowances for entities that emit
more than 25,000 tons of GHGs annually would be directly added to the oper-
ating cost of each facility. One can safely assume that firms necessarily would
need to cover added costs by passing them forward in the supply chain. This
inevitably would impact costs for consumers, returns for processors, or a com-
bination of both. However, there comes a point when it is no longer possible to
pass on all such costs in a globally competitive market. Therefore, without an
appropriate allocation of allowances, processing firms in the United States may
not remain viable.

If a cap-and-trade approach is taken, we believe it would work best—both for
the oilseed processing industry and all energy-intensive sectors—if allowances
are distributed proportionately to each industry’s emissions, thereby mitigating
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the direct and indirect impacts on all regulated industries. Such a proportionate
allocation would be the fairest system, because it would avoid arbitrarily pick-
ing winners and losers and assist all industries in making the challenging tran-
sition to a low-carbon economy. A fair distribution of allowances would provide
an appropriate percentage of allowances to the food, feed, and renewable fuels
sector. It would also avoid the impression that the allowances represent sub-
sidies to favored industries—an accusation that could subject the U.S. to World
Trade Organization (WTO) disputes and American companies to retaliatory tar-
iffs. We cannot demonstrate international leadership by approving GHG legisla-
tion that undermines our international credibility on trade liberalization.

e Climate Change is a Global Challenge. Climate change is a global challenge
requiring multilateral solutions that do not shift the economic burden to agri-
cultural production, processing, and manufacturing of food and feed products
and renewable fuels. Rising energy costs commensurate with either a carbon
tax or an emissions cap imposed on U.S. operations would threaten the viability
of not only the energy-intensive, import/export-sensitive U.S. oilseed processing
industry, but other sectors of manufacturing in the U.S., resulting in some com-
panies facing the decision to move operations out of the country. Hence, legisla-
tion must ensure that developed and developing nations alike share responsi-
bility for addressing climate change. Additionally, any emission reductions from
such legislation must be verifiable and enforceable, particularly with respect to
impacts on international trade.

e World Trade Organization (WTO) Obligations. Any U.S. carbon reduction
program must be structured in a manner to protect our competitive advantage
while being consistent with our international trade obligations under the WTO,
recognizing that many of our competitors likely do not have similar policies in
place. Structuring a program in this manner would be a huge challenge, consid-
ering our WTO commitments. Any U.S. carbon reduction program could lead to
allocation schemes and trade mechanisms that could face WTO challenges, al-
ready a very complex problem. Designing a program/scheme to address “carbon
leakage” without risking retaliation from our overseas customers would be a
very difficult task. If the U.S. fails in this task, the current global recession we
are experiencing could be exacerbated by a wave of international protectionism.

e Federal Preemption of Regional, State and Other Carbon Reduction
Programs. The oilseed processing industry supports Federal preemption of all
regional, state and other carbon reduction programs or, at a minimum, the har-
monization of these climate initiatives. Any legislation that allows regions,
states and other entities to pursue their own programs would only lead to con-
fusion, multiple sets of record-keeping and additional expense, all of which
would serve to undermine regulatory effectiveness, create investment uncer-
tainty, and negatively impact U.S. competitiveness. The objective should be to
avoid unnecessarily driving up compliance costs and making environmental
goals even more difficult to reach. To the degree that these other climate initia-
tives remain, it is paramount that they be harmonized with the Federal pro-
gram to eliminate the cost and chaos multiple independent systems would im-
pose on the regulated sectors.

Conclusion

During these difficult economic times, it is unwise to insert additional economic
uncertainties into an already fragile marketplace without full consideration of the
consequences. In the event Congress acts to limit GHG emissions, a full review of
the benefits and costs of the legislation should be undertaken.

Thank you for allowing NOPA to share its views on global climate change legisla-
tion. We look forward to working with you and Members of the Committee in ad-
dressing the challenges and opportunities facing businesses across the country, but,
in particular, rural businesses that serve domestic farmers and livestock and poul-
try producers.

ATTACHMENT A

Cap & Trade Legislative Proposals: Very Costly to the U.S. Oilseed Proc-
essing Industry

The National Oilseed Processors Association (NOPA) is an important stakeholder
in the global climate change legislative proposals that are being considered by the
U.S. Congress. NOPA is a national trade association that represents 15 companies
engaged in the production of food, feed and renewable fuels from oilseeds, including
soybeans. NOPA’s 15 member companies process more than 1.7 billion bushels of
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oilseeds annually at 65 plants located throughout the country, including 60 plants
which process soybeans.

Our members, as well as their customers (i.e., animal producers), have very little
ability to pass costs on to users/consumers of their products; thus, we are very con-
cerned with any cost impacts on our industry, including costs for allowances and
energy price increases associated with the legislation:

e To the degree that our members can pass costs on to their customers, the result
would be higher food prices domestically and higher prices on the products our
members (and, in turn, our customers) export to other countries. Higher prices
would make our industry less competitive both domestically and internationally,
resulting in reduced revenue for both farmers and processors, loss of jobs for
our members, and increased food/feed prices for U.S. consumers.

e To the degree that our members cannot pass on costs, they would experience
higher operating costs at their U.S. operations, rendering them less competitive
both domestically and internationally. The result would be reduced revenue for
both farmers and processors and the loss of jobs for our members.

e Higher operating costs and a less competitive business environment would re-
sult in a transfer of oilseed processing and related jobs, including animal pro-
duction, to other countries and a transfer, not a reduction, in global GHG emis-
sions. In fact, the climate change problem would be exacerbated to the degree
that those operations are transferred to countries that use energy sources that
are more carbon intensive.

Following are some of the highlights of NOPA’s cost analysis (see at-
tached)

e In the near term (2015-2019) NOPA members will spend an estimated $790
million on allowances and additional energy costs to operate their plants—
that’s about $2.6 million per plant over that time period in additional annual
operating costs.

o In the moderate term (2020-2024) NOPA members will incur an estimated $1.1
billion on allowances and additional energy costs to operate their plants
that’s about $3.7 million per plant in additional annual operating costs.

e In the near-to-moderate term (2015-2024) NOPA members will incur nearly
$1.9 billion in additional costs.

October 2009

ATTACHMENT

10/13/2009

NOPA Estimates of Costs to NOPA Member Companies Associated with Global Climate Change (GCC)
Legislation: Costs Due to CO» Allowances and Increased Energy Prices ($1,000s)a b

Year
2015 2020 2030 2040 2050

CO_ Allowances cde 90,066 114,629 188,319 302,949 507,644
Natural Gascf 41,106 54,808 78,787 126,744 184,977
Fuel Oilcf 681 795 1,305 2,100 3,348
Electricity 25,500 51,000 71,400 114,750 155,550
Total 157,353 221,232 339,811 546,543 851,519
$/bushel 0.09 0.13 0.20 0.32 0.50

aSubject estimates are based on 1.7 x 10° bushels of soybeans crushed/year from NOPA Statis-
tics (Crush) Reports for NOPA Fiscal Year 2007—2008.

bSubject estimates are based on fuel use and electricity utilization estimates for a hypothetical
soybean processing plant from a 19 January 2009 NOPA submittal to the United Soybean Board
with recommendations on updating of a National Renewable Energy Laboratory (NREL) database
for soybean processing (electricity input: 1,500 kWh/1000 bushels of soybeans; heat input: 31
MMBTU/1000 bushels of soybeans, including 65.5% from natural gas/landfill gas, 0.5% from #2
fuel oil, 1% from #6 fuel oil and 33% from coal/biomass).

cFossil fuel heat contents used in the subject estimates (1.01 MMBTU/1,000 CF of natural gas;
18.60 MMBTU/ton of coal; 5.85 MMBTU/bbl of fuel oil) are from a May 2009 “Average Heat Con-
tent of Fossil-Fuel Receipts” issued by the U.S. Energy Information Administration.

dEmission factors used in estimating greenhouse gas emissions from the burning of fossil fuels
(0.0545 kg CO-/CF of natural gas; 2,106.9 kg CO2/metric ton of coal; 426.1 kg of CO2/bbl of #2 fuel
oil; 495.4 kg of CO2/bbl of #6 fuel oil) are from USEPA’s 2009 GHG “Fast Facts.”
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ePrice of CO; allowances used in estimating costs for 2015, 2020, 2030, 2040 and 2050 ($22,
$28, $46, $74 and $124/ton, respectively) are from a May 2009 report by CRA International enti-
tled ;‘Impact on the Economy of the American Clean Energy and Security Act of 2009 (H.R.
2454).”

fIncreased prices in 2015, 2020, 2030, 2040 and 2050 for natural gas ($1.20/MMBTU, $1.60/
MMBTU, $2.30/MMBTU, $3.70/MMBTU and $5.40/MMBTU, respectively), fuel oil ($0.12/gal,
$0.14/gal, $0.23/gal, $0.37/gal and $0.59/gal, respectively) and electricity ($0.01/kWh, $0.02/kWh,
$0.028/kWh, $0.045/kWh and $0.061/kWh, respectively) used in estimating costs are from a May
2009 report by CRA International entitled “Impact on the Economy of the American Clean En-
ergy and Security Act of 2009 (H.R. 2454).”

ATTACHMENT B

December 2, 2009

Hon. TiMm HOLDEN,

Chairman,

Subcommittee on Conservation, Credit, Energy, and Research,
Committee on Agriculture,

Washington, D.C.

Hon. BoB GOODLATTE,

Ranking Minority Member,

Subcommittee on Conservation, Credit, Energy, and Research,
Committee on Agriculture,

Washington, D.C.

Dear Chairman Holden and Ranking Member Goodlatte:

On July 20, 2009, we sent the attached letter to Senators Boxer and Inhofe, to
inform them of the views of our coalition of food, feed, ingredient, beverage, and con-
sumer product processors, manufacturers, distributors, and retailers on prospective
climate change legislation. As industries which provide abundant and affordable
food and essential consumer goods to all Americans, we felt it necessary to inform
you via today’s letter of our concerns with climate change policies that could have
direct and indirect impacts on the cost of food, feed, and household products.

We have carefully followed the draft legislation released as a Chairman’s mark
by Senator Boxer. We do recognize and appreciate positive steps in certain areas,
specifically the ability of a wider array of methane projects to qualify as offset op-
portunities. We are disappointed, however, that the draft legislation does not adopt
any preemption or harmonization provisions, an omission that could result in addi-
tional Clean Air Act regulation of sources that already are subject to the emissions
cap contemplated in this legislation.

As we have stated before, the facilities represented by this coalition emit roughly
two percent of the nation’s greenhouse gases (GHGs), but are especially vulnerable
to indirect costs. Consumers of the products we produce could be negatively im-
pacted by climate change legislation that significantly increases our energy, trans-
portation, regulatory, and commodity costs. In our view, Congress should take care
to avoid adverse impacts on food security, prices, and accessibility.

While we have a number of concerns with the draft legislation, three issues in
particular are paramount as the Congress continues to modify the bill:

e Allowances—It is critical that any legislation provide allowances to the manu-
facturers, distributors, and retailers of food, feed, and household products. The
distribution of allowances should be based upon an industry’s historic emis-
sions, and additional allowances should be distributed to reflect reductions in
emissions between 2000 and 2012. Our industry will be at a significant eco-
nomic disadvantage to other industries and our competitors around the globe
unless the legislation fairly distributes allowances pro rata across all industrial
sectors. While food and beverage producers account for 1.21% of the nation’s di-
rect GHG emissions (Carbon Risks and Opportunities in the S&P 500 at 12),
if cap-and-trade legislation is approved, our manufacturers will be more affected
by it than this modest figure suggests. All members of the food supply chain
are disproportionately vulnerable to indirect costs passed through by suppliers.
When considering the total GHG emissions from each sector, including sup-
pliers, the food, feed, and beverage sector has the fourth largest exposure to car-
bon costs—more than the chemical, retail, basic resources, and automobile and
parts sectors. (Carbon Risks and Opportunities in the S&P 500 at 13).

e Preemption—Comprehensive climate change legislation should preempt or, if
necessary, harmonize state and regional climate change programs. In addition,
comprehensive climate change legislation should explicitly preempt EPA regula-
tion under the Clean Air Act, including EPA’s authority to issue New Source
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Performance Standards for sources that emit between 10,000 and 25,000 tons
of COze/year and requirements that certain sources be subject to Prevention of
Significant Deterioration and Title V permitting. Exposing industry to addi-
tional regulation from either EPA or states and regions will yield little addi-
tional environmental benefit but could result in significantly higher costs.

o Offsets—Our organizations believe a viable offset system is essential to achieve
cost containment, as demonstrated by recent EPA and CBO economic analyses.
We urge the Committee to work with the food industry and our partners in ag-
riculture and forestry to create an offset scheme that balances the need for af-
fordable offsets with the need for productive land. In particular, we urge the
Committee to devise an offset system that limits the retirement of frequently
cultivated cropland. Sound climate change legislation should not pit our climate
security needs against our food security needs.

We believe these issues will have a profound impact on the international competi-
tiveness of our industry and our ability to provide U.S. consumers with abundant
and affordable products. We would be pleased to discuss these or other issues re-
lated to climate change legislation with you or your staff in greater detail.

Sincerely,

American Bakers Association;

American Feed Industry Association;
American Frozen Food Institute;
American Meat Institute;

Corn Refiners Association;

Grocery Manufacturers Association;
Institute of Shortening and Edible Oils;
International Dairy Foods Association;
National Chicken Council;

National Council of Farmer Cooperatives;
National Grain and Feed Association;
National Meat Association;

National Renderers Association;
National Oilseed Processors Association;
National Turkey Federation;

North American Millers’ Association;
Pet Food Institute;

Snack Food Association.

ATTACHMENT

July 20, 2009

Hon. BARBARA BOXER,

Chairman,

U.S. Senate Committee on Environment and Public Works,
Washington, D.C.

Hon. JAMES M. INHOFE,

Ranking Minority Member,

U.S. Senate Committee on Environment and Public Works,
Washington, D.C.

Dear Chairwoman Boxer and Ranking Member Inhofe:

As a coalition of food, feed, ingredient, beverage, and consumer product proc-
essors, manufacturers, distributors, and retailers, we respectfully provide you with
our perspectives as your Committee begins consideration of climate change legisla-
tion, and how such legislation may impact providing abundant and affordable food
and necessary consumer goods to all Americans. Specifically, as you develop climate
legislation, we urge you to consider the direct and indirect impacts on the cost of
food, feed, and household products.

Our facilities emit roughly two percent of the nation’s greenhouse gases, but we
are disproportionately vulnerable to indirect costs. As a result, poorly designed cli-
mate legislation could significantly increase the price of food and other household
products. In particular, poorly designed climate legislation could significantly in-
crease energy, transportation, regulatory, and commodity costs. These are para-
mount considerations Congress must consider and prioritize among the issues it ad-
dresses. Congress must take extreme care to avoid adverse impacts on food security,
prices, safety, and accessibility to necessary consumer products. For this reason, we
have joined together to represent the views of this vital segment of our economy as
Congress debates this important issue.
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If a cap-and-trade approach is taken, we believe that climate legislation should
embrace the following principles:

e Allowances—The distribution of allowances should be based upon an indus-
try’s historic emissions and additional allowances should be distributed to re-
flect early action reductions in emissions between 2000 and 2012. Although we
are an energy-intensive industry, H.R. 2454 fails to provide allowances to the
manufacturers, distributors or retailers of food, feed, or household products and
fails to provide transition assistance to low-income households struggling with
rising food prices. Thus, our industry will be at a significant economic disadvan-
tage to other industries unless the legislation fairly distributes allowances pro
rata across all industrial sectors.

e Threshold—If a cap is adopted, EPA should not be authorized to lower the
threshold for the cap in the future, or use the Clean Air Act to regulate green-
house gas emissions from sources beneath that threshold. Capturing facilities
emitting between 10,000 tons and 25,000 of COze/year would more than double
the number of facilities subject to regulation, but only increase the share of
emissions subject to regulation by %z of 1 percent, according to EPA.

o Offsets—A viable offset system is essential to contain costs. Food processors,
farmers, forest landowners, and others should be permitted to generate offsets,
including efforts to capture methane either on the farm or through modifica-
tions to wastewater systems, to reduce the cost of allowances without unneces-
sary limitations on the quantity of available offsets. No distinction should be
drawn between the use of domestic and international offsets, and no restrictions
should be placed on the use of offsets by covered facilities. A well designed offset
system should strike a balance between the need for affordable offsets and the
need for productive farmland.

o Preemption—Comprehensive climate legislation should preempt or, if nec-
essary, harmonize state and regional climate programs. In addition, comprehen-
sive climate legislation should explicitly preempt EPA regulation under the
Clean Air Act, including EPA’s authority to issue New Source Performance
Standards for sources that emit between 10,000 and 25,000 tons of COe/year.

e Trade—Climate legislation should be contingent on Senate ratification of an
international commitment to reduce greenhouse gas emissions that includes all
major sources of emissions and should not authorize the Administration to place
border measures on goods imported from other nations that do not have equally
stringent limits on GHG emissions. In general, climate legislation should be de-
signed to comply with our trade obligations. We should not demonstrate global
climate leadership by undermining our commitment to global trade.

In addition, we believe that Congress should carefully consider the cost of allow-
ances between 2020 and 2050, resolve tax treatment questions raised last month by
the Joint Committee on Tax, resolve the regulation of any futures or derivatives
markets that arise as a result of climate legislation, and make significant financial
incentives available for energy efficiency.

As you develop climate legislation, we urge you to carefully consider its impact
on the price of food and household products. We believe that H.R. 2454 will increase
food and feed prices and reduce the international competitiveness of our businesses,
and look forward to working with you to craft climate legislation that reduces green-
house gas emissions but which also ensures a safe and affordable supply of food.

Sincerely,

American Baking Association;

American Feed Industry Association;
American Frozen Food Institute;
American Meat Institute;

Grocery Manufacturers Association;
Institute for Shortening and Edible Oils;
National Chicken Council;

National Council of Farmer Cooperatives;
National Grain and Feed Association;
National Meat Association;

National Oilseed Processors Association;
National Turkey Federation;

North American Millers’ Association;
Pet Food Institute;

Snack Food Association.
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To the reader,

Dwuring our decades of experience in the ULS. military, we have addressed many
and d of the Sovier

nuclear threar during the Cold War to terrorism and excremism in recent years.

from

i ity chall
national securiry ¢ 2

Global climate change presents a new and very different rype of narional
security challenge.

Over many months and meetings, we met with some of the world's leading
climate scientists, business leaders, and others studying climate change. We
viewed their work through the lens of our military experience as warfighrers,
planners, and leaders. Our discussions have been lively, informarive, and
very sobering.

Carbon dioxide levels in the atmosphere are greater now than at any time in
the pase 650,000 years, and average global remperarure has conrinued a steady
rise. This rise presents the prospect of significant climare change, and while
uncertainty exists and debarte continues regarding the science and future extent
of projected climate changes, the trends are clear.

‘The nature and pace of climare changes being observed roday and the

q P ; d b}?"“

equally grave implications for our narional security. Moving beyond che arguments

scientific opinion are grave and pose

of cause and effect, it is important that the ULS. military begin planning 1o address

these | ially d ing effeces. The ces of climare change can affect
the ization, rraining, equipping, and pl of the military services. The U.S.
military has a clear obligari ! ine the p ial impacts of climate change

on its ability to execute its missions in support of national security objectives,
Climate change can act as a threat multiplier for instability in some of the

most volatile regions of the world, and it presents significant national security

challenges for the Unired Srates. Accordingly, it is appropriate to start now to

help mirigace the severity of some of these emergent challenges. The decision

to act should be made soon in order to plan prudently for the narion’s securiry.

The increasing risks from climate change should be addressed now because they

will almost certainly get worse if we delay.
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EXECUTIVE SUMMARY

SocuriyAndGiimate.cna, org

The purpose of this study is to examine the

es of climare

| securiry ¢
change. A dozen of the nation’s most respected
retired admirals and generals have served as a
Military Advisory Board to study how climate
change could affect our nation’s security over
the next 30 to 40 years—the time frame for
developing new military capabilities.

The specific questions addressed in this
report are:

1. What conditions are climate changes
likely o produce around the world chat
would represent security risks to the

Unired States?

2. Whar are the ways in which these
conditions may affect America’s narional
securiry interests?

3. Whar actions should the nation rake to
address the national security consequences
of climate change?

The Military Advisory Board hopes these
findings will contribute to the call President
Bush made in his 2007 State of the Union
address to"..help us to confront the serious
challenge of global climare change” by contrib-

uting a new voice and perspective to the issue.

FINDINGS

Projected climate change poses a serious
threat to America’s national security.

The predicted effects of climate change over

the coming decades include extreme weather
events, drought, looding, sea level rise, retreating
glaciers, habitar shifts, and the increased spread
of life-threatening diseases. These condirions
have the porential to disrupt our way of life and
to force changes in the way we keep ourselves

safe and secure,

In the national and international security
environment, climate change threatens to add
new hostile and stressing factors, On the
simplest level, it has the potential to creare
sustained natural and humanitarian disasters
on a scale far beyond those we see roday. The
consequences will likely foster political inseability
where societal demands exceed the capacity of
gu\':m ments to topl.',

Climate change acts as a threat multiplier
for instability in some of the most volatile
regions of the world. Projected climare change
will seriously exacerbare already marginal living
standards in many Asian, African, and Middle
Eastern nations, causing widespread political
instability and the likelihood of failed stares.

Unlike most conventional security threats
that involve a single entity acting in specific ways
and points in time, climare change has the
potential to result in multiple chronic conditions,
occurring globally within the same time frame.
Economic and environmental conditions in
already fragile areas will further erode as food
production declines, diseases increase, clean
water becomes increasingly scarce, and large

populations move in search of resources.

Weal

d and failing gover . with an

already thin margin for survival, foster the
conditions for internal conflices, extremism, and

R T 2
anism

roward i

and radical ideologies.

The U.S. may be drawn more frequently
into these situations, either alone or with allies,
to help provide stability before conditions
worsen and are exploited by extremists. The
U.S. may also be called upon to undertake
stabiliry and reconstruction efforts once a
conflice has begun, to avert further disaster

and re, astable




Projecred climare chimge will jdd o
rensions even in stable vegions of the world.
The LS. and Europe may experience mounting
pressure to accepr large numbers of immigeanr
and refugee populations as drough increases
and food production declines in Larin America
and Africa. Exveenne weather events and natueal
disasrers, as the U5, experienced with Hurmeane
Karrina, may lead ro increased missions for 2
number of U5, agencies, including stare and
local governments, the Department of Homeland
Security, and our already srerched military
including vur Guard and Reserve forces.

Climate chinge, national securiey, and
energy dependence are a relared ser of global
challenges. As Presidenr Bush nored in his
2007 Stare of the Union speech, dependence
on foreign il leaves us more vulnerable ro hos-
tile regimes and rerrorises, and clean domestic
energy alternatives help us confront the serious
challenge of global climare change. Because
the issues are linked. solurions ro one affecc
the other. Technologies thar improve energy
efficiency also reduce carbon intensity and
carbon emissions,

RECOMMENDATIONS OF THE
MILITARY ADVISORY BOARD:

1. The
elimare change should be fully integrared

| security conseq of

ineo national security and national

defense straregies.
As milicary leaders, we know we cannor waie for
certainty. Failing to act becanse a warning isnt
precise enough is unacceprable, The incelligence
community should incorporate climate
consequences inta its Narional Inrelligence
Estimare. The Macional Securiry Straregy
should dicecely address the threar of climare
change to our national security interests. The

MNarional Securicy Srravegy and Manional
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Diefense Stearegy should include appropriace
guidance ro military planners e assess risks 1o
current and fature missions caused by projecred
climare change. The nexe Quadrennial Defense
Review should exarnine the capabilities of the US
military to respond ro the consequences of climare
change, in particular, preparedness for narural
disasters from extreme weather events, pandemic
disease events, and ather relared missions,

2, The LLS. should commit to a seeonger
national and international vole wo help
stabilize climate change at Jevels that will
avoid significant disruption to global
security and stability.
Managing the security impaces of climate
change requires two approaches: mitigating the
effeces we can control and adapring ro those
we cannot. The LLS, should becorme a muore
constructive parmer with the internanonal
community to help build and execure a plan
1o prevent destabilizing effects from climare
change, including serting rargers for long rerm

teductions in greenhouse gas enmissions,

3. The UL, shiould commir ta global
parmnerships thar help less developed
nations build the capacity and resilivncy
to berrer manage climare impacis.
As President Bush noted in his Seace of the
Union speech,“Cur work in the world is also
based on a rimeless truth: To whom much is
given, mirch is required.” Climare forecases
indicare countries least able to adape to the
consequences of climare change are those thar
will be the mose atfeeted, The U.S. government
should use its many instruments of national
influence, including irs regional commanders,
1o assisk narions ar risk build the cpaciry and
resiliency to besrer cope with the efects of
climare change. Doing so now can help averr

humanicarian disaseers later.

EXECUTIVE BUMMANYT St ihhaim o s oh
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4. e Department of Defense should
enhance irs operativnal capabiliey by
acceleraring the adoption of improved
business processes and fnnovative rech-
nologies that result in improved U.5.
combat power through energy efficiency.
Numerous Department of Defense stucies
have found thar combar forces would be more
capable and less valnerable by significantly
reducing their fuel demand. Unfortunarely,
many of their recommendations hayve yet to be
implemented. Doing so would have the added

benefic of reducing greenhouse gas emissions.

5, The Deparenient of Defense should
condoet an assessment of the impact on
U.S. military installations worldwide of
rising sea levels, extreme weather events,
and other projected climate change
impaces over the next 30w 40 years.
Many critical defense installarions are locared
on the coase, and several serategically importane
ones are on low-lying Pacific islainds. Sea level rise
and storm surges will chreaten these Facilities.
Planning and action can make these installarions
more resilient, Lack of planning ean compromise
them or cause them to be inundated, compro-
mising military readiness and capability.

B AuniivAuniiimeissiging



ABOUT THE REPORT

To better inform U.S. policymakers and the
public about the threats to national security
from global climate change, the CNA Corpo-
ration, a nonprofit national security analysis
arganization, convened a panel of retired senior
military officers and national security experts
and conducted an assessment of the national
security implications of global climare change.
In this context, we define national securiry to
refer to the influence of climate change on
geo-strategic balances and world events that
could likely involve U.S. military forces or
otherwise affect ULS. straregic interests
anywhere in the world.

The Military Advisory Board consisted of
retired flag and general officers from all four
services, including service chiefs and some who
served as regional coml ¢ 4
(a regi d

officer who commands all U.S. forces in a given

| combatant ¢ is a four-star

region of the world). The Military Advisory
Board and the study team received briefings
from the U.S. intelligence community, climate
scientists, and business and state leaders. They
also traveled to the United Kingdom to meet
with high-level government and business leaders
to learn what actions the United Kingdom is
taking ro address the threat of climate change.
Members of the Milirary Advisory Board also
presented their own views, based on experience,
of the security effects of climate change on
various regions of the world.

This report documents the results of that
effort. We start with a discussion of the
geo-strategic implications of climare change in
the general sense—that is, how climate change
can foster instability and affect international

security. We then apply this background to
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address specific regional security challenges in
Africa, Asia, the Middle East, Europe, and the
Americas, That is followed by a discussion of
the challenges from climate change that can
have a direct impact on military systems and
aperations. We conclude with a set of findings
and recommendations related to mitigation,
adaptation, and preparation—specific actions
the U.S. government should rake in response
to the challenges presented by climare change.

A i d L
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of the Military Advisory Board, and very briefly
summarize the science of climare change and
ways in which the earth’s environment may

potentially change.

CLIMATE CHANGE AND THE
SCOPE OF THIS STUDY

Although there is a great deal of agreement
among the world’s climare scienrists regarding
the overall picrure of a changing climare, there
is also some disagreement about the extent of
future changes.

Regardless of this continuing discussion, the
board’s view is quite clear: The porential conse-
quences of climate change are so significant that
the prudent course of action is to begin now o
assess how these changes may porenially affect
our national security, and what courses of
action, if any, our nation should tke.

This approach shows how a military leader’s
perspective often differs from the perspectives
of scientists, policymakers, or the media. Mili-
tary leaders see a range of estimates and tend
not to see it as a stark disagreement, bur as
evidence of varying degrees of risk. They den't
see the range of possibilities as justification for

inaction. Risk is at the heart of their job: They

ABOUT THE RAEPOAT * SecurltyAndCiimate.cna.org
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VOICES OF EXPERIENCE

GENERAL GORDON R. SULLIVAN, USA (Ret.)
Ghirennim, Miliiary Advisary Board | Former Chief of Staffi LLS: Army

ON RISK

Formier LS. Aamy Chig! of Stfl Gondon Suivan
enyoys 4 pood debats. Bt he also knows hera
are timos st 54 mast
Degin. Wah respect to cimate change, he says
Iat timo has smved.

“Wi saem fo be standing by and, franhly,
asking for perfeciness in scence,” Gan, Sulivan
said. "Peaple are s3ying ey wanl 1o be con-
vinoed, perfectly, They want i know the climeatia
scence projecions wilh 100 pament commaty
Well, we Wnow a great dial snd sven with
I, fhieire s bill incurtiuty. Bu s trend line 5
vary clanr”

W never have 100 parcent certainy,” b
3ilg. “We never Nave i Il you we' wnlil you
have. 100 perchnt cerfainty, somalhing bod
Iz golng o lmppen on the That's

During Ihe Gokd War, muchi of Amdrioas
Haftnss ofors locised on preventing =
Sovied meesiie altack—the very definition of
& low probablily/high conseguance avent
Dir oHart io avoid such oh unikely svonl was d
coniral i fow o andd
Ay strategias.

Wihen asked fo compane I rske of climals
changs with those of the Cold Warn Gan, Sullvan
sad, “The Cald War wia 3 spectar, Bul climaty
changs is inevitable, i we keap on with business
s vsuinl, wir will raach & postt whim some of this
wonst etfects are navitabl ™

i wa don't act. this looks mons (il @ figh
probabiyioh consequence scanana,” he added.

Gan. Sullivan shilted fmim risk assessment to

somatting we lknow, You have fo sct with

"We never have 100 percent certainty, We
never have it. If you wait until you have
100 percent certainty, something bad is
going to happen on the battlefield.”

Incomgsete. inforetion. You heve o aet bassd
or the trand e You feve 16 aci on yaur
Infution somelsmias.”

W1 chiscussing how, rilliary leadens manage rish.
Gan, Sultvan voted that significet atenion
& often given fo the low probabdyigh can-
SUCUERCE MNIS, THisE evinls rirkly oocurn
but can have devasiiling consenuences (1 fhey
do. Amanican familles are familior with (ose
cictiations, Sanols mjury 0 a0 alto ook
dent s, far mast lamilies, @ kow probabty/high
consequance evont il may be unilkely, but
Wi do ol We can 1o avald 1.

by thie Codd War, thene was & concered affor
by il leaderahip—poliical and. miltary, natidnal
g itemnational~to avoid o patential conflict,”
haisaid, | think @ was well known in mililary
cireans 1hal we hadd 10 o5 diryShing in ous power
1o cremts an envimement whers fhe rational
compand  suthonty—ine  prosdeyl and s
Banior BoviEarE—WanE ot e 10 make chitss

chfienge Wits 10 kedap It Stable; 1o Stop D cald-
simphic svent om happening Wa spent ilinns
on fhat sirategy.

“Climate chings s exactly ine apposile; We

have

{table. And the challanga is to slabilize Wegs—io
stabilizg carbion i the atmosphore, Back han, tha
chufiange Was 1o stop o pamcilar acton. Now,
thie challange = 1o inspire o particular otion. Wi
lye 1 act # wa'n 1o avesd this wors] effects. ©




assess and manage the many risks o Americas
seeurigy: Climate change. from che Milirary
Advisory Boards perspecrive, presemits signili-
cant nisks to Amena’s natwonal seeuritg. Before
explaining some of thuse risks, we touch on an
impaorrant saenrific poinr.

A global average remperature increase of
L3P (plus or minus 03°F) oceurred over the
rwentieth cenrury. Bur the temperature change
on its own s not what shapes chis secunry
assessment. Rather, it is the impace thae
remperarure increases can have on natural
systems, mcluding:

= Habirars

< Precipitation patterns

- Extreme weather evenes

- Iee cower

« Sen level

Throughaur this reparr, we do not arrempr
1o tie our findings regarding security fmplica-
tions to any one particular projection of future

B changes, precipitation changes, o
sea bevel vise whether due to ocean cxpansion
ar ice sheet breakup, Racher, our goal is o
arrieuilare the possible securiny implicinons

af elimate change and ro consider mingating
steps the natton could take as partof an
overall narional secuniey plan.
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GEO-STRATEGIC IMPLICATIONS

OF CLIMATE CHANGE

One reason human civilizations have grown
and flourished over the last five millennia is thar
the world's climare has been relatively srable.
However, when climares change significantly

or environmental conditions deteriorate to the
point that necessary resources are not available,
societies can become stressed, sometimes to the
point of collapse [1].

For those concerned about national security,
stabiliry is a primary goal. Maintaining stability
within and among nations is often a means of
avoiding full-scale military conflics. Conversely,
instability in key areas can threaren our securiry.
For these reasons, a great deal of our national
securiry efforts in the post-World War 11 era
have been focused on protecting stability where
it exists and erying to instill it where it does not.

This brings us to the connection berween
climate change and national security.

As noted, climare change involves much
more than temperature increases. It can bring
with it many of the kinds of changes in nacural
systems that have introduced instability among
narions throughour the centuries.

In this chaprer, we consider some of the ways
climate change can be expected to introduce the
conditions for social destabilization. The sources
of rension and conflict we discuss here are
certainly not solely due to climate change; they
have been discussed by the national security
community for many years. However, climate
change can exacerbate many of them [2].

For example:

+ Some nations may have impaired access
to food and water.

- Violent weather, and perhaps land loss due
to rising sea levels and increased storm surges, can
damage infrastructure and uproot large numbers
of people.

« These changes, and others, may creare large
number of migrants . When people cross bor-

ders in search of resources, tensions can arise.

When climates change significantly or
environmental conditions deteriorate to
the point that necessary resources are not
available, societies can become stressed,

sometimes to the point of collapse.

« Many governments, even some that look
stable today, may be unable to deal with these
new stresses. When governments are ineffective,
extremism can gain a footheld.

- While the developed world will be far better
equipped to deal with the effects of climare
change, some of the poorest regions may be
affected most. This gap can potenially provide
an avenue for extremist ideologies and create

the conditions for rerrorism.

THE DESTABILIZING IMPACTS
OF CLIMATE CHANGE

REDUCED ACCESS TO FRESH WATER

Adequate supplies of fresh water for drinking,
irrigation, and sanitation are the most basic

for human habi

prerequisi Changes in
rainfall, snowfall, snowmelt, and glacial mele
have significant effects on fresh water supplies,
and elimare change is likely to affect all of those
things. In some areas of the Middle Eas,
tensions over warer already exist.

Mountain glaciers are an especially threatened
source of fresh water [3]. A modest rise in

temperature of abour 2° to 4°F in mountainous

GEC-STRATEGIC IMPLICATIONS * SecurityAndCimare cna.org 13
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VICE ADMIRAL RICHARD H. TRULY, USN (Ret.)
Fopmer NASA Adwipisiratar, Shutele Asrronant and the firse Commarder of the Naval Spiace Comamand
ON DRAWING HIS OWN CONCLUSIONS

Fietied Viee Adir. Ficherd H, Truly was a spece
shuittla ¢ and NASA and
t 4 b of e National Acadamy of Engi-
nearing. Wien he began senice as dirsctor of the

Jinvy Hasen was (st talking about [hese |ssues,” he

sad, refaming 10 NASAK jon climase sclantis, “Bul

| wies focused elsewhens Tnen. and | anould fismss
i | didnY become

w3 tha clata

Departmant of Energy's  Mational i
Enargy Lanoratory in 1987, he reminded his
wall thal i wiukd b conirantes will o niw sel
ol lssuss.

1 told Aheny th | was anencumbered. with
expefiEnce o Inowledge of the enery busmess.
i it | would noad thr help,* Adm. Trsy said
1 iad & pretly steep lrming oune”

Do of the first [esues he was askad to consider
Wi This etint 1o which fossil sl smissions wm
atfenting the climate.

“| wasn't convinced by a person or
any interest group—il was the data

that got me.”

1w n toita! agnostic,” Truly said. “ had spant
most of ,“‘*‘—.”_ d ics world,
s Pkt pelly wrestidc will I | wins open-
Tinded, "

“Ovvur tha course of e naxt few years, | startod
really paying attention fo the aata, When | Iooked
il whal ey Ve hind used over Thie pist cou-
e of cantures and what was in the simosphene
tody, | knew thore had to ba a connecnon. | wasn't
COMINGEE By § Persan. or any Inkeest gmup—|
wiiss ther rhata thail got e, A | looked at i) an my
o, | uldn't come to any oifier conclusion. Once.
| got past that pomt, | was uttarly convinced of this
‘cormection bty this buming of Tessil fuets mna
wémate changs. And | was tominced thad i we
didri't o sommhing aboul this, wa woald ba iy
deep trodom.”

Acim. Truly nalod on iromic twisl bl his oot
112 this “f was NASA when

iional securlly wil be cifferent 1TAN ANy We've
st with In ihie past. For one thing, unkke the
challanges that wa am usod o dealing with, (hose
Wil Gome Unan Lis Extremely siowly) Bt come iney
will, tird thivy will bis grinding. and inesovabks, Bl
maybe mare challengwng is ihat they will afect
vy hation, and all smultanecasly, This k& why
e Figed 1o study this issus Niow, S0 thit we'll be

yRArS AQa in spack, and how 1 aflects him oy,
Adm. Trudy said, "It does change you, thare's, no
doubd abgut It | have iminges burned i my mind
Tt will risvier G awary—imagss af (e iarih e
is. iragillty, | was o iesi plot. | wes an aviator
| was not an envionmaniaist, But | do jove
he: naturl environment, -and seeng 1ha sarn
from space was the expenence that | felun
o when | think about what we kow now about
e climate,™

“iné O 11 ihings thisl struck me on my lint ey
In spece |5 that these |s no Diue sky. 1t's somaething
et ovary human s willy on Earth, bl when
you're fn space, you don't sae It 1 books ke thrs's
nething betwasin yoai and 1Hie surtace of e ik
Anct cut beyond thal, £ looks Me midnight, with snly
deagy black and slars™

Bl wihen you \ook Al the. elrihe MORzon. you
s o incrodibly bendiid, but vary, vory thin Sne.
Yo can som @ by raisbow of colae That i line
'\ our atmosphers. And e real fragility of our
atrmanphn is Al s 80 ik of 17




regions can dramacically aleer the precipicarion
mix by increasing the share falling a5 rain while
decreasing the share falling as snow. The resule

is more flooding during the rainy season, 2
shrinking srow/ice mass, and less snowmelr
feed rivers durng the dry season [4]. Forry percent
of the world’s population derives ar least half of ies
drinking warer from the summer melt of mountain
glaciers, bur these glaciers are sheinking and some
could disappear within decades. Several of Asiak
major rivers—the Indus, Ganges, Mekong, Yangrze,
and Yellow—aoriginace in che Himalayas [4]. I che
massive snow/ice sheer in the Flimalayas—che
third-largest ice sheer in the world, after those in
Anrarctic and Greenland —continues 1o melr, it
will deamatically reduce the water supply of much
of Asia,

Mast couneries in the Middle Eastand
northern Advica are alveady considered warer
searce, and the Inrernational Warer Resource
Management Instirute projects thar by 2025,
Pakistan, South Africa, and large parts of India
and China will also be water scarce [5]. To pur
this in perspectives the ULS. would have to suffer
a decrease in water supply thar produces an 80
percent decrease in per capita watee consumpnion
to reach the Unired Nations definition of “warer
scarce.” These projections do not faceor in climare
change, which is expecred ro exacerbare warer

problems in many areas,

IMPAIRED FODD PRODUGTION

Awccess wo viral resources, primarily food and
water; can be an additional causarive faceor of
conflices. a number of which are playing out
roday in Aftica. Probably the best known is the
conflict in Darfur berween herders and farmers.
Long periods of droughr resulted in the loss of
hoth farmband and grazing land to the deserr,
The failure of their grazing linds compelled the
nomads ra migrare southward in search of wa-
ter and herding ground, and thar in ourn led 1o
conflict with the Firming tribes oceupying those
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lands. Coupled with population growch, mribal,
ethnic, and religious differences, the comperi-
tion for lind rurned violent, Probably more

than any other recent conflict, Darfur provides

In some areas of the Middle East,
tensions over water already exist.

a case scudy of how exisring marginal sirua-
Hons can be exacerhared beyond the ripping
puint by climate-related factors. It also shows
how lack of essential resources threarens nor
omly individuals and cheir communities bur
also the region and the internarional commu-
nicy ar large,

Waorldwide fuod production will be affected
by climare change in a variery of ways. Crop
ccologists estimare that for every L8'F rise
in remperature above historical norms, grain
production will drop 10 percent [6].

Mast of the world’s growth in food demand
is econrring on the Indian subeontinent and in
sub-Saharan Africa, areas already ficing food
shortages [6]- Over the coming decades, these
areas are expected o become hotter and drier | 7).

HEALTH CATASTROPHES

Climaze change is likely o have major implicarions
for human healch. While some impacrs, such

a5 reduced deaths from eold remperanures in
some areas, will be posicive, the World Health
Organization estimates thar the overall impaci
will be negarive [8].

The major concern is significant spreading
of the conditions for vecror-borne diseases, such
as dengue fever and malaria, and food-borne

li L Uliagis [8]. The decline
in available fresh wacer in some regions will also

such as

luave an impace, as good healch and adequare
supplies of clean warer are inexericably linked.

A healch emergency involving large numbers of
casialties and deaths from disease can quickly
expand into a major regional or global securiy

GEO-STAATEGIC IMPLICATIONS * havimdmasinmie annntg 15
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challenge thar may require sulicary supporr,
ranging from distribudon of vaccines o
full-seale stability operations [9].

LAND LOSE AND FLOODING: DISPLACEMENT
DF MAUDR POPULATIONS

Abour rwo-thirds of the world's population
lives near coastlines [ 10], where critically
important facilines and infrastractice, such as
transportaion routes, industrial fcilicies, pore
facilities, and energy production and distriburion
facilities are locared. A rise in sea level means
patential loss af land and displacement of large
numbers of people. Even in our own nation,
Hurricane Katrina showed the soeial upheaval
and tenstons thae can result from land loss and
displaced populations. Bur while the impact of
inundation from one-time oecurrences such as
Hurticane Karring is temporary, even as it is
devasraring, inundation from dimare change is
likely ro be permanent on the scale of buman
lifetimes. Rising sea levels will also make coascal
areas more Vilnerable to Hooding and land loss
through ¢rosion.

Storm surges will also take a greater roll on
coastal communities and infrastructine as sea
levels rise. Aceording to a Pacific Institute study,
aswe-inch rise m the warer level of San Francosco
Bay would mean 2 Ridy routioe one-in-ten-yeir
storm wold wreak as much damage as a far
mure seriois hiundred-year storm” would have
caused belore the sea level rise [11]. Tn the ULS,,
we may be able to cope with such 4 change, bur
poarer nations would be geeatly challenged.

Must of the economically imporrant major
vivers and river deltas in the world—che Niger,
the Mekong, the Yangese, the Ganges, the Nile,
the Rhine, and the Mississippi—are densely
populared along cheir banks, As sea levels rise
and storm surges increase, saline wacer can

grouid inundare river delras

and valleys, and destroy croplands.

SECURITY CONSEQUENCES OF
THESE DESTABILIZING EFFECTS

GREATER POTENTIAL FOR FAILED STATES
AND THE GROWTH OF TERRORISM

Many developing countries do not have the
government and social infrastrucires in place
o cope with the rypes of srressors thar could be
broughr on by global climare change.

When a govermnent can no longer deliver
services ra irs people, ensure domestic arder,
and prorect the narion’s borders from invasion,
conditions are ripe for memoil, exeremism and
rervorism ro fill the vacuum, Lebanon's
experience with the rerrorist group Hezhallah
and the Brazilian government’s arremprs 1o
reign in the shum gang First Capiral
Command [12] are both examples of how the
central governments inahility to provide basic
services has led to strengthening of these
extra-governmencal entities.

MASS MIGRATIONE ADD TO OLOBAL TENSIONE

The reasons for mass migrations are very

complex. However, when water or food supplies

Juo

shift or when ¢ utherwise d

(as From sea level rise, for example); people will
likely mave o find moree Favorable condirions
[13]. Although climare change may force
migrations of workers die to economic
conditions, che grearest concern will be
mavement of asylum seekers and refugees who
due ta ecological devastarion become sertlers:

- By 2025, 40 percent of the worlds popularion
will be living in conneries expenencing
significane warer shoreages [ 14],

« Ower the course of this century, sea level
rise could porentially cause the displacement of
rens of millions of people from low-lying areas
such as Bangladesh [15].

Migrarions in themselves do not necessarily
have negative effiects, alchough taken in the context
of global climare change s vet benefit is highly
unlikely: Three types of migrarion parcerns occur.
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ADMIRAL T. JOSEPH LOPEZ, USN (Ret.)
Farmer Cinnmanderin-Chigly LS. Nieal Farees Eurpe and of Allied Farees; Siathern Eurage
ON CLIMATE CHANGE AND THE CONDITIONS FOR TERRORISM

Some Amencans bellive wh dont need o
worry aboul chmate chenge for decades. They
sy i issu sn't e urgent as the war o0 toron
Adm. Lopez, the retired top NATD commandsr
in Basnia, has o diffaninl bike. He sois @ sinong
eonnection batwaen the two.

“Camate changs Wil provida the condtions that
il extend e war on lemo” Adm. Lopes sad,

“¥ou have vary mal changes in natural sys-
Vo thal iy most likely fo Rappen iy mgon
of ine wodd that are abmady. lenia  ground
Hat @imisiT, ™ Adm. Lopis said, “Diruils, e
lent waather, ruined agocultural lands—fhose e
the kinds of strossas wa'll seo mone of under che
mials onangs.”

Thess changes in rature will ead 1o changes
In socioty. “Maore povery, mene oreod mgations,
highar unamplayment, Thoss canditons are rpe.
For gxbiemists and lefmronate.”

In the controvensinl war on iemonsm, Adm,
Lopaz noted, tham is genoral agremment on
at least one: thing! W' best o stop tamonsm
bt |1 clireilofs. Tin The long) Tamm, Wil wind ko
adiress e underying conditions thal famoists
w00k fo mplol, That's what we'd ke bo do, and
1% B consensus wsue—we all went 1o do that,

“in the mifiiary, we've offen run inlo. probiema.
nssocizted with what we call ‘siovepipes.’ whis
mach brench of the Senice has its own way of
ooy things. And we've leamad ihal stove-
o dan't work well. We I 1o take this same
approach with our govermment. 0 enswe hat
Hhes rrary agoncios am working togothar, in fhose
cases where we do gel involved, the task should
el dormatically ba Ihe nisponisbility of e LS,
military

Ha dilen doscrbod othan layors of complasity.
Even In fhose cases wher i LS, may choone
fo embrace such a role, e best sclulions: may

“Climate change will pravide the conditions

that will extend the war on terror."

|
buasiness paople in this, you'll get shonchanged.™
He aiso sald the LS. “can't imply thet we'll do this
aill pcaive, Wi rimed] 10 ks L We don't give Thil
Imypwaesan. The same iorces of aconomios, busi-
neas, poiiics, dipkamacy, snd military and sscurity
Interests can function to busd coslilions |n order

Bul climata Chongs prolings Miote n
rmakas hem worse."

“Disaling with irstaksfity and how you maigats:
TNl bl 1 custions: Abou T roke ULS, securfy
fomes can playl” Adm. Lopez ardect “What can
wa do to slisviste the problums of instabilly n
advince And kaap in mind this will all be undsr &
hallimgact fsc At stuation, This is wiry compl:
cated. Of course; the miltary can be 3 catslyst Ioe
fmaking fhis happen, but { can't do it s, This
Also sbolit econamics; paiitics. and diplomecy,

ity whein squed by hrilrriticc
climate change *
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The greatest concern will be movement
of asylum seekers and refugees who
due to ecological devastation become

settlers...

18 securityAnaciimata.cna crg

Some migrations take place within countries,

adding to a nations political stress, causing

h 1 d

positive and negai

distracting from other issues. As a developed

POTENTIAL ESCALATION OF CONFLICTS
OVER RESOURCES

To live in seability, human societies need access to
certain fundamental resources, the most
important of which are warer and food. The lack,

or mi: of these can under-

cut the stability of local populations; it can affect
regions on a national or international scale.
Disputes over key resources such as water do

nor ically rrigger violent outcomes, and

nation, the ULS. was able to absorb the displace-
ment of peaple from the Gulf Coast in the
wake of Hurricane Karrina withour suffering
economic or political collapse, but not withour
considerable turmoil.

Some migrations cross international borders.
Environmental degradarion can fuel migrations in
less developed countries, and chese migrations

can lead ro international political conflict. For

no recent wars have been waged solely over water
resources. In areas with a strong government and
and

resource crises can be peacefully overcome. In

societal col , even tense di

s

fact, in recent years, arguments have been made
thar multinational cooperation over precious
water resources has been more an instrument of
regional peace than of war [17].

Nevertheless, resource scarcity always has the

P ial to be a contributing facror to conflice

1 FIW'II B ladech
to India in the second half of the last century

the large

was due largely to loss of arable land, among
orher environmental factors. This affected the
economy and political situation in the regions
of India that absorbed most of this population
shift and resulted in violence between natives
and migranes [16].

A third form of migration involves not only
crossing international borders but moving across
vast regions while doing so. Since the 1960,
Europe has experienced this kind of “south ro
north” migration, with an influx of immigranes
from Africa and Asia. The shift in demographics
has created racial and religious tensions in
many European countries, as evidenced in the
2005 civil unrest in France,

and instability in areas with weak and weakly
[19]. In addirion, there
is always the porential for regional fighting to

1
FF B

spread to a national or international scale. Some
recent examples include: the 1994 genocide in
Rwanda thar was furthered by violence over
agricultural resources; the situation in Darfur,
Sudan, which had land resources at its root and
which is increasingly spilling over into neighboring
Chad; the 1970s downfall of Ethiopian Emperor
Haile Selassie through his government’s inability
to respond to food shortages; and the 1974
Nigerian coup that resulted largely from an
insufficient response to famine [19].

Whether resource scarcity proves to be the
impetus for peaceful cooperation or an instigator
of conflict in the future remains to be seen.
Regions that are already water scarce (such as
Kuwait, Jordan, Israel, Rwanda, Somalia, Algeria,
and Kenya) may be forced to confrone this choice

as climare change exacerbates their water scarcity.
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AFRICA

VULNERABLE TO CLIMATE CHANGE IMPACTS

Such changes

Africa’s importance ro ULS, narional security
can no longer be ignored. Indeed, with the recent
establishment of 3 ULS. African Command, the
U5, has underscored Africas strategic impor-
tance. lts weak governments and the rising
presence of terrorist groups make Africa
imporran to the fight against rerrorism.
Moreover, Africa is also of seraregic value o
the U5, a8 a supplier of energy; by 2015, ic will
supply 25 to 40 percent of our oil, and it will
also be a supplier of strategic minerals such as

«chrome, plarinum, and manganese.

will add significantly

to existing tensions and can facilitate
weakened governance, economic
collapses, massive human migrations,
and potential conflicts.

Reducrions in soil moisture and furcher loss
of arable land may be the most significant of
the projecred impacts of dimate change in
Adrica. Ar the same time, extreme weather
evenrs are likely to increase. These expected
changes portend reduced supplies of potable
warer and food production in key areas. Such
«changes will add significantly ro existing ren-
sions and can facilitare weakened governance,
economic collapses, massive human migrations,
and potential conflices. In Somalia, for example,
aleemnating droughts and foods led o migra-
tions of varying size and speed and prolonged
the instabiliry on which warlords capiralized.

Increased political instabilicy in Africa

ially adds sddic
¥

p ] security requi
for the UL5. in 2 number of ways. Seabiliry
¥ ranging from b direct

delivery of goods and the protection of relief
warkers, to the eatablishment of a stable and
reconseructed state, can place heavy demands
on the LLS. military. While the narure of furure
stability operarions is a mareer of speculation,

historically some stability operations have

involved significant military operations and
Irics. Political i

w African trade and resources, on which the

bilicy al. kes access
LLS, is reliane for borh military and civilian uses,
a riskicr proposirion.

UNSTABLE GOVERNMENTS AND
TERRORIST HAVENS

Africa is increasingly crucial in the ongoing
battle against civil serife, genocide, and terror-
ism. Numerous African countries and regions
already suffer from varying degrees of famine
and civil serife. Darfur, Ethiopia, Erirrea,
Somalia, Angola, Nigeria, Cameroon, Western
Sahara—all have been hic hard by tensions thar
can be traced in part to environmental causes.
Struggles that appear to be wribal, sectarian,
or narionalist in narure are often eriggered by
reduced warer supplies or reducrions in agricul-
rural productivity.

The challenges Africa will face as a resule
of climate change may be massive, and could
present serious threats to even the most stable
of governments. Many African nations can
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GENERAL CHARLES F. “"CHUCK" WALD, USAF (Ret.)

Furmee Depniy O der, Headguarters LS. E
ON CLIMATE CHANGE IN AFRICA

When asked wiy Americans should be imeesied
I Abrican Secunly Esues, rolind Al Foce. Gen.
Chuck Wisld gove a number of masons.

“Wo ought fo cam about Africa because
we're @ good counfry,’ Gen. Wald said. *\We
have & Numandanan chamclar. WS one of our
great strangihs, and we shouldn't dany . Some
may b temated to avor Thair ayes, bub | wood
hope we (nstear Ses the vary (el numen sul-
faring laking plice Thans, Wi should b movisd
by H, chellenged by 4 Even i the contaxt of
securify discussons, | think ihese reasons
maller, because par of our Securdly depends on
remaining irue o ol valuas.

“Thare are sxofle mineads found only in
Alnos that. have essentiel military and. cvillan
\ises," Gen. Wakd conlinuid, Wi fmport mon
oll fom Alrica than the. Maddia Easi—prob-
aly 2 shock 1o a lol of poople—and that share
Wl arow, Afnca cotild become & mjor sxporer
af food.

Ty sy b thist we'll be:drawn inio fhe poli-
tics of Africa. 10 @ much greater axtant than in the
AL, A ot of Amencans today would sy Alnca s
N pptional engagemeant. | don? think that's. the
sy, Bvan oy, bui I certalinly won't b In the
futuire, ™

To Ehow. how, climate chiongs can  worsen
conditions il ane alrendy goits desparate, Gan.
‘Wakd choscaibad o (np fo Nigena

“We lanoed ih Lagos ints 0 the aflemoon,™

Gan. Wikl ssdl “The = o Gy, now, wilh gy’

A7 millon people. The bast way o describn
our drive from the aimor 10 he hotel s that

It meminded me of @ Mac M mevie Thar

‘were: massive numbers of people on the mads,
Jist milling around Thare wem huge piles of
tresh, There were e glong the roadsids and
i Wi distance—tfe Tk i was jst short
ol anwohy,

Command (LSELGUM)

“That's the situation fodny, Evan in a time of
Telntive: SAADHIty, Thers I very itk civil gov-
wrmanco; and vary Wile ability 1o serve higa
nmbes of people with bascs kke slectricity,
chisan water, healih care, of education,

M you add nasing constel walers and Mo
mstrama waather events. you fhen Have millions
of people who could be desplaced, Them really
I8 no controlied place for them 10 go. nd capac-
iy Yo an o Gepartin, sod to cipacily
I make new lving siustions. Whan you sdd in
the ehfects of climate change, i adds to the

“My view Is that we'll be drawn into the
politics of Africa, to a much greater extent

than we have in the past.”

oxistng copfusion and desperation, and puts
M prassurs of e Nigenan. governmant. (if
riikien Whir posaibiity of confie? very sl I e
delin & Nooded, or i mejor stomms damags the
driling capacity, you loss the pmary sourca
af iInGome,

“Gulturally, yous have a coumiry that is spiit
geographicaky between Musiims and Christians.
¥ migrations ocour, you put el pressure on that
colnlny, s airmady Lenst ond fraghe. When you
sxacermie Inat sifustion with climas changs
effects, Ii's nol burd to postulite on e dangors.”

Ybices ar EdvERIENELS
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best be described as failed sraces, and many
African regions are largely ungoverned by civil
insriturions. When the conditions for Failed
srates increase—as they most likely will over
the coming decades— the chaos thar resules can
be an incnbaror of civil strife, genocide, and the

growth of terrorism,

LESS EFFECTIVE GOVERNANCE
AND POTENTIAL MIGRATIONS

Whire than 30 percent of the world's refugees and
displaced persans are Alrican. Within the last
dicade, severe food shoreages alfected eweney-five
Africin countries and placed as many as 200
million people on the verge of calamiry” [20].
Expected funure climare change will
exacerbare this problem. The Sphara desert 15
spreading |21], and the sub-Saharan region is
expected vo suffer reduced precipitation [22].
As climare changes and agrculeueal parrerns
are disrupred, the geopolitics of the furure will

increasingly be the polivics of scarcity. Porential

...the chaos that results can be an
incubator of civil strife, genocide,
and the growth of terrorism.

Sami g AN Gl &

rainfall decreases in North Africa would likely
exacerbate the problem of migration ro Europe.
Reduced rainfall and increasing desertificarion
of the gub-Saharan vegion will likely also cesule
in migrations wy Europe, as well s migrarions

within the African conrinent.

LAND LOSS AND WEATHER
DISASTERS

Sea level rise could also result in the displace-
ment of large numbers af people on the
African confioent, as more than 23 peccent

of the African population lives within L0

kilomecers {sixty-two miles) of rhe coast; and
six of Africa’s ren largest cities are on the copst.
WNigeria and Mozambigue are particularly vul-
nerable 1o the effects of st level rise dnd storm
surges. Two eyclones in 2000 displaced 500,000
peaple in Mazambique and caused 950,000
people w require some form of humanisarian
assiseance [23]), The Miger Dela acconunes for
about 7.5 percent of Nigeriak land area and a
population of 20 million people.

In lighe of the potential magnicude of the
human erisis thae could resule from major
weather-related natural disasters and the
magnirude of the response and recovery efforrs
chae would be required, stabiliry operanions
erried out by internagional milicaries will likely

occur more frequently:

HEALTH CHALLENGES WILL
CONTINUE TO ESCALATE

Severe and widespread continencal health issues
complicare an already exeremely volarile envi-
ronment. Climare change will have bath direct
and indirece impacts on many diseases endemic
to Africa such as malaria and dengue fever [24],
Inereases in empertire can expand the latirude
and altitude ranges for malaria, and Aooding
from sea level vise or severe weather events can
increase the population of malaria vecrors, For
example, a temperature rise of 2°F can bring 4
malavia epidemic to Kenya, Excessive fooding
is also conducive to the spread of cholera,
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VICE ADMIRAL PAUL G. GAFFNEY 1|, USN (Ret.)
Purmer President, Naviowid Défense Universitys Former Chief of Naval Rescarch ad Commumler,

Nawy Mercorology mnd Qocawography Command

ON MILITARY RESEARCH AND CLIMATE SCIENCE

The Deparimend of Detensa and ihe intelligenco
cammunity have in the past Leed thaeir immense
capabilly for dala colction mod nnalysis fo
oiness national and infemationsl emionmental
questions, Fetied Vice Adm. Paul G. Gatiney ||
S3ys We have ihe capacity 1o do this again, 1his
limia. Tor balbes undirstanding and monflaring of
chmals change.

The Dol cifers squipman, bt and, =
Aam. Gatiney put i, “Data, ctats, data,”

“You will find the dafense and Inteligence
communities hove extraordinary amounts of
data, and, i done n & casful and deliberate

“Look @t fhe Neyy ocean modsers snd
omotn hensng oxperts, They womwed Wil
scientists @ NASAE Jel Propulsion Lab to
urlock the seosts of EI Mg, using space-
barne aftimatry dalis mnd new numencal ocean
circulation modats, Tha mission was a military,
onw, Bt ¥ Wilinislely plilyed @ role n heiping L
undersiand morns about he chmats *

Theoughout te Coks Wan (o LS. and the
Soviel Liion each cosecled data n the Arc-
ficz. I Thickness g Sub-ioh ooan onditions
ellecting acoustos were critical securly (ssuss.

“The mission was a milltary one, but it
ultimately played a role In helping us
understand more about the climate.”

minnern cild collectid in e pasl and i6a the
fyiure caEn be mede availeble fo climate scen-
lsts,™ Adm, Ealfoay said. “Ba W snagary, othet
satelile ooms, data from Navy eceanographic

shipzs and vahicles, surtece warsthips and subma-
rines, or ohsssations collactad by stereaft—you
can fird warys to smooth |t o profect what must
e protected i e raw data candt bi relarssd.
It climate change Is. in tect, @ critical issus for
socurity, fhen e mitary and inleSgonce corm-
munities should be-specifically tasked to aggres-
siviely et wilys B ki Thalr ik, Talent. Gnd
nystems capabililes avallabls fo Amencan etiors

Atter the teakup of the Sowat Union, many
saw b ihat data could ba used o deberming
temipariue and o8 condilon chanpes ovar
lims. The two sides colfaboind on ways
to share end reconcile the data, and in 1586
reeased  fhie  Arctic Ocean Atlas o the
world's scentific community, The data have
ardvanced untderstunding of climate change n

" 5 dimate change signals,

“Most of our ahips are sieady outitted o
polact 5P
U8, pillitary plastorns are all over e word, all
of the time; they becoma platforms of opponuty
to-coleat data for s global isue,”

A Gatfrusy also cited stall Capabillies,

“The guasty of personnel Iromy the detenes
nd 0 is ”
e said, “YWhin iha Dol wis have Libd s dos
g good B any. thal exist amywhens i1 e world
using whatevor miatrics Yo wan—papens pub-
lished, prtents. Noted auieates:

wiys

“I thenk there’s  another component o
i, S Adm, Gafiney. “Dalnse smplioyise
[mililary mnct covilian| sctially have & fespon:
sty to ftw nation wihen they have o cer~
toen =8l They heve o respansbility lo share
Ihiat with Ihe public and the nation, s long 88
sacurity ls not compromsed. They v done this in
thve past. And I'd lave 10 see them abl to do this
e Gilter) ) 1Y fuuin,

Voizes ar EErERIENET.
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CLIMATE CHANGE CAN AFFECT IMPORTANT
U.S. STRATEGIC INTERESTS

Mosx climare projections indicare increasing
monsson variability, resulting in increases in
bath fleod and drovght intensity in temperate
and tropical Asia [24]. Almost 40 percent of
Asia’s population of nearly 4 billion lives within
forry-five miles of its nearly 130,000-mile-long
coastline. Sea level rise, water availabiliry

and i d

affecting agricultural prod

effects of infectious disease are the primary cli-
mate effects expected to cause problems in Asia.

SEA LEVEL RISE MAY
THREATEN MILLIONS

Some of the most vulnerable regions in the
world to sea level rise are in southern Asia,
along the coasts of Pakistan, India, Sri Lanka,
Bangladesh, and Burma; and Southeast Asia,
along the coases beeween Thailand and Vier-
nam, including Indonesia and the Philippines.

Asia, where hundreds of millions of
people rely on waters from vanishing
glaciers on the Tibetan plateau, could
be among the hardest hit regions.

Sandy coastlines backed by densely popu-
Lated, low-lying plains make the Southeast
Asian region particolarly vulnerable to inunda-
tion. Coastal Malaysia, Thailand, and Indonesia
could all be threatened with flooding and the
loss of imporrant coastal farmlands.

The location and ropography of Bangladesh
make it one of the most vulnerable countries

in the world to a rise in sea level. Situated ar

the northeastern region of South Asia on the
Bay of Bengal, it is abour the size of Towa with
a population of almost 150 million. It is very
Hat and low lying, except in the northeast and
southeast regions, and has a coastline exceed-
ing 300 miles. Abour 10 percent of Bangladesh
is within three feet of mean sea level. Over the
next century, population rise, land scarciry and
frequent Aooding coupled with increased storm
surge and sea level rise could cause millions of
people to cross the border into India. Migration
acrass the border with India is already such a
concern that India is building a fence wo keep
Bangladeshis our.

India and Pakisean have long, densely popu-
lated and low-lying coastlines that are very vul-
nerable o sea level rise and storm surge. Coastal
agriculture, infrastructure, and onshore oil
exploration are at risk. Poassible increases in the
Frequency and intensity of storm surges could
be disproportionately large in heavily developed
coastal areas and also in low-income rural arcas,
particularly such low-lying cities such as Mum-
bai, Dhaka and Karachi.

WATER STRESS AFFECTS ASIA'S
ABILITY TO FEED ITS PEOPLE
By 2050, regions dependent on glacial melting
for water may face serious consequences, Asia,
where hundreds of millions of people rely on
warers from vanishing glaciers on the Tibetan
plareau, could be among the hardest hir regions.
Climate change has the potential to exacerbare
water resource stresses in most regions of Asia

[7]- Mosz counsries in Asia will experience
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ADMIRAL JOSEPH W. PRUEHER, USN (Ret)

Farmer Commnader-ii-Chief of e U8, Pacific Compmiand (PACOM) and Former LS. Ambassador ta Clrini

ON CLIMATE CHANGE IN THE PACIFIC

In & discizsion of climate change teses in the
Paific regian, tolisd Adm, Jossph Prashar st
ronsidermed e |ssus fm @ singular pespective
e mpect climale change may have on fhe

aften drectea intemelly, They focus on kesging
Intornail ordie. Theire might be cases whene e
LS. military migit be in o position (o help deal
with tho sffects of climate shange—with flocds of

v B

Lising Singapore as an example; he said, "i's.

the. mig That might fesult from them. The
15 ik o

 democracy, Bul witt & very strong keac

They've prospared, but owing 1o lack of space
Thesy hasve misny restrictions e do nat haves, It one.
Inaks ahead 1o the effacts of chmaia changs, you
start with i that lew

preser Bt Il you'rs

wiih 1 pation’s ammy keeping domastic oder, that
i b & raal challenge.”

that the Ed Uinian 15 warkeng 10 identity

Ly anicl vary hot. will fice more storms and mone
mistiure. I wil Thoe comstal impicts, Those Kinds
of changes, in o cmwded nation, ass 8 whoks
0t of issues thal miloct not just the sconomy and
cullure, but the secunty dynamic as wed.”

-Adm. Prusher Nen shiffed the comrsalion o
the replon’s govermments in general,

W mmay wall bo fhab in vory crowded notlons, a
Y ovoer to avoid

sironges

Inntatilty,” fe s “In Asla, ore sists @ while s

of coumiries with governments- exseising very limn
contral, But when you joak 1o the fulum to con:
siter fhe kinds of impacts we may sec—llooding
aktrma wiather ovints, mal disuplions—yol
also have i consider some steps that we i the
LS. would think offansive. Those are steps these
CovermmEnLE ey el they meed o take in omder o
avoid chaos*

Retarencing low-fying rogions where arable
land wi be lost, ha said, "You ses mass desiic-
Tior in countries. whisne Ine. govemment = not

ways of cooperating wilh the Ctwnase on the
of clean coil And hie
coutionad aganst thasea in the LS. who oppoesa
iy kirid af hechnokogy sxchange with Chin.
“iam, China = focused heavily on growth, Yes.
Ihirt (s what | ik & o Guilie ol possibility
of fiture mitary conflict. And, yes, |t s & real chal-
loingn to nogatiate with (hem; ane can aount on
VG 10 THEEALS TOWATT What they percevs 1o be
ke cwn ralicingl infanest,” hie sk, “Risisonatile
enouph But oo he (ssue of carbon smissions, (&
taesn’ Chi il
soive thairs. And Ihat means we need 1o engegs
Itvorn an rany fronts, Issons of gmal imporance fo
our workd will ot get salved without LL5.-Chinese
cooparation, | happen to lke dealing with the
s, "VoU My, ST, OF ytn My B SUspcious
ol Hiem, but we nasi fo cooparale.
“Thay haye 13 tilllon . people, 200, million of
o ar . Adm,
Prissher Saict, *They Tuivie & grout desil of pride and

mbist. pucple can'l cope
Bures braak down.”

Adm, Prusher noted thil how & gavernment
TRPONGS PIESrLe & ow 5ol of s lor Amn-
can podtical and milltary keaders.

“Mast of our security forces an lor protect-
Ing our nation from cutside, bt that's nol nec-
sty the cass i this vt of the world,” Adm,
Prusher said “MEtary permonnal slsswhens ae

aan great nation, Mozt of what we
nay o b I Gl i
‘aen by teeer as a way (o stop fhem from continu-
Ing Aconomic growtl

“Mat tafking o the Chinesa ts not an oplion

YRIGEN NE RaPERiANEES S
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LIEUTENANT GENERAL LAWRENCE P. FARRELL JR., USAF (Ret.)
Farmer Deputy Clief of Staff for Plans wed Prograns, Headquarters LLS. Air Foree
ON CLIMATE, ENERGY AND BATTLEFIELD READINESS

Fietined Alr Fovme Lt Gen. Lany Fansll saes s
arey deal of uncartainty abou! climate change
wd appencs wiling fo engage any credible
soientist i discunsons of discrepanoies among
Ehmiabn modsln;

“ou mignt &y |'m from Missoun on this
tsmr—y ol b (o shie mie,” b said. “And e
s il much unceitainty and debate on this imswee
Daspflo. this, Gon, Farred ssos indications: that
S0iTHe Change s occlmng,

*Canarly, Thilne has Boon S Warming cver
Ihe past 100 ysos and sume. cimale change.
These chariges haye baen accompanied by fairy,

q in car-

‘bion dinxide and methana. I fhen = a connection
bistwisssn warming b and grssnhocse goses,
our use of ensrmgy may be playing & part in this, it
vsis Loncts conbiny o
could well exacertiate exsting socisl and posl-
cal Ingtabiiities and cranto nov ones. The milliary
Tiits. Itvis obkiggation 10 Asswes The polintial milltary
Implications of ihese rends.” Gan. Famell's prel-
arenoa s o focus on solubions.

I youl ndvecate misligin snedy Solutions.
you'll solve this problem,’ Gen. Famell said,
ntane walking through a lony list of masons for 2
focus on eneegy,

A by conoen for Gan. Famell: Gatibelikd
Tarinass.

“Bayurty parcent of theonnage on i batle
Tt 15 Buek,” ha sald, “Thit's an amazing mumbsr,

“Thw military should be Inteested in fit
wconomy on the batlefield” he sakl ‘ifs &
readliness s8ue, | you o move your men and
matenal mone oquichly, I you have léss ionnage but
Hrioe s vl o1 protoction and (irenowe, you'ne
marfe afficient on the battisfield, That's & iila and
chomth b

Gen Fanell falked abeut the chalange of
focusing on long-torm Esues,

“Climate chenge i nol somatning people
cAn fecogne,” hie sakd *in geclagic Nmes, T
ch, But In human (s, s stil vary siow.
s mard o get all of us to do somathing about
i1 Anct it leads me 10 beieve we' should dem
with oihar fhings that o @ piotilent today
but fhat olso get us to (he heert of clmate
change, Thal's where | get to the lssue of
st anergy choicis.

“Focus on consenvation and on Bnemy SO
o5 \hat aren'l based Uy camon, Move toward 4

ultimentely give you efliciency and, yes, prfin
Wiien you pursue tase ings, you busd alliancos.
Along ihe way, Thats satety, Its 2 benaflt We see
right mowe”

Hi suggesind analfier mason as well Tha ans

TRy A By st
SWane foreeed fo b inlhted in parts of the
world because af out anegy constmption. ™ he
s, *Solying the anorgy problarm solves a real
secunty probism. Yol get 1o chocse your points ol

Entwisen fuil and watos, it almesi mvoryiting wo
Iake o the battislisld. Food and mmmo ae really
quite small [n omparison,

“Delivering That fusi reglines. sectins e of
cammunication.” Gen, Farrell said. "1 you have
biasa toarky, you may be able to didvar il With
much |ess risk, but thats 2 supply line ssus.
Aned win seé [0 ireg hew dangerous 1l can be 1o
Iranspart fuel.

It ikt o 3l Ve Ehings youur grnd-
othier iold you. ‘Don'l go leoking for irouble.
M your find froubla, you have jo deal with t—but
don't oo iooking for 1t Weall. Whan wWe go looking
for o, we're el hoking For trouble:*




substantial declines in agriculrural productiviry
because of higher remperarures and more variable
rainkall parterns [25], Net cereal producrion in
Sauth Asia, for example, is projecred to decline
by 4 to 10 percenr by the end of this centiary
under the most conservative climate
change projections.

Bur the prablem isn't just warer scarcity—
v much warer can also be 4 problem, By 2050,
lring in the high Himalayas and

increased precipitation across northern India

ANOwW

are likely ro produce flooding, especially in
carchmenrs on the western side of che Himalayas,
in northern Indin, Nepal, Bangladesh,

and Pakistan,

RISING SPREAD OF INFECTIOUS
DISEASE

Climace change 1s expecred ro increase che
geographic range of infections diseases such

as malaria, dengue fever, and schisrosomiasis
and increase the risk of warer-borne disease.
Climate projections indicate the Asia/Pacific
region as a whole is likely to become warmer

125

and werrer in the coming decades, creating
conditiony more conducive ro disease vecrors
such s mosquiroes, With the exception of east
cenrral China and the highlands of west China.
much of the Asia/Pacific region is exposed to
malaria and dengue or has conditions suitable
for their spread, This region will conrinue o
be a hor spot for these diseases in the decades
ahead, with cerrain regions becoming more

prone ro epidemics.

ARLAT Sisaiyhuadimie ss o 2T
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EUROPE

THREATENED BY CLIMATE PROBLEMS

FROM OTHER PARTS OF THE WORLD

Europe is gerting warmer overall, northern
Europe is geeting werter, and southern Europe
is getring drier. (For the purposes of this report,
Exrope includes the western part of the former
Sovier Union.}

The developed nations of Europe will likely
be able to deal with the direct climare changes
expected for thar region, but some of the less
developed nations (the Balkans, for instance)
might be stressed. Europe has already expe-
rienced extreme weather evenes thac herald
porential climare change effects: the more than
35,000 deaths associared with the hear wave of
2003 are a reminder of the vulnerabiliry of all
nations to climate extremes [26]. However, the

major impact on Europe from global climate

With its shortages of water, the
Mediterranean area could experience
considerable strain.

«change is likely to be migrarions, now from the
Maghreb {Narthern Africa) and Turkey, and
increasingly, as climate conditions worsen,
from Africa.

DIRECT IMPACTS: HOTTER
TEMPERATURES AND
RISING SEAS

Maost of Europe has experienced surface
air temperature increases during the twentieth
century (1.44°F on average), with the largest
increases over northwest Russia and the Iberian
Peninsula. Temperarures in Europe since 1990

have been the warmest since records have been
kept. More heat waves across all of Europe are
likely to increase stress on human health and
could produce an increased risk of malaria and
dengue fever in southern Europe. Agriculural
zones would move north, and the Mediterra-
nean regions, especially in Spain, would suffer
a greater loss of productiviry,

Precipitation is expected to increase in the
north but decrease in the central and eastern
Mediterrancan zones and south Russia, with
acure warer shorrages projecred in the Medirer-
ranean area, especially in the summer.

MITIGATION AND

ADAPTATION TO CLIMATE
CHANGE IN EUROPE

The capacity for adaptation to these changes
is very high in most of prosperous, industrial
Europe, but less 5o in lesser-developed places
like the Balkans, Moldova, and the Caucasus,
With its sh

area could experience considerable serain. In

Fwater, the Medi

g

northern Europe, countries may build higher
dikes, as they have done in the past, but at a
certain point that may not be sufficient, and
much port and other coastal infrastrucrure
would have ro be moved further inland, ar

great expense. Some northern migration within
Europe might be expected—the Iralians already
face a large Albanian immigration, and others
may press north from the Balkans.



THE PRIMARY STRATEGIC CONGERN
OF EUROPEANS: MASSIVE MIGRATIONS
TO EUROPE

The greater threat to Europe lies in migra-
tion of people from across the Mediterrancan,
from the Maghreb, the Middle East, and
Africa. E:

climate change are certainly not the only factors

bh-Sah

| stresses and

driving migrations to Europe, However, as more
peaple migrate from the Middle East because
of water shortages and loss of their already
marginal agricultural lands (as, for instance,

if the Nile Delea disappears under the rising

sea level), the social and economic stress on
European nations will rise.
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It is possible thar Europeans, given their
long and proximate association with the sub-
Saharan African countries, may undertake more
stability operations, as they have in Sierra
Leone and Cére d'Ivoire. Their miliraries,
and in particular their navies and coase guards,
would also have to increase their activities
in securing their borders and in intercepting
migrants moving by sea, as is now going on

through the Canary Islands.

i BACRR 28
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MIDDLE EAST

ABUNDANT OIL, SCARCE WATER AND
INTERNATIONAL CONFLICT

The Middle East has always been associated

with two narural resources, ol (because of its
A

1 and water (b F i
The Persian Gulf contains more than half (57
percent) of the world’s oil reserves, and abour
45 percent of the world's narural gas reserves.

arcity).

And because its production costs are among the
world’s lowest, dhe Persian Gulf region is likely
o remain the worlds largese oil exporter for the
foreseeable future. At the end of 2003, Persian
Gulf countries produced about 32 percent of
the world's oil. Because of its enormous oil
endowment, the Middle East is one of the most
srraregically significant regions of the world. The
security impacts of climate change on the Middle
East are greatly magnified by its historical and
current levels of internarional conflicr, and
competition for inereasingly scarce resources
may exacerbate the level of conflice. This is the
region of the world in which the ULS, is most
engaged milicarily.

WATER: INCREASING STRESS ON
AN EXISTING SHORTAGE

In this region. warer resources are a crirical

issue; throughour history. culrures here have
fourished around particular water sources. With
the population explosion underway, water will
become even more eritical. OF the countries in
the Middle Ease, only Egype, Tran, and Turkey
have abundant fresh warer resources. Roughly
two-thirds of the Arab world depends on sources
outside their borders for warer. The most direet
effect of dimate change to be felt in the Middle
East will be 3 reduction in precipitation. But the
change will not be uniform across the region.

The Aows of the Jordan and Yarmuk rivers are
likely ro be reduced. leading vo significant water
stress in Israel and Jordan, where water demand
already exceeds supply. Exacerbation of water
shortages in those two countries and in Oman,
Egype. Iran, and Iraq are likely to threaren con-
ventional crop production, and salinizarion of
coastal aquifers could further threaten agriculoure
in those regions.

SEA LEVEL RISE
Sea level rise combined with increased warer
demand from growing populations are ikely to

bare saltwater intrision into  fresh
warer aquifers, already a considerable problem for
the Gaza Strip. Salinization of coassal aquifers

could further threaren agriculoure in these regions.
Additional loss of arable land and d in
food securiry could encourage migration within
the Middle Ease and Africa, and from the Middle
East to Europe and elsewhere,

INFLAMING A REGION OF
POLITICAL INSTABILITY

Climate change has the potential to exacerbate
ENSions over warer as precipitation patterns
change, declining by as much as 60 percent in
some arcas. In addition. the region already suffers
from fragile governments and infrastrucrures,
and s a result is susceptible to narural disasters,
Owverlaying this is 2 long history of animosity
among countries and religions groups. With most
of the world's oil being in the Middle East and
e lrduirtalieed s fod

competing for this resource, the potential for

\! ic di and

g rensions,

armed conflict is great.
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GENERAL ANTHONY C. “TONY" ZINNI, USMC (Ret.)
Farmer Cammariaer-mChief of U5, Central Comimand (CENTCOM)

ON CLIMATE CHANGE, INSTABILITY AND TERRORISM

A starding point n imdarstanding fhis connection
gt e fo ook & how climats change effeals
could diwe popations o migrate” Gen. Zindl
sgid. “Wiere do these peopls move? And what
it ol conflicts might resut drom thefr migra-
ToNT You sse i in Alrica today with The fow of
miggations. If becomes difficult for fhe nesghbor-
g eourttries. 1t can b a buge burden far the host
cauntry. and 1hat Burden becomes greater i the
e By hhesar

DECMPENGES.

“You may also naye m population that &
Wiaumatizad by an gvant of B changé n cond-
fions toggend by cimte changs.” Gen. Zinnl
said. i fhe gevernmint thom is not abl jo
cape wih the effecis. ana Il other mstiions
i Uitk To pofe. Ihn you can be taced. with
o collapsng stata. And fhese end G 23 breed-
g grounds for |nstability, 1oF iInsumencies, fof
‘Wstords. You St 10 Soe renl extiemism. Thess
places act like Pt disties for sximmesm and for
‘teeranst networkes.”

I dbscobing e Middk East, the Tormar
CENTCOM commander ssid, “The mxisting
aifuation makes thes- place mone suscegtible o
probiems; Even small changes mey have  greater
impneh here than fhey may hove slsewhens. You
almatly have grest teesion over waer These
ame cutiures often bulll around & single solce
of wilkir. So hny st on T rivers dnd agu-
fers can be 8 soume of confot If you consider
land 1055, the Nile Dalts reglon is the most fertib
ground In Egyipt, Any losses e could cilss o
moal protileem, agmn becese e eglon is aloady
50 fragile. You have mess mmigrations within: the
Teqon, going on for many decades now, i iHey
have bean very destabilizng politicady™

Gee Zind relerenced ihe inevitablity of
climata changa, with global temperitures sur 10
Ineresse, B e plao siressedt et the inmensty of
thosa changes could be reduced I the US. heips
lemd tha way to a.gldbal mduction in cartion sme-
Stons. He urmed action riow, sven If the costs of
action sem high.

“It's not hard to make the connection
between climate change and instability,
or climate change and terrorism."

Vi will pay Tor Ihvis one waay o bnclher” his
s "W will pay s
sians today, and e’ have 1o taka an sconamc:
it ot somie Kind. Or e Wil pay e prce ater n
millitary terms. And that will involve human lves.
Thary will B o e bl

“Théee 5110 Way aut of this that does not have
real costs attached 1o it Thit has fo hit home*

VAIENY CF RAPERITRESS

o | ]
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THE WESTERN HEMISPHERE

RISKS FOR THE UNITED STATES AND OUR NEIGHBORS

Larin America includes some very poor narions
in Central America and in the Caribbean, and
their ability 1o cope with a changing climate
will presens challenges for them and thus for
the LS. Global climate change can lead ro
grearer intensity of hurricanes as sea surface

‘ rise, with
fior the southeastern LLS., Central America, and
Caribbean nations. Loss of glaciers will serain
water supply in several areas, particularly Peru
and Venezuela. Rising sea levels will chreaten all
caastal narions. Caribbean nations are especially
vulnerable in this regard, with the combinarion
of rising sea levels and increased hurricane
activity potentially devastaring ro some
isdand nations,

“The primary security threats to the ULS. arise

Larin America, which is particularly dependent
on food production for subsistence, and ro Bra-
zil, whose economy is fucled by food exports.
Drought and decreased rainfall is projected
w0 also affect the central southern ULS, That
could have significant impact on food produc-
tion and sources of warer for millions. The
High Plains (or"Ogallala”) aquifer underlies
much of the semi-arid west-central U5, The
aquifer provides water for 27 percent of the
srrigated land in the country and supplies about
30 percent of the groundwarer used for irriga-
tion. In facy, three of the top grain-producing
stares— Texas, Kansas, and Nebraska—each
gee 70 to 90 percent of their irrigation water
from the Ogallala aquifer [27]. Human-induced

stresses on this groundwarer have resulred in

from the potential d d for | itarian aid
and a likely increase in immigration from
neighbor states. It is important to remember
thar the ULS. will be dealing with its own
climare change issues ar the same time.

INCREASING WATER SCARCITY
AND GLACIAL MELT

The melting of glaciers at an accelerared rare
in Venezuela and the Peruvian Andes is a
particular concern because of the direce reliance
on these glaciers for water supplies and hydro-
electric power. The Peruvian plains, northeast
Brazil, and Mexico, already subject to droughe,
will find thar droughts in the furure will lasc
longer. Thar would lead to further land degra-
darion and loss of food production—a blow wo

ble declines greater than 100 feet in
some areas [28]. This already difficule situa-
rion could be greary exacerbated by a decrease
in rainfall predicted for the region. Similarly, a
recent study by the Narional Research Council
on the Colorado River basin (the river is the
main water source for tens of millions of people
in the Southwest) predicted substantial de-
creases in river flow, based on higher population
coupled with the climare change affeces [29].

STORMS AND SEA LEVEL RISE

In looking at the relationship between warmer
remperatures and storm intensity, a panel con-
vened by the World Mercorological Organiza-
rion concluded: "I is likely thar some increase
in tropical eyclone peak wind-speed and rainfall
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ADMIRAL DONALD L. “DON" PILLING, USN (Ret.)

Former Vice Chief of Naval Operations

ON OPERATIONAL CHALLENGES OF CLIMATE CHANGE

Fetired Adm. Donald L Piling, former vice
chilef of naval operations, highlighted one of the
FeEsOns government agencies have been stow to
respond fo the issue of climate change.

“One of the problems in talking about this
izsue is that no one can give you a date by which
many of the worst eMects will be occurring,”
Adm. Pilling said. “If it’s 2050, there lsn't a guy in
uniform today who will ba wearing a uniform then,
The Pentagon talks about fulure year plans that
aro six years down the road.”

Still, Adm. Pilling was able to talk about the
issue and the planning chalenges it might of-
fer, He enumerated a list of operational impacts,
starting with the assumption that thera would ba
Increased instances of large migrations—people
fleeing homelands that have felt the impacts of
climate changes.

“This is key because it's easy 1o see how our
alies can be consumed by this” Adm. Filling
said, “They wont have time to participate in
exercises al sea because all of their assets will
be focused on protecting the border and beach-
es. Europe will be focused on its own borders.
There ks potential for fracturing some very strong
alisnces based on migrations and the lack of
control over bordars,

“Open seas al the Arctic means you have
another side of this continent exposed.” he
said, “Betwoon the Canadians and us, there ane
a handful of ships oriented for the norhermnmost
latitudes. But there is not much flewdbility or
depth there.”

He said that an increase in the frequency or
intensity of hurricanes could have a destabilizing
eflect on maintenance and the stability of ships.
and fleets. “It may cause you 1o move ships norh
to avoid humicanes. If a ship's captain thinks he's
in the midclle of hurricans seasen, he's going to go
out—get away from port. I impacts maintenance

And
that dessn’t factor in the damage that humicanes
can do o ow ports and maintenance facilities.
W spent a few billion to restore Pascagoula after
Humicane Katrina—and we're not done yet. But at
least that's an impact you can see. People can get
their hands around that.”

“There is potential for fracturing some very
strong alliances based on migrations and
the lack of control over borders.”

Over time, some of the operational issues
related to climate change would be increasingly
difficult to resolve.

At headquarters, they would need to be much
mone thoughtiul about invesiment decisions,” he
sakd. “Why invest significant resources in bases
that ane in low-lying regions? Why invest in bases
that may continue to be flooded? Those ane tough
questions 1o ask, but I'd ask them.”

VOICES BF EXPERIEMGES Saruiiiphnn
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will aceur if che cimare conripnes to warm.
Model studies and theory projece a 3-5%
inerease in wind-speed per degree Celsius
ineredse of cropical sea surface temperanires”
[30). Warming seas and their link o starm
energy are especially worrisome bor Central
American and small Cacibhean island nations
that do not have the sucial jofrastrucrure to
deal with narural disasters.

Flooding could increase with sea level
vises, especially in the low-lying areas of North
America—inundaton models from the Uni-
versity of Arizina project thar a sea level rse
of theee teer would cause sauch of Miami, Fore
Myers, a large portion of the Everglades, and all
of the Florida Keys ro disappear [31].

Inn the past, U.S, milicary forces have
tesponded ro narural disasters, and ave likely to
conrinue doing so-in the foreseeable furure [32),
The milirary was deployed to Ceneral America
after Hurricane Mirch in 1998 and ro Hairi
fallowing the rains and mudslides of 2004, The

LLS. milicary was also heayily involved in the
response to Hlurricane Kareina, Climare change
will likely increase ealls for this eype of misstan
in the Americas in the future.

INGREASED MIGRATION/REFUGEE
FLOWS INTO THE U.S.

The grearer problem for the ULS. may be an
increased flow of migrants northward into the
115, Already, a large volume of south to north
mugration in the Americas is strining some
stares and is the subject of national debare. The
migration is now Largely driven by cconomics
and palitical insrabiliry. The race of immigration
from Mexico ro the ULS, is likely 1o rise because
the warer sinsarion in Mestico is already
marginal ad could worsen with less cainfall
and more deoughs. Increases in weather
disasrers, such as huericanes elsewhere, will also
stimulare migracions to the LLS, [32],
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GENERAL PAUL J. KERN, USA (Ret.)
Fuirmer Communding General, LLS. Arnry Marerdel Conpnd
ON WEATHER, LOGISTICS, AND THE CAUSES OF WAR

In 19883, Gon Kerm commanded a brgack based
ar Fon Stewad, Georgla, and was prepanng
to send man and matenel 1o Turkey In sdvance
af NATO training exencises, Those plans ware
intarmuptad by Humcane Huge, wiich appaatd
Iheadéd to Savannah, the por of depanturs for he
sz,

W ware. dll ready to go, but the ships
Invalved in fransport had 1o ba sant (o hor
oM. Gen. Kerr| snid. “So we broke. down ihe
shipments that fisd aready been assembld
for dalivery, We then moved our aviation as
sats out, and moved base families It sholters.
Utdimatedy, the hurricane hit Charfeston, and tid
Imajor damage 10 1he aibase fers; That imean!

for us—ihiey wers things we could handa.”
Ban. Kem ssd, “But the anned training
nercsan—prepanng s for Gur com  milllary
mission—wene ot a5 good a8 1y coukd e
e, (15 4 vy suilie hing, BUT e wl ave
It In'a nutshell Extreme wealher can affect your
rendiness.”

Looking eiveadt, Gan. Karm. now retined from
Jctiveh diity, disclssed. wider glotal ends hat
e military must addeess lo achieve an opli-
mal $ate of readiness. He bellsves “Ihe crticsl
tactors for doanormic and securily stabaty n
Iwenty-liest century ane enengy, wile, and hi
smvironmment, Thesa res tactors netd (o b bal-
ncecd tor peaplé 10 Achin A nsonitle quaity
il ifen, Wi Thiary dirts v 1) B, precpsbo ive in
powirty, sufter high ceath rabes, or move lowen
st Gontlict,”

Thet i Tor Aater Bastoles Ihe conges
quences; of imbalance. "Whan walir & Scar,
pecpld move Lntd thay can find adequate sup-
iy, e e, “As climisle changé ciames Ghifts o
accessbility 10 waler, we obsend lame mave
it of mfugees and smgration.”

Hie saiid Africa affirs prime dowmpbis of this.

and reforancod n passage from the book Trans-
boundary Rivers, Sovansgnty pid. Development
(Anthony Tirton, Pator Ashton, and Eugenn
Cloate, ds:), which states tha “then |5 3 vast
and growing Itermtune (hat cites water ws a oy,
causn o wars i the wenty-firsl cantuny, and tha
15 Intmenathonal basins in the Southern Alrican
Devalopmant, Gommunily (SADC) ae rogdurly
namad s points of fension, second anly. (o ihn
ol and hostile Widdle East ™

Hir ausated from a lafeer wmifieni de fem by
Amhony Turon, 2 soldier in the war ovar tha
Okavorg River busn, who wirso that “to spryn
ona's country on Ihe fold ol batta & indly
neble, bul 1o serve g A pesce-tuldar m iruly
qreat " Turton s wrofe that i his now ol
of restoring mer basins, ha has fowd
personal paaca.™

Gan, K also ciied He laio Nobal Laimaty,
Dy Aick Smalley, of Rice Uinivarsity, who oftan
lectiired on the World's tog 10 problems. Smalkay,
listed energy, waler, lood, and the envwonment at
v top of s fet,

“Whils the mitary community has. pot
Tooused on nase issues, we often find ourseives
respanding 1o & ciests crented by the los of these
stapias, or by A confikct over claims to one or more

"Military planning should view climate change

as a threal to the balance of eneray access,

water supplles. and a healthy enviroriment,
and il should require a response.”

of e Gen, Kem =0, 0 my view, therstore.
ARy planing Should view limate change is
B Inrest [0 Ins halknce of Bnegy Acceds, wilts
BupRiles, and A heniiny ewimonment, and (1 shoukd
Veglne A response. Responding fter e Mot
‘wilh toope—after i Citsls occurs—is ané Kind of
Trspanse. Warking 1o delsy these changes—io
Bocommodale A Dalance amang INess staples—
5. of colirse, another Wiy~
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AND OPERATIONS
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DIRECT IMPACTS ON MILITARY SYSTEMS,
INFRASTRUCTURE, AND OPERATIONS

Climate change will stress the U.S. milirary by
affecting weapons systems and platforms, bases,
and military operations. It also presents oppor-

tunities for constructive engagement.

WEAPONS SYSTEMS AND
PLATFORMS

envir al

e require-

ments—at considerable cost—and dramatically

Operaring equiy in
conditions increases

reduces the service life of the equipment. In
Iraq, for instance, sandstorms have delayed or
stopped operations and inflicred tremendous
damage to equipment. In the future, climate
change—whether hotter, drier, or wetter—will
add stress to our weapons systems.

A stormier northern Atlantic would have
implications for UL5. naval forces [34]. More
storms and rougher seas increase transit times,
contribute to equipment fatigue and hamper
flight operations. Each time a hurricane
approaches the U.S. East Coast, military
aireraft move inland and Navy ships leave port.
Warmer temperatures in the Middle East could
make operations there even more difficult than
they are today. A Center for Naval Analyses
study showed that the rate at which U.S.
carriers could launch aircraft was limited by
the endurance of che flighr deck crew during

extremely hot weather [34].

BASES THREATENED BY RISING
SEA LEVELS

During the Cold War, the U.5. established and
maintained a large number of bases throughout
the world. U.S, bases abroad are situated to

provide a worldwide presence and maximize

our ability to move aircraft and personnel.
Climate change could compromise some of
those bases. For example, the highest point of
Diego Garcia, an aroll in the southern Indian
Ocean thar serves as a major logistics hub for
UL.S. and British forces in the Middle Ease, is
only a few feet above sea level. As sea level rises,
facilities there will be lost or will have to relo-
cared. Although the consequences to military
readiness are not insurmountable, the loss of
some forward bases would require longer range
life and strike capabilities and would increase
the military’s energy needs.

Closer to home, military bases on the eastern
coast of the United States are vulnerable to
hurricanes and other extreme weather events.

In 1992, Hurricane Andrew ravaged Homestead
Air Force Base in Florida so much that it never

reopened; in 2004 Hurricane Ivan knocked

Climate change—whether hotter,
drier, or wetter—will add stress to
our weapons systems.

our Naval Air Sration Pensacola for almost a
year. Increased storm acivity or sea level rise
caused by future climate change could threaten
or destroy essential base infrastructure. Ifkey
milirary bases are degraded, so, too, may be the

readiness of our forces.

MILITARY OPERATIONS

Severe weather has a direct effect on military
readiness, Ships and aircraft operations are
made more difficult; military personnel them-

selves must evacuate or seek shelrer. As rerired
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Army Gen. Pand Kern explained of his dme
dealing with hurncanes in the US, Southern
Command:"A major weather evene becomesa
distracrion from yaur abilicy vo focus an and
execure pour milirary mission.’

in addicion, LLS. forces may be required to be
more engaged in stabilicy operations in the future
as elimate change causes more frequent weather
disasters such as hurricanes, flash floods, and
extended droughts,

THE ARCTIC: A REGION OF PARTICULAR
COMCERN

A warming Aretic holds great implications For
milieary operations. The highest levels of plan-
erary warming observed ro dare have oceurred

10 the Areric, and projeerions show the high
norchern laticudes waeming more chan any urher
pare of the earth over the caming cenrury. The
Arctic, often id

“tanary”in the earth climare system, is showing

d to be the p

clear signs of stress |33,

The ULS. Navy is concerned abour the rerrear
and thinning of the ice canopy and its implica-
rions for naval operarions. A 2001 Navy study
concluded thatan ice-free Arctic will requirean
“increased scope of naval operations” [35], Thar
inereased seope of operations will require the

As extreme weather events becomes
more common, so do the threats to
our national electricity supply.

T

Mavy mo consider weapun sysrem eflecriveness
and various other Factors assaclared with operar-
ing in rhis envieonment, Additionally, an Arcric
with less sea ice could bring more comperition
for resources, as well as more commercial and
military activicy that could further threaten an
already fragile ecosystem.

DEPARTMENT OF DEFENSE ENERGY SUP-
PLIES ARE YULNERABLE TO EXTREME
WEATHER

The DoD is almast complecely dependent on
electricity from che nacional grid ro powee crineal
mussions at fixed installafions and on petroleum
0 ststain combat rraining and operations. Both
sources of energy and their distribution systems
are sisceptible to damage From extreme weather,

The nadanal elecrric geid is fragile and can be
easily disrupred. Witness the Mortheast Blackour
of 2003, which was caused by trees filling onte
power lines in Ohio, It affeceed 50 million people
in eighe seares and Canada, vook days to restore,
and caused a financial loss in the United Srares
estimared to be between $4 billion and $10
billion [36]- People lost warer supplies,
transportation systems, and communicatons
systems | including Inperner and cell phones).
Factaries shur down, and looring secured.

As extreme weather evens beconies more
comman, 50 do the threats to our national
electricity supply.

One approach ro securing power to Do}

for critical involvesa

of aggressively applying energy
efficiency technologies ro reduce the critical

load (more mission, less energy); deploying
ble energy and “islanding” the
installation from the navional geid, Islanding

allows power generated on the installanons m
How two ways—aonto the grid when there is
excess productiom and from the grid when the
load exceeds local generarion. By pursuing chese
actions to improve resiliency of mission, Do
wonld became an early adopter of technologies
thar would help rransform the grid, reduce our
load, and expand the use of renewable energy,
For deployed syseems, the Dol pays a high
prise for high fuel demand. n lraq, significanc
combar forces are dedicared to moving fuel and
provecting fuel supply lines, The fuel delivery
steuation on the ground i Img i so lomired



chae that the Army has eseablished 4" Power
Surery Task Foree” ro help commanders of
forward operaring bases cut the number of fuel
cunwuys by using energy moee efhciearly. Maj,
Gen. Richard Zilmer, USMC, commander of
thie mulrinavional foree in the Anbar province
of Irag, asked for help in Auguse 2006, His
revquest was for renewable energy systems,
According ro Gen, Zilmer, “reducing the
milirary’s dependence on fuel for power generi-
rion could reduce the number of road-bound
convoys ... Withour this solurion [renewable
energy systems |, personnel loss rares are likely
to continue ar their curvent rate, Continued
casualry ac larion exhibies parential ro

Jjeopardize mission suceess.,..” Along a similar
vein, Lt, Gen, James Matris, while command-
ing general of the First Marine Division during
Operacion leagi Freedom, urged: " Unleash us
from the rether of fuel”

Energy-cflicieney rechnologies, energy
congervarion practices and renewable energy
sources are the tols forward bases are using o
stem their fuel demand and reduce the “rargec
signarure” of their fuel convoys,

MNumerows Dol seudies daring fram che
2001 Diefense Science Board report “More
Capable Warfighting Through Reduced Fuel
Burden” have concluded diac high fuel d d
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aircraft cose Furthermore, DolYs procedures
fur determining the types of systems it needs do
nor take these fuel burden considerations inco
account, Dol should requice more efficient
combat systerms and should include the acrual
ot of delivering fuel when evalnaring che
advantages of investments in efheiency [38, 39],

... reducing the military's dependence on
fuel for power generation could reduce
the number of road-bound convoys ...

[0l should have an incentive ro accurarely
aceount for the cost of moving and procecting
fise and 1o invest in rechnologies thar will
provide combat power more efficiently.
Dieploying technologies cthar muke our forces
muore efficient also reduces greenhouse gas
ermissions. The resulting rechnol
myake a significant coneriburion o the vision
President Bush expressed in his Sraee of the
Union speech when he said, "America is on the
verge of rechnological breakehroughs thar will
< help us 1o confront che serious challenge of
global elimare change”

Given the human and economie cost of

would

delivesing fuel to combar forees and the almose

1

wtal dey ¢ on the electric grid for erieical

by combue forces derraces from our combar
1 i

misstons, Dol has scrong operanonal economic

capability, makes our forces more
diverrs combar assers from offense ro supply
line protection, and increases operating costs.
Nowhere are these problems more evidene than
in Irag, where every day 2.4 million gallons of
fusel is moved through dangerous cerrienry;
requiring protection by armored combar
vehicles and artack helicoprers [37].

DD plarmers estmate thar it costs 15t
deliver one gallon of fuel from its commercial
supplier t the forward edge of the barrdefield
and abour $26 to defiver a gallon of fuel from

an airborne tanker, not counring the tanker

ro aggressively pursue cnergy efficlency
in its combar systems and irs installanons.
By investing at levels commensurate with its
inrerests; Do would become an early adoprer
af inpovarive technologies and could stmulate
nt}u‘rs o ﬁ:llm“

ENGAGEMENT OPPORTUNITIES

Climmare change threars also creare opportunities
for constructive engagement such as stabilicy
operatians and capacity building: The U.S.
milicary helped deliver relief ro the vicrims af

COMEST MR A TS m A
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the 2005 lndian Ocean rsunami because it s
the only instirution capable of rapidly delivering
persannicl and materiel anywhere m the world
on celatively short notice. Dal) Directive
000,05, 1ssued in 2006, provides the mandate
to conduet military and civilian stabilivy
operatiens in peacerime as well as conflict to
mainein order m states and cegions. The
Combatant Commands Thearer Seconiry
Cooperation Program, which seeks to engage
regional states, could be easily focused on
climate chinge mirigarion and executed in
concert with ather ULS. agencies through UL,
ernbassy counry reams: The objective would be
o build the host nation military's capabilities
and capaciey 1o support civilian government
agencies. Ir also enhances good govermance and
promotes scabilicy, making Failed srares and

rerrorist incursion less likely, Because many

climate change problems cross borders, i

could also p aranal ¢

ication

and cooperation.

IFthe frequency of nitural disasters increases
with climate change, future milicary and polici-
cal leaders may kace hard choices abour where
and when to engage. Deploying troops affeces
readiness elsewhere; choosing not to may affect
alliances. And providing aid in the aftermath of
4 catastrophic event or natural disaster can help
retain stability in a nation or region, which in
ruen could head off ULS. military engagement in
that region ar a larer date,
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ADMIRAL FRANK “SKIP" BOWMAN, USN (Ret.)
Farmer Direceor; Nawil Nuglear Propiliion Progromi Former Depiy Adninlstrator-Noval Rewceors

Natianal Nuclear Security Adm inistrition

ON CLIMATE CHANGE, ENERGY, AND NATIONAL SECURITY

Actm, Bowrminn's rony Han hirty-sighl ywtrs
a o8 i

mimity dad Him b0 Thete houghts: “Ou
nuchiar subniivinies operte it an unfomiv-
ing wnvionmant. Our Novy fas

this wnvimnemenl and has mitigided e sk
af mactar mne undemes operitions thiough
a combination of @) canMil selsciion of
motivated, (ntalligenit peopin wharm we I
and quality 1o the hightst stondards: by
rgars  quallly mssurance of | componnt
dosign And manudachiring: o) witbalim com-
pliarice. witti strict ules of oparation; d)
foutine ssamenation of all aspects ol meactos
wnd sulamaning rowatians, and, o) 8 constant
sharing of fh lesstns we leart Himugh these
processas. These compsnants |ead 1o @ de-
Tonsn i depth ngainst & very low motiability,
ot high consequance svent, Wa should Ba-
g plénning Tor & similar appmack In dealing
with pabential chmate change effacts on ow
abenal sscunty *

Adm. Bawmen nates that loday, a raging
debsats & underway over 3 patenilal set of
climate-induced global changes that could
have & profound impact or Amerkca's nationil
securtly interests. Our Military Advisory Board

wrmssions of greedhouss gasss fo our anvi-
inarmnt, olhers Bepcting @ much ks severs
ounome ds Mol onn i meny cbeenved
cydlic woather patterns. over tinn,  with
virtually no mun-mads componant:

Adm Bawman i it

that wouild reducs ] b DecEns e past o buid
I this 15 & low probability avent, given the ciiap gas generation placed o Wnsustain-
patantial o 1 He  ablo demand on natural gas and fias fesusted
foofs that as the dubate ovor cause, effec), o of LS o1
ind mag wa i e military  optshors.”

“Our nuclear submarines operale In an unforgiving
environment. Our Navy has recognized this anvironment
and has mitigated the risk. .., We should begin planning
for a similar approach in dealing with potential climate
change effects on our national security.”

should bagin now 1o take action fo provide 4
rasiliam dafense againet the atiscts of saver
ciimate chanige; nat ealy within our own bor-
ders, bul alsa 1o provide resiiiency 1o Mhose
regions of unrest and gtress that aleady are
Tnreatisning pur nabions| securly oy,
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WEATHER AND WARFARE

An increase in

An increase in extreme weather can make the
most demanding of tasks even more challenging.

Increases in global temperatures will increase
the likelihood of extreme weather events,
including remperature extremes, precipitation
events, and intense tropical cyclone activity [7].

With this in mind, we ask the obvious:
How does extreme weather affect warfare?

The impacts are significant. There are
countless historical examples of how weather
events have affected the outcome of a conflict.

- Typhoons (Divine Wind) rwice saved
Japan from invasion by Kublai Khan and his
Mongol horde.

« Morth Sea gales badly battered the Spanish
Armada in 1588 when Sir Francis Drake

defeated it, saving England from i

extreme weather can

make the most demanding of tasks even
more challenging.

42 securityAndciimata.cna_crg

« The severe and unpredicrable Russian
winter has defeated three invading armies:
Charles XII of Sweden in 1708,

Mapoleon in 1812 and Hider in 1941,
« During the American Revolution, George

Washington would have been sur

Though technology allows us to overcome many
abstacles, weather still poses great threats to
successful military operations on the land, sea,
or in the air.

+ During World War I1, Typhoon Cobra
capsized three destroyers, a dozen more ships
were seriously damaged and 793 men died. This
natural disaster, called the Navy's worst defea in
open seas in World War I1, killed nearly a third
as many as in the attack on Pearl Harbor.

« Many know that D-Day awaited the righe
weather before it began. Many dont know thar
a freak storm destroyed floating docks shortly
beforehand, almost canceling che invasion.

« During the 1991 Persian Gulf War, heavy
winds prevented Saddam Hussein from launch-
ing Scud missiles ar Israel and coalition forces,

+ During the Persian Gulf War and the Iraq
delayed or stopped operati
and did dous d. to

war,

In March 2003, the entire invasion of Iraq
was stalled for three days because of a massive
sandstorm.

These examples are not meant to suggest
that weather changes will put the American
1 ge. They do, |

help illustrare ways in which climare change can

military at a di

add new layers of complexiry to military

at
the Baetle of Long Island had adverse winds not
prevented the Brirish from landing and curring
him off.

Hardshi
F

i hein 1788

from a severe gl

are thought to be the spark that caused the
French Revolution.

+ Napoleon was defeared at the Bartle of
Waterloo in large part because a torrencial
downpour obscured visibility and delayed the

French attack.

P An increase in extreme weather
can make the most demanding of tasks even

more challenging.
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FINDINGS AND RECOMMENDATIONS
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This report is intended to advance a more rigorous
national and international dialogue on the
impacts of climate change on national security.
We undertook this analysis for the primary
purpose of presenting the problem and identifying
first-order solutions. We therefore keep this lise
of finding: i

brief. We hope it will stimulace furcher discus-

1 11

Y

and rec ions i

sion by the public and a more in-depth analysis
by those whose job it is to plan for our

national security.

FINDINGS

Finding 1:
Projected climate change poses a serious
threat to America's national security.
Potential threars to the nation’s security
require careful study and prudent planning—
to counter and mitigate potential detrimental
outcomes, Based on the evidence presented, the
Milicary Advisory Board concluded tha it is
appropriate to focus on the serious consequences
to our national security that are likely from
unmitigated climate change. In already-weakened
states, extreme weather events, droughr, flooding,
sea level rise, retreating glaciers, and the rapid
spread of life-threatening diseases will them-
selves have likely effects: increased migrations,
further weakened and failed states, expanded
ungoverned spaces, exacerbared underlying
conditions thar terrorist groups seek ro exploir,
and increased internal conflicts. In developed
countries, these conditions threaten ro disrupt
economic trade and introduce new security
challenges, such as increased spread of infec-

tious disease and increased immigration.

Overall, climarte change has the potential ro
disrupt our way of life and force changes in how
we keep ourselves safe and secure by adding a
new hostile and stressing factor into the national

and international security environment.

Finding 2:

Climate change acts as a threar multiplier
for instability in some of the most volatile
regions of the world.

Many governments in Asia, Africa, and the
Middle Eas are already on edge in terms of
their ability to provide basic needs: food, water,
shelrer and stability. Projected climate change
will exacerbate the problems in these regions
and add to the problems of effective governance.
Unlike most conventional security threats that
involve a single entity acting in specific ways at
different points in time, climate change has the
potential to result in multiple chronic condi-
tions, occurring globally within the same time
frame. Economic and environmental conditions
in these already fragile areas will further erode
as food production declines, diseases increase,
clean warer becomes increasingly scarce, and

populations migrate in search of resources.

Weal

d and failing gover . with an
already thin margin for survival, foster the
conditions for internal conflict, extremism, and
movement toward increased authoritarianism
and radical ideologies. The U.S. may be drawn
maore frequently into these situarions to help ro
provide relief, rescue, and logistics, or to stabilize
condirions before conflicts arise,

Because climarte change also has the potential
to create natural and humanitarian disasters on
a scale far beyond those we see today, its con-
sequences will likely foster political instabiliry



where sociceal demands exceed che capacicy of
governments to cope. As a resule, the ULS may
also be called upon ro underrake stabilicy and

reconseruction effores once a conflict has begun.

Finding 3=
Projecred elimare change will add to ensions
even an stble regions of the world,

Developed narions, including the U.S, and
Europe, may experience increases in immigrants
and refugees a3 drought increases and food
production dechines in Africa and Lann America.
Pandemic disease caused by the spread of
infections diseases and exereme weather evenes
and narural di as che US, ienced

P

with Hutricane Karrina, may lead o increased
domestic missions for ULS. military personnel—
lowering troop availabiliey for ather missions
and purring further stress on our already
sereeched military, including our Guard and
Reserve forces.

Our currenr Marional Securiry Srraregy,
released in 2002 and updared in 2006, vefers
to globalization and other factoes that have
changed the security landseape. It cires, among
arher factors, environmenral destrucrion,
whether caused by human behavior or caraclys-
mic mega-disasters such as floods, hurricanes,
earthquakes or sunamis, Problems of this
scope may overwhelm the capacicy of local
authorities ro respond, and may even overcax
narjonal militaries, requiring a larger interna-
tional respanse, These challenges are not
eraditional national secunty concerns, such as

the conflic of arms or ideologies, Bu if lefe

14 1

{ they can | securiry”
In addition ro acknowledging rhe narional
securiry implications of exrreme weather and
other environmental ficrors, the National
Security Strategy indicares thar the ULS, may
have ro intervene milicarily, chough ic clearly
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states thar dealing with the cffecrs of these
events should nor be the role of the ULS,
military alone,

Despire the language in aur current
Mational Security Straregy, there is insufficient
planning and preparation on the operational
level for future environmental impacts.
However, such planning can readily be undertaken
by the U.S. milicary in cooperation with the
appropriace civilian agencies, including the Srare
Department, the United States Agency for
International Development, and the

intelligence communicy.

Finding 4:

Climare change, national securicy, and
energy dependence are a related setof
glohal challenges,

As President Bush noted in his 2007 Seate
of the Union speech, dependence on foreign oil
leaves us more vulnerable ro hostile regimes and
revrorists, and clean domestic energy alrernarives
lelp us canfront the serious challenge of glabal
climate change. Because the issues are linked,
solutions ra one affect the others, Technologies
rhae improve energy efficiency also reduce

carlson intensity and carbon emissions.
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RECOMMENDATIONS
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Recommendation 1:
The
change should be fully integrated into national

1 defi

of climate

| security q

security and nationa

U.S. military may be asked to support both
at home and abroad. The capability of the
Martional Guard and Reserve to support these

in the U.S. deserve special attention,

B

As military leaders, we know we cannot wait for
certainey. Failing o act because a warning isn't
precise is unacceptable. Numerous parts of the

U.5. government conduct analyses of various

as they are already stretched by current
military operations.

The U.S. should evaluate the capacity of the
military and other institutions to respond ro

the o

aspects of our | securiry situai ing
different time frames and at varying levels of
detail. These analyses should consider the
consequences of climate change.

The intelligence community should incor-

porate climate ¢ es into irts Nai

Intelligence Estimare, The Narional Security
Srraregy should directly address the threar of
climare change to our national securiry inter-
ests. [t also should include an assessment of the
national security risks of climate change and
direct the ULS. government to take appropriate
preventive efforts now.

The National Security Strategy and the
Mational Defense Strategy should include
appropriate guidance to military planners to

assess risks ro current and furure missions of

es of climare change. All levels
of government—federal, state, and local—will
need to be involved in these efforts to provide
capacity and resiliency ro respond and adapr.
Scientific agencies such as the National
Oceanic and Armospheric Administration
(NOAA), the Narional Aeronautics and Space
Administration (NASA) and the Unired
States Geologic Survey (USGS) should also
be broughe into the planning processes.
The defense and intelligence communities
should conduct research on global cdlimate and
monitor global climate signals to understand
their national security implications. Critical
security-relevant knowledge about climate
change has come from the partnership between

| scientists and the defense and

projected climare change, guidance for updating
defense plans based on these assessments, and
the capabilities needed ro reduce furure impacts,
This guidance should include appropriate revi-
sions to defense plans, including working with
allies and partners, to incorporate climate miti-
gation strategies, capacity building, and relevant
research and development.

The next Quadrennial Defense Review
should examine the capabilities of the U.S. mili-
tary to respond to the consequences of climare
change, in particular, preparedness for natural
disasters from extreme weather events, pan-

demic disease events, and other missions the

intelligence Thar par
vibrant in the 1990s, should be revived.

Recommendation 2:

The U.S. should commit to a stronger
national and international role to help
stabilize climate changes at levels that

will avoid significant disruption to global
security and stabiliry.

All agencies involved with climare science,
treaty negotiations, energy research, economic
policy, and national security should participate
in an interagency process to develop a deliberate

policy to reduce future risk to national security



from climace change, Actions fall inro two main
caregories: mitigaring climate change ro the
exrent possible by serting rargers for long-term
reductions in greenhouse gas emissions and
adapring o those effecrs thar cannor be mitigared.
Since this is a global problem, it requires a global
solution with multiple relevant instruments of
government coneriburing,

While it is beyond the scope of chis study
o recommend specific solutions, the path o
mitigaring the worst secuirity consequences of
climate change involves reducing global green-

it 32T /
house gas A g this

will also require conperacion and acrion by
many agencies of government,

Recommendation 3¢

The U5 shoald commit ro global parmer-
ships that help less developed nations build
the capacity and resiliency to betrer manage
climare impacts,

Some of the narions predicred to be mose affecred
by elimate change are thase with the least capacity
o adapr or cope. This is especially cue in Africa,
which is becoming an increasingly imporeane
source of LLS, vil and gas imporrs, Already
suffering rension and seress resulring from weak
governanee and thin margins of survival due

o food and warer shortages, Africa would be

yer further challenged by climare change. The
proposdl by DoD to establish 2 new Abrica
Command reflects Africas emerging straregic
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and other U.S, officials, toward building capacity
oy mitigare deseabilizing climare impaces. For ex-
ample, regional ders bave routinely vsed
anch engagement tools as conperation an disaster
preparedness to help other nations develop dheis
own ability ro condact these efforts,
Cooperative engag has the p
tor recluce the likelihood of war fighring, As
Gen. Anchany C. { Tony) Zioni (Rer.) has said:
“When I was commander of CENTCOM, |
hiad two missions: engagement and war highting:

£ 1 do engagemenc well, T wont have to do
war fighting,” The ULS. cannor do this alone;
nor should the miligary be the sole provider of
such cooperative efforrs, Bur the ULS. can lead
by warking in cooperarion with orher narions.
Such efforts promore greater regiomal conpera-
rion, confidence building and the cappeiey of
all elements of national influence ro conrribuce
to making nations resilient to the impacey of
climare change.

Recommendation o

The Department of Defense should enhance
its operational capubility by aceeleraring

the adoprion of improved husiness processes
and innovative technologies that result

in improved LLS. combat pawer through
energy efficiency.

DaD should require more efficient combat
systems and should include the acenal cost of
delivering fuel when evaluaring the advanrages

impartance to the LLS,, and with | itarian
catastrophes already vecurring, a worsening of
conditions could prompe furcher LLS. milicary
engagement. As a resule, the TLS, should focus on
enhancing the capaciry of weak African govern-
mienrs to berrer cope with socieral needs and ra
resise the overtures ol well-funded exeremists ta
provide schools, hospicals, health care, and food.
The U5, should targer its engagement

af i in efficiency. Numerows DoD
studies daring from the 2001 Defense
Science Board eeport " More Capable
Warfighting Through Reduced Fuel Burden”
have cancluded cha high fuel demand by
combar forces derracts from our combar
capability, makes our forces more vidlnerable,
diverts combat assers from offense ro supply
line provection, and increases operating costs.

X PR

are these problems more evident than

effores, through regional milivary
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in Irag, where every day 2.4 million gallons
of fuel is moved rhrough dangerous territory,
requiring prorection by armored combar
vehicles and arrack helicoprers.

Deploying rechnulogies thar make our forces
mare efficient also reduces greenhouse gas
emissions, Dol should invest in technologies
that will provide combar power more efficiencly,
The resuloing rechnologies would make a signif-
icant coneriburion to the vision Presidenc Bush
expressed in his Stare of the Union when he

said, Aumerica is on the verge of rechnological

Middle Ease. It is also only a few heer above sea
level ar its highest point. The consequences

of the losing places like Diego Garcia are nor
insurmenntable, bur are significant and wauld
require advance military planning. The Kwa-
Jalein is a low-lying aroll, ceivical for space
wperations and missile rescs, Guany is the LLS,
gaceway o Asia and could be moderarely or
severely affecred by rising sea levels. Loss of
some forward bases would vequire us o have
longer range lift and serike capabilivies and

our military’s energy veeds.

breakehroughs thar ... will help us ro confront
the serious challenge of global elimare change.”

Recommendation 5
Dol should conducr an assessment of the
impact on LS. milicary installations world-
wide of riging sea levels, extreme wenther
events, and other pussible climare change
impucts over the nexe 30 eo A0 yeurs,

As part of prudent planning, DoD should
assess the impact of rising sea levels, extreme

wearher evenrs, droughr, and other climare

fy [ =

Hmpacts on irs i CEUrE S0 ir5 0

and Facilities can be made more resiliens.
Numeraus military bases, both in the ULS,

and overseas, will be affecred by rising sea levels

and increased storm intensity: Since World

War 11, the number of averseas bases has di-
minished, and since the Base Realignmenr and
Closure process began the number of staceside
bases has also declined. This makes those tha
remain more critical for reaining and readiness,
and many of them are susceprible to che effeces
of elimare change. For example, the British
Indian Ocean Tervitory island of Diego Garcia,
ataroll in the southern Indian Ocean, is a major
logistics bub for ULS, and Brivish farces in the

Military bases on the eastern coase of the
U5, ave vulnerable to hurricanes and other
extreme weather evenes, In 1992, Hurricane
Andrew virtually deseroyed Homeseead Air
Force Base m Florida. In 2004 Hurrieane Ivan
knocked our Naval Air Station Pensacola for
almose a year, Mose U.S. Navy sind Coase Guard
bases are Jocared on the coase, 45 are mose US.
Marine Carps locations. The Army and Air
Force also operare bases in low-lying or coastal
areas. One meser of sea level rise would inundare
musch of Morfolk, Virginia, the major East Coasr
hub for the LS, MNavy. As key inscallacions are
degraded, sois the readiness of our forces.
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APPENDIX 1:
BIOGRAPHIES, MILITARY ADVISORY BOARD MEMBERS

ADMIRAL FRANK “SKIP” BOWMAN, USN (Ret.)
Farmer Director, Naval Nuclear Propulsion Prograns;
Former Deputy Adntinistrator-Naval Reactors, National Nudear Security Administration

Admiral Skip Bowman was director, Naval Nuclear Propulsion, Maval Sea Systems Command. Prior assignments include deputy
administrator for naval reactors in the Naval Nuclear Security Administration, Department of Energy; chief of naval personnel; and director
for Political-Military Affairs and deputy director of naval operations on the Joint Staff,

He was commissioned following graduation in 1966 from Duke University. In 1973, he completed a dual master's program in nuclear
engineering and naval architecture/marine engineering at the Massachusetts Institute of Technology and was elected to the Society of
Sigma Xi. Admiral Bowman has been awarded the honorary degree of Doctor of Humane Letters from Duke University.

In 2005, Admiral Bowman was named president and CEO of the Nuclear Energy Institute. NEI is the policy arganization for the
commercial nuclear power industry, In 2006, Admiral Bowmnan was made an Honorary Knight Commander of the Most Excellent Order
of tha British Empire in recognition of his commitment in support of the Royal Mavy submarines program.

LIEUTENANT GENERAL LAWRENCE P. FARRELL JR., USAF (Ret)
Former Deputy Chicf of Staff for Plans and Programs, Headguarters ULS. Air Force

Prior to his retirement from the Air Force in 1998, General Farrell sarved as the deputy chief of staff for plans and programs, Headquarters.
LS. Air Force, Washington, D.C. He was responsible for planning, programming and manpower activities within the corporate Air Force
and for integrating the Air Force's future plans and requirements to support national security objectives and miltary strategy.

Previous positions include vice commander, Air Force Malteriel Command, Wright-Patterson Alr Force Base, Ohio, and deputy director,
Defense Logistics Agency, Arlington, Virginia. He also served as deputy chéef of staff for plans and programs at Headquarters U.S. Air Force
in Europe. A command pilot with more than 3,000 fiying hours, he fliew 196 missions in Southeast Asia and commanded the 401st Tactical
Fighter Wing, Torrejon Air Base, Spain, He was also the system program manager for the F-4 and F-16 weapons systems with the Air
Force Logistics Command, Hill Air Force Base, Utah.

General Famrell is a graduate of the Air Force Academy with a s degres in engl ing and an MBA from Auburn University.
Other education includes the National War College and the Harvard Program for Executives in National Security.
General Farrell became the president and CEO of the National Defense rial Assoclation in 2001.
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VICE ADMIRAL PAUL G. GAFFNEY Il, USN (ReL)
Farmer President, Nartoml Dfeiese Uniersitys Farmer Chief of Naval Rescarch anid Gommasider,
Navy Metewrulogy and Ocearugraply Cammind

Admiral Gafiney has been the Navel Reseach Laborstory commandar snd warkid I a nurmbier of ather scancs and ocesnagrapty
administralion assignments, He served as the 10Ih president of (he Malional Delensa University, and batore \Wat as ohiel of naval research
He also was the ssnion unltormed oceanography specialist in the Nawy, having served as cammander of thi Navy Meateorology and Ocearn-
ography Comimand frorm 1994 1o 1987 Ha was apponiec by Frasident Geoege W, Bus 10 the Ocean Poly Gammission and served
durng its full lenire rom 2001 o 2004, He served n Japan, Vietnam, Spain, and Indonesia, and traveled axtensively i offical capaci|ies,

He has bean recognized with a number of milltary decorations; the Maval War Collega's J. Wikaim Middentort Prize for Strategic
Aesearch, the Cuistanding Public Sarvea Award from the Viegina Fesearch and Technology Consortium, and the Potomas institute’s
Mavigator Award. He has senved onseveral boarms of Migher education and was a mamber of the Ocean Studies Board of the National
Re-seanch Council from 2003 10 2005, He has been selected (o be a publc trustes for the New Jersey Consortium and chaired (he
Governar's G a0 1o Protect and Ei New Jeeaey's Mtary Basas,

e gradusted fiom the LLS, Naval Acadamy In 1668 and nas 7 masier's degree m mechanical engineenryg (Gean) from Carhalie
Univarsity and a master's of Dusiness administration from Jacksonalis Linkersity,

Admiral Gaffney s cumently the president of Monmouth University in West Long Branch, New Jarsay.

GENERAL PAUL J. KERN, USA (Ret)
Former Commandug General, U5, Army Materiel Commumi

General Kern was commanding goneral, Army Matenel Command from 2007 1o 2004, and senlar adviser lor Ary Researn, Developmant
and Acouisition from 1897 o 2007,

Ganeral Kern had thres combat tours. Two were In Vietnam as & platoon eader snd toop commander. His third was as commanter
of the Second Bngade of 1he 2atn Intaniey in Desert Shield/Desen Stonm, The Second Bngade played 8 pralal rofs in 1he hstonc atfack
o the esbah Airield, which sllowed the Twenty-Fourth Infantry Division 1o secure key cbisttives daep nside of g, He #so seved a8 e
assislant divisen commandér of e division alter its redeployment 1c Far Stewarl, Geonga.

Ganeral Kern's assigmmants included senior mildary azsstant to Secretary of Defense Wilkm Perry, Duning that panod, he acoom-
panied Secretary Pormy 1a mare than 70 countres, meating numarous heads of stale, 1onsgn ministers, and intamationa! defenss laaders.
He parficipatad In .S, operations in Halti, Rwanda, Zaire, and the Balkans, and halped promota milfitary relations in Cenlral and Eastem
Eurcpe, South Amenca, China, and tha Middls East.

Genersl Kerm reosived tha Datense and Army Distinguished Service Medals, Silver Star, Defense Supenor Servica Madal, Legion of
Merlt, twa Bronze Star Matlals for vasdor, Ihree Bronze Star Medsals for servics in combat, and three Purple Hearts. Ha hes been awarndtd
the Societly of Automalive Engreens Teeter Award, Ihe Alumni Saciely Medal from (ne Liniversity of Micfigan, ane fhe Germign Cross of
Honer of the Federal Armed Forces (Gok).

A native of West Orange, New Jersey, General Kerm was commissonedd as an armar leutenant following oracustion fram West Poinl
In 1967, He holds master s degrees in both civil and h | ang! o from the U ity of Michigan, and he was a Senior Securily
Fallow a1 the Jobin F. Kennady School of Govarnimant a1 Harvard Univeraily,

He s an adviser 1o Battela Memorial Institute and holds the Shair of the Class of 1950 for Advanced Teahnology at the United States
Military Acackemy.

General Kern 15.a member of the Cahen Group, whioh piovides stralegic advice and guitanta (o comornle dients.
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ADMIRAL 7. JOSEPH LOPEZ, USN (Rev)
Farmer Commander-an-Chigl, LLS, Niwal Forcee Europe and of Allied Fovces, Souhern Europe

Admiral Lopaz's nayvel career included fours as commander-in-chisf of U.S, Naval Fomes Europe and comemander-in-chiat, Aied Forces,

Southern Europe from 1686 to 1898, He commanted all LLS. and Alied Bosnia Peace Keeping Foroes in 1996; he served 85 deputy chisl
of naval operitions (or resources, winlane equirements and essessments in 1994 1o 1996, cormanter of the LS, Skih Flest n 1992 10
1983; and senior miltary ass=tant 10 (he secxatary of delenss in 190 1o 1882,

Admiral Lopaz was awarded nismeious madals and honors, incidng two Dafense Distinguishad Servics Motals, two Navy Distin-
guished Servics Madals, thres Legion of Merits, tha Bronza Star (Gombat V), theea Navy Commandation Madals (Combat V) and the
Combat Actian Ribban, He s one of just two fag ofbcers  the hstory of the U.S, Navy to achigve fourstar renk aftar (eect comimission
I enksten sersce

He hrsirds 8 bachelors degree (cum laude) in intermational relations and a master's degree o maneag L, He has been e any
hanorany dogtorate degres in humanities from West Viigenla Institute of Technology and an hanonary degree in information technalody from
Potomiac State College of West Virginia University:

Acrniral Lopaz is p of Int ion M inn Gorporation (IMG), an ion techncloay senics integrator with majar
offices in Manasass, Virginia. end Rocket Cenfer, Wes! Virgine.

ADMIRAL DONALD L. “DON" PILLING, USN (Rer)
Former Vice Chief of Naval Operatimne

Admiral Piling assumed dutles as the 30 vice criel of naval operations, the Navy's chef operating officer and second-ranking officar, fron|
November 1997 until his retinement from active senice In Ootobar 2000

Aghore, he was assignad to a vanaty of delense mesources and planning beels, In s earlier camsen, he Senved lour years in program
analysis and evalugfion in tha Ofice of the Secretary of Defense. As a mone sanlor officer, he served as @ Federal Executive Fellow at ihe
Brockings Instilunan in 1885-50. A member of the Navonal Secunty Counci) staif from TSR undl 1992, Aomiral Peng was selected to flag
rank in 1989 while =erving Thera, From 1993 1o 1985, ha was tha divector lor programming on the statf of the Chiat of Naval Oparations,
and iater served &8 the Naw's chief financial officer from 1966 1o 1997,

Admiral Filling alsa commanded a warship; a d souadran; 4 Cruisar destroyer groo; & carmer batis goup: the U.S, Swth
Flest; and NATO's Nawal Strking antl Suppor Forces Southem Eurape,

Adireal Pilling has a bachelor's degree in engineenng from the U.S, Naval Acadeny end 3 doctorta in mathematics (rm the Uinkersily
of Cambridge,

Ha sorved as vics president for flanneng at Battels Mamoral Instiiute and became president and CED of LW, & nonprofit re-
saarch organizalion, (n 2002,
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ADMIRAL JOSEPH W. PRUEHER, USN (RaL)
Former Comminnder-in-Chief of the LS. Pactfic Gommand { FACOM Jand Former LIS, Ambassador to Chivi

Admiral Prusher complatea thity-five years In the Unitead Stajes Navy in 1999 His last commant was commvandern-chief of the LS.
Paclfic Command {CINGRAC) the Iamest military command in the word, spenning aver hall ihe earth's surface and including moe han
300,000 people, Admirsl Prueher aleo served as ambassador 1o Ohing from 1839 to 2001, He sarved two prasidents and was responsible
for derecting, coordinaling, end managing (he activiies of all United States execulive branch acfiviies in China.

Froom 1985 through 1995, Admiral Prusher ssnved as commandant at tha LS. Naval Academy at Aonapalis; cormmandes of Carmsr

Haftle Group ONE based In San Dego; dler of The: LS. Ml Soan Flest and of NATO Striking Forces based f) Italy; and as
wica chisf of maval operations n the Fentagon,
Admiral Pruehier graduated from Momgomeny Ball y in Mashvils, and than graduated with distinction in 1964

from the U.S, Naval Academy, later receiving @ masters degree in intermational relations rom George Washington Lintversity, He & also &
graduste of ihe Maval War Cofisge in Newport, Rhode lsland. In addition 1o co-authanng the Pedormance Testing manus used by naval
1es) péots for many yaars, he has published numerous arficles S leadersty, milltary readness, and Pacifc region seourily ssuss, Admisl
Pruaher has recelved mulliple milfary awards lor combat fying a2 wall as navel and Joint Service, The governments ol Singapors. Thalksnd
Japan, Korea the Phillpgenas, indonesia, and Alstralia have decoratea ham.

Admiral Prisaher is a consuliing professor at Stanford University's Institute of international Studies and senior adviser on the Frevaniive
Defense Project. He & on the board of trustess of the Nature Consenvency of Virginia.

GENEAAL GORDON R, SULLIVAN, USA (Ret)
Clutrmin, Military Advisury Boanl
Farmer Chicf of Ssaff, US, Army

General Sullivan was the 32nc chvel of stal—the sanlor general officar in the Adry and a memoer of the Joint Ghists of Stafl. As the ahi
of staff of the Ammy, e createcd 1he wson and led the team that helped transition the Anmy from its Cola War postura.

His prof | millitany wicludes the U/S, Anmy Armior Schocl Basic and A d Colirses, the G il and Genaral
Stalt Collega. and the Army War Gollegs. During his Army career, General Sullivan also served as vios chief of staff in 1980 to 1891 depuly
héat of stafl for oparations and plans In 1980 to 1890; commanding general, First Infantry Division (Meahanezed), Fort Riley, Kensas, in
1988 10 1549; deputy danl, U.S. Ay Cs ol and General Staft College, Forl Leaverwarth, Kansas, m 1987 1o 1988, and
assistat commandan, U5, Army Armor School, Fort Ko, Kentucky, irom 1883 to 1985, His overseas assignments inchced lour lours i
Europe, twi in Mietnam and one in Koma. He served as chiel of stall 1o Secretary of Defense Dick Chenay In the administration of Pressdant
George H.W, Bush,

General Sulivan was commissioned & second leutensnt of armor snd awarded & bachslor of ans degres in heatony from Momwich
Unmversity in 1959, He holds a masters degree n politicat scienos from the Unversity of New Hampshire:

General Sulivan & the president and chiel operating officer of the A iation of e United States Army, heatiguanisred in Adington,
Virginia. He assumed his current position m 1998 after sarving as president of Coleman Fedearal in Washangton, DG
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VICE ADMIRAL RICHARD H. TRULY, USN (Ret.)
Former NASA Adsmingstratar, Shutile Astronaut and the firet Commander of the Nival Space Commmaind

Admiral Truly senver as NASAs elghth adminstrator from 1989 10 1892, and s career in aviation and spame prodeams of the LLS. Navy
and NASA spanned 36 years, Ha ralied as & vice edmisl afier a Nayy career of e than therly years. As a naval avialor, test piot and
astronalt, he lgged over 7,500 hours and mads aver 300 camer-anssled kandings, day and right.

Admiral Truly was ihe first commancder of Naval Space Command from 1983 to 1986 and became (he first naval companen
commandar of LS. Space Command ugon s formition m 1984, While s on active duty following the Chabanger aceident, e was called
back 1o NASA as assoctale adminstratos for spacs Hight 1 1986 and led the acziden investiganon. He spearmeaded the painstaking
rebuilding of the space shullle. including winning approval of Preaident Raagan and the Cangress for buiiding of Endeavor to replace (he
lost Chalanger. In 1980, Presdent Raagan awardad him the Prasidontial Citizan'’s Madal.

Truly's astronaut carser inciuded work in the Air Fore's Manned Orbiting Labaratory program, and NASAs Apolio, Skylab, Apalio-
Soyuz and space shuttla pragrama. He piloted the 747/Enferprse spprosch and landing tests in 1877, and Misd off in November 1981
5 pilol aboand Cotimbie, e iest shullle ta be wliown Inlo space, estabishng 8 world oircusar orbit allilude recand, He commandad
Clratienger in August-Seplember 1983, the first night lsunch/iancng misseon of ihe space satlle prograim,

He served as vios president of the Georgia institute of Technology and drector of the Geonga Tech Resaarch instiute (ST from
1892 to 1987, Admiral Truly ratirec in January 2005 as director of the Department of Energy’s Nafional Renewabie Ensrgy Laboratory
(NREL),

Truly is & membar of 1he National Academy of Enginesnng, Ha has prevously served on 1he boand of visiors 19 the LS, Maval
Acadarmy, the Delsnss Policy Board, the Army Sciance Board, and the Naval Studies Board, Ha is & member o1 the National Resasrch
Councll Space Studess Board, a frustes of Reais L y anidd he Linlversity Corp fir A i Raseaioly, and & member of
The amvisory committee 1o the Calorade Schaol of Mines Board of Trustees,

GEMERAL CHARLES F. “CHUCK" WALD, USAF (Ret)
Former Depury © fer, Headiuarrers US, European Command [USECCOM

From 2001 o 2002 General Wald was deputy chief of staff for air and space operations at the Pentagon, and from Decembar 2002 until
hiss retirerment in 2006 Genaral Wald was deputy cammander, Headauarters U.S. European Command, Stutigart, Germany, USEUCOM s
responsibie for 2l LS. forces operaling acrass 91 countries n Europe, Afnca, Russia, pads of Asle and he Middle East, and mast of the
Alartlic Oeean,

General Wald commanded the 3 1a1 Fighter Wing al Aviano Alr Baza, italy, where on Aug. 30, 1985, he led one of the wing's initial
sinke packages against the ammunition depot at Pale, Bosma-Herzagoving, n ong of the first NATO combat eperations, General YWaid
commanded the Ninth Air Farcs and LS. Cantral Gammand Air Forces, Shaw Air Forcs Base, South Garoling, where he led the davel-
opment of the Aflghanistan air campaigr for Opermtion Endunng Fresdom, ncuding the idea of embedding lactical sir confrol paries in
ground special operations lorcas, He has combat fime a5 an O-24 lorward s confrolier in Vietnam and as an F-18 pilot lying aver Bosnlg
The general has served as a T-37 instructor pilat and F-15 fight commander. Ciher duties include chiat of the ULS, Alr Force Combat.
Teronsm Ganter, suppon group commandsr, opedaions group commander, and specal assistant o the chief of staff for National Defenss
Peviaw. He Was also the director of strateplc planning and policy &t Headguarters U.S. A Foros, and senved on the Joint Stait s the vice
director for strategic plans and pokcy,

Genersl Wakl is & command pilot with inore than 3,600 ying hols, Inciuding maore than 430 combat hours over Vistnem, Cambodla
Logs, I, and Bosnia. The general éamed s commission Mrough 1he Air Fosce ROTC program i 1971,

Currently, General Wald sarves s president of Wald and A an arial i poneulting and siratege: planaing
firm, and s an acjunct lectirer a1 the Atlanta Councll. He s also a member of the Bipartisan Palicy Center, National Commission on Ensry
Policy, and tha Secaring Amernca’s Future Energy Commissiorn,
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GENERAL ANTHONY C. “TONY" ZINNI, USMC (Ret)
Former Conmtidecin-Chief of LS, Central Conmmnd (CENTCOM)

General Zinni's joint assignments included of U.S, Cantral Command [CENTCOM), which |s regponsible for LS, milifary assets
and operations in the Mickis East, Cenfral Asla and East Afnca,

General Zinni's jont assgnments also nchude commeand of 8 font task tores and he has also had several jonl and combined statf
bilists at ask force and unibed commeand levels, He has made dep (GRUER Y the Canbbesn, Iha Wastam Pacific,
Marihern Euntge, and Korea, He ias hesd numerons comimand and stal assgnments (hat inaude plaloon, aompany, Gattakon, regimental,
Marine Expacitionary Ui, andd Marine axpacdiionary loree commangd, His stall assigiments included servics in operations, (@ining, specisl
operations, counar-terronsm and manpower bilets. He nas also bean a tactics and operations nstiuctor at several Manne Corps schools
and was selectod 53 & follow on the Chief of Naval Operations Strategio Studies Group,

General Zinnd joaned tha Masine Corps in 1961 and was commissioned an infantry second lsutenant In 1985, General Znnl holds &

bachelor's degree i sconamics from Vilanoys University, 2 master’s in ionsl refations from Salves Reging College, a master's in
management and supsnvision from Centeal Michigan University, and honorany doctorates from Willsm and Mary College and the Maing
Maritemie Acacerry,

Ha hias worked with the University of Cablora's Institute on Stobal Conflict and Gooparation, the LLE. Instlute of Peacs, and the
Hanry Dunant Centre far Hurmanitanan Dialogue In Geneva. He is on the intema-tonal Counal at the Joan B. Kroc [nstitute for Paace and
Justicn. He is also a Distinguished Advisor at the Cantor for Strategic and international Studies, a mambar of the Council on Foregn Rela-
fions. Hi has also been appalnted as a member of the Vinginis Commission an Miltary Bases,

Gerersl Zinn has co-authored, with Tom Glancy, & New York Times bestselier on his career entitlad Battle Ready. His book, The
Batte For Peace: A Frontime Vislon Of Amerea’s Power And Plrpose, wes pubilished in 2006,
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APPENDIX 2:
CLIMATE CHANGE SCIENCE—A BRIEF OVERVIEW

56 seourityAndClimate.ona.ong

There is a vast amount of scientific literature on the
subject of climate change, and a complete discus-
sion on the current state of the workd climate and

its deviation from climatological norms could fill
volumes. In this appendix we discuss the consensus
of the science community on climate change, effects
obsarved thus far, and projections about what may
happen in the future.

Wi have drawn information from the Intergoy-
ernmental Panel on Climate Change (IPCC},
peer-raviewed sclentific literature, and data, reports,
and briefings from various respected sources,
including the National Academy of Sciences,
National Oceanic and Atmospheric Administration,
National Air and Space Administration, and the United
Kingdom's Hadley Centre for Climate Change

CURRENT CONSENSUS

The [PCC’s latest assessment report affimed
the following:

» While natural forces have influenced the earth's
climate (and ahways will), human-induced changes in
levels of atmospheric greenhouse gases are playing
an increasingly dorminant roke,

» After considering the influences of the known
causes of chmate change—natural- and human-in-
duced—ithe significant increase in the average global
temperatures over the last half century can be
attributed to human activities with a certainty of
maoee than 90 percent [7].

» Those temperature increases have already
affected vanous natural systems in many global
regions.

# Future changes to the cimate are inevitable,

CHANGING GLOBAL
TEMPERATURES

INCREASED CARBON MEANS INCREASED
TEMPERATURES

Theoughout its history, the earth has experenced
oscillations between warm and cool periods. These
shifts in climate have been attributed to a variety of
factors, known as “climate forcings,” that include
orbital variations, solar fluctuations, landmass dis-
tribution, volcanic activity, and the atmosphere’s
concentration of greenhouse gases, such as carbon
dioxide, methane, and water vapor, The changes we
sea today are occurming at a mare rapid rate than is
explainable by known natural cycles [15].

Throughout the earth's past, temperature and
greenhouse gas concentration have been closely
linked through the planet's natural greenhouse effect;
i.e. greenhouse gases trap heat in the atmosphere
and thereby warm the earth. Throughout Earth's
previous four glacial and wamming cycles, atmospheric
€O, concentration, and temperature show a high
degree of comelation, Other greenhouse gases,
such as methane, also show a simiar relationship
with temperature.

The recent and rapid rise in atmospheric CO,
levels is of concern 1o climate scientists and policy-
makers. CO, concentrations naver exceaded 300
parts per million by volume (ppmv) during previcus
large swings in cimate conditions, but the CO,
concentration now is about 380 pprav [41], repre-
senting a 35 percent increase since the onset of the
industrial revolution in the mid-eighteenth century.
CO, levels are likely at their highest levels in the last
20 milion years, and “the current rate of increase
is unprecedented during at least the last 20,000
years” [#1].



Thus; te currant atmosphers (5 sagniiicantly
iiffierent froin its prendustrial state ina way that is
compalible with increasecd haaling,

AVERAGE GLOBAL TEMPERATURES HAVE
ALREADY BEGUN TO RISE

Average giotal surface termpenalune & the most
fundarmental measwe of climate changs, and them
1= o dispute thiat the eanh's average temperaiue
has been ncioasng cver the st century (aiel not
uritormiy), with an accekaration in warming over ihe
tast 50 years, Over the kst cantury, the averaga
surface tempacalue around the world has ncreased
by 1,3°F « 0,3F [7]. Temperatures since the 19505
ware “lilkaly the Inghest [of any 50-year period] in 2l
least the past 1,300 years® [7). O the hatles! twelve
yaars on record aince temperaiues began o be
easured In the 1850s, elaven fave ooouned mn the
last twelvs years 7).

The burning of fossil fuels (such as od, nalural
gas, and coal) is the main source of the rizs I atmo-
spharic GO, oiver the as! Two and a half ceniurnes;
ceforestation and other changes in land vee are
responsible for a porion of the increase ag wel,

Hurnan achivities Have also been respongibis lor
a portian of the nse mn ather haat-trapping green-
houss gases, suih as methane, which has nsen
148 porcent since premcustrial times, and nitrous
ooode, wiich b risen 18 percent duning the same
penod. Currently, hall of the annual mellians emil-
ted ks from activities such as burming fossil fuel and
agnouliural processes; [41) humans are respansible
foor abaut & (ied ol nitrous oxide emissions, mainly
fren agroullure,

Thera is no known natural forcing that can
account for the saverity of the recen! warming. For
example, while claims are mads that variation in the
Irtersity of the sur s respenstile, he varation i
sotar radiation’s effect on the cimate is esfimated 1o
be ess 1han & parcent as stiong as that of human-
induced gresnhouse gasss |7
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MORE THAN TEMPERATURE
RISE: OBSERVED IMPACTS ON
EARTH'S NATURAL SYSTEMS

A 1,3°F Increase In averags alobal suracs lempera:
tura over the tast cantury may seem like an insignifi-
cant changs, but In fact # has had a marked impac)
on many of {he earth's natural systems.

PREGIPITATION PATTEANS HAVE CHANGED
A ohange in the lemperiure of the almasphene has
2 great impact on pre-cipitation patterns, As an air
miass warmns, f| &5 able 1o hold more waler vapor,
50 & warmer almasphare can absort more surace
molsiure and produce drer ground condilions, How-
aver, Ihis Increase In atmasphenic contant wil also
lead to mone severs heavy min events, when his
Iigheer watar-content almosphere thops is moisiure
Changes in precpilation amounts have been
detected over largs portions of tha workd, Annual
precpitation has morsased 5 (o 10 percen| over Ihe
past cenfury acres sastern North America, norhemy
Europe, and norhern and centml Asla [7, 41, The
Medii rEGian e drying 7). The
fropecs hiave withessed a skghilly kowes (neresss,
of 2 to 3 parcent, and most of sub-Saharan Africs
s shown @ decreasa In precipllation of 30 to
50 percent {42),
Thia Morthern Hemisphers subtroples experi-
anced o d in of appi
2 pement [41), Some of the mos! noliceabile dry-
Ing oocurred in the Sahal and portions of southesn
Asia [7], No sigr chanpe was d In
rainfall patterns aomss wide asas in the Southarn
I o however, o N was noticealily
decreased In southern Africa [41]

EXTREME WEATHER EVENTS ARE
MORE FREQUENT

Eince 1950, cold days and nights and frost days
have become less Irequent, wies ol days and rights
and heat waves have become mors resquent [7].
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Giobal pattemns of both heavy precipilation
avents snd Intense droughts ave changed over
et decages, The ncreasa A heavy precipitation
avens |5 conestent with the genersl ncreasa in

v and the
atmosphenc water vapor content, Doughts have
bEComE mane Intense, particulary in the tropes and
SUblropics, hecalse of hgher temperalures, mong
fraguent heal waves, and changes n precipitation
pattems 7],

The comuination of increasng stmosphent.
temparatunes and incressed sea aurface WBmpena-
1ures pan inorease (he energy of opical Stomms [43]-
Praliminary sbsevalions since 1970 suggeet that
fhis effent has been obsenved m the ol Atlantic
and parhaps other regions as well [7).

rate in

ICE AND SNOW COVER IS DISAPPEARING
Glscial loa and snow cover an disappeanng N many
regions around tha workd, The Arctic region. in
particular, is ang of the asas being affeated most by
Haing temperaluas, As a resull of lempamtiues thal
ave increasad al nearly twice the alobal avarage
rate, Arctlc Sea oo s hinning and shiinking in
extent, alaciers ars malting throughout the region,
and tha snow season has shonened, Alaskar| gla-
ciers have refrealed al & mpid pace; In facl, the
amount of glacial mass lost i Alaska alons egp-
resants hall of the estimated wardwide total [44].
There wil be fittie to na 2=a ke n tha Arctic's
sUmmers towand the end of s century [7]. Glaciers
in olher regions, such as Fol-aliifuds glaciers in
fropueal areas, are also meltng At an meressing e (7).
Increasead melting of the Greentand ice sheel
& one of the most wornsome Eanh responsas ob-
sarved thus far. Data fram NASA's Goddard Spaca
Flight Centar show iHat the seasonal melt aea over
Greenlantl has trended upward at 7 pemeant per yesr
over e fast twerty-five yesars, and ihe ice shell
surrounding Greenland heas thinned by 230 feet over
the |ast five yaars [15]. Recent satefie data analyzect
Dy NASA Haye showr that om 2003 thiough 2005,
Graenlant annualy kst thres times mare ke thmugh
malting then it gained throuah snowtab (45),
Antarctica’s ice cover has also responded to the
noreasng temperatiee, but in different wiys. \Wist

Antarctica has lost e mass, while the ice sheet in
East Antarctica has thickaned, The thickening e
been explained a5 Deind due 1o ncreased snow fal
{as a result of warrming temperatures that kead w
more Water vapor in the atmosphens) [46] as wall
as & slowing of placiars for reasons wivelated to
clmate [45).

The felting 6! o cover & an impartan) pestive
I ek that Iraating, b of ice's
contrbution to the refiectivity of the earth, As s
maits, il exposes sither ind or watar, dapending on
lis location, Because land and water bath relleet less
sapar rankation than ice, they reinforee nsing tem-
peraturgs, which In turn mells mons ies, Ones sueh
loops begin, pradicting thel stopping polnt
15 aifficult.

OCEANS ARE WARMING

The ocaans havi an onomous capacity to hotd
heat; becauss of thair volume and heat capacity
fhay requere axtramely karge Inputs of heat to change
hesr lemperaiwes, Neverlhelass, he giotil mean
s88 surface temparalure ncreassd DO giabally In
the twentiath century [47], and the IPCC stated tha)
“global ocesn haat content Has increased signifli-
cantly since the late 1950s" (41],

SEA LEVELS ARE RISING
Orean temperature is jmportant {o sea level rize
becauss as temperatures intrease, water expands,
causing $ea kevels (o nse Because of ihe thermal
Inertia of the oceans, unoe sea level begins (o nea
bacauss of thaimal expanaion, It wil continue o do
2o for TS P of any actions.

Sen levils ans also raised by the melting of land-
based Ipe ena snow bacausa af (he drect lransler
of water inlo fhve sea, Sea-based oe, however, doss
not ralse sed levels as 1 mells,

From 1961 through 2003, global mearn aa level
has risen Aot thees inches, with naarly hall of tha
[noremse oocuming between 1983 and 2003 (7], Cver
the entirety of 1he twentisth cantury. sea levels have
ngen neary seven nches, The IPCC concluded thal
inis rise was caused by tharmal expansion of the
ocean as well Bs meting of mountaln glaciers and
snow oover |7].




DCEAN SALINITY HAS CHANGED
Oceanographers have observed dramatic changes
In salnity levels in the oceans, Deeans n the mig-
and igh latituces have shown Svidance of ireshening,
while those In tropical ragians have inereasad o
salindty (7).

Increases in ocean acidity have also beean
observed sinca preindustral times. Inoreased
almospheric GO, 12 abaorbed n 1he ocean whene
It combines with water o form catbonic acid, & mild
acid, Most people are familiar with scid rair; his 1
Its ocean equivalent. Forecasis project the
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temperature increasad aboudl 1.37F, and the sea levea
Incressed seven Inches.

Because most of the inte-model studles as-
sessed hy the IPGE focus on three speciic scenanc
calegones, the (POG'S 2007 report necessanty
Incuses mastly on tha same three, The “low”
Soenano (1.6, the one That resulls in the lowest
temperatung noreass) describes a future In which
papuUlation levels nome under control, (he global
BOEONOIMY Moves away Irom a mamifsciunng foous,
and nallons work ogsther on improvemeants in

I acielity ower the commning cantury ko b theea lmes
as greal as the Increase cver the st 260 yoars

[T}, Higher acichty could Fave a major impact on
aoean s by preventing the formation of shalls and
sheltons of some very numersus and impodant 200+
plarikton [48). Coral rests are particulary vulnerabla.

FUTURE SCENARIOS: A CHOICE
FOR HUMANS

To help Mustrate the changes in cémats that may
nocur, the IPCC doveloped & set of mores than threa
tozen scenaros that dascribe diferent paths along
which the world may evolve over the next cantury
(48], Thesa pathes are diided into six overarching
categories distinguished by the assurmptions mads
for factors such as economic growth, inferactions
among nations, popuation growih, and technological
advances,

The scenenos were used as oipuls o drive
various rimate models, The IPCC's 2007 report
documenlts a range of climate change oulcomes for
the next century for each of the six categanes usad,
Agoording 1o the IPCC repon, when consdering the
chmate model results for each scenano, the averags
lemparalims projeoted in years 2080 to 2009 5
expected o excead the avarage lemparatune
observed Inom 1980 1o 1990 by 2.0° 10 11 5°F
Sea lavals ane projeciad bo nse betwasn saven
and lwenty-thies nchas. This profection does not
Inciude he eftect of polential changes In ke flow
dynarmées of large, land-based glaciers Wnal may
further contribute to the rise In saa level. To put this
In perspective, recall that over the kast oentury, the

biithy and ceveloping clean
technologies. Tha “medium” scenana iescribes a
Iulure where the assumptions regarding populalion
and sconomic growll anm gmikar 10 thoss made

i the lowy scenano. Moreaver, iy Lhe “medium”®
seanano the IPCC assumas tha developeent of
efficient tachnologes, and Iha production ol enargy
from a vanaty of sources other than fossil fuels, The
“igh” scenano 12 the same ag the “middla” scenarit
AXCHPT energy PIoduction remains haswily focused
on fossil fusl sources.

Each of tha IPCC scenarnics lead to diffaront
projections for i@mparature change; however, they
all project sgnificant globa! wanmng, with the mast
intense warming occuring in the Arfic and the high
norther latitudes.

Some of the ereas hardest nit by temperatue
Increases will also very lIkely expanence significantly
|ess rainfall by the end of the century, Domestically,
the southwestarn porion of tha Unlted States will
wery likaly expenence the worst combination of thess
tactons. D a itation and mirk
increasing lemperaiues will akso stress norherm
and southern Alncs and the Middie East.

While ihe parfh's nalural systems will continue
10 Expelance graater stress dus o uurs cemats
changes, o will some key human systems (24);

« Coastal populations: Increasas In looding
and mundalion rom rsng seas and mora inlensa
stonms will slfect coastal populations across ihe
warld, particutarty those in Banuladesh and low-ling
island nations,

* Agricul Temperalure ata lew
degress and Intreeses in atmesphenc GO, levals
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ey help agricultural procuctivity i mid- and high
Eantituacdies bt Wil surely ot agricoluns in e iroples
and subtropics, where crogs already waist af the
top o their ter sra rangs; higher in
tamparatun, as wall as heal waves, changes m pre-
cipitation, and ncreased pasts, will hur agncuttural
productvty seross much ol 1he globe.

« Waller resources: Five [ people are
expacted to live i water-siressed countries by 2025
avan without factoning in climate chanoe. Expected
changss in cfimate v exscerbats waler-stress in
sbme areas (Including most of Asia, southem Africa,
and the Metditermnean), whis alaviating il in others
{zuch as Iha Linited Kingdom). Areas that dapsnd on
repleal mountan glackers (of water (such as Lima,
Paru), wil face & pracanous situation as the giaclers

to melt and y €
Developing ralions with ke capacity (o meanage
water will b ameng the haredast hit,
« Health: Riding temparalives and heal waves
will morease the number of heat-relatect deaths in
sumimer months. This inciease will be partially offeet
by decrenses in oold-retated winter deaths; The
reach of vector-borne disesses, such as malara
antl dangue v, s expectin 10 spread. intreasing
frequency of ioeds will harm numan Resiih by s
direct impact on 15 a5 wel as by dating
the spread of dissase o affectsd ansas. Vita) healin
wirasiruotie can be damaged, makng minor and
Treatabla wjunes bacome lile-1hesatening.

A WILD CARD: ABRUPT
CLIMATE CHANGE

For many years it was beleved that clmate changes
have been gradusi—Ihal the earh gradusally cyoles
Iatwesn ghaciel perocds sod werm ntenglackl pen-
o5, We now know this i not always the case [50],
Abrupt climate changes prasent the most wor-
ris0ME sCenano for human societies because of the
nherent difficuities n adapting 1o suddsn changes,

Abrupt seg level nse i5 parficularly womsome, The
great ica sheats along the adges of Greenland and
the Wes! Ataralic e yulnerable 10 sucden bragkups
as tha adges of the sheet thaw and meltwater seeps
1o the Ice-ground boundary, thi msltwater will act as
& lubrican! and laciitate & sippage mto the sea, This
physical phanomenarn is an example of 8 positive
feedback mechansm (hat, onoe starfed, i diffoull
10 reversa [15]. Medling of Inese ice sheets woultl be
catastmphic, The Greenland ica Sheel could rafse
=aa levals by twonty-three feat over & milennium

[7]; the West Antarctic loe Shesl woukt have a more
immediale impact, mising sea levels more than three
feet per caniury lor fve sentunes [41], The prob-
abillity of a coliapsa of tha West Antarctic ios Shest
baiom 2100 ts estirmatad 1o be batween 5 and 10
paroent (7]

MNone of these abrud! cimate changes dre
pregacied Ly the chimate modsls driven by e IPGGY
2007 future - However, if tor
mereasas wera at the high snd of the ranges pro-
|actad by the models, abiup! climate changes such
a5 thoss discussed above are more liksly to ocour
Such abrupt climate changes could maka hiure
adlaptation extremely diffcull, even for the most
daveloped countrias.
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Executive Summary

This policy brief conducts an informal analysis of the costs and
benefits of H.R. 2454: the American Clean Energy and Security Act of
2009. EPA has prepared a formal estimate of this bill's costs, but has
not considered the benefits.

Using data provided by EPA, as well as new calculations of the
damages from greenhouse gas emissions recently developed by a
federal interagency task force, this brief estimates the benefits of
H.R. 2454’s cap on greenhouse gas emissions. The results indicate
that H.R. 2454 is cost-benefit justified under most reasonable
assumptions about the likely “social cost of carbon.” The breakeven
social cost of carbon, above which the legislation is cost-benefit
justified, ranges from $7.70 to $8.97. These figures are in the very
low end of the range of SCC values considered by the interagency
review process. Using conservative assumptions, the benefits of
H.R. 2454 could likely exceed the costs by as much as nine-to-one, or
more.

The estimated benefits do not include a significant number of
ancillary and un-quantified benefits, such as the reduction of
co-pollutants (particularly sulfur dioxide and nitrogen dioxide), the
prevention of species extinction, and lower maintenance costs for
energy infrastructure. Due to those limitations, the benefits
estimates should be considered to be very conservative. [Pl calls on
EPA to conduct a full, formal analysis of the benefits of climate
legislation, including whether alternate and more stringent climate
policies might be even more cost-benefit justified.
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Introduction

Over the past several years, as Congress has debated various climate
change bills, both the House of Representatives and the Senate have
wisely sought assistance from the Environmental Protection Agency
(EPA) in advance of their deliberations, to investigate the likely
economic consequences of the proposed legislation.! Most recently,
before the House passed the American Clean Energy and Security Act
(H.R. 2454) by a slim margin in June of 2009, Representatives
Waxman and Markey sent letters asking EPA for “technical
assistance” to “estimate the economic impacts” of the legislation.?
Waxman and Markey also requested additional economic analyses
from the Energy Information Administration (EIA) and the
Congressional Budget Office (CB0O).?

Unfortunately, EPA, EIA, and CBO interpreted those requests for
economic analysis to apply only to the costs of such legislation and
not the benefits. In fact, while EPA developed sophisticated
analytical models and projected the likely costs under a variety of
scenarios, the agency's report clearly states that “[n]one of the
models used in this analysis currently represent the benefits of
[climate change] abatement.” Similarly, in a table presenting the
economic impacts of legislation, under the entry “Benefits from
Reduced Climate Change,” EPA simply wrote “Not Estimated.”s The
analyses conducted by EIA and CBO do not calculate the benefits
either.6 Meanwhile, Congress has not explicitly asked EPA or any
other government agency to complete a systematic review of the
potential scope and magnitude of the benefits that climate change
legislation will generate.
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A balanced and rigorous analysis of costs and benefits is an
invaluable decisionmaking tool for legislators. In order to craft
specific legislative language, to compare a bill with competing
legislative alternatives, and ultimately to cast a rational and
educated vote, legislators need to understand the full range of
consequences—both positive and negative—that their decisions will
have on the economy, the environment, and public health. But so far,
in its study of climate change legislation, Congress has focused its
information-gathering efforts much more on costs than benefits.
Climate change is arguably one of the most complex issues to face
Congress in recent memory, and yet Congress is essentially
conducting its deliberations after having reviewed barely half the
data.

The direct benefits of climate change legislation like H.R. 2454 will
result from reducing the emissions of greenhouse gas pollutants
(GHGs, which principally include carbon dioxide, methane, nitrous
oxide, sulfur hexafluoride, perfluorocarbons, and
hydrofluorocarbons). Cutting national GHG emissions will mitigate
the speed and severity of climate change effects, including the
myriad impacts on the environment, the economy, public health, and
national security.

A rough estimate of such benefits can actually be generated through
a straightforward calculation: projected tons of greenhouse gas
emissions avoided, multiplied by the monetary valuation of
incremental damage from each ton of greenhouse gas emissions.

The first figure has already been calculated by EPA and other
agencies, published in the various economic analyses of H.R. 2454.
The second figure—also known as the “social cost of carbon” (SCC)—
has until recently only ever been estimated by federal agencies on a
rather ad hoc basis.”

But in a newly finalized regulation on energy efficiency standards,
the Department of Energy “rel[ies] on a new set of values recently
developed by an interagency process that conducted a more
thorough review of existing estimates of the social cost of carbon.”®
Now that a consistent range of SCC estimates exists and has the
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support of multiple federal agencies, computing the benefits of
climate legislation becomes possible. Simply by using figures
already calculated, peer-reviewed, and published by various federal
agencies, this policy brief conducts a preliminary but balanced cost-
benefit analysis of the main climate change proposal now under
consideration by Congress: H.R. 2454, the American Clean Energy
and Security Act of 2009.
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Analytical Scenarios and Models

This policy briefs relies principally on data generated and analyzed
by EPA in its study of the economic consequences of H.R. 2454, the
American Clean Energy and Security Act of 2009. Reports published
on H.R. 2454 by the Energy Information Administration (EIA) and
the Congressional Budget Office (CBO) also offer cost estimates and
provide useful comparisons. Unfortunately, the raw data released by
EIA does not extend beyond the year 2030.° Given that H.R. 2454
proposes significant GHG reductions in the years 2031 through
2050, the lack of data for this period would seriously compromise
the integrity of any estimation of the benefits from GHG reductions.
Similarly, CBO's report does not contain sufficient raw data to
support a thoroughly balanced cost-benefit analysis.!! Because
EPA’s analysis covers the full time period through the year 2050, and
because in many cases EPA offers year-by-year raw data in an online
annex,!2 relying on EPA’s work will allow for a more complete cost-
benefit comparison.

Any cost-benefit analysis of a policy proposal needs a baseline
scenario or reference case against which to compare the effects of
the policy. In EPA’s latest analysis of H.R. 2454, the agency updates
its reference case to account both for separate federal energy
legislation recently enacted into law and for the recent economic
downturn.!3 Both factors result in lower projections for total
greenhouse gas emissions in the “no policy” scenario. The bill
proposes reductions relative to 2005 U.S. emissions, so the new
baseline implies that fewer emissions will need to be cut to achieve
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the reduction targets, thereby lowering the overall costs of
compliance.14

Notably, the baseline scenario does not assume the future existence
of any additional domestic or international climate policies not
already in effect.!> For example, the scenario does not include the
recently announced—but not yet finalized or enforced—fuel
economy standards for passenger cars and light-duty trucks,!¢ nor
does the scenario assume any new international climate treaty will
emerge from the upcoming negotiations in Copenhagen this winter.!7

EPA has estimated the reduction in GHG emissions for a variety of
possible policy alternatives. This brief will focus on calculating the
costs and benefits of moving from the baseline emissions level
(termed “Scenario 1") to the basic emissions profile under H.R. 2454
(called “Scenario 2"). Other scenarios project emissions levels if
certain legislative provisions are altered or if domestic political and
economic conditions change.’® Changes to the existing bill or the
current political climate are hard to predict, so this analysis does not
address such alternatives. Ideally, Congress should ask EPA to
conduct a complete cost-benefit analysis of a range of policy
scenarios. This brief simply demonstrates that such analysis is
feasible and takes a preliminary look at the most straightforward
case. This focus is not intended to suggest that H.R. 2454 contains
the optimal suite of climate policies; indeed, this analysis will
conclude that a more stringent GHG cap could maximize net benefits.

Scenario 2 models the various provisions of H.R. 2454.19 The
scenario includes bonus allowances for carbon capture and
sequestration, energy efficiency standards, output-based rebates,
international offsets, and allocations to local energy providers used
to lower consumers’ utility rates. These are all stipulations of the
current bill. The scenario does not explicitly model the strategic
allowance reserve, assuming that emitters will purchase allowances
and the pool will be used up. The scenario does predict significant
actions by other countries. Countries that have already made
international commitments to cut their emissions under the Kyoto
Protocol (with the exception of Russia) are expected to continue to
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cut emissions even beyond Kyoto's current implementation period,
and ultimately to reduce their emissions by the year 2050 to fifty
percent below their 1990-level emissions. The rest of the world is
assumed to reduce their emissions as well, but more gradually and
less stringently.

EPA has used two economic models to estimate the emissions
reductions and costs associated with H.R. 2454.20 The Applied
Dynamic Analysis of the Global Economy (ADAGE) model is a
dynamic Computable General Equilibrium model of the U.S.
economy, including international trade. The Intertemporal General
Equilibrium Model (IGEM) models only the U.S. economy, but has a
more detailed representation of energy and environmental issues;
perhaps importantly, because it does not model international
emissions, IGEM does not capture possible emissions leakage.2!
ADAGE offers a more complete representation of the full global
economy,?2 but is less useful for conducting counterfactual policy
experiments. EPA’s online data annex provides year-by-year results
for IGEM but only five-year snapshots for ADAGE,?? making analysis
based on IGEM data more transparent. Ultimately, each model has
its own strengths and weaknesses,2* and so this policy brief will use
EPA’s data generated under both ADAGE and IGEM.

Most of H.R. 2454’s provisions begin to take effect in 2012 and last
until 2050.25 For both the ADAGE and IGEM models, EPA has
published data through the year 2050, so this policy brief will
calculate costs and benefits of H.R. 2454 from 2012 through 2050.26
The costs of climate change policy may be concentrated more
intensely in earlier years, especially beginning in the year 2025,
when emissions reduction targets under H.R. 2454 become much
more stringent.2?” Moreover, compliance costs for environmental
standards historically have tended to decrease over time, with the
deployment and innovation of new advanced technologies and
compliance strategies.28 In contrast, the benefits of climate change
policy may increase over time, because "future emissions are
expected to produce larger incremental damage as physical and
economic systems become more stressed as the magnitude of
climate change increases.”?? Therefore, focusing on the period from
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2012 through 2050 may tend to overestimate the total costs and
underestimate the total benefits of climate change mitigation.

EPA, the Department of Energy, and various other federal agencies
often use different base years to calculate the impacts of inflation
and different discount rates to reflect the fact that benefits in the
future are worth less than benefits today. To make the data
comparable, this policy brief presents all monetary values in terms
of 2007 U.S. dollars and uses a discount rate of 5%.3% The discount
rate is calculated from the year 2009,

The choice of discount rate is particularly important in analyzing the
benefits of climate change legislation because the costs and benefits
are realized at different times. While the discounting of costs and
benefits is necessary and appropriate in many contexts, certain
applications of a discount rate—especially a rate as high as 5%—to
calculating the social cost of carbon are highly controversial. This
policy brief will apply a discount rate to all stages of analysis, to be
consistent with the current practices of federal agencies; however,
this brief will also make note of when the application of a particular
discount rate is likely too high. See other publications from the
Institute for Policy Integrity for more detail on why discounting
should be inapplicable in certain contexts.3!

All calculations, estimates, and charts presented in this policy brief
were generated using a Microsoft Excel spreadsheet, which is
available online at the Institute for Policy Integrity’s website.3?
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Costs

In its economic analysis, EPA presents its cost calculations as an
average annual loss of consumption per U.S. household. Specifically,
EPA estimates that under H.R. 2454, average annual household
consumption will decline by $80 to $111 (in 2005$) per year relative
to the baseline scenario.?3 Using the raw data made available on
EPA’s website, it is possible to calculate the total, cumulative costs on
a nationwide basis from 2012 through 2050. Since costs and
benefits fluctuate year-by-year with the stringency of H.R. 2454’s
provisions, it is more transparent to use annual and cumulative
figures (rather than a single average) when comparing the costs and
benefits of climate legislation.

The following table shows total costs for select years, as well as
cumulatively over the 2012-2050 period, under both the ADAGE and
IGEM models. According to EPA, these cost calculations “include the
effects of higher energy prices, price changes for other goods and
services, impacts on wages, and returns to capital.”3* Importantly,
the cost figures have been adjusted to reflect the value of emissions
allowances that will be auctioned off under H.R. 2454's cap-and-
trade scheme, with some revenues being returned to consumers and
to lower- and middle-income families. On the other hand, notably,
“[t]he cost estimates do not account for the benefits of avoiding the
effects of climate change."35 Also, EPA’s cost estimates do not
include the government's costs of administering, monitoring, and
enforcing H.R. 2454.36

10
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Table 1: Cost Estimates by Model (in Millions of 2007$)

Year ADAGE Model IGEM Model
2015 $6,998 $2,181
2020 $8,602 $7,188
2025 $10,417 $11,836
2030 $20,219 $16,280
2035 $23,918 $21,236
2040 $27,844 $23,026
2045 $29,989 $23,925
2050 $30,077 $24,091

;‘331_2':5'1; $732,979* $589,403

*Note: ADAGE data is only available in five-year increments. Annual values were
interpolated to make the ADAGE results directly comparable to IGEM,

Some of ADAGE and IGEM's cost predictions for early years (2010-
2013) are negative due to investment spurred by the passage of the
Act and the relatively high initial caps.?” Because the cumulative
figures calculated in Table 1 exclude negative costs in years 2010
and 2011 (since the cap does not take effect until 2012), these cost
estimates are higher than some of EPA’s predictions that average
costs from 2010-2050.%8

Several assumptions made by EPA for the sake of "simplicity” are
likely to results in “an overestimation of abatement costs.”? For
example, EPA predicts that most emissions reduction measures will
be implemented at costs below the marginal price of emissions
allowances. Mare specifically, EPA believes the relationship between
abatement costs and allowance prices will follow a convex curve,

11
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suggesting a factor greater than two. However, for the sake of
simplicity, EPA chose to approximate abatement costs by dividing
allowance prices by two—an assumption that will inevitably lead to
an overestimation of abatement costs.

Finally, EPA’s cost analysis does not model the effects of the bill's
new source performance standards for methane emissions from
landfills and coal mines, or of H.R. 2454's separate cap on
hydrofluorocarbon emissions.*® Therefore, these emissions will not
be considered in the benefits analysis of this policy brief, despite the
significant GHG reductions such provisions would achieve.

12
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Benefits

Climate legislation like H.R. 2454 would achieve both direct and
indirect benefits. The potential direct benefits result from capping
GHG emissions, thereby mitigating the speed and severity of the
myriad impacts of climate change on the environment, the economy,
public health, and national security. Such benefits are approximated
by the “social cost of carbon” (SCC), which assigns a specific
monetary value to the marginal impact over time of one additional
ton of carbon dioxide-equivalent emissions.#!

Cutting GHG emissions is also likely to generate several significant
indirect benefits. For example, in addition to trapping heat in the
atmosphere, carbon dioxide is also absorbed by bodies of water and
leads to ocean acidification, which threatens the balance of many
marine ecosystems; yet ocean acidification and its effects are not
typically reflected in SCC approximations. Another significant
category of ancillary benefits derives from the reduction of non-
target, non-GHG co-pollutants as businesses make changes to
decrease their GHG emissions. Reducing such co-pollutants, like
nitrogen dioxide, will achieve significant economic and health
benefits, which are not otherwise included in the SCC estimates.

Calculating the Total GHG Emissions Avoided
The first step in the benefits equation is to calculate the projected
tons of greenhouse gas emissions that H.R. 2454’s policies would

prevent from entering the atmosphere. The following figures were
generated from the raw data available on EPA’s website, and they
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represent net emissions reductions under H.R. 2454 on a global
basis, taking into account any domestic or international offsets.#2

Table 2: GHG Reduction Estimates by Model
(in Millions of Metric Tons of Carbon Dioxide-Equivalents)

Year ADAGE Model IGEM Model
2015 1,277 1,948
2020 1,776 2,225
2025 2,559 2,506
2030 3,180 2,778
2035 3,655 3,039
2040 4,214 3,384
2045 5,207 3,896
2050 6,149 4,410
ZT[*;;;'.ZF(;];{‘) 121,490* 113,768

*Note: ADAGE data is only available in five-year increments. Annual values were
interpolated to make the ADAGE results directly comparable to IGEM.

These numbers do not include an addition 39-40 billion metric tons
of carbon dioxide-equivalents avoided due to discounted offsets,
international forestry set-asides, new source performance standards
for landfills and coal mines, and a separate cap for
hydrofluorocarbon emissions.*? Not all of those additional
provisions were modeled in EPA’s cost estimates, and so they have
been excluded from this benefits calculation. However, these figures
should be kept in mind when reviewing the total economic
justification for the bill, since all these additional provisions might
very well generate benefits in excess of their costs.

14



182

Determining the Social Cost of Carbon

The “social cost of carbon” (SCC) is a monetary measure of the
incremental damage resulting from GHG emissions. The SCC assigns
a net present value to the marginal impact of one additional ton of
carbon dioxide-equivalent emissions released at a specific pointin
time. SCC estimates take into consideration such factors as net
agricultural productivity loss, human health effects, property
damages from sea level rise, and changes in ecosystem services.*

However, all current SCC calculations involve a great deal of
uncertainty that likely results in underestimation. Scientific
knowledge about climate risks continues to grow more precise, but
currently remains incomplete. For example, as EPA recently
affirmed, "the current trajectory for [global] GHG emissions is higher
than typically modeled” and the “current regional population and
income trajectories...are more asymmetric than typically modeled.”45
As a result, actual climate change and vulnerability to climate change
is likely much greater than captured by current SCC estimates.

Additionally, the economic models used to value costs and benefits
cannot yet quantify all the likely and potential damages from climate
change. Table 3 lists the impacts of climate change—some positive,
but mostly negative—that have historically been omitted from the
economic models used to calculate the SCC. The result of such
significant omissions, according to EPA, is that current SCC estimates
are "very likely” to be underestimations.*¢

In a forthcoming article, Jody Freeman and Andrew Guzman detail
the five “methodological limitations of these models [that] almost
certainly cause them to understate the impact and cost of climate
change”: “optimism about project temperature rise; failure to
account for the possibility of catastrophic loss; omission of cross-
sectoral [and cumulative] impacts; exclusion of non-market costs;
and optimism about projected economic growth (which assumes

productivity will be unaffected by climate change).”+?
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Table 3: List of Impacts Omitted from the FUND Model*®

Agriculture

Reduction in growing season (e.g, in Sahel/southern Africa)

Increase in growing season in moderate climates

Impact of precipitation changes on agriculture
Impact of weather variability on crop production

Biomes/
Ecosystems

Reverse of carbon uptake, amplification of climate change

Thresholds or “tipping points” associated with species loss, ecosystem
collapse, and long-term catastrophic risk (e.g., Antarctic ice sheet collapse)

Species existence value and the value of having the option for future use

Earlier timing of spring events; longer growing season

Poleward and upward shift in habitats; species migration

Shifts in ranges of ocean life

Increases in algae and zooplankton

Range changes/earlier migration of fish in rivers

Impacts on coral reefs

Ecosystem service disruption (e.g. loss of cold water fish habitat in the U.5.)

Coral bleaching due to ocean warming

Energy

Energy production/infrastructure

Water tem ture/supply impacts on ene roduction

Foreign
Affairs

Social and political unrest abroad that affects U.S. national security (e.g.
violent conflict or humanitarian crisis)

Damage to foreign economies that affects the U.S. economy

Domestic valuation of international impacts

Forest

Longer fire seasons, longer burning fires, and increased burn area
Disappearance of alpine habitat in the United States

Tropical forest dieback in the Amazon

GDP/
Economy

Insurance costs with changes in extreme weather, flooding, sea level rise

Global transportation and trade impacts from Arctic sea ice melt

Distributional effects within regions

Vulnerability of societies highly dependent on climate-sensitive resources

Infrastructure costs (roads, bridges)

Extreme weather events (droughts, floods, fires, and heavy winds)

Health

Increased deaths, injuries, infectious diseases, stress-related disorders with

more frequent extreme weather (droughts, floods, fires, and heavy winds)

Increases in malnutrition
Air quality interactions (e.g., ozone effects, including premature mortali

Snow/
Glacier

Changes in Arctic/Antarctic ecosystems

Enlarg tand increased numbers of glacial lakes; increased flooding

Snow pack in southeastern United States

Tourism

Changes in tourism revenues due to ecosystems and weather events
Arctic hunting/travel/mountain sports

Water

River flooding

Infrastructure, water supply

Precipitation changes on water supply; increased runoff in snow-fed rivers

Increasing ground instability and avalanches

16



184

In recent years, various federal agencies have selected a wide range
of SCC estimates on a rather ad hoc and inconsistent basis. For
example, in 2008, the Department of Transportation assumed a
value of $7 per ton of carbon dioxide for emissions reductions
achieved by a proposed vehicle efficiency standard.*® But by the
following year, the agency was instead using a mean value of $33 for
essentially the same regulation (and was also analyzing possible
values at $2 and $80).5° The Department of Energy has at times used
a range of $0-$20,5! while in other rulemakings has copied the
Department of Transportation’s figures.5? Finally, in 2008, EPA
developed a technical support document on the SCC. Using both a
meta-analysis of existing literature and a specific economic model,
EPA calculated a wide range of possible SCC estimates from -$6 to
$695.53 Though EPA has declared that many of these estimates are
“highly preliminary, under evaluation, and likely to be revised,">* the
agency has used them in recent rulemakings.55

Over the past several months, a collection of federal agencies has
been working to develop a more consistent methodology for
selecting SCC estimates to use in economic analysis.5¢ Though the
results of this interagency effort are still preliminary, the
Department of Energy now feels confident enough in the interagency
review process to begin using this new set of numbers in its
rulemakings.5?

The interagency review process made a number of crucial judgments
in developing its SCC estimates. First, the interagency review
concluded that a global SCC value should be “primary,” even though
a domestic SCC should also be considered.5® In the past, some
federal agencies (such as the Department of Transportation) have at
times decided to count only climate change costs imposed directly on
the United States, excluding broader global effects.5? Some analysts
believe the United States’s share of climate effects will be
comparatively small, because of the country’s "relatively temperate
climate, [the] small dependence of its economy on climate, the
positive amenity value of a warmer climate in many parts of the
United States, its advanced health system, and [its] low vulnerability
to catastrophic climate change.”s0
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However, as EPA has observed, such a decision would falsely assume
that Americans are unwilling to pay to avoid international damages
caused by U.S. emissions and that international impacts will not
produce security risks or economic disruptions felt within U.S.
borders.6! In short, the global value is the “preferred” measurement
since climate change "involves a global public good in which the
emissions of one nation may inflict significant damages on other
nations and [where] the United States is actively engaged in
promoting an international agreement to reduce worldwide
emissions.”62 This brief will discuss the global versus domestic issue
in greater detail in the section on “Comparing Costs and Benefits,”
with particular attention to how current SCC estimates do not
consider domestic valuations of international impacts and how U.S.
action on climate change is likely a prerequisite to future
international efforts, which will in turn benefit U.S. interests.

The interagency review process chose to focus on existing SCC
estimates that (1) are derived from peer-reviewed studies, (2) do
not weight the monetized damages to one country more than those
in other countries, (3) use a “business as usual” climate scenario, and
(4) are based on the most recent version of each of three major
integrated economic assessment model (FUND, DICE, and PAGE).
The review process then came to its own SCC estimates using
averages weighted for each separate economic model, because
“there appears to be no scientifically valid reason to prefer any of the
three major [models]."6?

Finally, the interagency review process selected a 3% growth rate to
apply to the SCC values. Any SCC estimate is specific to pollution
emitted at a particular point in time: for example, the costs imposed
by GHGs released in the year 2010 will be lower than the costs
imposed by GHGs released in the year 2011. The SCCis assumed to
increase steadily over time, because “future emissions are expected
to produce larger incremental damages as physical and economic
systems become more stressed as the magnitude of climate change
increases.”®* The review process selected a 3% growth rate,
consistent with international recommendations and with the most
recently peer-reviewed literature.ss
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Imbedded within the various SCC values calculated by the
interagency review process are discount rates. Averting climate
change will mostly produce benefits in the future, and discount rates
are traditionally applied to account for a general preference for
immediate benefits, so that a benefit accruing years from now is not
worth as much as a benefit accruing today. Because in the context of
climate change benefits accrue not just in the future but to future
generations of people, the practice of discounting is quite
controversial. See other publications by the Institute for Policy
Integrity for more detail on the economic and ethical problems with
discounting the costs and benefits of climate legislation.t¢

The interagency review process acknowledged that “[t]he choice of a
discount rate, especially over long periods of time, raises highly
contested and exceedingly difficult questions of science, economics,
philosophy, and law.”67 Nevertheless, the process drew on literature
that uses 3% and 5% discount rates, applied either constantly each
year or via a “random walk” method that better accounts for
uncertainty.®® The Department of Energy also averaged the
estimates associated with a constant 3% and a constant 5% rate, to
generate a central figure that it prefers to use.

The following table shows the range of SCC estimates developed by
the interagency review process at these various discount rates.
Because discounting is such a controversial practice in the realm of
climate change, this policy brief will also look at EPA’s 2008
estimates of the SCC that used the slightly lower 2% discount rate.®?

19



187

Table 4: Net Present Global SCC Estimates at 3% Growth Rate
(in 20078, per Metric Ton of COz-Equivalent Emissions)

Discount Rate
5 Constant | Random- | Average of | Constant | Random- | Constant
Yearof | = goge Walk | 3%&5% | 3% Walk 2%t
Emission 504* (Constant]! 304*

2007 $5 $10 $19 $33 $55 $68
2010 $5.46 £10.93 $20.76 $36.06 %60.10 $74.31
2015 $6.33 $12.67 $24.07 $41.80 $69.67 $86.14
2020 $7.34 $14.69 $27.90 $48.46 £80.77 $99.86
2025 $8.51 $17.02 $32.35 $56.18 $93.63 $115.77
2030 $9.87 $19.74 $37.50 $65.13 $108.55 $134.20
2035 $11.44 $22.88 $43.47 $75.50 $125.84 $155.58
2040 $13.26 $26.52 $50.39 $87.53 $145.88 $180.36
2045 $15.37 %$30.75 $58.42 $101.47 $169,11 $209.09
2050 $17.82 $35.65 $67.73 $117.63 $196.05 $242.39

* Model-Weighted Mean Calculated by Interagency Process in 2009

! Department of Energy's Average of the SCC Estimates at the Constant 3% and
Constant 5% Discount Rates

t Central Estimate of Meta-Analysis Conducted by EPA in 2008

Bear in mind that, for the reasons discussed above, all these
estimates are still likely to be underestimates.

Quantification of Direct Benefits
Calculating the direct benefits of H.R, 2454's cap on GHG emissions is
simply a matter of multiplying the projected GHG emissions avoided

by the social cost of carbon. The following tables show the projected
GHG emissions under either ADAGE or IGEM, multiplied by all six
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SCC estimates in the range developed by federal agencies. In both
tables, the benefits have been discounted at a 5% rate (consistent
with EPA’s discounting of costs), above and beyond any discounting
already factored into the SCC values, to account for the fact that the
benefits of reducing future emissions do not begin accruing until a
later date.

Table 5: Direct Benefits under ADAGE Model
(in Millions of 2007$, at a 5% Discount Rate)

SCC Estimate
Constant | Random- | Average of Constant Random- Constant
5% Walk 5% 3% & 5% 3% Walk 3% 2%
Year (55 in 2007) [$10 in 2007) (519 in 2007) ($33 in 2007) ($55 in 2007) (868 in 2007)
2015 $6,035 £12,070 $22,933 $39,832 $66,386 $82,077
2020 $7,623 $15,246 $28,966 $50,310 $83,850 $103,670
2025 $9,980 $19,960 $37,924 $65,868 $109,780 $135,728
2030 $11,264 $22,529 $42,804 $74,345 $123,908 $153,195
2035 $11,760 $23,521 $44,689 $77.618 $129,364 $159,941
2040 $12,314 $24,628 $46,792 $81,271 $135,452 $167,468
2045 $13,821 $27,643 $52,522 $91,222 $152,036 $187,972
2050 $14,826 $29,652 $56,339 $97,851 $163.086 $201,633
Total
zf:;;g $408,714 | $817,428 | $1,553,113 | $2,697,512 | $4,495,853 | $5,558,509
2050

The wide range of possible SCC values generates a wide range of
benefit estimates: the variability in estimated benefits is purely a
function of the SCC range.”® A starting social cost of carbon of $5 in
2007 generates benefits of approximately $409 billion over the life
of the bill, while a social cost of carbon of $68 in 2007 generates
benefits of about $5.5 trillion dollars. Using the SCC figures
preferred by the Department of Energy in its recent rulemaking,
benefits total about $1.5 trillion. The benefit estimates are relatively
small during the early years of the cap, but rise as the cap’s
stringency increases and the SCC values grow. Despite being
discounted, the benefits in 2050 are forecasted to be more than
twice as large as those in 2012,
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Table 6: Direct Benefits under IGEM Model
(in Millions of 20078, at a 5% Discount Rate)

SCC Estimate
Constant | Random- | Average of Constant Random- Constant
. 5% Walk 5% 3% & 5% 3% Walk 3% 2%

Year {55 n 20007} (310 In 2007} (514 in 2007 534 2007) (355 i 2007) [36 Lo 2007}
2015 $9,205 §18410 $34,979 560,753 5101,256 §125,189
2020 $9,551 819,102 $36,293 §63,035 $105,058 £129,890
2025 $9,773 §19,547 537,138 $64,504 5107506 £132,916
2030 $9,838 $19,676 $37.385 $64932 108,220 £133,800
2035 £9,777 §19,554 $37,153 $64,529 5107548 5132969
2040 $9,BE9 §19.778 $37,579 65,268 $108,780 5134492
2045 510,342 20,683 $39,298 $68,255 $113,759 $140,647
2050 510,632 $21.264 40,401 £70,171 $116,952 £144,595
Total
from
2012- | $3B2,982 | $765964 | §1,455,332 | $2,527,681 | $4,212,802 | 55,208,555
2050

The IGEM model generates a similarly wide range of possible benefit
values, reflecting the wide range of SCC estimates. The possible
henefits run from $383 billion to $5.2 trillion, and total nearly $1.5
trillion using the SCC values preferred by the Department of Energy’s
recent rulemaking. Those cumulative benefits are consistently
smaller than those from the ADAGE model due to lower estimates of
overall GHG reductions (see Table 2). The IGEM model projects
larger benefits in the early years of the regulation, but significantly
smaller benefits during the final years covered under this cap. Even
after discounting, those smaller benefits in future years lead IGEM to
forecast smaller cumulative benefits over the life of H.R. 2454,

Again, bear in mind that these figures represent discounted benefits.
The choice of a discount rate as high as 5% is controversial, and it
can be useful in cost-benefit analysis te present the results using a
discount rate of 0% as well.”! The following chart compares the
stream of benefits over time under both models at either a 0% or 5%
discount rate, assuming an SCC value starting at $19 for year 2007
emissions (the value preferred by the Department of Energy).
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Chart 1: Benefit Streams at 0% and 5% Discount Rates
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Chart 1 illustrates the importance of selecting a discount rate when
estimating the benefits (or costs) of a long-term policy such as
H.R. 2454. The benefits at a 0% discount rate rise very quickly as the
level of emissions drops and the social cost of carbon increases, but
discounting those large benefits at a 5% rate reduces their size
tremendously. Assuming a starting SCC of $19 and using the IGEM
model, a discount rate of 0% leads to cumulative benefit estimates of
around $5.0 trillion, while discounting at 5% leads to a total benefits
estimate of around $1.5 trillion.

Notably, there is only a 6%-18% difference between the ADAGE and
IGEM models in either the 0% or 5% discount rate cases, whereas
there is a 246%-286% difference between discounting and not
discounting benefits. In other words, the choice of discount rate and
the choice of SCC values are far more important than the choice of
economic model when forecasting the long-run costs and benefits.
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Quantification and Qualitative Discussion of Ancillary Benefits

The SCC estimates undeniably do not yet reflect all impacts of
climate change (see Table 3); those omissions must be rectified in
order to accurately calculate direct benefits. However, the policies
implemented by climate legislation like H.R. 2454 will also generate
several ancillary benefits, wholly apart from any effect tied to
climate change, and definitely not captured in the social cost of
carbon. These benefits include reduced ocean acidification,
increased forest preservation, and reductions in local air pollutants
such as sulfur dioxide, nitrogen dioxide, and particulate matter.

Such outcomes are not the primary goal of H.R. 2454, but they still
provide benefits that must be considered when conducting a full
economic analysis. Indeed, some past attempts to quantify ancillary
benefits of various climate policies have estimated the indirect
benefits at anywhere from 30% to over 100% of total compliance
costs.”” That said, ancillary benefits can often be difficult to value
accurately, and so in some cases they must remain un-quantified.
Nevertheless, all ancillary benefits, whether monetized or not,
deserve attention when determining if the benefits of proposed
legislation outweigh the costs.

Health and Economic Benefits from Co-Pollutants

As power plants begin to comply with climate legislation by
becoming more efficient, switching to cleaner fuel sources (like
natural gas instead of coal), or deploying controls to capture and
sequester emissions, they will be reducing more than just their
greenhouse gas pollution. Power plants also emit significant
quantities of nitrogen dioxide, sulfur dioxide, particulate matter, and
heavy metals: the pollutants responsible for producing smog and
acid rain, and also for contributing to water quality deterioration,
soil quality deterioration, and severe respiratory disorders. Though
these co-pollutants are not the target of climate policies like
H.R. 2454, such legislation will have the ancillary benefit of reducing
their emission as well.”3
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EPA’s models "do not incorporate the effects of changes in
conventional pollutants ([sulfur dioxide, nitrogen dioxide, and
mercury]) on labor productivity and public health.” EPA considered
this to be “an important limitation,” but ultimately not a significant
one, because the agency expected the actual health and economic
benefits to be "small."?* By contrast, past attempts to calculate
ancillary benefits of various climate policies have predicted health
effects will account for around 70-90% of the total value of ancillary
benefits.”s

Some of these ancillary benefits can be quantified using a model
developed by Dallas Burtraw and other economists from Resources
for the Future and the Argonne National Laboratory. In 2001,
Burtraw and his colleagues released a paper on “Ancillary Benefits of
Reduced Air Pollution in the United States from Moderate
Greenhouse Gas Mitigation Policies in the Electricity Sector.”?6 That
paper makes a series of “cautious assumption[s]” to generate a
“lower bound” estimate for ancillary benefits under a range of
climate policies.”” By focusing on one particular conservative
scenario explored in that paper, this analysis can adapt Burtraw's
model to predict some of the ancillary health benefits from

H.R. 2454.

Burtraw's model estimates the ancillary benefits of applying climate
policies specifically to the electricity sector. Where the climate
policy is likely to lead to actual net reductions in other non-target
pollutants, Burtraw’s model calculates public health benefits.”®
Where the climate policy is not likely to lead to actual net reductions
in other non-target pollutants, because such conventional pollutants
are already subject to a strict regulatory cap, Burtraw's model
predicts economic savings as the allowance price for those
conventional pollutants drops.”

Because several significant regulatory and economic changes have
occurred since 2001, ideally Burtraw’s model should be updated to
provide a more accurate calculation of ancillary benefits. However,
the fundamental structure of Burtraw’s model remains sound, and it
should provide a rough estimation. Burtraw’s baseline scenario
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assumed that, over time, some stricter regulatory controls would be
developed for nitrogen dioxide and sulfur dioxide. In particular,
Burtraw modeled an expanded nitrogen dioxide cap-and-trade
program encompassing nineteen states and the District of
Columbia.®® In reality, the Clean Air Interstate Rule of 2005 (CAIR)
now covers twenty-eight states plus D.C.81 However, because CAIR
was technically overturned by the courts and only remains in effect
until EPA can replace it, and because CAIR (or its replacement) will
only be phased in over time, has some seasonal components, and
does not cover at least twenty-two states,®? climate change
legislation will still likely impact nationwide emissions of nitrogen
dioxide, and Burtraw’s model remains a good approximation.

Moreover, Burtraw’s model is extremely conservative. For example,
because of the difficulty in quantifying the health impacts of sulfur
dioxide, ozone, and other pollutants, Burtraw only addressed the
health effects of nitrogen dioxide, meaning his model’s “estimates
may be a lower bound of the estimates that would be achieved if a
complete analysis was possible.”83 Similarly, because of the study's
methodologies, the “estimate of the compliance cost savings
resulting from [climate policies] would be likely to underestimate
savings."® Finally, Burtraw's model uses a value of statistical life
($3.8 million in 1997$) much lower than EPA’s current
recommendation ($7.0 million in 2006%).85

Burtraw’s model estimates a range of ancillary benefits per ton of
carbon emissions avoided. This policy brief will use the lowest total
estimate generated for the most analogous scenario modeled.8¢ To
be conservative, this analysis will assume that figure is constant and
will not grow over time. EPA’s ADAGE model of emissions under
H.R. 2454 breaks down carbon dioxide reductions specific to
electricity production.’” By multiplying those figures and applying a
5% discount rate, ancillary benefits can be estimated.
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Table 7: Ancillary Benefits in Electricity Sector

0> Reductions Ancillary Bem?ﬁts at Bene'ﬂts at
from Electrici Benefits Per | 0% Discount | 5% Discount
0T ty
Year Sector (Million Ton of COz _Rate Rx_ite
Metric Tons) (2007%) (Millions of (Millions of
20075) 20078)
2015 287.6 $4.3689 $1,256.60 $937.70
2020 673.4 $4.3689 $2,942,22 $1,720.26
2025 1,0058.5 $4.3689 $4,624.50 $2,118.54
2030 1,3939 $4.3689 $6,089.81 $2,185.89
2035 1,6353 $4.3689 $7.144.63 $2,009.36
2040 1,922.7 $4.3689 $8,399.91 $1,851.00
2045 2,255.2 $4.3689 $9,852.60 $1,701.12
2050 2,551.6 $4.3689 $11,147.80 $1,508.09
Total from 57,419.1% $250,858.16 | $68,405.80
2012-2050

"Note: ADAGE data Is only available in five-year increments, Annual values were
interpolated to derfve a cumulative total.

Burtraw's model predicts that ancillary health and economic benefits
from reducing co-pollutants in the electricity sector could total
nearly $70 billion. This figure should be kept in mind when
assessing the cost-benefit justification of H.R. 2454, but because the
model is imperfect and results are available only for ADAGE data, to
be conservative this total will not be added to the final direct
benefits calculation.

Other sectors besides the electricity sector will also use fuel
switching to comply with H.R. 2454: in particular, the transportation
sector. Fuel switching in these other areas will also carry ancillary
health benefits. In its recent proposed rulemaking on renewable
fuels, EPA noted that switching to cleaner vehicle fuels in an attempt
to reduce greenhouse gas emissions would also cut the emission of
co-pollutants. Unfortunately, EPA did not attempt to monetize these
benefits.#9 Without such a model to build from, it is difficult for this
policy brief to attempt to quantify these ancillary benefits. Ideally,
EPA should develop such a model, bath for use in its renewable fuel
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rulemaking and to enable a complete cost-benefit analysis of climate
legislation.

Ocean Acidification

In addition to acting as a greenhouse gas in the atmosphere, carbon
dioxide alters ocean chemistry as it is absorbed by surface waters.
The resulting acidification of water may potentially harm a wide
range of marine organisms (particularly coral), as well as the food
webs and valuable marine fisheries that depend on them.?? In a
recent study anticipating the economic consequences for commercial
fisheries of ocean acidification, Sarah Cooley and Scott Doney note
that, in the United States alone, commercial fishing contributes $34.2
billion in value to the gross national product and likely supports
several hundreds of thousands of jobs; recreational fishing adds
another $43 billion in total economic activity and supports around
350,000 jobs. Considering just potential losses to U.S. mollusk
commercial fisheries, the economic costs of ocean acidification easily
fall in the range of $0.6-$2.6 billion through the year 2060.9° Though
it is difficult to quantify what portion of such costs could be averted
through policies like H.R. 2454, qualitatively the benefits of
preventing ocean acidification are highly significant on a global scale.

Other Ancillary Benefits

Some of the other ancillary benefits for GHG reductions that are
frequently discussed in literature—though difficult to quantify—
include:?1

= Energy security: geopolitical benefits from reduced reliance
on foreign fossil fuel sources.

= Increased forest preservation: increased ecosystem service
benefits from forests; increased access to recreational sites;

reduced soil loss and erosion through tree farming.

* Decreased private transportation (either with shift to public
options or overall decrease in miles traveled): reductions in
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road-related mortality; reductions in congestion and noise;
cost-savings for road maintenance.

= Non-health effects of non-target pollutants: reduced nitrate
loadings to marine and freshwater ecosystems; agricultural
benefits from reduced ozone formation and particulate-haze
effects; agricultural benefits from reduced nitrogen
deposition; increased visibility.

* Possible employment gains from green collar jobs: this
benefit is perhaps somewhat speculative, since possible
decline in economic activity might cancel out any
employment gains; EPA's current economic models do not
represent effects on unemployment.?2

A fuller analysis of and attempt to quantify all possible ancillary
benefits and ancillary costs is beyond the scope of this policy brief.
Ideally, Congress should request that EPA undertake such a study.

Additionally, H.R. 2454 contains particular provisions and structures
unrelated to GHG reductions that may carry benefits. For example,
through its distribution of revenue from the auction of emissions
allowances, H.R. 2454 may provide relief to local government
budgets, support for transportation and research initiatives, and
improved distributional equity via tax relief to low- and middle-
income families.?? A more thorough analysis of the specific
provisions of H.R. 2454 is beyond the scope of this policy brief. Such
areview should be part of a comprehensive EPA cost-benefit
analysis of H.R. 2454.
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Comparing Costs and Benefits

This section compares the estimated costs of complying with

H.R. 2454 with estimates of the benefits as measured by the social
cost of carbon and ancillary benefits. This comparison will be used
to predict whether the proposed bill and possible legislative
alternatives are likely to pass a more thorough cost-benefit analysis.

The Breakeven SCC

The following chart plots the estimated cumulative costs of

H.R. 2454 (around $660 billion) against the projected direct benefits
of the bill for a range of SCC values (from $5 per ton of carbon
dioxide in 2007, up to $68 per ton). The chart continues to employ
the restrictive assumptions used in the brief, and therefore does not
include any ancillary benefits, and discounts costs and benefits at a
5% rate. Additionally, recall that 39-40 billion metric tons of GHG
abatement are not included in the benefits analysis, because EPA
excluded certain provisions from its cost estimates.

The benefits as calculated by ADAGE and IGEM increase with the
SCC, but costs remain constant. Measuring benefits is more difficult
than measuring costs, as SCC estimates vary widely. For that reason,
it is useful to calculate the SCC that will exactly equate the benefits
(excluding ancillary benefits) of the bill with the estimated cost—in
other words, the "breakeven social cost of carbon.” If the actual SCC
is above that value, benefits of H.R. 2454 will outweigh costs, and the
legislation is cost-benefit justified. For ADAGE the breakeven point
is $8.97, and for IGEM it equals $7.70. The breakeven points are
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close, but that hides some differences in the results: ADAGE
forecasts higher costs and larger emissions reductions, which cancel
each other out in a cost-benefit framework. Because these values do
not include (potentially large) ancillary benefits, they should be
considered an upper bound on the true breakeven SCC. Notably,
these figures are on the very low end of the range generated by the
interagency review process, and are less than half the $19 figure
preferred by the Department of Energy in its recent rulemaking.

Chart 2: Total Costs and Benefits at Different SCC Values
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Maximizing Net Benefits

At the SCC values preferred by the Department of Energy, the direct
benefits of H.R. 2454 are more than double the costs. Using SCC
values that have a more appropriately low discount rate built in
(EPA’s 2% figures), direct benefits are nearly eight to nine times
greater than costs. Importantly, all these benefits calculations are
likely to be underestimates, due to uncertainty in forecasting the SCC
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values and because ancillary benefits have not been quantified and
added to these numbers.

Considering how strongly benefits outweigh costs at the level of GHG
emissions cap contemplated by H.R. 2454, and given the difference
between the breakeven SCC calculated for the bill and projections for
allowances prices under the bill,** it seems probable that alternate
policy arranges would also be cost-benefit justified. Indeed, it is very
possible that a more stringent GHG cap could even better maximize
net benefits.

Limitations of This Analysis

This brief only analyzes the period for which H.R. 2454 specifies
emissions targets (2012-2050). Climate change is a long-run
phenomenon, with emissions today generating damages in the fairly
distant future. The majority of benefits from reduced emissions are
likely to accrue to future generations, while costs fall on current
consumers. On the other hand, many of the ancillary benefits
described in the previous section will be realized immediately.
These include the health benefits from a reduction in co-pollutants
and possible geopolitical benefits from reductions in energy usage.

This policy brief has not attempted to analyze whether the
distribution of costs and benefits under H.R. 2454 is equitable or
optimal. Many other analysts have reviewed this issue in depth and
have suggested simple changes to H.R. 2454 that could improve the
distributional equity of the bill. Dallas Burtraw’'s work on how
alternate arrangements for allocating and auctioning off emissions
allowances could correct some distributional imbalances is
particularly instructive.’s

Global versus Domestic Valuations
It is worth noting that the estimated costs of H.R. 2454 will be borne
entirely by the United States,’ whereas the benefits are based on a

global SCC figure. The domestic SCC is typically estimated at
anywhere from 2-11% of the global SCC, with the Department of
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Energy preferring to approximate it at 6%.97 While many of the
ancillary benefits of H.R. 2454 not quantified in this analysis will be
enjoyed by current generations of U.S. citizens, a large portion of
benefits might not be felt directly or immediately within U.S.
borders.

Nevertheless, as the interagency review process concluded, the
global SCC is the preferred figure for comparing the costs and
benefits of climate legislation.?® To begin, many experts believe that
U.S. domestic action on climate change is a prerequisite to future
global climate efforts,?? at which point Americans will see additional
(and essentially free) benefits derived from international action.
Greenhouse gases are global pollutants, meaning that emissions
anywhere in the world generate damages everywhere. In other
words, each ton of reduced emissions in the United States will
generate benefits to every other nation, and visa-versa. There is
currently no mechanism for the United States to capture benefits
exclusively for ourselves.1?0 But once other countries take reciprocal
action on climate change, they will likewise generate global benefits
that will in part be reaped by the United States.

Second, current models for estimating the SCC typically do not
consider domestic valuations of international impacts. For example,
foreign physical damages from climate change could have domestic
economic costs: the worldwide disruption of agricultural production
and water resources, and the potential for social unrest—including
violent conflicts—as countries react to such disasters, could pose
threats to the U.S. national security and economy.19! Freeman and
Guzman detail the five “spillover” effects through which
international climate impacts could indirectly—but significantly—
affect U.S. interests: national security threats; economic spillovers,
such as higher prices on oil and other commodities, supply and
demand shocks, and market disruptions; the spread of infectious
diseases; climate-induced human migration; and the risks of food
and water shortages, and biodiversity loss.102 Similarly, a recent UN
report suggests that a failure to act on climate change could result in
a permanent loss of as much as 20% of world gross product:13 a
potentially catastrophic impact that would undeniably be felt deeply

33



201

within the United States. If all cross-sectoral, indirect, cumulative,
and spillover effects were captured by the economic models, the
global SCC would be higher, the domestic share of the global SCC
would be higher, and the clear case for aggressive U.S. action would
be easier to demonstrate qualitatively.104

Finally, the portion of benefits falling outside the United States could
be viewed as a highly effective, highly leveraged form of foreign aid.
If the global SCC is assumed to be $19, then for every dollar the
United States spends complying with H.R. 2454, about $2.29 in direct
benefits is produced.!? According to the conservative domestic SCC
approximation of 6%, at least fourteen cents immediately comes
back to the United States in direct benefits, along with currently un-
quantified but potentially large ancillary benefits. The restis
distributed to foreign countries, especially to those developing
nations most vulnerable to climate change, such as Bangladesh.106
Poorer nations are likely to be hit the hardest by climate change,
because they do not have the same adaptive capacity as wealthier
nations; they depend more heavily on agriculture, a climate-
vulnerable sector; and they tend to be located in warmer, lower
latitudes,107

Unlike monetary foreign aid, which is susceptible to corruption and
mismanagement, these climate benefits go directly to the citizens of
foreign countries, who would otherwise face floods, extreme
weather, increased disease, and interrupted food and water supplies.
Moreover, at some point in the near future, the United States will
largely be paid back. Not only is domestic action on climate change a
necessary prerequisite for future international efforts that will
benefit the United States, but the international offsets and other
provisions contained in H.R. 2454 will help spur the kind of
technological innovation and global deployment necessary for such
future international efforts to succeed.108

In short, from almost any perspective and under almost any

assumption, H.R. 2454 is a good investment for the United States to
make in our own economic future and in the future of the planet.
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Conclusion and Policy Recommendations

This policy brief has considered the costs and benefits of provisions
of H.R. 2454, the American Clean Energy and Security Act of 2009.
EPA has conducted a careful analysis of the costs of the proposed
legislation, but has not considered the benefits. Using information
from that cost analysis, and estimates of the social cost of carbon
generated by an interagency review process, this brief was able to
conduct an exploratory benefits analysis and compare those benefits
to the costs previously estimated by EPA. Analysis supports the
passage of climate change legislation as cost-benefit justified under
most reasonable assumptions about the likely “social cost of carbon.”
Indeed, using conservative assumptions and excluding ancillary
benefits, the benefits of H.R. 2454 could likely exceed the costs by as
much as nine-to-one or more.

The Institute for Policy Integrity (IPI) supports the continuation of
the federal interagency review process to refine the likely range of
SCC estimates. [Pl also recommends that such interagency process
rethink its approach to discounting.

This brief represents a preliminary and informal analysis, but EPA
has the capacity to conduct a more thorough analysis. EPA can help
ensure that Congress pursues a rational approach to climate change
legislation by analyzing the likely benefits of such legislation and
releasing a thorough report both to Congress and to the public. The
report should first explore the potential direct benefits of mitigating
the speed and severity of climate change effects, including the
myriad impacts on the environment, the economy, public health, and
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national security. Additionally, the report should reflect the many
potential indirect benefits of cutting greenhouse gas emissions, such
as the environmental benefits of slowing ocean acidification, and the
ancillary economic and health benefits of reducing the emission of
co-pollutants. EPA should follow best practices for economic
analysis when reporting the estimated valuation of these benefits.10?
EPA should begin with an analysis of the current legislative proposal
(namely, H.R. 2454), but ideally a full cost-benefit analysis should
look at alternative policy options as well, especially more stringent
options. Finally, EPA should conduct a distributional analysis of the
costs and benefits for a range of policy options.

More than ever, Congress will need a clear and comprehensive
summary of all the consequences of climate change legislation, to
guide its decisions over the next few months. IPI asks that EPA use
its extensive expertise on climate change to act as such a guide for
Congress.
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Notes

1 See, e.g., Letter from Senator Joseph Lieberman & Senator John Warner, to

Hon. Stephen Johnson, EPA Administrator (Nov. 9, 2007) (requesting analysis of
5.2191, America’s Climate Security Act of 2007) (available at http:/ /www.epa.gov/
climatechange/downloads/L-W_Request_to_EPA.pdf); see generally EPA, Climate
Change—Climate Economics, http://www.epa.gov/climatechange/economics/
economicanalyses.html (last visited August 31, 2009).

2 Letter from Rep. Henry Waxman & Rep. Edward Markey, to Hon. Lisa Jackson, EPA
Administrator (Feb. 27, 2009) (requesting analysis of draft legislation) (available at
http://www.epa.gov/climatechange/economics/pdfs/WM-Analysis.pdf); accord.
Letter from Rep. Henry Waxman & Rep. Edward Markey, to Hon. Lisa Jackson, EPA
Administrator (May 14, 2009) (requesting update of analysis) (available at
http://www.epa.gov/climatechange /economics/pdfs/HR2454_Analysis.pdf).

3 Letter from Rep. Henry Waxman & Rep. Edward Markey, to Howard K.
Gruenspecht, acting EIA Administrator (Mar. 17, 2009) (available at
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(2009), available at http:/ /www.cbo.gov/ftpdocs/102xx/doc10262 /hr2454.pdf
(summarizing the cost estimate, in response to a request from Rep. Henry Waxman
and Rep. Edward Markey of the House Committee on Energy and Commerce).

+ EPA, ANALYSIS OF THE AMERICAN CLEAN ENERGY AND SECURITY ACT OF 2009: APPENDIX 12
(2009), available at http://www.epa.gov/climatechange /economics/pdfs/
HR2454_Analysis_Appendix.pdf (hereinafter Appendix).

51d. at 63.

6 See ENERGY INFO. ADMIN., DEP'T OF ENERGY, ENERGY MARKET AND ECONOMIC IMPACTS OF
H.R. 2454 (2009), available at http:/ /www.eia.doe.gov/oiaf/servicerpt/hr2454/
pdf/sroiaf(2009)05.pdf;ConG. BUDGET OFFICE, supra note 3.

7 See, e.g., EPA, TECHNICAL SUPPORT DOCUMENT ON BENEFITS OF REDUCING GHG EMISSIONS
(2008) (developing a range of SCC estimates, for the agency’s own use and as
possible guidance for other federal agencies); Average Fuel Economy Standards,
Passenger Cars and Light Trucks; Model Years 2011-2015, 73 Fed. Reg. 24351,
24413 (proposed May 2, 2008) (presenting independent SCC calculations by the
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National Highway Traffic Safety Administration, Department of Transportation);
Average Fuel Economy Standards, Passenger Cards and Light Trucks Model Year
2011, 74 Fed. Reg. 14195, 14337 (Mar. 30, 2009) (to be codified at 49 C.F.R. pts. 523,
531,533, 534, 536, 537) (presenting new SCC calculations by the National Highway
Traffic Safety Administration, Department of Transportation); Energy Conservation
Program for Commercial and Industrial Equipment, 74 Fed. Reg. 1091, 1133 (Jan. 9,
2009) (to be codified at 10 C.F.R. pt. 431) (presenting independent SCC calculations
by the Department of Energy); Energy Conservation Program for Certain Industrial
Equipment: Energy Conservation Standards and Test Procedures for Commercial
Heating, Air-Conditioning, and Water-Heating Equipment 74 Fed. Reg. 36312, 36342
(July 22, 2009) (to be codified at 10 C.F.R. pt. 431]) (relying on the Department of
Transportation’s calculations of the SCC, in a Department of Energy rulemaking).

8 Energy Conservation Program: Energy Conservation Standards for Refrigerated
Bottled or Canned Beverage Vending Machines, 74 Fed. Reg. 44913, 44947 (Aug. 31,
2009) (to be codified at 10 C.F.R. pt. 431) (hereinafter BVM Rule).

9 See ENERGY INFO. ADMIN,, DEP'T OF ENERGY, ENERGY MARKET AND ECONOMIC IMPACTS OF
H.R. 2454 (2009), available at http://www.eia.doe.gov/oiaf/servicerpt/hr2454/
pdf/sroiaf(2009)05.pdf (raw data available at http://www.eia.doe.gov/oiaf/
servicerpt/hr2454/index.html).

10 See STAFF OF H. CoMM. ON ENERGY & COMMERCE, 111TH CONG., SUMMARY OF THE AMERICAN
CLEAN ENERGY AND SECURITY ACT (2009), available at
http://energycommerce.house.gov/Press_111/20090724 /hr2454_housesummary.
pdf (“[C]arbon pollution from large sources must be reduced by 17% below 2005
levels by 2020 and 83% below 2005 levels by 2050.").

11 See CONG. BUDGET OFFICE, supra note 3.
12 EPA, Data Annex for June 2009 Economic Analysis of H.R. 2454,

http://www.epa.gov/climatechange/economics/downloads/HR2454Analysis-
DataAnnex.zip (last visited Aug. 31, 2009).

13 See Appendix, supra note 4, at 8 (noting the inclusion of the Energy Independence
and Security Act and the use of the 2009 Annual Energy Outlook). EPA’s reference
case does not include the impacts of the American Recovery and Reinvestment Act
of 2009, also known as the federal stimulus package. Id.

14 See id. at 59 for a demonstration of the importance of updating the baseline
scenario. Under the provisions of H.R. 2454, cumulative GHG emissions over the
2012-2050 period (before domestic or international offsets) must be cut to 235-244
billion metric tons (depending on the economic model). In the old baseline,
“business as usual” would have generated 354-371 billion metric tons during that
39-year period; in EPA’s updated reference case, baseline emissions fall to 303-304
billion metric tons. In other words, because of the economic downturn and
independent federal energy efficiency standards, the level of emissions reduction
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necessary to comply with H.R. 2454 has dropped from 119-127 billion metric tons
down to 60-68 billion metric tons.

15 /d. at 8.

16 Id, (referencing the Notice of Upcoming Joint Rulemaking to Establish Vehicle GHG
Emissions and CAFE Standards, 74 Fed. Reg. 24007 (May 22, 2009)). Under the
order of a recent Supreme Court case, EPA is obligation to regulate the greenhouse
gas emissions from motor vehicles, but the form of such regulation is not yet certain.
See IP1, THE RoAD AHEAD: EPA’S OPTIONS AND OBLIGATIONS FOR REGULATING GREENHOUSE
Gases (2009).
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Protocol do not extend beyond the year 2012, Negotiations scheduled for December
2009 in Copenhagen are intended to develop a successor treaty, but neither the
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Macabrey, Concern Grows that Kyoto Successor May Not Be Finished in Copenhagen,
CLIMATEWIRE, June 12, 2009.

18 See Appendix, supra note 4, at 9. For example, Scenario 3 analyzes H.R. 2454
without its energy efficiency provision, and Scenario 5 alters the assumptions about
nuclear electricity generation capacity.

19 See id. at 8.
20 jd. at 10-17.

21 Id. at 14 ("Emissions leakage occurs when a domestic GHG policy causes a relative
price differential between domestically produced and imported goods. This causes
domestic production, which embodies the GHG allowance price[,] to shift abroad,
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emissions leakage not associated with trade effects may occur when a GHG policy
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Id. at 13.

23 See Data Annex, supra note 12,

24 See EPA, Climate Economic Modeling, http://www.epa.gov/climatechange/
economics/modeling.html (last visited Aug. 31, 2009) for a more information on the
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25 See STAFF OF H. COMM. ON ENERGY & COMMERCE, supra note 10.
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31 See Letter from [PI, to EPA’s Environmental Economics Advisory Committee (Nov.
25, 2008) (critiquing EPA’s 2008 draft Guidelines for Preparing Economic Analyses,
including its recommendations on inter-generational discounting) (available at
http://policyintegrity.org/projects/documents/CommentsonDraftEPAGuidelines11
-25.pdf).

32 [PI, Other Side of the Coin Data,
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because H.R. 2454’s cap is not yet in effect), EPA’s cost estimates are slightly
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35 EPA, ANALYSIS OF THE AMERICAN CLEAN ENERGY AND SECURITY AcT OF 2009, 4 (2009),
available at http://www.epa.gov/climatechange/economics/pdfs/

HR2454 _Analysis.pdf.

36 Appendix, supra note 4, at 13,

37 See, e,g., id. at 84 (discussing the pre-2012 deployment of financial incentives like
renewable energy production and investment tax credits).

38 See id. at 56 (“The average annual cost per household is the 2010 through 2050
average of the net present value of the per household consumption loss.”).

39 EPA, ANALYSIS OF THE AMERICAN CLEAN ENERGY AND SECURITY AcT OF 2009, supra note
35,at 14.
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40 See Appendix, supra note 4, at 59 (calculating approximately 24 billion metric
tons of carbon dioxide-equivalent units in avoided emissions from these two
provisions).

41 Carbon dioxide equivalence make it possible to compare emissions of GHG
compounds that have different impacts on climate change, by translating emissions
of other gases into the amount of carbon dioxide necessary to generate the same
impact on the global climate. For example 1 ton of methane emissions has a carbon
dioxide equivalence of about 25 tons.

42 International offset by year were approximated for the ADAGE model figures
using the reported level of domestic offsets and the overall ratio of domestic to
international offsets. See Appendix, supra note 4, at 59 for more details, and see IPI,
Other Side of the Coin Data, http://www.policyintegrity.org/
OtherSideOfTheCoinData.xls for calculations. This relies on the assumption that the
ratio of domestic to international offsets should remain constant over time, which is
consistent with the IGEM model but not reported for ADAGE.

43 See Appendix, supra note 4, at 59. It is also not clear whether EPA's figures
include possible energy efficiency gains (and related GHG reductions) made in
otherwise uncovered sectors, either as a direct or indirect result of the policies of
H.R. 2454,

44 At least some climate effects in the following areas are modeled by a key
economic model (FUND) often used to calculate the SCC: agricultural production;
forestry production; water resources; energy consumption for space cooling and
heating; sea level rise, dry land loss, wetland loss, and coastal protection costs;
forced migration due to dry land loss; changes in human health (mortality,
morbidity) associated with diarrhea incidence, vector-borne diseases,
cardiovascular disorders, and respiratory disorders; hurricane damage; and loss of
ecosystems/biodiversity. See EPA, 420-D-09-001, DRAFT REGULATORY IMPACT ANALYSIS:
CHANGES TO RENEWABLE FUEL STANDARD PROGRAM 690 tbl. 5.3-3 (2009).

45 Id, at 689.
46 EPA, TECHNICAL SUPPORT DOCUMENT, supra note 7, at 15.

47 Jody Freeman & Andrew Guzman, Seawalls Are Not Enough: Climate Change and
U.S. Interests 18 (U.C. Berkeley Pub. L. Res. Paper No. 1357690, 2009).

48 Information and format for table based on EPA, TECHNICAL SUPPORT DOCUMENT,
supra note 7, at 16-17, and EPA, DRAFT REGULATORY IMPACT ANALYSIS, supra note 44, at
691 tbl. 5.3-4.

49 Average Fuel Economy Standards, Passenger Cars and Light Trucks; Model Years
2011-2015, 73 Fed. Reg. 24351, 24414 (proposed May 2, 2008) (selecting $7 as the
midpoint of a possible $0-$14 range).

50 Average Fuel Economy Standards, Passenger Cards and Light Trucks Model Year
2011, 74 Fed. Reg. 14195, 14350 (Mar. 30, 2009) (to be codified at 49 C.F.R. pts. 523,
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531,533,534, 536, 537) (revising its SCC calculations, in light of substantial public
comments).

51 E.g,, Energy Conservation Program for Commercial and Industrial Equipment, 74
Fed. Reg. 1091, 1133 (Jan. 9, 2009) (to be codified at 10 C.F.R. pt. 431) (presenting
independent SCC calculations by the Department of Energy);

52 g, Energy Conservation Program for Certain Industrial Equipment: Energy
Conservation Standards and Test Procedures for Commercial Heating, Air-
Conditioning, and Water-Heating Equipment 74 Fed. Reg. 36312, 36342 (July 22,
2009) (to be codified at 10 C.F.R. pt. 431) (relying on the Department of
Transportation’s calculations of the SCC, in a Department of Energy rulemaking).

53 EPA, TECHNICAL SUPFORT DOCUMENT, supra note 6, at 12.

54 EPA, DRAFT REGULATORY IMPACT ANALYSIS, supra note 44, at 682.

55 E.g, id. at 695-96.

56 See BVM Rule, supra note 8, at 44947. Presumably, the interagency task force
includes at least EPA, the Department of Energy, and the Department of
Transportation.

57 See generally id.

58 [d, at 44948,

59 See Average Fuel Economy Standards, Passenger Cars and Light Trucks; Model
Years 2011-2015, 73 Fed. Reg. at 24414. The Department of Transportation
contended this restriction was dictated by consistency, since no other non-domestic
costs or benefits were measured. Id. However, even the Office of Management and
Budget (OMB)—the federal agency charged with overseeing cost-benefit analyses—
specifically permits consideration of significant international costs and benefits. U.S.
OFFICE OF MGMT. & BUDGET, CIRCULAR A-4, 15 (2003) (“When you choose to evaluate a
regulation that is likely to have effects beyond the borders of the United States,
these effects should be reported separately.”) (emphasis added).

S0 WILLIAM NORDHAUS & JOSEPH BOYER, WARMING THE WORLD 96-97 (2000).

61 See EPA, TECHNICAL SUPPORT DOCUMENT, supra note 7, at 11; see also Freeman &
Guzman, supra note 47 (discussing spillover effects from the international arena
into the United States).

62 BVM Rule, supra note 8, at 44948,

63 Id. at 44948-49,

64 Id. at 44949,

65 EPA, TECHNICAL SUPPORT DOCUMENT, supra note 7, at 12 n.25 (noting the
international recommendation is a 2-4% growth rate).

66 See Letter from [PI, to EPA’s Environmental Economics Advisory Committee (Nov.
25, 2008) (critiquing EPA's 2008 draft Guidelines for Preparing Economic Analyses,
including its recommendations on inter-generational discounting) (available at
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http://policyintegrity.org/projects/documents/CommentsonDraftEPAGuidelines11
-25.pdf).

67 BVM Rule, supra note 8, at 44949,
68 Id, at 44949-44951,

69 EPA, TECHNICAL SUPPORT DOCUMENT, supra note 7, at 12; id. at 9 (“A review of the
literature indicates that rates of three percent or lower are more consistent with
conditions associated with long-run uncertainty in economic growth and interest
rates, inter-generational considerations, and the risk of high impact climate
damages (which could reduce or reverse economic growth).”) (emphasis added).

70 These benefit numbers do not take into account the uncertainty regarding the
timing or effects of climate change. Computable General Equilibrium models like
ADAGE and IGEM are not capable of producing confidence intervals. Reported
ranges are generated by varying the inputs to the model and do not represent
uncertainty in the model.

71 See EPA, No. 240-R-00-003, GUIDELINES FOR PREPARING ECONOMIC ANALYSIS 48 (2000)
(“In addition, all analyses should present the undiscounted streams of benefits and
costs. This is not equivalent to calculating a present value using a discount rate of
zero. In other words, the flow of benefits and costs should be displayed rather than
a summation of values.”).

72 See ENV'T PoL'y ComM., ORG. FOR Econ. CooPERATION & DEv. (OECD),
ENV/EPOC/GSP(2001)13/FINAL, ANCILLARY BENEFITS AND CoSTS OF GHG MITIGATION:
PoLicy CoNcLusions 6 (2001), available at http:/ /www.olis.oecd.org/olis/
2001doc.nsf/LinkTo/NT0O0000ABA/$FILE/JT00124610.PDF.

73 Power plants can achieve direct greenhouse gas reductions to comply with
climate legislation in one of three ways. (Power plants can also reduce emissions
indirectly by investing in “offset” projects, such as the capture of methane from
agricultural facilities.) First, they can improve efficiency in the generation and
distribution of electricity: according to the Department of Energy, if the nation’s
electricity production and distribution grid “were just 5% more efficient, the energy
savings would equate to permanently eliminating the fuel and greenhouse gas
emissions from 53 million cars.” DEP"T OF ENERGY, THE SMART GRID: AN INTRODUCTION 6
(2008). Second, they can switch to cleaner fuels. Natural gas, for instance,
generates about half as much carbon dioxide as coal. See U.S. Gov't Accountability
Office, GAO-08-601R, EconoMic AND OTHER IMPLICATIONS OF SWITCHING FROM COAL TO
NATURAL GAS AT THE CAPITOL POWER PLANT AND AT ELECTRICITY-GENERATING UNITS
NATIONWIDE 2 (2008). Third, they can deploy pre- or post-combustion controls to
capture and sequester emissions before they leave the smokestacks. See OFFICE OF
FossiL ENERGY, DEP'T OF ENERGY, CARBON SEQUESTRATION TECHNOLOGY ROADMAP AND
PrOGRAM PLAN 17-18 (2007).

But those techniques work not only to reduce greenhouse gas emissions. Improving
energy efficiency means decreasing the total amount of fuel needed, which in turn
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decreases total emissions of all air pollutants from fossil fuels, not just the
greenhouses gases. Switching to cleaner fossil fuels will reduce the emissions of
many other air pollutants as well: EPA calculates that “[c]Jompared to the average
air emissions from coal-fired generation, natural gas produces...less than a third as
much nitrogen oxides, and one percent as much sulfur oxides at the power plant.”
EPA, Clean Energy: Air Emissions, http://www.epa.gov/RDEE/energy-and-
you/affect/air-emissions.html. Even certain pre- or post-combustion carbon
controls will reduce air pollutants as well as greenhouse gases: one innovative
carbon capture technology being funded by the U.S. Department of Energy claims to
“have the potential to capture all carbon dioxide emissions, while also exceeding all
current environmental regulations (e.g. nitrogen oxides, sulfur oxides, etc.).” NAT'L
ENERGY TECH. LAB., U.S. DEP'T OF ENERGY, PROJECT FACTS: HYBRID COMBUSTION-GASIFICATION
CHEMICAL LooPING CoAL POWER TECHNOLOGY DEVELOPMENT (2006), available at
http://www.netl.doe.gov/publications /factsheets/project/Proj329.pdf.

74 Appendix, supra note 4, at 3.
75 See ENV'T PoL'y ComM., OECD, supra note 72, at 6.

76 See, e.g., Dallas Burtraw et al,, Ancillary Benefits of Reduced Air Pollution in the
United States from Moderate Greenhouse Gas Mitigation Policies in the Electricity
Sector (Resources for the Future Discussion Paper No. 01-61, 2001).

771d. at 4-5.

78 Id, at 4, 12-14 (listing the health benefits of ancillary nitrogen oxide reductions as
reduced respiratory symptom days, eye irritation days, asthma attacks, adult and
child chronic bronchitis cases, chronic cough cases, emergency room visits,
restricted activity days, and hospital admissions).

79 Id. at 8-9, 20-21. For example, sulfur dioxide emissions are already limited by a
nationwide cap: companies need to purchase "allowances” in order to emit sulfur
dioxide, and only so many allowances are sold. If a power plant achieves ancillary
sulfur dioxide reductions while responding to climate legislation, it will need fewer
allowances. The leftover allowances will become available for another company to
purchase, allowing it to emit extra sulfur dioxide. Therefore, total emissions of
sulfur dioxide are not necessarily reduced. However, that second company now can
comply with the sulfur dioxide cap by purchasing extra allowances rather than
investing in expensive emissions control technologies. Id. at 9 ("Under the [sulfur
dioxide] cap, a facility that reduces its sulfur dioxide emissions makes emissions
allowances available for another facility, displacing the need for abatement
investment at that facility.”). Investment in nitrogen oxide controls may similarly
decrease. Moreover, at some point, “[t]here will be a threshold...where greenhouse
gas control has made the sulfur dioxide cap no longer binding [i.e., when nobody
needs to buy the extra allowances, since they are not emitting that much]. Beyond
this point, health benefits from additional net reductions in sulfur dioxide will
accrue....The Clinton Administration’s unpublished analysis of the impacts of
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stabilizing greenhouse gas emissions at 1990 levels in 2010 calculates even larger
sulfur dioxide emissions reductions (on the order of four million tons).” Id. at 34.

80 fd, at 8.

1 See EPA, Clean Air Interstate Rule, http://www.epa.gov/cair/ (last visited Aug. 31,
2009).

82 See jd.

83 Burtraw et al., supra note 73, at 3-4.

8 [d, at 10,

5 See EPA, GUIDELINES FOR PREPARING ECONOMIC ANALYSES 7-6 (2008 draft).

8 Specifically, this analysis looks at Burtraw’s model using “the SIP Call Baseline,”
which does include an expanded nitrogen oxide cap-and-trade system (and unlike
an alternate baseline scenario, does not assume electricity restructuring at the
national level). Burtraw’s hypothetical climate policy was a carbon tax, modeled at
two different stringencies. Since Burtraw found roughly equivalent ancillary
benefits per ton of carbon regardless of the tax’s stringency, this analysis will
assume that stringency—and indeed the form of regulation—is mostly irrelevant to
the per carbon generation of ancillary benefits, and therefore Burtraw’s estimates
are applied to H.R. 2454 (even though that legislation creates a cap-and-trade
system rather than a carbon tax). To be conservative, the lower of Burtraw’s
estimates for this scenario was selected ($12.4 per ton of carbon in 19978, id. at 22).
Burtraw’s estimates are converted into 2007% and calculated per ton of carbon
dioxide, rather than per ton of carbon.

87 See Data Annex, supra note 12.

88 EPA, DRAFT REGULATORY IMPACT ANALYSIS, supra note 44, at 696.

89 See Sarah R. Cooley & Scott C. Doney, Anticipating Ocean Acidification’s Economic
Consequences for Commercial Fishers, 4 ENVTL. RES. LETTERS 1, 4 (2009).

9 fd. at 5.

91 See ENv'T PoL'y ComM., OECD, supra note 72, at 10-15.

92 Appendix, supra note 4, at 13,

93 See STAFF OF H. CoMM. ON ENERGY & COMMERCE, supra note 9.

94 See EPA, ANALYSIS OF THE AMERICAN CLEAN ENERGY AND SECURITY ACT OF 2009, supra
note 35, at 3 (estimating allowance prices at $13 per ton of carbon dioxide in 2015).
95 See Climate Change Legislation: Allowance and Revenue Distribution: Hearing
Before the 5. Comm. on Finance, 111th Cong. (2009) (written statement of Dallas
Burtraw), available at http:/ /finance.senate.gov/hearings/testimony/2009test/
080409dbtest.pdf.

9 There may be some international trade effects, especially if H.R. 2454 includes a
provision attaching tariffs to imports from countries that have not enacted
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reciprocal climate policies, but EPA has calculated costs in terms of per U.S.
household loss of consumption.

97 BVM Rule, supra note 8, at 44948,
98 j’d

99 See Interview by Monica Trauzzi, Managing Editor, E&E TV, with Yvo de Boer,
executive secretary of the United Nations Framework Convention on Climate
Change (Mar. 30, 2009) (“[W]e're really happy to see the United States back into the
international climate change process....[W]e need that U.S. engagement...to come to
really a global deal at the end of this year to move action on climate change
forward.”).

100 See Brian Copeland and M. Scott Taylor, Trade and Transboundary Pollution, 95
AM. EcoN. REv. 716-737 (1995); Hilary Sigman, International Spillovers and Water
Quality in Rivers: Do Countries Free Ride?, 92 AM. EcoN. REv. (1992).

101 See EPA, TECHNICAL SUPPORT DOCUMENT, supra note 7, at 11 (also noting that
Americans have a willingness to pay to avoid international damages caused by U.S.
emissions).

102 Freeman & Guzman, supra note 47, at 7 (“We do not claim that all of these things
will happen at catastrophic levels, or that the United States will necessarily be
dragged into every climate-related conflict around the world, but simply that the
United States cannot sequester itself from all such spillovers.”).

103 DEP'T OF ECON. & SociAL AFFAIRS, UNITED NaTIONS, E/2009/50/REv.1 ST/ESA 319,
WOoRLD ECONOMIC AND SOCIAL SURVEY 2009: PROMOTING DEVELOPMENT, SAVING THE PLANET
154 (2009), available at http:/ /www.un.org/esa/policy/wess/wess2009files/
wess09 /wess2009.pdf.

104 Freeman & Guzman, supra note 47, at 10 ("[L]arge players may internalize
enough of the benefits from the production of collective goods (here, mitigated
climate change) to make it worthwhile to invest in those goods”); id. at 62 (“Based
on a fuller accounting of what the United States stands to lose in a warmer world,
investing in mitigation, even at the risk of other nations' free-riding, is the most
rational course.”).

105 Average of direct benefits divided by costs for the IGEM and ADAGE models.

106 See Joseph E. Stiglitz, A New Agenda for Global Warming, EcoNoMISTS' VOICES
(2004) (noting, among the principal climate change consequences, “The Maldives
will within 50 years be our own 21t century Atlantis, disappearing beneath the
ocean; a third of Bangladesh will be submerged, and with that country’s poor people
crowded closer together, incomes already close to subsistence level will be further
submerged”).

107 See Freeman & Guzman, supra note 47, at 4.
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108 See STAFF OF H. CoMM. ON ENERGY & COMMERCE, supra note 10 (noting H.R. 2454's
provisions for international technology transfer and international capacity-
building). See Der'tT oF Econ. & SociaL AFFAIRS, UNITED NATIONS, supra note 103.

109 Generally, EPA should follow its own Guidelines on Economic Analysis. See EPA,
No. 240-R-00-003, GUIDELINES FOR PREPARING EcONOMIC ANALYSES (2000). ButIPI
believes the guidelines would benefit from some modification. See Letter from IPI,
to EPA’s Environmental Economics Advisory Committee (Nov. 25, 2008)
(commenting on the 2008 draft of Guidelines for Preparing Economic Analysis). In
particular, EPA should avoid inter-generational discounting of future costs and
benefits relating to climate change, and EPA should avoid using the life-years or
quality-adjusted life-years models for measuring health benefits.
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Economic Implications of the EPA Analysis of the CAP and Trade
Provisions of H.R. 2454 for U.S. Representative Farms'

At the request of Senator Saxby Chambliss, the Agricultural and Food Policy Center (AFPC) at Texas
Ad&M University conducted an analysis of the economic impacts of “The American Clean Energy and
Security Act of 2009 (H.R. 2454) on the AFPC database of U.S. representative farms. This report
assesses the impacts of H.R. 2454 by including:

¢ The anticipated energy related cost increases directly experienced by agricultural producers for
inputs such as fuel and electricity and indirectly experienced, such as, higher chemical prices
resulting from higher energy prices. As discussed, in detail, later in the report, nitrogen fertilizer
costs were treated differently as a result of the energy-intensive trade-exposed entities (EITE)
provisions in the legislation.

o The expected commodity price changes resulting from producers switching among agricultural
commadities and afforestation of land previously employed in agricultural commodity
production.

*  The estimated benefits to agricultural producers from selling carbon credits.

AFPC currently does not maintain sector level economic models with the amount of detail required to
develop estimates of all of the impacts listed above along with their feedback effects. Therefore, we
turned to recently published aggregate estimates to use in evaluating the farm level effects, Two analyses
(U.S. Environmental Protection Agency (EPA) and Charles River Associates (CRA International)) were
evaluated to determine which one provided the most complete data needed to perform the farm level
analysis. The estimated energy price changes for the two analyses are not significantly different (Table
1). The CRA International analysis (http://www.nationalbcc.org/images/stories/documents/
CRA_Waxman-Markey %205-20-09_v8.pdf)) did not provide all of the input data required to conduct
the farm level analysis. Therefore, AFPC utilized the EPA estimated energy price changes, as well as,
estimates of carbon and agricultural commodity prices to evaluate the farm level impacts of H.R. 2454,
The results of this analysis are dependent on the esti d tained in the EPA analysis
of H.R. 24547 As additional sector level analyses are conducted and estimates are refined, AFPC will
update the farm level analysis.

Table 1. Estimated Changes in Inflation Rates Relative to the Base Situation for Motor
Fuel, Natural Gas, and Electricity Reported by EPA and CRA International by 2020.

EPA CRA International
Motor Fuel 0.04 0.04
Natural Gas 0.085 0.14
Electricity 0.127 0.16

! AFPC thanks Dave Miller with lowa Farm Bureau and Pat Westhoff with FAPRI-Missouri for their review of this manuseript.
{\II ermors or omissions are the responsibility of AFPC,

© EPA's analysis is the product of several different quantitative models, Carbon price and energy prices employed in this analysis
are from EPA's economy-wide modeling (ADAGE and IGEM models), while agricultural commodity prices and land prices are
from EPA’s ag and forestry sector modeling (FASOM-GHG model). Further, the differences between natural gas prices inclusive
and exclusive of carbon allowance costs were inferred from EPA’s near-term electricity sector modeling (IPM model) output,
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Background on Representative Farms and Process

AFPC has a 26 year history of maintaining a unique dataset of representative farms and wilizing them 1o
evaluate the economic impacts of agricultural policy changes. This analysis was conducted over the
2007-2016 planning horizon using FLIPSIM, AFPC's risk-based whole farm simulation model. Data to
simulate farming operations in the nation®s major production regions came from producer panel
interviews to gather, develop. and validate the economic and production information required o describe
and simulate representative crop, livestock, und dairy farms. The FLIPSIM policy simulation model
incorporates the historical risk faced by farmers for prices and production,

Panel Process

AFPC has developed and maintaing data 1o simulale 98 repr ive erop larms, dairies, and livestock
operations chosen (rom major production aress across the United States (Figure |). Characteristics for
euch of the operations in terms of Tocation. size, crop mix, assets, und average receipts are summarized in
Appendix A, The location of these farms s primarily the result of discussions with staffers for the LLS,
House and Senate Agriculture Committees. Information necessary o simulate the economie activity on
these representtive farms is developed from panels of producers using & consensus-building interyview
process, Normally two farms are developed in each region using separate panels of producers: one is

d size [ull-time farm operations, and the second panel usually represents a farm

repr ive of
twir 1o three times larger.

The data collected from the panel farms are analyzed in the whole farm simulation model (FLIPSIM)
developed by AFPC. The producer panels are provided pro-forma linuncial statements for their
representative farm and are asked 1o verify the accuracy of simulated results for the past year and the
reasonableness of a seven-vear projection, Each panel must approve the model’s ability 1o reasonably
refleet the economic activity on their representative furm prior to using the farm for policy analyses.

All of the erop Farms are assumed to begin 2007 with 20 percent intermediate-term and long-term debt.
Initial detn levels in 2007 for dairy Farms were set @t 30 percent and initial debt levels for beel cattle
ranches were | percent for land and 5 percent for cautle and machinery, The representative farms” debt
levels at the ouiset of 2007, the first year of the simulstion period, are based on a stratified tabulation of
the ERS-USDA Farm Cost and Returns Survey for 2004 (using the survey data for maderate (o large size
farms in states where ATPC has representative farms), and panel member input.

Seenarios Analyzed

*  Baseline - Projected prices, policy variables, and input inflation rates from the Food and
Agriculiural Policy Rescarch Institute (FAPRI) January 2009 Bascline.

»  C&T without Ag Carbon Credits - Assumes H.R. 2454 becomes effective in 2010, Imposes
EPA commodity price fo along with esti 1 energy cost inflation on representative farm
Inputs.

*  C&T with Ag Carbon Credits — Assumes H.R. 2454 becomes effective in 2010, Imposes EPA
commaodity price (o along with esti | energy cost inflation on farm inputs, converts
farms o no-till production (if applicable) and/or installs a methane digester on dairies over 500
head and sells carbon eredits at EPA estimated market prices,

1 Cap and Trade is abbrevimied as C&T throughoun this report.
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»  C&T with Ag Carbon Credits and Saturation - Assumes the farmland reaches carbon
saturation in 2004, This scenario represents the loss of revenues thut will be experienced by
farmis at some point due o carbon sawiration of the soil, This scenario is not relevam for the
analysis of methane digesters on the dairies since saturalion is nol an issue.

Mo-till and Methune Digester Assumptions

Cropland requirements lor carbon dioxide sequestration specify that land must be engaged in a minimum
or no-till eropping program. Higher fuel and input costs have driven the majority of AFPC representative
erop farms W participate in some form of reduced tillage: however, very few are truly no-till operations.
Extension budgets were examined for states in which representative farms are located. Some states
lacked sufficient budgots for no-till practices, so nearby state budgets were used as a proxy. These
budgets were used o determine changes in input and overhead costs typically experienced in converting
from eonventional tillage practices 1o no-till farming, All AFPC farms with the polential 1o sequesier
carbon dioxide (based on Conservation tillage soil offset map availuble from the Chicago Climate
Exchange) were converted to no-till operations using the state budgets as o template. There are also four
wheat farms and one eotton farm that do not have the opportunity 1o participate based on this map, With
the exception of one farm in Southeast Arkansas, the AFPC representative rice farms either only produce
rice or lack necessary erop rotations to allow conversion 1o no=till practices, Figure | shows the farms
that are able to sell carbon dioxide equivalent (CO2e) credits (green) and those that cannot sell CO2e
credits (red). Variable costs were adjusted mdividually for com, soybeans, grain sorghum, wheal, cotion,
barley. and millet. Costs for seed, fertilizer. herbicide, custom applieation, and insecticide (for some
crops) were increased for erops converted to no-tll on the representative larms, Fuel costs were reduced
Tor farms converted o no-till, Overhead costs were modified based on overall farm classification
determined by enterprises earning the majority of receipts for a farm. Conversion to no-till on the farms
involved reducing overhead costs including labor, repairs, and fixed machinery costs, Crop vields were
not changed when the switch 1o no-1ill was made,

Methane digesters may be beneficial o some conflinement dairies, allowing them o generate cleciricity
and reduce greenhouse gases (GHG). The destruction of GHGs makes the dairies eligible o receive
carhon credits Tor their efforts. This study assumed a dairy size of 300 cows or more is necessary 10 make
erecting # methane digester @ viable economic option. Sixteen of 22 AFPC representative dairies hove
sulficient cow numbers o justify o digester hased on this assumption, Based on information from
Lazarus (2009), a xed construction cost of S678,064 plus a variable component of 3563/cow was
assumed [or building a digester on those sixteen dairies. Grants were assumed to offset 25 percent of the
initial investment cost, and the remainder was financed over a 20 year period at a fixed annual interest
rute of 6 percent. Annual mainténance costs for the dairies were increased by five percent of the total
investment. Electricity generation was assumed at 1,000 KWH/cow, and electricily costs were ofTsel ol
the rate of SO.09KWH. Carbon credits were earned based on carbon dioxide equivalents and regional
climatic differences.

For this study, AFPC’s representative cattle ranches and rice farms were the only two categories of farms
that were assumed not Lo participate in carbon sequestration activities. In order 1 participaie in the
grassland or pastureland carbon sequestration, the ranches would need to reduce their stocking rates
substantially which would have substantially changed the economics of the farms, Therelore, we decided
they would likely not participate for the purposes of this study. The Chicago Climate Exchange does not
currently hive o protocol in effect for rice farms therefore we assumed they would be unable o
participate.
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Commodity Prices, Inflation Rates, and Interest Rates Assumed in the Analysis

Tables 2-4 contain the estimated commodity prices, inflation rates and interest rales for the January 2009
FAPRI Baseline and the prices inferred by AFPU from the EPA H.R. 2454 analysis. The EPA analysis
presented estimates for live year time periods (ie, 2010, 2015 and 2020...) for several carbon price
seenarios, AFPC developed annual estimates by interpalating between the five year ime periods and
alternative carbon price scenarios (as necessary ), and applying the percentage changes in the estimated
::|:ﬂnumil:J variables from the EPA scenario estimates and EPA Baseline 10 the January 2009 FAPRI
Baseline.

The estimated gross and net-lo-farmer carbon prices per ton utilized in this study are summarized in Table
5. AFPC assumed that a fee structure similar to that used by the Chicago Climate Exchange (CCX)
would likely be imposed under H.R. 2454,

Table 5. Gross and Net-to-Farmer Carbon Prices Utilized in Representative Farm
Analysis, 2010 to 2016.°

Year 2010 2011 2012 2013 2014 2015 2016

Gross ($/ton) 8.97 9.704 10.438 11.172 11,906 12.64 13.374
Net-to-farmer
(Siton) 7.75 8.41 9.07 9.73 10,40 11.06 11.72

Natural gas prices, inclusive of commensurate allowance costs, were laken [rom EPA’s economy-wide
modeling (ADAGE and 1GEM models) outpui. Specitically, prices from EPA’s reference scenario
(seenario 1) and their basic H.R. 2454 scenario (scenario 2) were used. The changes in the H.R, 2454
scenario prices, relative to the reference seenario, represent an amalgam of price changes due o the
inclusion of the new allowance costs and changes in equilibrium market prices (exclusive of the
allowanee cost). These prices cannot be used in isolation 1o determine the net effects of H.R. 2454 on
production costs for energy-intensive, trade-exposed ( EITE) industries (such as nitrogenous fertilizer
production) that will be given varying proportions of their needed allowances cach year, EPA’s
economy-wide modeling output did not include natural gas prices exclusive of allowance costs. EPA's
near-term electricity sector modeling (1PM model) did contain such prices, however” The percentage
changes in non-allowance natural gas prices emanating from [PM were therefore used to decompose the

apgregaie (allowance cost imposition plus market equilibrium changes) per ge price ges taken

* Carbion and energy price changes in the FLR, 2453 scennrio, relative 10 the base scennrio, wert intemolaled between S-year time
perads from EPA’s coonaniy-wide mmILil'n;. CADAGIIGEM). EPA's sgricubural and farestry sector moudel (FASOM-GHG)
riins were hased on fixed carbon price scenarios that do not lm:k 1h4:: CJIbOI'I prm.- I.nln‘mnr from their economy-wide modeling
Therefore, for ugereulnral commedity prices amd band prices, 2 L S-year time periods und
carbon price scenanos was employved tonler FASOM-GHC output that 15 consistent with tlie ceonomy-wide modeling output.
Dretaniled TASOM-GHG outpul used for this interpolation emanated from July FASOM-GHG runs, while EPA"s agricaliurl and
forestry scetor analysis was hased on April model mins, The FASOM-GHG modelers report that dilTerences between these two
:nccll:i UG sre manimal.

These prices were denved from EPA estimates (or 2015 and 2020 and extrapolated and interpolited to provide annual
estinintes.
" Thee 1PM reference ease natural gas prices were determined endogenously in |PM,and do not comespond exaeily o the
reference cusse mutarl gais prices from ADAGEAGEM, The 1IPM prices only refleat chinges in wamral gas supply nd demand
due to chunges i electneiy sector beluyior. EPA notes, however, tlat demand [or patuenl gas [rom owside (he electnony
generplion sector does not change swemfcanily n ADAGE.
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Table 2. Crop Prices for the January 2009 FAPRI Baseline and the EPA Cap and Trade Scenarios.
2010 201 2012 2013 2014 2015 2016

Cotton (b, ) Basalina 0.5585 0.5708 0.5792 05912 DEM3 0.6068 06137
EPAH.R. 2454 0.5688 05876 0.6022 06217 06403 06553 0.6632
Wheal (S/bu ) Baseling 5.26 5.41 .51 565 5.768 586 5.86
EPAHR 2454 530 546 557 B7 585 594 581
Sorghum (S ) Basaling 575 B.04 618 B43 B.59 869 672
EPAHR 2454 5856 6.18 6.36 668 5,80 7.08 T8
Com ($/ou ) Baselina 89 385 388 402 4,08 414 an
EPAHR 2454 are 397 403 4.22 4.33 441 442
Barlay (5w, Basaline 403 4.15 418 4.31 4.36 4.38 4,35
EPAH.R 2454 424 438 442 456 463 466 467
Oats (Sbu.) Baseling 254 258 260 267 272 275 276
EPAH R, 2454 281 286 268 277 282 87 293
Soybeans ($/bu.) Baselina B78 9.08 9.30 9.56 a78 894 899
EPAH.R. 2454 8.0 833 2.58 9,86 1013 1033 10,41
Rice (S/owd, ) Baseline 1187 12.05 1253 13.02 13.27 1368 1384
EPAHR. 2454 trar 1217 1268 1320 1347 1392 13.90
Snybean Meal (Sion) Baseline 24297 23841 241.20 245.51 25019 252,78 252,00
EPAHR. 2454 24169 238 48 24060 23524 25027 2532 255 48
All Hay ($ton) Baseling 130.94 128.88 128,46 128.58 131.30 133.84 136 05

EPA HR. 2454 13412 13377 13540 138 98 143 61 148 57 15175
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Table 3. Livestock and Milk Prices for the January 20098 FAPRI Baseling and the EPA and Trade Scenarios.
2010 201 202 2013 2014 2015 2016

Culked Cows (S/owt.) Basaline 05736  0.5847 05828 0DSB44  DBOB3  0B093 D608
EPAHR. 2454 05786 05807 05989 2 06025 2 O61BE 06196 06210
Feedar Cattle (Siowt ) Baseling 11402 12240 12805 13927 13260 13255 13287
EPAHR 2aca 11081 1.1864 12381 12616 12683 12811 1,2538
Fed Cattle (Siowt.) Basaline 08407 09848 10079 10175 10240 10239 10258
EPAHR 2454 08176 08515 09739 08832 D985 09884 10000
Culled Sows (Slowt ) Baseline 0398 04209 04344 04178 04055 03970 03873
EPAHR 2454 04125 (0.4363 04517 0.4358 04244 04168 0.4080
Market Hogs (Sfewl.) Basaline 0.5302 0.5502 0.5625 0.5477 06387 00,5368 0.5333
EPAHR. 2454 05443 05663 05804 05656 DSSBE DS5SB3 05571
Al Milk (Slow) Baseling 14.23 16.00 16.52 16:70 16.88 17.16 1T 45
EPAHR, 2454 14 49 18.36 1698 17 .26 17,58 1785 18,29
Califesrria Mtk (Sfowl. ) Basaline 1282 1445 14.90 15 1820 1548 1678
EPAHR 2454 13,05 1478 153 15,51 15,80 16,20 16,54
Flarida Milk {Sfowt. ) Bassline 18.37 D2 2075 20,93 2108 2137 2188
EPAHR 2454 18,71 2067 2133 2163 2193 2236 iyl
Iedaahes Mk {S/ew. ) Baselin 1297 14.78 15.36 1660 15.81 %11 1643
EPAHR 2454 1321 15,12 15.79 1812 1643 1885 1722
Missaur Milk (S/cwt) Baseling 14.61 16.44 17.00 1719 17.38 17 66 1787
EPAHR 2454 1488 1881 1747 1777 18,06 1848 18,84
ey Yok Mitk (Slew.) Bageline 1424 16.16 16.73 16.95 1715 1745 1778
EPAHR 24534 14 60 16.53 17.18 1751 17.82 18,25 18,62
Texas Milk ($iowl.) Basaline 1472 16.54 171 17.32 17.52 17.81 18,13
EPAHR 2454 1480 16.92 17.58 17.90 1821 18.63 19.00
Vermont Milk (Sicwt ) Baseling 15.28 17.09 17.66 17.88 18.08 18,38 1870
EPA HR 2454 15.66 17.48 18,16 18.48 18.80 1923 19,860
Washingtan Mik {Slowt.)  Baseline 12.44 15.24 1582 1607 16.28 18,58 1681
EPAHR. 2454 1368 15,59 1626 1660 1692 1735 1772
Wisconsin Milk (Siewl.) Baseline 15.04 16.88 1742 1759 1775 1803 18,33

EPA H.R. 2454 18.32 17.27 17 1818 1645 18.86 18.21
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Table 4. Inflation Rates for the January 2009 FAPRI Baseline and the EPA Cap and Trade Scenarios.
2mo 2011 2012 2013 2014 2015 2016

Saed Basalina 0.0053 (0.0429 0.0324 0.0388 0.0280 0.0138 0.0177
EPA H.R. 2454 D.00sR 0.0432 0.0327 0.0407 0.0253 o4 00181
Nitrogan Fentilizer Baseling -0.0678 0.0695 0.0328 00500 00300  -0.0050 0.0068
EPAHRA 2454 -0.0678 0.0608 00202 00330 0139 00388 01170
P & K Fertllizer Basaiing 0.0036 00680 0.0407 0.0314 0.0213 00067 0,0087
EPAHR 2454 00420 0.0841 0.0483 0.0662 0.0470 o028 0.0254
Herbicsde Baseline 0277 0.0087 00045 gonz 0.0059 00001 00082

EPAHR 2454 -0.0262 0.0005 0.0055 noizz 0.00E 0.0011 0.0003

Inseclicide Baseline -0.0005 0.0232 0.0058 0.0103 0.0086 0.0083 0.0184
EFAHR 2454 D.0008 0.0240 0.0067 nonz 0.0096 00083 00194

Fuel and Lube Baseling 0.0427 0.0008 0.0758 00538 poo72 00315 -D0042
EPAHR, 2454 0.0078 0.1188 01066 00862 00412 00040 00329

Machinery Basaline 0.0087 0.0227 0.0106 00222 00221 0 0208 00289
EPAHR 2454 0.0087 0.0232 00112 0.0228 0.0227 00216 0.0206

Wages Baselina 00125 0.0047 00142 00188 00235 00262 00257
EPAHR 2454 0.0386 0.0183 0.0286 00350 00385 00430 0.0433

Supglies Baseline 0.0110 0.0377 0.0174 0.0207 00088  -D.0050 0.0009
EPAHR 2454 D.0118 0.0382 00180 0oz 00085 -0.0043 00016

Repairs Baseling 0.0031 0.0100 00123 00166 n.0157 00118 00091
EPAHR 2454 0.0041 00108 0omz9 omyz 00164 00123 0.0088

Sarvices Bagelina -0.0066 00096  -0.0088 0.0021 00000  -0001E 00121
EPAHR 2454 00173 0.0232 0.0076 0.0473 00160 00152 0.0287

Long-Term Baseline 0o773 0.0804 0.0a77 om7 01047 01087 0.1069
Interest Rate EPAHR 2454 0.0797 0.0645 0.1040 01104 01180 01200 01240
Intermediate-Tam Basaline 0.0626 0.0732 (.07 0.0824 0.0847 0.0858 0.0866
Intarest Rate EFAH.R 2354 0.0645 00766 0.0842 0.0834 0.0939 00873 01003
Savings Account Baselina nozi4 0251 o.o2m 0.0zs2 0.0250 0.0204 00297
Interest Rate EPAHR 2454 00221 0.0262 00289 0,.0306 00322 06,0333 0.0344
Land Prices Baseline 0.0241 0.0209 0.0097 00163 00314 00397 00380

EPA HR. 2454 0.0960 0.0383 0.0248 0.0291 D.0422 0.0485 0.0433
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from EPA’s economy-wide modeling, These forecast prices are available from EPA each live years, and
intermediate years are interpolated.

Total emissions allowances under H.R, 2454 grow through 2016 w0 5,482 million tons of CO2e, and
decline therealier (FILR. 2454 section 721). A varying proportion of these allowances are given freely to
EITE industries (H.R. 2454 section 782), The EITE allowaneces are contained in Table 6. Two percent of
total allowances are given to EITE industies in 2012 and 2013, Fifteen percent of total allowances are
provided in 2014, and this percentage declines slowly thereafler. The variation in these Iwo quantilies
results in a varying number of allocations being provided 1o EITE industries. The large increase in
allowanees provided to EITE mdustries in 2014 corresponds to most of these industries. including
nitrogenous fertilizer producers, being phased in under section 722 of the bill s entitics whose emissions
are reguloted.

Table 6. Total Allowances Given to EITE Industries

Year Total Allowances
2012 92.5
2013 90.9
2014 764.9
2015 736.3
2016 791.6

Industries eligible for EITE status and henefits are not explicitly specified, making it difficult to
determine the extent (o which EITE allocations will cover EITE industries” emissions under existing
production levels and technologies, To estimate this, we employ the analysis provided by the Peterson
Institute for International Economics.” That analysis finds that the set of presumed EITE-cligible
indusirics emit an estimated 6634 million tons of CO2e annually, EITE industries are thus somewhat
overscompensated. Using the proportions of EITE allowance coverage (assuming ¢ issions of
665.4 million tons CO2e) for each year, we interpolated and extrapolated, as appropriate, from the
allocation-inclusive and -exclusive natural gas prices to arrive st finsl net natural gas input cost changes
{relative to the reference scenario) that will be realized by nitrogenous fertilizer producers under H.R.
2454 in 2014 through 2016, Belore 2014, nitrogenous Fertilizer producers dre not covered entities, and
simply pay for natural gas exclusive ol allowance costs,

Measures of Economic Performance

Five altemative measures ol economic performance are provided for each of the farms. These are:

*  Average Annual Total Cash Receipts — Average annual cash receipis in 2010 - 2016 from all
sources, meluding market sales, counter-cyelical/ ACRE, direct puyments, marketing loan gains/loan

deficiency payments, crop insurance indemnities, and other farm related receipis.

*  Average Annual Total Cash Costs — Average annual cash costs in 2010 - 2016 from all sources
including variable, overhead, and interest expenses,

Tensuring LS Competitiveness and yonil Par

r Testimony by Trevor Howser betore the US House o)
Representutives Commillee o Enerey and Commerce, April 23, 2009
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= Average Annual Net Cash Farm Income - Equals average annual total cash receipis minus average
annual cash expenses in 2000 - 2016, Net cash farm income is used to pay Gamily living expenses,
principal payments, income taxes. sell’ employment taxes, and machinery replacement costs.

= Average Ending Cash Reserves in 2016 - Equals 1otal cash on hand al the end of the year in 2016.
Ending cash equals beginning cash reserves plus net eash {som income and interest earned on cash
reserves less principal payments, federal taxes (income and self employment), state income taxes,
family living withdrawals. and actual machinery replacement costs (not depreciation ).

* Average Ending Real Net Worth - Real Equity (inflation adjusted) at the end of the year in 2016,
Equals total assets including land mimus total debt from all sources.

Results

The larm level resulls are presented in Tables 7-13. The resulls section will provide a brief summary by
measure of cconomic performance. Average ending cash reserves in 2016 will be highlighted as the most
appropriate measure to evaluate this type of long-run decision. In other words, will the farm be better off
or worse oft at the end of the period based on cash on hand at the end of the year,

The general naming convention for the representative farms follows the pattern described below. The
first two letters of a farm name indicate the state where it is located. 117a farm has four letters, the third is
generally a regional indicator. The last letter of'a farm name indicates the Lype ol operation (i.e. G for
Feedgrain/Oilseed, W for Wheat, C for Cotton, R for Rice, D for Dairy, and B for Beef Ranches). A few
exceptions exist where states contain multiple farms and the third and fourth letters of the farm name are
both regional indicators, Mumbers on crop farms indicate acres of cropland and numbers on dairies and
ranches indicale numbers of cows,

For a detiled analysis of the representative farms under the Baseline scenario, refer to AFPC Working
Paper 08-1, Representative Farms Economic Outlook for the January 2009 FAPRIVAFPC Baseline,

Averaee Annual Total Cush Receipts

All of the crop fanms and dairies are expecied to realize slightly higher average annual cash receipis under
the C&T without Ap Carbon Credits scenario due to slightly higher erop and milk prices resulting from
instituting cap and trade (Table 7). The lone exception is the 12 cattle ranches that realize shightly lower
receipts due o lower call prices. As mentioned earlier, some of the price increase is expected to result
from shifling between crops as one becomes relatively more expensive o produce, but there is also the
price increasing effect of shifting lund out of commaodity production w forestry,

As one would expect, the C&T with Ag Carbon Credits scenario results in slightly higher cash receipts
than the Baseline and C&T without Ag Carbon Credits scenario. The amount of the carbon credits is
relatively small with many farms averaging less than SUHL000 per year higher receipts { Appendix B).
Again, the exceptions are rice farms and the cattle ranches. AFPC knows of no mechanism for rice farms
1o sell carbon credils. The lone rice farm that is expected to henefit Irom selling carbon credits is the
ARMRT500 farm which has a significant amount of land dedicated to the production ol other
commaodities, Carbon eredits are assumed to be earned on the land not in the rotation for rice production.

The last scenario (C&T with Ag Carbon Credits and Saturation) was analyzed 1o provide an indication of’
furms no longer being able o sell carbon gredis becanse their land has become saturated for carbon
sequestration purposes. Losing the revenue from selling carbon credits in 2015 and 2016 has a relatively
small effect on the annual average cash receipts on the farms who were selling carbon credits,
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Table 7. Average Annual Total Cash Receipts for AFPC Representative
Feedgrain/Oilseed and Wheat Farms, 2010-2016.

CA&T with Ag
C&T with No Ag C&T with Ag Carbon Credits
Baseline Carbon Credits Carbon Credits and Saturation
--§1,000- -$1,000-- —$1,000-- --$1,000-
Feedgrain/Oilseed
IAG1350 B20.9 8542 8621 B59.5
IAG3400 2,021.2 2,102.6 2,122.4 21158
NEG1960 1,518.0 1,583.5 1,503.8 1,590.3
NEG4300 30778 32133 32346 32272
MOCG2050 1,010,9 1.0496 1,061.5 1,057.5
MOCG4000 1.981.8 2,056.1 20782 20704
MONG1850 1,065.1 1,096.1 1,106.6 1,103.1
ING1000 546.0 566.5 5723 5704
ING2200 1,278 5 1,324 .5 1.337.3 1.333.0
NDGZ2180 709.4 730.8 738.9 736.2
NDGT500 2,919.5 3.015.0 3,037.0 3,027.6
TXNP3000 1,564.5 16118 1,627.0 16219
TXNPBOOO 429386 44430 4 488 5 44745
TXHG2000 528.8 546.4 554.2 5516
TXPG2500 1.636.2 1,570.0 1,682.5 1,678.3
TXMG1800 689.6 709.7 716.7 714.4
TXPG3760 30925 3.221.2 3.239.0 3,233.0
TXWG1600 504.1 5187 521.8 5208
TXUG1200 7834 775.9 778.3 7775
TNGS00 408.3 4236 428.8 4271
TNG2750 1,345.4 1,389.4 1,405.5 1,400.1
LANG2500 1,958.8 2,0081 2,020.8 20169
LAGZ2640 1,749.7 1,796.0 18114 1,806.3
SCG1500 939.0 962.0 9B68.5 966.3
SCG3500 1.880.9 1.938.9 1,859.1 1,852.3
Wheat

WAW1725 658.4 664.5 664.5 B664.5
WAWS5500 1,968.6 1,990.5 1,890.5 1,990.5
WAAW3500 391.2 393.8 3938 3938
KSCW2000 518.1 529.0 536.7 5341
KSCW4500 1.100.2 11244 11417 1,135.9
KSNW2800 518.7 526.3 530.4 529.0
KSNWS5000 1,2740 1,303.3 13116 1,308.8
COW3000 418.1 426.2 431.5 429.7
COW5640 788.8 798.5 808.6 805.3
MTW4500 551.6 556.3 570.2 565.6

ORW3600 4856 488.9 488.9 488.9
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Table 7 (continued). Average Annual Total Cash Receipts for AFPC
Representative Cotton and Rice Farms, 2010-2016.

CA&T with Ag
C&T with No Ag C&T with Ag Carbon Credits

Baseline Carbon Credits Carbon Credits and Saturation

--§1,000-- —%1,000-- —5$1.000- --$1,000-
Cotton
CAGC4000 6.690.1 56,8917 6,8917 68917
TXSP2500 B684.2 £699.4 705.8 703.7
TXSP3745 1,132.4 1,160.3 1,169.2 1,166.2
TXRP2500 3770 3831 388.0 386.4
TXCB2250 788.2 808.5 B17.3 B14.4
TXCB8000 2.028.7 3.005.5 3.0398 3,029.2
TXVC4500 1,636.8 1,668.5 1.676.7 16739
TXEC5000 2,0536 21018 21229 21159
GAC2300 19106 1,966.5 1,976.6 1.973.2
TNC1900 1,107.1 1,136.0 1,146.9 1,143.3
TNC4050 1,932.8 1,972.9 1,996.5 1,988.6
ARNC5000 3,808.4 38938 3,9236 39138
ALC3000 1,363.3 1,397.9 1.415.4 1,400.5
NCC1500 909.7 926.0 9348 931.8
Rice

CARS550 668.4 675.0 B675.0 675.0
CAR23B5 29740 3,006.2 3,006.2 3,006.2
CABR1300 1,652.0 1,668.7 1.668.7 1,668.7
CACR715 945.5 954.8 954.8 054.8
TXR1350 5227 5281 5281 528.1
TXR3000 1,279.9 1.293.5 1,293.5 1,283.5
TXBR1800 931.2 941.3 941.3 941.3
TXER3200 1,4959 1,518.1 1,518.1 1,518.1
LASR1200 7831 7914 7914 7914
ARMR7500 50529 51689 52047 51937
ARSR3240 1,898.7 1,930.3 1.830.3 1.930.3
ARWR1200 773.5 787.4 787.4 787.4
ARHR3000 1,986.5 20259 20259 20259

MOWR4000 2,705.8 27556 27556 27556
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Table 7 (continued). Average Annual Total Cash Receipts for AFPC
Representative Dairies and Ranches, 2010-2016.

CA&T with Ag
C&T with No Ag C&T with Ag Carbon Credits

Baseline Carbon Credits Carbon Credils and Saturation

--§1,000- ~%1,000-- —5$1.000-- -5$1,000-
Dairies
CAD1710 6,950.8 7.178.8 7.3917 73917
WAD250 11213 1.157.9 1,157.9 1,157.9
WADB50 3,7321 3,861.2 39607 3,960.7
|DD1000 46552 48061 4,923.2 459232
|DD3000 13.633.5 14,087 2 14,4384 14,438 4
TXCDS550 2.092.4 21616 2,2301 2,2301
TXCD1300 5131.5 5296.2 5458.0 5,458.0
TXEDA450 1.686.0 1,738.5 1,738.5 1,738.5
TXED1000 40899 42286 4,353.1 4,353.1
TXND3000 12,093.9 12,5116 12,8851 12,8851
WID145 B11.4 837.0 B37.0 B37.0
WID775 4,096.4 42296 4.316.7 43167
NYWD1200 54686 56435 5778.4 5778.4
NYWDE&00 26784 27638 28313 2,831.3
NYCD110 532.9 549.2 549.2 5492
NYCD550 2,795.5 2,881.1 29429 29429
VTD140 631.6 6514 651.4 651.4
VTD400 1,923.4 1,986 7 1.986.7 1,986.7
MOCDS00 22102 2,2829 23414 23414
MOGDS500 1,268.9 1,309.5 1,368.0 1,368.0
FLNDS50 25625 26436 27121 27121
FLSD1500 7.041.9 7.280.2 7.446.9 74469
Ranches

MTB500 3305 211 3214 3211
WYB335 298.4 2957 295.7 2957
COB250 2348 233.3 233.3 233.3
MOB250 312.5 3114 311.4 3114
MOCB400 297.3 289.5 289.5 289.5
NMB240 1851 180.2 180.2 180.2
FLB1155 7231 703.8 703.9 703.9
NVBT700 409.2 396.7 396.7 396.7
CABS00 328.8 3164 3164 3164
SDBa75 2574 2496 2496 2496
TXSB200 167.8 163.9 163.9 163.9
TARB500 465.7 452.8 452.8 452 8

13
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Average Annual Total Cash Costs

Average annual toral cash costs differ from the Baseline under all three aliemative scendrios (Table 8),
Costs under the C&T without Ag Carbon Credits scenario differ from the Baseline due to different rates
of change for input prices resulting from cap and trade legislation. Costs differ from the base under C&T
with Ag Carbon Credits due to imposition of those same higher costs; however, this scenario also ineurs
different costs as a result of conyversion to no-=till on farms eligible for carbon credits and construction of’
methane digesters on eligible dairy Tarms, Slightly difterent average annual costs are experienced by
some larms between the C&T with Ag Carbon Credits and C&T with Ag Carbon Credits and Saturation
resulting from higher operating interest costs in the Saturation scenara.

Average Annual Net Cash Farm Income

Average annual net cash farm income is defined in this study as average annual total cash receipts minus
average annual wlal cash costs. As a result of this formula, the average annual net cash farm income
differs between scenarios in the samie ways that average annual total receipts and average annual total
cash costs differ (explained above). In general, the feedgrain/oilseed farms located in or near the Comn
Belt and the wheat farms located in the Great Plains, have higher average annual net cash farm income
under the three cap and trade altermatives { Table 9, Maost cottan and dairy Farms and all of the rice farms
and ranches are experiencing lower net cash farm incomes under the cap and trade alternatives. The rice
farms and cattle ranches, are assumed 10 not participate in carbon sequestration activities so they
experience higher costs, without carbon revenue and their commodity prices do not increase enough to
offsel higher costs so they experience lower average annual net cash farm incomes.

Average Ending Cash Reserves in 2016

Ending cash reserves in 2016 is the cumulative effect of average annual net cash farm income with the
additional impacts of principal payments on loans, income taxes, and family living expenses. As
revenues and costs change, income taxes and principal payments on loans will differ. AFPC has chosen
this measure to highlight some of the Tarm level resulis. As indicated in Table 11}, most (17 of 25) of the
feedgrain farms have higher average ending cash reserves under either of the C&T without Ag Carbon
Credits or C&T with Ag Carbon Credits scenarios. In addition, all but a few of the feedgrain/vilseed
farms end the analysis period with higher cash reserves even under the saturation scenario, Eight ol 1)
wheat larms are better off under the C&T with Ag Carbon Credits scenario relative to the Baseline, while
one eattan and no rice farms or cattle ranches are better off, One dairy (WID145) is better of because it
produces and sells excess corn and soybeans which are projected to see much higher prices as a result of
cap and (rade,

Table 11 provides a summary of the farms with higher and lower (relative 1o the Baseling) averdage ending
cash reserves in 2016, Twenty-seven oul of 98 representative farms are expected to be better off at the
end of the period in terms of their ending cash reserves.

Figure 2 shows the locations of the representative farms that, based on average ending cash reserves in
2016, are better off in green and worse ofTin red, Clearly it is easy 1o see that in general. the only real
winners assuming EPA’s analysis of cap and trade would be feedgrain/oilseed and plains wheat farms.
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Table 8. Average Annual Total Cash Costs for AFPC Representative
Feedgrain/Oilseed and Wheat Farms, 2010-2016.

C&T with Ag
CA&T with No Ag C&T with Ag Carbon Credits

Baseline Carbon Credits Carbon Credits and Saturation

--$1.000-— -§1.000- --51,000-- —~$1.000-
Feedgrain/Oilsead
IAG1350 612.0 B23.2 B623.6 6237
IAG3400 14159 1,443.9 1.4401 1.440.2
NEG1960 1,010.3 1,038.8 1,031.1 1,031
NEG4300 2,0614 21211 2,021 21021
MOCG2050 5226 533.6 526.2 526.2
MOCG4000 B41.3 BG2.8 B839.0 B38.0
MONG1850 B34.2 B54.3 BAB.6 B4B.7
ING1000 4337 442.4 440.9 441.0
ING2200 9108 931.9 920.8 89208
NDGZ2180 4409 453.5 430.7 4307
NDGT7500 1,705.2 1,739.9 1,640.1 1,640.1
TXNP3000 1,390.0 14875 1.518.8 1,519.0
TXNPBOOO 3,709.1 3.9426 40459 4 D46 4
TXHG2000 4598 466.0 465.7 4657
TXPG2500 1,298.3 1,382.3 1,370.0 1,370.1
TXMG1800 583.9 601.9 626.2 626.3
TXPG3760 3.566.5 37484 38178 38181
TXWG1600 4468 457.9 4386 4387
TXUG1200 768.1 B03.0 BOT.1 B07.1
TNG900 435.2 444.0 450.1 450.2
TNG2750 929.2 936.0 933.8 933.9
LANG2500 1,427 1 1,483.3 14829 1,482.9
LAGZ640 14923 1,537.1 1,587.1 1.587.2
SCG1500 9134 941.8 952.2 952.3
SCG3500 1.463.9 1.489.0 14734 14735
Wheat

WAW1T25 344 4 3498 3498 349.8
WAWS5500 1,322.8 1,360.8 1,360.8 1,360.8
WAAW3IS500 227.3 2384 2384 2384
KSCW2000 328.0 337.2 331.9 e
KSCW4500 625.1 643.6 624.7 524.7
KENW2800 389.8 398.8 3958 3958
KSNWS000 914.5 934.8 949.6 9496
COowWa3000 2281 2310 2333 2333
COWS640 468.7 479.3 480.2 480.3
MTW4500 363.3 367.8 365.7 365.7

ORW3600 2019 2133 2133 2133
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Table 8 (continued). Average Annual Total Cash Costs for AFPC
Representative Cotton and Rice Farms, 2010-2016.

C&T with Ag
C&T with No Ag CA&T with Ag Carban Credits
Baseline Carbon Credits Carbon Credits and Saturation
--51.000— -51.000- --§1,000-- —$1.000-
Cotton
CAC4000 51847 54818 54818 54818
TXSP2500 7621 819.4 851.8 B851.9
TXSP3745 1,189.4 1,273.2 1,306.4 1,306.5
TXRP2500 3481 371.8 370.0 3701
TXCB2250 669.1 688.2 717.9 717.9
TXCBB8000 2.565.0 2,632.0 2,716.4 27167
TXVC4500 1,286.2 1,339.9 1,326.1 1,326.1
TXEC5000 1,689.8 1,792.3 1,897.8 1.887.9
GAC2300 1,824 8 18028 19689 1,969 1
TNC1900 851.9 8714 83239 933.0
TNC4050 3.098.8 32239 3,606.1 3,606.6
ARNC5000 3.3340 34313 37369 37373
ALC3000 11636 1,194 4 1,2589 1,260.3
NCC1500 B0B.5 B826.9 8651 B65.3
Rice

CARS550 641.2 7006 7006 700.6
CAR2385 2,758.0 29638 29638 29638
CABR1300 1.417.0 1.495.5 14955 1,495.5
CACR715 B39.9 900.8 200.8 900.8
TXR1350 5133 551.4 551.4 551.4
TXR3000 1,046.5 1,113.9 1,113.9 1,113.9
TXBR1800 1,002.1 1,085.6 1,085.6 1.085.6
TXER3200 1,601.8 1,708.0 1,708.0 1,708.0
LASR1200 628.1 670.5 670.5 670.5
ARMRT7500 45483 4781.7 4 896.0 48965
ARSR3240 15545 1,641.6 1,641.6 1,641.6
ARWR1200 1.214.7 1.314.4 1.3144 13144
ARHR3000 1,9781 21020 2,102.0 21020

MOWR4000 2.0511 2,152.3 2,152.3 21523
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Table B (continued). Average Annual Total Cash Costs for AFPC
Representative Dairies and Ranches, 2010-2016.

Daires
CAD1710
WAD250
WADBES0
IDD1000
1DD3000
TXCD550
TXCD1300
TXED450
TXED1000
TXND3000
WiD145
WID775
NYWD1200
NYWDE00
NYCD110
NYCD550
VTD140
VTD400
MOCDS00
MOGDS500
FLMND550
FLSD1500

Ranches
MTB500
WYB335
coB250
MOB250
MOCB400
NMB240
FLB1155
NVB700
CABS00
SDB375
TXSB200
TXRES00

Baseline
--$1.000-

6.188.8
900.9
3,162.8
3.8410
11.087.2
1,750.4
4,707.0
1,554.2
37238
10,592.6
526.8
2,779.5
4614.2
2,660.9
340.0
2,518.2
562.9
1,688.1
1,083.2
899.6
2,1009
68255

2219
314
202.0
17.2
219.0
1574
619.8
348.0
4383
158.2
1232
314

CA&T with No Ag
Carbon Credits
-51.000-

64723
936.2
32804
4,049.8
11.678.3
1.821.1
49485
16341
38975
11,168.7
548.7
2,908.2
48413
2.805.0
357.2
2669.3
588.5
17528
2,054.6
937.8
2,180.8
71654

236.0
3495
2141
173.5
229.3
168.6
6514
3738
482.8
167.8
1294
327.3

C&T with Ag
Carbon Credits
--§1,000--

56,6251
936.2
3,387.5
417186
11,8957
1.916.3
50878
16341
4,027.9
11,3828
549.7
3.011.7
49718
29311
357.2
2,788.0
5885
17528
21727
1,027.9
2,286.2
731286

236.0
3495
2141
173.5
229.3
168.6
651.4
3738
482.8
167.8
1284
3273

C&T with Ag
Carbon Credits
and Saturation

~$1.000-

6,6251
936.2
33075
41716
11,8957
1.916.3
50879
16341
4,027.9
11,3828
548.7
3017
49719
29311
357.2
2,788.0
588.5
17528
21727
1,027.9
2,286.2
7.3126

236.0
3495
2141
173.5
229.3
168.6
6514
373.8
4828
167.8
1294
327.3
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Table 8. Average Annual Net Cash Farm Income for AFPC Representative
Feedgrain/Oilseed and Wheat Farms, 2010-2016.

CA&T with Ag
C&T with No Ag C&T with Ag Carbon Credits
Baseline Carbon Credits Carbon Credils and Saturation
--§1,000- -§1,000-- —$1,000-- --$1,000-
Feedgrain/Oilseed
IAG1350 208.9 231.0 2385 2358
IAG3400 B05.3 B58.7 B682.4 B675.6
NEG1960 507.7 544.7 562.7 559.2
NEG4300 1.016.4 1.082.3 11325 1.125.1
MOCG2050 488.3 516.0 535.3 531.3
MOCG4000 11406 1.183.3 1,239.2 12314
MONG1850 2309 241.8 260.1 256.4
ING1000 112.3 1241 1314 1294
ING2200 367 6 3926 416.5 4122
NDGZ2180 268.6 2773 308.2 3055
NDG7500 12143 1,275.2 1,396.9 1,387.5
TXNP3000 174.5 124.4 108.2 102.9
TXNPBOOO 584 5 5004 4426 4281
TXHG2000 69.0 80.4 886 B5.9
TXPG2500 2378 187.7 212.5 2082
TXMG1800 105.7 107.8 90.6 881
TXPG3760 -474.0 -527.2 -578.8 -585.1
TXWG1600 57.3 608 B3.2 B2.1
TXUG1200 -15.0 -27.0 -28.8 -296
TNGS00 -26.9 -20.4 -21.2 -23.1
TNG2750 416.2 453.4 4717 466.2
LANG2500 5317 525.8 5379 534.0
LAG2640 257.4 258.9 224.3 219.0
SCG1500 25.7 202 16.4 141
SCG3500 417.0 449.9 485.7 478.8
Wheat

WAW1725 314.0 314.7 314.7 3147
WAWS5500 645.8 629.7 629.7 629.7
WAAW3500 163.9 155.4 155.4 1554
KSCW2000 1901 191.8 204.9 202.2
KSCW4500 475.2 480.8 517.0 511.2
KSNW2800 128.8 127.6 1346 133.2
KSNWS5000 359.5 368.4 3620 359.2
COW3000 190.0 195.2 198.2 196.4
COW5640 3201 319.2 328.4 325.0
MTW4500 188.3 188.5 204.5 199.8

ORW3600 2845 2756 2756 2756
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Table 9 (continued). Average Annual Net Cash Farm Income for AFPC
Representative Cotton and Rice Farms, 2010-2016.

CA&T with Ag
C&T with No Ag C&T with Ag Carbon Credits
Baseline Carbon Credits Carbon Credits and Saturation

--§1,000- -%1,000-- —5$1.000- --$1,000-
Cotton
CAGC4000 1.5054 1,409.9 1,409.9 1,4099
TXSP2500 -77.9 -120.0 -146.0 -148.2
TXSP3745 -57.0 -113.0 -137.2 -140.3
TXRP2500 289 11.3 18.0 16.3
TXCB2250 1181 1204 89.4 064
TXCBB8000 3637 373.8 323.2 312.5
TXVC4500 3508 3286 3508 3478
TXEC5000 363.9 3006 2251 218.0
GAC2300 85.8 63.8 T 4.1
TNC1900 255.2 264.6 214.0 2103
TNC4050 -1,166.0 -1,251.1 -1,609.5 -1617.9
ARNC5000 474.5 462.5 186.7 176.6
ALC3000 189.7 2034 155.4 149.3
NCC1500 101.2 991 69.6 66.5
Rice

CARS550 oTe -25.5 -25.5 -25.5
CAR2365 216.0 424 424 424
CABR1300 235.1 173.2 173.2 173.2
CACR715 105.5 54.0 54.0 54.0
TXR1350 94 -23.2 -23.2 -23.2
TXR3000 2334 178.7 179.7 179.7
TXBR1800 -70.9 -144.3 -144.3 -144.3
TXER3200 -105.9 -188.8 -189.8 -188.8
LASR1200 155.0 120.9 120.9 120.9
ARMR7500 504.6 387.2 308.7 297.2
ARSR3240 344.2 28B.7 288.7 288.7
ARWR1200 -441.1 -526.9 -526.9 -526.9
ARHR3000 84 -76.1 -76.1 -76.1

MOWR4000 6547 603.3 603.3 603.3
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Table 9 (continued). Average Annual Net Cash Farm Income for AFPC
Representative Dairies and Ranches, 2010-2016.

CA&T with Ag
C&T with No Ag C&T with Ag Carbon Credits

Baseline Carbon Credits Carbon Credits and Saturation

--§1,000- -%1,000-- —5$1.000- --5$1,000-
Dairies
CAD1710 762.0 706.5 766.6 766.6
WAD250 2204 2217 2217 2217
WADB50 569.3 580.7 563.2 563.2
|DD1000 8142 756.3 7516 7516
|DD3000 2.546.3 24090 25428 25428
TXCDS550 341.9 340.5 313.8 3138
TXCD1300 424.5 347.7 3701 370.1
TXEDA450 131.8 104.4 104 .4 104.4
TXED1000 366.1 3311 3252 3252
TXND3000 1,501.3 1,342.9 1,502.3 1,502.3
WID145 284.6 287.2 287.2 2872
WID775 1,316.9 1,321.4 1,305.0 1,305.0
NYWD1200 B8543 802.3 806.5 B0B8.5
NYWD&00 17.4 -41.1 -99.9 -99.9
NYCD110 193.0 192.0 192.0 192.0
NYCD550 2773 211.8 154.9 164.9
VTD140 68.6 62.9 62.9 62.9
VTD400 2353 2339 2339 2339
MOCDS500 227.0 228.2 168.7 168.7
MOGDS500 369.3 377 340.2 340.2
FLNDS&50 461.6 462.8 4259 4259
FLSD1500 2164 94.8 1344 134.4
Ranches

MTB500 108.7 850 85.0 B5.0
WYB335 -15.7 -53.8 -53.8 -53.8
COB250 328 19.3 19.3 19.3
MOB250 141.3 137.9 137.9 137.9
MOCB400 78.3 60.2 60.2 60.2
NMB240 28.0 1.7 1.7 1.7
FLB1155 103.3 526 526 52.6
NVBT700 61.2 228 2289 22.9
CABS00 -109.6 -166.3 -166.3 -166.3
SDBars 991 818 818 818
TXSB200 446 345 345 345
TXRB500 151.6 1254 1254 1254
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Table 10. Average Ending Cash Reserves for AFPC Representative
Feedgrain/Oilseed and Wheat Farms, 2016.

CAT with Ag
C&T with No Ag C&T with Ag Carbon Credits
Baseline Carbon Credits Carbon Credits and Saturation
--§1,000- -$1,000-- —$1,000-- --$1,000-
Feedgrain/Oilseed
IAG1350 785.7 890.8 9458 927.0
IAG3400 1.813.1 2,043.0 2,203.0 21557
NEG1960 2,250.7 24275 2,544.1 251986
NEG4300 44556 48193 5,080.4 50281
MOCG2050 1,268.1 1,402.6 16317 1,503 4
MOCG4000 4.669.6 49355 52311 51759
MONG1850 -180.7 -136.1 -18.0 -43.4
ING1000 -227.8 1764 -127.0 1411
ING2200 800.2 925.7 1.084.8 1.054.3
NDG2180 1,223.0 1,267.1 1,469.3 1.4501
NDGT7500 6,315.1 B.636.4 7.398.8 73316
TXNP3000 336.9 16.6 -86.7 -123.7
TXNPBOOO 1,888.3 1,485.3 1,144.0 1.042.0
TXHG2000 -139.7 -81.0 -23.7 -42.5
TXPG2500 B8.& -234.8 -66.4 -86.5
TXMG1800 -267 4 -272.2 -391.4 -408.5
TXPG3760 -5,096.1 -5,486.4 -5,891.8 -5,935.9
TXWG1600 -248.0 -2373 -89.8 -97.4
TXUG1200 -822.8 -817.3 -9316 -837.4
TNGS00 -815.9 -781.8 -790.7 -B03.8
TNG2750 852.8 1,031.4 1,156.1 11176
LANG2500 1,430.8 1.394.3 1.479.7 1,451.9
LAG2640 816.0 B09.5 602.9 565.9
SCG1500 -525.6 -576.8 -604.2 6204
SCG3500 1,587.9 1,755.0 1,995.7 1,946.9
Wheat

WAW1725 1,502.1 1,505.6 1,506.8 1,505.6
WAWS5500 2,557.0 2486.6 2486.6 24B6.6
WAAW3500 408.5 3521 3521 3521
KSCW2000 606.6 606.2 696.0 B77.5
KSCW4500 1.852.5 1,875.8 2114.4 2,072.9
KSNW2800 1304 112.2 1698.2 149.3
KSNWS5000 1,271.9 1,306.5 1,280.3 1,260.6
COW3000 709.5 730.9 755.8 743.3
COW5640 964.4 948.1 1,0168 892.3
MTW4500 694.0 687.2 B10.0 776.4

ORW3600 1,248.6 1,201.2 1.201.2 1,201.2
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Table 10 (continued). Average Ending Cash Reserves for AFPC
Representative Cotton and Rice Farms, 2016.

CA&T with Ag
C&T with No Ag C&T with Ag Carbon Credits
Baseline Carbon Credits Carbon Credits and Saturation

--§1,000-- ~%1,000-- —5$1.000- --$1,000-
Cotton
CAC4000 B.276.0 7.803.7 7.8037 7.8037
TXSP2500 -1,1459 -1,444.0 -1,642.3 -1,658.1
TXSP3745 -1,860.6 -2,265.6 -2,457.0 -2479.1
TXRP2500 -2886 -412.2 -365.6 3777
TXCB2250 50.0 437 -97.6 -118.7
TXCB8000 106.4 105.4 2018 2770
TXVC4500 907.2 776,86 917.6 BOT.7
TXEC5000 1,655.1 1,344.2 B21.5 T
GAC2300 -1,310.5 -1,468.9 -1,837.9 -1.863.0
TNC1900 703.8 740.2 4348 408.6
TNC4050 12,7181 -13,334.5 -16,078.1 -16,136.9
ARNC5000 -156.0 -265.5 -2,01986 -2,000.7
ALC3000 -7076 -720.3 -1,036.2 -1,079.5
NCC1500 -391.4 -422.8 -617.9 -639.5
Rice

CARS550 -532.0 -892.6 -892.6 -892.6
CAR2365 -215.2 -1,320.1 -1,3201 -1,320.1
CABR1300 3524 -35.2 -35.2 -352
CACR715 163.6 -149.1 -148.1 -149.1
TXR1350 -7736 -1,006.0 -1,008.0 -1,006.0
TXR3000 966.4 B48.2 648.2 B48.2
TXBR1800 -1,499.0 -2,009.8 -2,009.8 -2,009.8
TXER3200 -1,820.8 -2,399.8 -2,399.8 -2,399.8
LASR1200 525.7 3271 274 3271
ARMRT500 -932.9 -1,694.8 -2,195,9 -2,276.6
ARSR3240 3146 -28.6 -28.6 -286
ARWR1200 -5473.8 -6,083.5 -6,083.5 -6,083.5
ARHR3000 -2,704.3 -3,297.2 -3,297.2 -3,297.2
MOWR4000 1,530.5 1,235.9 1,235.9 1.2359
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Table 10 (continued). Average Ending Cash Reserves for AFPC
Representative Dairies and Ranches, 2016.

Dairies
CAD1710
WAD250
WADBS50
|DD1000
|DD3000
TXCDS550
TXCD1300
TXEDA450
TXED1000
TXND3000
WiD1456
WID775
NYWD1200
NYWDE&00
NYCD110
NYCD550
VTD140
VTD400
MOCDS500
MOGDS500
FLND550
FLSD1500

Ranches
MTB500
WYB335
COB250
MOB250
MOCB400
NMB240
FLB1155
NVB700
CABS00
SDB375
TXSB200
TXRB500

Baseline
--§1,000-

402.9
1451
1,327.8
28206
89143
14101
854.9
-16.1
3522
6,008.8
1,026.7
71298
34764
-1.844.7
602.1
-478.9
-111.0
2218
-3376
1,653.9
983.3
=2,186.7

304.0
-645.1
-54.7
601.4
2123
-106.2
-56.6
-123.5
-1,3976
3448
-148.0
704.6

C&T with No Ag
Carbon Credits
-%1,000--

496
1376
1,363.3
2,546.3
81903
1.401.4
362.6
-201.4
1174
51203
1.038.7
71811
3,202.3
-2.261.2
587.1
-898.8
-156.9
197.8
-354.6
1,661.3
978.3
-2,8601

1536
-9186
-1486

578.6

97.0
-226.3
-400.8
-394.0

-1.802.6

2308
-228.3

553.5

C&T with Ag
Carbon Credits
—5$1.000--

101.3
137.6
102386
2.284.7
85013
1.0247
227 4
-201.4
-166.4
56502
1,0387
6,859.8
2,948.9
-2,.800.7
587.1
-1,481.0
-156.9
197.8
-908.2
12531
663.3
-3,00186

153.6
-918.6
-148.6

5786

g7.0
-226.3
-400.8
-394.0
-1,802.6

2308
-228.3

553.5

CA&T with Ag
Carbon Credits
and Saturation

--$1,000-

1013
137.6
10236
2,284.7
B,501.3
1,0247
2274
-201.4
-166.4
56502
1,038.7
6,859.8
28489
-2,909.7
5871
-1.401.0
-156.9
1878
-808.2
1,263.1
563.3
-3.00186

153.6
-918.6
-148.6

578.6

a7.0
-226.3
-400.8
-384.0
-1,802.6

2308
-228.3

553.5
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Table 11. Representative Farms by Type That Have Higher or Lower Ending Cash
Reserves For the C&T with Ag Carbon Credits Scenario Relative to the Baseline.

Farm Type Higher Lower Total
Feadgrain/Cilseed 17 B 25
Wheat 8 3 1
Cotton 1 13 14
Rice 0 14 14
Dairy 1 21 22
Cattle Ranches 1] 12 12
Total 27 71 98

Table 12 indicates the average level of carbon prices necessary for the farms to be as well off as under the
Biseline. Obyiously, for some farms such as rice and the cattle ranches, since they are assumed not to
participate, no level of carbon prices would make them as well off as the Baseline, For other Farms that
are better ofT relative to the Baseline under the cap and trade scenarios, most notably the feedgrain/oilseed
Farms and plains wheat farms, they are marked as such, While a few farms would be as well ofT as the
Biseline with only slightly higher carbon prices each vear, there are also several lirms that would need
S80 per ton per year or more 10 make them as well off as the Baseline.

Avernue Ending Real Worth

Ending real net worth in 2016 differs by scenario based on the differences in ending cash as seen in the
previous financial measure and the rate of land appreciation and the zeneral rate of inflation. Land
ownership arrangements are unique, so farms owning more land will experience greater changes in wealth
through changing land values than those vwning little or no land, For the livestock operations, the market
value of the livestock on hand will differ as prices change relative 1o the baseline. In general. most all of
the farms are projected to inerease (heir real net worth relative to the Bascline ( Tahle 13).

© .

v and Conel

Al the request of Senstor Saxby Chambliss, the Agricultural and Food Policy Cemer conducted an
andlysis of the economic impacts of cap und trade provisions of “The American Clean Energy and
Security Act of 20097 (H.R. 2454) on their database of LLS. representative fanns, This report assesses the
impacis of H.R. 2454 by including:

*  The anticipated enerzy related both direct and indirect cost increases.

*  The expected commodily price changes resulting from producers switching among agriculiural
commodities.

*  The estimated benefits to agricultural producers from selling CO2e credits.

AFPC utilized the EPA estimuled energy price changes, a5 well s, their estimutes of carbon und
agricultural commaodity prices wo evaluate the farm level impacts of H.R. 2454, The resulis of this
anmalysis are dependent on the projected outcomes in the EPA analysis of HLR. 2454, AFPC assumed that
a fee structure similar to that vsed by the Chicago Climate Exchange (CCE) would likely be imposed
under H K. 2454 for CO2¢ trading.
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Table 12. Average Annual CO.e Price Needed to Achieve Projected Baseline 2016
Ending Cash Reserves Prior to Implementation of Cap and Trade Legislation.

Feedgrain/Oilseed -Siton COze—~
IAG1350 Better than Baseline
|AG3400 Better than Baseline
NEG1960 Better than Baseline
NEG4300 Better than Baseline
MOCG2050 Better than Baseline
MOCG4000 Better than Baseline
MONG 1850 Better than Baseline
ING1000 Better than Baseline
ING2200 Better than Baseline
NDG2180 Better than Baseline
NDGT500 Better than Baseline
TXNP3000 450
TXNPBOOO 35.0
TXHG2000 Better than Baseline
TXPG2500 250
TXMG1800 30,0
TXPG3760 G0.0
TXWG1600 Better than Baseline
TXUG1200 60.0
TNGS00 Better than Baseline
TNG2750 Better than Baseline
LANG2500 Better than Baseline
LAG2640 30.0
SCG1500 250
SCG3500 Better than Baseline

Wheat
WAWI1T25 Better than Baseline
WAWS500 Na Opportunity
WAAW3500 No Opparturity
KSCW2000 Better than Baseline
KSCWa500 Better than Baseline
KSNWZB00 Better than Baseline
KSNW5000 Better than Baseline
COowa3ooo Better than Baseline
COwWsE40 Better than Baseline
MTW4500 Better than Baseline
ORW3600 No Opportunity
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Table 12 (continued). Average Annual CO.e Price Needed to Achieve Projected Baseline
2016 Ending Cash Reserves Prior to Implementation of Cap and Trade Legislation

Cotton -$/ton CO.e~—
CAC4000 Na Opporturity
TXSP2500 90,0
TXSP3745 80.0
TXRP2500 300
TXCB2250 30,0
TACBB000 250
TXVC4500 Betler than Baseline
TXEC5000 60.0
GAC2300 70.0
TNC1900 40.0
TNC4050 >§100.0
ARNCS000 90.0
ALC3000 30.0
NCC1500 40.0

Rice
CARS550 No Opporturity
CAR2365 No Opportunity
CABR1300 No Dpportunity
CACR715 No Opporiunity
TXR1350 No Opportunity
TXR3000 No Opportunity
TXBR1800 Na Opportunity
TXER3200 No Opportunity
LASR1200 No Opportunity
ARMR7500 60.0
ARSR3240 No Opportunity
ARWR1200 No Opportunity
ARMHR3000 No Opportunity

MOWR4000 No Opportunity
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Table 12 (continued). Average Annual CO.e Price Needed to Achieve Projected Baseline
2016 Ending Cash Reserves Prior to Implementation of Cap and Trade Legislation

Daines -$/ton CO,e—
CAD1710 200
WAD250 No Opportunity
WADE50 40.0
IDD1000 60.0
1DD3000 20,0
TXCD550 50.0
TXCD1300 350
TXEDA450 No Opportunity
TXED1000 35.0
TXND3000 20.0
WiD145 Better than Baseline
WID775 50.0
NYWD1200 60.0
NYWDEOD >$100.0
NYCD110 No Opportunity
NYCDS50 >5100.0
VTD140 No Opportunity
VTD400 No Opportunity
MOCDS00 90.0
MOGD500 80.0
FLNDS50 50.0
FLSD1500 35.0

Ranches
MTBS500 No Opportunity
WYB335 No Opportunity
COoB250 No Opportunity
MOBZ50 No Opportunity
MOCB400 No Opportunity
NMBZ40 No Opportunity
FLB1155 No Opportunity
NYBT700 No Opportunity
CABS00 No Opportunity
SDB375 No Opporiunity
TXSB200 No Opportunity
TXRB500 No Opportunity
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Table 13. Average Ending Real Net Worth for AFPC Representative
Faedgrain.‘ﬂilseed and Wheat Farms, 2016.

Feedgrain/Qilseed

IAG1350
IAG3400
NEG1960
NEG4300
MOCG2050
MOCG4000
MONG1850
ING1000
ING2200
NDG2180
NDG7500
TXNP3000
TXNPB000
TXHG2000
TXPG2500
TXMG1800
TXPG3760
TXWG1600
TXUG1200
TNGS00
TNG2750
LANG2500
LAG2640
SCG1500
SCG3500

Wheat
WAW1T725
WAWS500
WAAW3I500
KSCW2000
KSCW4500
KSNW2800
KSNWS5000
COwa3000
COWS5640
MTWA4500
ORW3600

Baseline
--§1.000--

27024
B406.4
48136
10.936.8
8,602.0
16,685.5
7,580.8
28167
8,447 8
20758
124737
2,011.2
6,753.0
1,357.9
3,787.3
8745
159.0
983.8
-541.89
2887
5,013.2
7,182.5
1,768.9
71086
89114

2,868.8
09,2344
2,036.9
2,460.3
4,549.6
2,270.0
49363
2,262.8
36399
3,790.0
2,512.0

CA&T with No Ag
Carbon Credits
--$1,000--

30331
9,440.2
5239.0
11,858.9
9.661.2
18,480.3
8,584.0
32346
95420
21808
13,386.6
1,855.1
6,688.6
1.582.2
3,871.0
932.7
4240
1,117.3
-633.3
4242
5,593.6
7.757.5
1,782.3
779.8
10,040.3

30177
9,889.6
21832
2,673.9
4,821.1
24942
5,385.5
2,464.1
3,892.3
41914
2,601.3

29

C&T with Ag
Carbon Credits
--§1.000-

3,086.8
9,596.6
5,352.9
12,1140
97875
18,749.2
8,699.4
3,282.8
9,697 4
2,378.4
14,1314
1,754.2
6,355.0
1,638.3
4,035.3
816.2
279
1,264
647.3
4157
57154
7,840.9
1,580.4
753.0

10,275.5

30177
9,889.6
2,183.2
2,761.7
5,054.2
2,540.2
53599
2,488.4
3,959.2
43113
2,601.3

CA&T with Ag
Carban Credits
and Saturation

-$1,000-

3,068.4
9,560.4
5,329.0
12,063.0
9,758.8
18,695.2
B 67486
32691
96676
2,359.6
14,0656.8
1,718.0
6,255.4
1,619.8
4,005.9
799.4
-15.2
1,254.0
-653.0
402.9
5677.8
7,813.8
15443
7371
10.227.8

3.017.7
9,889.6
21832
27436
5,013.7
25305
5,340.7
2,476.2
39355
42785
2,601.3
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Table 13 (continued). Average Ending Real Net Worth for AFPC
Representative Cotton and Rice Farms, 2016.

CA&T with Ag
C&T with No Ag C&T with Ag Carbon Credits
Baseline Carbon Credits Carbon Credits and Saturation
--$1.000-- --$1,000- --§1.000- --$1.000-
Cotton
CAC4000 26,872.0 29,072.2 29,0722 29.072.2
TXSP2500 -263.1 -485.9 -679.7 -695.1
TXSP3745 -22.1 -324.6 -511.6 -533.3
TXRP2500 3426 279.0 324.5 312.8
TACB2250 1,462.0 1,599.3 1,461.2 1,440.5
TXCBB000 21103 21941 1,883.8 1,820.5
TXVC4500 4,009.5 41714 4,309.3 4,289.8
TXECS5000 32519 30302 25194 24702
GAC2300 38992 43779 40173 39928
TNC1900 36763 4,027.3 37289 37032
TNC4050 -6,198.7 -6,110.5 -8,791.5 -8,849.0
ARNC5000 6,929.1 7,400.8 5686.7 5617.2
ALC3000 966.4 961.4 652.8 6104
NCC1500 3.0140 3.321.5 31309 3,109.7
Rice

CARS550 1,730.0 1.647.2 1.647.2 1,647.2
CAR2365 7.0124 6,809.2 6,809.2 6,809.2
CABR1300 54258 5679.0 5679.0 5679.0
CACR715 28488 29156 29156 29156
TXR1350 813.5 754.6 754.6 754.6
TXR3000 1,653.1 13434 1,3434 1,3434
TXBR1800 -B77.1 -1,374.5 -1,374.5 -1,374.5
TXER3200 -438.1 -889.6 -889.6 -889.6
LASR1200 1.010.0 8324 8324 8324
ARMR7500 6,980.3 6,691.5 6,201.9 6,123.0
ARSR3240 4,000.7 39222 39222 39222
ARWR1200 -1,873.8 -2,156.6 -2,156.6 -2,156.6
ARHR3000 2,689.8 2,558.8 2,558.8 2,558.8
MQOWR4000 14,032.0 15,1185 15,118.5 15,1185
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Table 13 (continued). Average Ending Real Net Worth for AFPC
Representative Dairies and Ranches, 2016.

Dairies
CAD1710
WAD250
WADBS0
IDD1000
|DD3000
TXCD550
TXCD1300
TXEDA450
TXED1000
TXND3000
WID145
WID775
NYWD1200
NYWDE00
NYCD110
NYCD550
VTD140
\VTD400
MOCDS500
MOGDS500
FLND550
FLSD1500

Ranches
MTB500
WYB335
coB250
MOB250
MOCEB400
NMB240
FLB1155
NVBTOO
CABS00
SDB375
TXSB200
TXRB500

Baseline
--$1.000--

21.762.2
4,374.9
10,251.5
10.216.3
32.867.1
5,860.8
8,003.7
3,288.5
56,5877
19,793.8
3,792.0
12,572.5
14,080.0
3,654.7
1,822.2
5,315.3
1,308.4
4,760.9
4,079.7
4.012.0
6,401.5
11,0866

60246
38168
22,2398
3,656.8
52624
59189
51,554.0
5831.9
42518
6,894 3
3,548.0
9,140.9

CA&T with No Ag
Carbon Credits
--$1,000-

23,4200
4,757.5
11,069.6
10,472.3
33,9504
62222
7.932.3
3,382.5
6,750.8
19,154.3
4,083.5
13,044.9
14,610.9
3,671.4
1,904.7
5,289.6
1,386.2
5154.0
4,380.4
4,180.6
6,923.4
11,651.8

6,548.7
40380
25,236.7
3,979.8
5,798.1
7.7241
58,329.5
6,218.3
38228
7,5749
3,898.0
10,026.2

C&T with Ag
Carbon Credits
--§1.000-

23,4705
4767.5
10,737.7
10.216.8
342543
58541
7,800.2
33825
54738
19,6721
4,083.5
127310
14,363.4
3,037.7
1.904.7
4711.0
1,386.2
51540
38394
3,781.7
6,517.8
11.611.2

6,548.7
40380
25236.7
3979.8
5,798.1
7,724 1
58,329.5
6,218.3
38228
75749
3,899.0
10,026.2

CA&T with Ag
Carban Credits
and Saturation

-$1,000--

23,4705
4757.6
10,737.7
10,216.8
342543
5,854.1
7,800.2
33825
5,473.8
19,672.1
4,083.5
12,731.0
14,363 .4
3,037.7
1,904.7
4711.0
1,386.2
51540
3,839.4
3.781.7
6,517.8
11.611.2

6,546.7
4,0380
25.236.7
39798
5,798.1
7.724.4
58,329.5
6,218.3
38228
7,574.9
3,899.0
10,026.2
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AFPC has developed and maintains dola 1o simulate 98 rep ive crop farms, dairies, and livestock
operations chosen from major production areas seross the United States. The location of these farms is
primuirily the result of discussions with staffers for the U.S. House and Senate Agriculiure Committees.
Information necessary 1o simulate the éconpmic activity on these representative farms is developed from
panels of producers using a consensus-building interview process.

The economic impacts of HLR. 2454 on the representative farms over the 2010-2016 period were analyzed
Tor the following scenarios.

Raseline - Food and Agricullural Policy Research Institute (FAPRI) January 2009 Baseline,
C&T without Ag Carbon Credits — EPA estimaled costs and prices,

C&T with Ag Carbon Credits - EPA estimated costs and prices.

C&T with Ag Carbon Credits and Saturation after 2014 - EPA estimated costs and prices,

Five alternative measures of economie performance were used For the farms, These are:

Average Annual Total Cash Receipts
Average Annual Total Cash Costs
Average Annuil Net Cash Farm Income
Average Ending Cash Reserves in 2016
Average Ending Real Net Worth in 2016

Results show that all of the crop farms and daries are expected to realize slightly higher average annual
cash receipts under the C&T seenarios due to slightly higher crop and milk prices resulting from
instituting cap and trade. The lone exception is the 12 cotile ranches that realize slightly lower receipts
due to lower call prices. As one would expeet, the C&T with Ag Carbon Credits scenario results in
slightly higher cash receipts than the Baseline and C&T without Ag Carbon Credits seenario. The
amount of the carbon credits is relatively small with many farms averaging less than $10,000 per year
higher receipts. Lasing the revenue from selling carbon credits in 2015 and 2016 due o saturation for
carhon sequestration has a relatively small efféct on the annual average cash receipts for the farms wha
were selling carbon credils,

Costs under the C&T without Ag Carbon Credits scenario differ from the Baseline due to different rates
of change for input prices resulting from cap and trade legislation. Costs dilfer from the base under C&T
with Ag Carbon Credits due to imposition of those same higher costs and expenses incurred for
conversion to no-till on farms elizible for carbon credits and construction of methane digesters on eligible
dairy farms,

In general, the feedgrain/oilseed farms located in or near the Corn Belt and wheat farms located in the
Civeat Plains, have higher average annual net cash farm income under the three cap and trade alternatives.
Maost cotton und dairy farms and all of the rice farms and ranches will likely experience lower net cash
farm incomes under the cap and trade allermatives, The rice firms and cattle ranches, are assumed to not
participate in carbon sequestration activities so they experience higher cosis. without carbon revenue and
their commodity prices do not increase enough o offset higher costs,

Maost of the feedgrain and plains wheat farms have higher average ending cash reserves under either of
the C&T without Ag Curbon Credits or C&T with Ag Carbon Credirs scenarios, In addition, all but a few
of the feedgrain/oilseed farms end the analysis period with higher cash reserves even under the saturation
seenario. Eight wheat farms are better ofunder the CET with Ag Carbon Credits scenario, while one
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cotton snd no rice farms or cattle ranches are betier off. One dairy (WID1435) is better off because it
produces and sells surplus corn and soybeans which are projected to see higher prices as & result of cap
and trade,

The average level of carbon prices necessary for the farms 10 be as well off s under the Baseline were
estimated for farms who would be worse ofT under the C&T with Ag Carbon Credits scenario, Given the
assumptions in this study, tor some farms such as rice and the cattle ranches, no level of carbon prices
would make them as well off as the Baseline, While a few farms would be as well off as the Baseline
with only slightly higher carbon prices each year, there are also several farms that would need carbon
prices of $80 per ton per year or more 10 make them us well off as the Buseline.
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Appendix A: Description of Representative Farms

2008 CHARACTERISTICS OF PANEL FARMS PRODUCING FEEDGRAINS AND OILSEEDS

TAGI350

TAG3400

NEG 1960

NEG4300

MOCEG2050

MOCGA

MONGISS0

NG00

ING2200

NIYG2180

NDHGT500

IAGIIS0 5 @ | 350-ucre nonthwestern lowa (Webster County ) grain farm. The farm is moderate-sized
fior the region and plants 8§10 aeres of corn amd 540 acres of soybeans annually. Sixiy-nine pereent of
this Farm’s 2008 receipts come from eorn production.

This 3,400-acre large-sized grain farm is located in nonhwestern lowa { Webster County). 10 plants
2040 seres of com and 1,360 acres of soybesns each vear, tealizing T0 percent of receipts (rom com
production,

South central Nebraska ( Dawson County ) is home o this 1,.960-acre grain farm. This farm plants
seventy-five pereent of cultivated acres 1o cont and fifteen percent to soybeans, Alfalfa is grown on the
rermaining land. The farm produces both yellow and white food-grade com on 56 percent of the com
acres, Eighty-two percent of gross reeeipts nre denved fromi com sales.

This is a 4. 300-acre grain farm located i south centml Nebraska {Dawson County). This operation
plants 2,006 acres of com ad 1,118 aenes of soybeans cach year. Remaining acres are planted 1o
allulfa. A portion (40 pereent) of the corn screage is food-grade com. In 2008, 72 percent of tolal

ipls were g I from corn production

MOCGI050 45 0 2,050-acre grain farmm locited moeentml Missour (Camoll County) and plants | 025
aeres of corm and 1,025 acres of soybeans nnnually, This farm 15 located in the Missoun River holiom.
wn ren with o lurpe concentration of livesiock production. This proximity allows grain producers in
this area Lo supply feed w liviestock prod atar ium o other areas of Missouri. This furm
genernted 61 pereent of its total revenue from com i 39 percent from soyheans during 2008,

A 000-pere cemral Missouri (Carroll County ) grain furm with 1,973 acres of comn, 1,975 aeres of
sovbeans, and 30 seres of wheat, This e s located in the Missouri River bottom, an area with a
large concentration of livestoek production. This prosimity allows area grain producers 1o supply feed
10 livestock producers al a preminm 1o other arens of Missouri, Com sales aceounted for 59 pereenl of
farm receipis and soybeans accounted for 40 percent in 2008,

MONGIESD s @ | B50-acre diversified nonhwest Missouri grain faray centered in Nodaway Couniy.
MONGIESO plants 900 geres of com, Y00 aeres of sovbeans, and 200 aeres of bay annually. The farm
also has a 200-head cow-calf herd. Prosimity to the Mi: i River iner keting options for
uren grain armers due o eosily secessible rver grin terminuls, In 2008, 48 percem of the Grms ol
receipts were from corn, 38 percent from sovbeans, and 13 percent from cattle sales.

Shelby County, Indiana, is home to this |,000-ncre moderate-sized feedprain farm. This fanm annually
plans com and soybeans in @ S0/50 rowtion. Due 1o this (arm’s proximiy o Indianapols, land
development pressures will likely constrain further expamsion of this farm’s operations. Filly-six
pereent of 2008 receipts came from corm sales,

ING2200 15 8 lorze-sized grain farm loeated o easi central Indiana i Shelby County), This farm plams
1, 100 aeres to corn and 1,100 seres to soyvheans each vear, [n 2008, 58 percent of gross receipts were
generated by corn sales.

NDG2180 b5 a 2,1 80-aere, moderate-sized, south central North Dakota (Bames County b gram farm thie
plants 480 sieres of wheat, 300 seres of com, and 1,300 seres of soybeans, The remuining ueres are
enrolled in the Conservation Reserve Program. The Famy generated 57 percent of 2008 receipts from
soybean sales,

This s 8 7,500-acre, large-sied gram firm i souh central North Dakota (Bames County ) that grows
3,750 acres of saybeans, 2,000 acres of com, 1200 seres of wheat, and 300 scres ol dry peas annuslly .
The remaming acreage is envalled in the Conservation Reserve Program. Soy bean and com sales
accounted for 80 percent of 2008 receipts.
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TXNPI00

TXNPH

TXHG2000

TXPG2S00

TXMGI1800

TXPG3To0

TXWGI600

TXUGI200

TNGH0

TNG2T5)

LANGIS00
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This s 3.000-s¢re feedyrain Giom located on the northern High Pluns of Texas (Moore County ). This
farm plants 630 acres of cotton, 960 acres of irigated corn, 240 acres of irrigated sorghum for seed
produetion, and 870 acres of rrgted wheat annually,

TXNPROUU §s o large-sized feedgram furm focated in the northern Texas Panhandle (Moore Couny ).
This farm annually plants 1,872 acres of irigated coman, 3,120 aeres of irrigawed corm, 867 acres of
sorghum (38T acres of dryland and 280 scres of imgated production for seed), wnd 1,555 agres of
winter wheal (968 acres irrigated and 587 acres dryland).

This 2.000-sere prain fam is located on the Blackland Prairie of Texas (Hill Coumty ). On this farm,
100 acres of com, SO0 acres of sorghum, 250 acres of cotten, and 250 acres of wheat are planted
annwally. Feedgram sales aceounted for 67 pereent of 2008 receipts with cotton aceounting for 19
percent of sales, Forty beef eows live on 300 neres of improved pasture and contribute approximately
Tour percent of total receis.

The Texas Pantandle i home 1o this 2,500-acre farm (Deal Smith County ). Annually, cotton 15 planted
om 200 irmigated acres, 1,242 acres are planted to wheat (875 imgated and 367 dryland). and 875
wmigated acres are plonted 1o com. Sixty-three percemt of 2008 cash receipts were generated by com
sales.

This [ 800-aere farm 15 located on the Coastal Plain of southeast Texas ( Wharton County ),
TAMGIE00 fanms 600 peres of cotton, 620 neres of sorghum, 480 saeres of com, and 100 acres of
styheans. In 2008, feedgrain and oilsecd sales comprised 48 pereent of towl cash receipts on this
operation

TXPGET60 b5 a predominately imrigated farm located in the Texas Panhandle (Castro Couniy ).
Anmully, 1,878 seres are planted to corn und 564 acres are plunted (o cotton. In 2008, 59 percent of
caush receipts were generated from com sales.

This |L.600-acre Garm is located on the Blackland Praine of Texas { Williamson County), TXWGI1600
plants 1,000 acres of com, 300 acres of sorghum, 200 acres of coiton, and 100 acres of winter wheat
annually. Additionally, this firm has a S0-head beel cow herd that is pastured on rented ground thin
cannot be farmed. Feedgrain sales accounted for 68 percent of 2008 receipts with eotion accounting for
23 percent of sales.

TXUGH200 is a grain farm located in Uvalde Cowmy, Texas. This farm plams 350 weres of corn, 300
seres of grain sorghurm, 200 acres of cotton, and 150 acres of wheat each vear. Al crops except wheat
are gros under iiigation. In 2008, feederain sales pecoumted tor 58 percent of fanm receipts,

This is # 900-aere. modernte-sized gramn fom in West Tennessee (Henry County), Annually, this fairm
plants 300 agres of corn, 400 acres of soybeans, and 100 acres of wheat (planted belore sovbeans) in a
region of Tennessee recognized tor the high level of implementation of conservation practices by
farmers. Sixty percent of 2008 famm receipls were from sales of com,

West Tennessee (Henry County) is home to this 2,750-ucre, larpe-sized gruin frm, Farmers in this pant
of Tennessee are known for their early and continued adoption of conservation practices. TNG2750
plants |, 100 acres of corm, 530 acres of wheat, and 1650 agres ol soy beans (350 of which are double-
cropped after wheat). The farm generated 40 pereent ol its 2008 gross receipts from sales of com and
43 percent from soybeans,

This is a 2,500-acre, large-sized h | iana (Madison Parish) diversified fam. This farm
harvests SO0 acres of rice, 800 acres of soybeans, 230 peres of collon, and 950 geres of com. For 2008,
55 percent of furm receipts came from com and soybean sales.



LAG2640

SCGISN0

SCGISH0
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This is a 2.640-aere diversified Farm locaed innorthem Louisiana (Morchouse Parish ). LAG2640
plants 924 eres of catton, 1,056 acees of corp, and 660 acres of sovbeans each year, During 2008, 52
percent of farm receipts were penerated from com and seybean sales.

SCGLA00 s a moderme-sized, 1.500-acre diversified fang in South Caroling (Bamwell County )
consisting of 525 acres of corn, 525 acres of collon, 75 acres of soybeans, and 73 acres o wheal,

A 50Uk-acre, large-sized South Caraling (Clarendon County ) grain tarm with 2, 100 aeres of com, 700
neres of wheal, and 1,400 acres of soybeans (700 double-cropped afier wheat), The farm generated 54
percent ol 2008 receipts from com sales and 26 percent from soybean sules, with an additional 13
percent coming from whent sales. Timing precludes further expansion of relatively lucrative double-
cropped feres,
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WAWIT2S

WAWSS0

WAAWISHO

KSCW2000

KSNW2800

KSNWS000

COWN0

COWSo40

MTW4s00

ORW36(H)
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2008 CHARACTERISTICS OF PANEL FARMS PRODUCING WHEAT

This is @ 1,725-acre moderate-sized when farm in the Palouse of southeastern Washington (Whitman
County). 1 plants 1147 acres of wheat, |20 acres of barley, and 458 acres of dry peas. Disease

dicime ing amini nereage of burley und peas to mantin whemt yields. Tiis farm
generated 73 percent of 2008 receipts from wheat

A 5,500-acre, large-sized wheal fanm in the Palouse of southeastern Washington (Whitman County ),
Antually, this farm allocates 3,053 seres 1o wheat, 611 scres o barley, and 1.204 ucres to dry pens,
Diseases that inhibit whent yield dictae the rotstion of o minimum acreage of barley and peis. Wheat
sales sccounted for 72 percent of 2008 receipts.

South eentrul Washington ( Adams County ) is home to this 3,500-aere, large-sized wheat fam,
Aninlly, this farm plants 1300 seres of wheat in o wheat-fallow rotion. Additionally, 500 seres are
enrolled in o CRI contract. In 2008, wheat sales accounted for 95 percent of the farm’s gross receipls.

South eentral Kansas (Summer County ) 18 home 1o this 2,000-acre, moderate-sized wheat faom.
BSCW2O0U plants 1,200 aeres of winter wheat, 20 acres of sorghum, and $(H) reres of soybeans each
vear. For 2008, 63 percent of gross receipts came [rom whent.

A4 500-aere, lnrge-sized wheat Tarm in south central Kansas (Sumner County b thin plants 2,700 acrus
of winter wheat, 430 ncres of sorghum, 675 acres of com, and #75 acres of soybeans. Sisty-three
percent of this farm™s 2008 total receipts were generated From sales of winter wheat,

This 154 2,800-acre, modermte-siacd norhwest Kansas (Thimas County ) wheat G, This Giem plants
1400 acres of winter wheat (wheat-fallow rotation), 467 acres of com, and 233 acres of sorghum,
KSNW2EO0 also owns B0 hend of beel cows. This larm penerated 5% percent of 2008 receipts from
wheatand 32 percent of its réceipts from feedgrains.

KSNWS000 15 a 5.000-gere, larze-sized northwest kansis (Thomas County ) wheat Gaom that anoually
plants 2,323 acres of winter wheat, 1,013 acres of corn, 382 acres of sorghum, and 130 acres ol
sovbeans, This Garm ulso runs 100 hewd of beel cows. The fanm genermed 46 percent of receipts from
wheat und six percent from catthe during 2008,

A 3,000-acre northeast Colorado (Washington County ), mond ized wheat farm that plants 970
seres of winter wheat, 805 peres of millet, and 600 acres of corn each vear. This farm generuted 39
percent of 1S receipts from wheat, 33 percent from millew, and 26 percent from com.

A 5,640-acre, large-sized norik Colorado (Washi County ) wheal farm, 11 plants 2,256 acres ol
wheat, 490 acres of millet, and 490 seres of com, During 2008, 77 percent of gross receipts came from
wheat sules and 12 percent came from corn sales.

Norh-central Mortana (Chouteau County ) s Borme to this 4,500 aere firm on which 2,330 aeres of
wheat (1,711 acres of winter wheat, 6 1% acres of spring wheat) are planted each year. In 2008, 99
percent of cash meome cume from wheat,

A da0-acre large-sived wheat farm located in northeastern Otegon (Mormow County ). This farm

plants 1,600 acres apmually 10 a wheat-fallow ratation, with 400 additional acres enrolled in o CRP
contruel, Ninewy-five percent of this farmi’s 2008 total receipts came trom wheat sales.
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2008 CHARACTERISTICS OF FPANEL FARMS PRODUCING COTTON

A4 000-gere cotton farm located in kings County, Califomia, CACH000 plants 1,333 aenes o eolton,
267 acres 1o hay, 26606 acres ol silage, and harvests 400 acres of almends. Twenty-nine percent of 2008
receipts come from eoilon sales.

A 2500-aere Texas South Plains (Dawson County ) cotton faem that is moderate-sized for the ares.
TXSPZS00 plants 1,958 acres of cotton {1,658 drvland, 300 irrigated), 190 aeres of sorghum (160
dry band. 30 irvigaied ). 95 neres of wheat, and 50 aeres of peamas. For 2008, 81 percent of receipts
came from corton,

The Texas Soutly Phins (Dawson County ) i home o this 3,74 5-nere, large-sized cotton farm thin
erows 2,916 acres of cotton (2,400 dryland, 510 irrigated), 120 acres of wheat, 120 acres of peanuts,
anl s 288 neres m CRP. Cotton sales compnised B1 percent of 2008 receipts.

TXRP2500 15 a 2,500-acre cotion farm located 1o the Rolling Plains of Texas (Jones Coupy ). This farm
plants 1,117 acres of cotlon and 825 acres of winter wheat cach year. The arga is limited by canfall.
and the farm uses a conservative level ol inputs, Seventy-sia percent of 2008 farm receipts came from
conton sales, Seventeen head of beel cows generated two pereent of furm receips,

A 2 250-gere cotton farm located on the Texas Coastal Bend (San Patricio County ) that rms 1,000
seres of eotton. 1,125 seres of sorghum. and 123 geres of corn annually, Sixty-three percent of 2008
cash receipls were generuted by cotton.

Nueves County, Texas is home 1o this 8,000-acre (arm. Annuwally, 2,800 acres are planted o coton and
5,200 acres 1o sorghum, Cotton <ales acepunted (or 49 percent of 2008 receipts.

This 4.500-acre farm s locsted i the lower Rio Grande Valley of Texas (Willacy County ) and plants
2,388 acres to cotton (300 irrigated and | 888 acres drvland). 1,887 acres 1o sorghum, and 2235 acres of
sugarcane. In 2008, 52 percent of TXVC45007s cash receipls wene generated by cotton sales.

This 5,000-sere farm is located on the Eastern Caprock of the Texas South Plains (Croshy County ).
Anoually, 3,650 acres are planted to cotton (2,650 irrigated and 1000 dryland), 300 aores 1o dry lind
wwheat, and 550 neres of grain sorghum (300 irtigated and 250 acres dryvland), In 2008, conon sales

aceounted for 94 percent of gross receipts,

Southwest Georgia ( Decatur County ) is home wa 2,300-acre cotton firm that planis 1,495 acres w
cotton, 575 acres to peanuts, snd 230 acres to eony. This famm was added during 2001 w0 represent
resurgent cotton production n the Deep South, In 2008, farm reeeipls were comprised larzely ol colton
sales (62 percent) and peanut sales (32 pereent ),

A 1900-acre, moderate-sized West Tennessee (Fayette County ) cotion farm. TNC 1900 consists of 990
neres of cotton, 440 aeres each of sovhens and com, and 30 acres enrolled in CRP, Cotton accounted
tor 69 percent of 2008 gross receipts. with com and soybeans contributing 18 percent and 13 percent,
respectively,

TNCA050 15 g d050-acre, large-sized West Tennessee (Haywaood County ) ootton farm. This farm
plants 2,670 acres of colton, 820 acres of soybeans, 560 acres ol vom, and 328 aeres of wheat cach
year. During 2008, cotton sales penerated 74 percent of gross receipts,

Far non Arkansas (Mississippi County) is home 1o this 5,000-gere cotton farm. ARNCS000 plans
all s seres 1o cotton annually, generting 100 pereent of s reeeipts from colton,

A 3,000-ucre cotton furm located in norhemn Alabama (Lowrence Coumy ) that planes 1,500 acres o
cotton, 1,350 ueres ta comn, and 150 acres 1o soybeans anoually. Cotron sules sccounted for 62 percent
of towl farm receipts during 2008,
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NCCI500 This s a 1, 300-aere coton Binm located on the upper comstal plain of Narth Caraling (Wayne County ).
NCC1S00 plunts 375 aeres of cottan, 325 actes of wheat, und 650 acres ol soybeans amually, Cotlon
aceounted for 47 percent of this Farm’s 2008 receipis with 21 percent coming from sovbean sales,
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2008 CHARACTERISTICS OF PANEL FARMS PRODUCING RICE

CARSSN 15 g 550-aere moderpte-sized rice fanm in the Sacramento Valley of Califormia (Sutter and
Yuba Counties) that plants 500 geres of rice annually, This famm generated 100 percent of 2008 gross
receipts [rom rice sales.

This is 4 2 3635-acre nee farm located in the Saorumento Valley of California (Sutter and Yuba
Counties) that is lirge-sized for the region, CARZI6S plinits 2,240 acres of rice annually. Ninety-nine
percent of 2008 total receipts were generted from rice salos.

The Sscramenta Valley (Bute Coumy ) is home to CABRI300, o 1,300-aere rice fanm. CABRI300
harvests 1,200 acres of rice annually, generating 100 pereent of 2008 farm receipts from rice sales.

CACRTIS is o 71 5-pere rice farm located in the Sacramento Valley of California (Colusa County), This
fuarm harvests 630 neres of fice esch year, During 2008, 100 pereent of farm receips were realized
from rice sales.

This 1,350-acre niee fam locaied west ol Hobston, Tevas (Colordo County b is moderate-sizal Tor the
region. TXE 1330 harvests 430 aeres of frst-crop rice and 360 acres of ratoon niee, The farm gencrted
U8 percent of its receipts from rice during 2008,

TXRIO00 152 3,000-acre, large-sized vice farm located west of Houstan, Texas (Colosadao County).
This farm harvests 1,200 acres of first-crop rice and 1,080 agres of raloon rice annually, TXR3000
realized 100 percent of 2008 gross receipts rom rice sales.

The Texas Gull Coast {Matagorda County ) is home 1o this | 800-aere rice R, TXBRIS00 harvests
1,200 eres of rice annually (600 acres of first-crop rice and 600 aeres of mtoon fce) and realized 100
percent of 2008 farm receipts from rice sales,

This 3. 200-acre rice furm s large for the Texas Gult Coast | Wharton County ). TXER3Z200 harvests
1,067 acres of first-crop rice and 960 acres of ratoon rice coch year. The tirm also grows 427 acres of
suyheans wnd 640 aeres of groin sorghum annually. Fighity=live percent of 2008 receipts came from
rice sales.

AL 200-acre southwest Lovisina (Acadia, Jefl Davis, and Viermilion parishes) rice fimm, LASRI200 15
moderate-sized for the area. This farm harvests 660 acres of rice and 250 acres of soybeans. During
2008, 88 percent of gross receipls were generated from rice sales.

ARMRTS00 i5 a 7,500-aere diversified rice farm in southeast Arkansas (Desha County | thal planes
L5300 ueres of cotton, 1,875 acres of rice, 2,375 acres of saybeans, and 1,500 acres ol corn. For 2008,
27 percent of gross receipts came (ron cotton sales, 37 percent from rice sales, |5 percent from com
sales, and 13 percent from soybean sales.

ARSRIZ0 b5 8 3.240-acre, larpe-sized Arkansas (Arkansas County ) rice farm that harvests 1,620 seres
of rice, 1,620 acres of suybeans, and 324 acres of wheat cach vear. Seventy-theee percent of this fam’s
2008 receipts vame from rce sules,

East central Arkansas (Cross County ) s home to this 1,200-pere rice farm, Moderte-sized for the
rewion, ARWR 200 snnually plants 600 acres (o rice, 600 acres w0 sovbeans, and 60 acres of double-
oropped wheat. During 2008, rice sales gencrated 73 percent ol gross receipts.

ARURI0OUN isa 3,000-acre Inrge-sized northeast Arkansas ( Lawrence County ) nee farm that annually
harvests 1,450 aeres of riee, 1,250 peres of soybenns, and 300 acres of com. Rice sales sccounted for
72 percent of 2008 Lrm receipts

A A000-aere rice farm located in southeast Missouri (Butler County ), MOWRA000 15 large-sized lor
the region. Seventy-ihree percent of receipts for this fiom came from rice sales in 2008,
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2008 CHARACTERISTICS OF PANEL DAIRIES PRODUCING MILK

A LTH0-comw, large-sized central California (Tulare County) daiey. The faem plants 1200 geres of
hay/silage (or which it employs custom harvesting. Milk sales generated 94 percent of 2008 1otal
receipis,

A 25tcow, moderate-sized northern Washington (Whateom County ) dairy. This farm plants 200 acres
of silage and genermed 92 percent of its 2008 griss receipts from milk sales,

An B50-cow, large-sized northern Washingzion ( Whateom County ) dairy, This farm plants 6035 acres for
silage annuslly. During 2008, 95 percent of this firm's gross receipts came from milk.

A 1L00-gonw, moderate-sized Idaho (Twin Falls County) dairy, This Farm pliants no erops, Milk sales
accounted for 92 pereent af 1DDT000s gross receipts for 2008,

A3 000-cow, large-sized Idabo (Twin Falls County )y dairy. This fiarm plants 2,000 scres for silaee
annually - Milk sales represent 94 percent of this farm’s gross receipls.

A S50-cow. moderate-sized central Texas (Erath County ) dairy. TXCDS30 plants 1100 neres of hay
eaneh year, Milk sales represented Y4 percent of this larm’s 2008 gross receipts,

A L300-cony, large=sized cemtral Texas (Erath County ) dairy. TXCDI300 plants 680 acres of silage
and 440 acres of hay annually. During 2008, milk sales accounted for 94 percent ol receipls,

A A5U-cow, moderate-sized norheast Texas (Hopking County) duiry, This farm has 850 seres of
improved pasture and 50 acres of hay. During 2008, milk sales represented 91 percent of annial
receipls.

A LO00-conw, Targe-sized norbesst Texas (Hopking County) dairy. This fum plams 1,025 acres of
hay/silage, Thas famm generated 95 percent of 2008 receipts from milk sales.

A T 000-gow, large-sized dairy located in the South Plams of Texas (Railey County ). This farm plants
|80 aeres of sorghum for silage annually, Milk sales aceount for 94 percent of 2008 emss receipts.

A Td5-cow, mod sized castern Wi n (Winnebago Coumy ) dairy. The Fiom plants 180 acres
of silage. 90 acres for hay. 150 acres of cony, and 130 acres of sovbeans. Milk constituted 86 percent of
this farm’s 2008 receipls,

A TT5-cow, large-sized eastern Wisconsin (Winnehago Coumy ) dairy, The Garm plams 696 acres ol
hay und 454 acres of silage each year. Milk sules comprised 95 percent of the farm’s 2008 receipts.

A 1.200-cow, large-sized western New York (Wyoming Coonty ) dairy. This farm plants 1.900 acres of
silivze and 200 acres of com annually, Milk sales sceounted for 95 percent of the gross receiprs for 1his
Farm in 2008,

An BH-gowy, muoderite-sized western New York (Wyoming County) dairy. This farm plants 600 geres
of silage, 450 acres of haylage, 100 acres of com. and 50 acres of hay annually. Milk sales aceounted
1or 94 percent of the gross receipts for this (ann in 2008,

AT Hcow. moderate-sized central New York (Cayuga County ) dairy - The farm plants 30 seres for
Ty, 90 meres for com, dnd 185 aeres for sitage annually, Milk accounted for 91 percent of the gross
receipts for 2008 on this dairy,

A F50-cow, large-sived central New York (Cayuga County ) doirv. This farm plints 625 acres of hay
wnel v lage and 475 acres of siluge. Milk sales make up 93 percent of the 2008 weal receipts for this
dairy.

A Tcow, moderste-sized Vermont { Washington County ) dairy. VTD 40 plamts 30 acres of Ty, and
190 seres of sibige wmmually. Milk sccoumed For 92 percent of the 2008 receipts for this Eanm
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A dHl-cow, Targe-sized Vermont { Washi County ) dairy. This farm plianis 100 acres of hay and
900 aeres of silage snoally. Milk sales represent 93 percent of VTDAO0s gross receipts in 2008

A S00-cow, large-sized smnfivest Missourt (Doce Cony ) duiey, The Barm plams 210 acres of hay,
3200 acres of silage. and 70 ueres of improved pasture annually. Milk aecounted for 94 percemt of gross
Firm receipls lor 2004,

A S00-cow, grazing dary in southwest Missouri (Dade County). The farm plants 40 acres of silage
anfually, and graces cows on 343 seres of improved pasture, Milk agcounted lor 93 percent ol gross
farm receipts lor 2008,

A 350-cow, moderate-sized north Florida ( Lafayette County) dairy. The dairy grows 130 acres of hay
cach year, All other feed requirements aré purchised in o pre-mined ration, Milk sales geconnted for
@4 percemt of the farm receipts.

A L500-cow, large-sized south eentral Florida (Okeechobee County ) dairy, FLEDTS00 plants 100
acres of hay and 400 acres of silage annually. Milk sales represent 94 percent off 2008 total receipts,
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2008 CHARACTERISTICS OF PANEL RANCHES PRODUCING BEEF CATTLE

A StH-cow raneh located on the eastem plains of Montana (Custer County ), MTBS0 runs cows on o
combination of owned land and land leased from lederal. state, and private sources, Federal land
sutisfies one quaner of wml grazing needs. The ranch owns 14,000 seres of puasture. 640 weres of hay
are produced annually on the owned land, Also, all deeded ueres are feased Tor hunting, Cartle sales
represented Y4 percent of this ranch’s 2008 receipts.

This 335-cow ranch is located innorh cemral Wyoming (Washakie Coumy ). The ranch leases 2000
AUMs from the LS. Forest Service and owns 1000 aeres of range. In response 10 drought, the ranch
hits begun leasing 700 acres of private pasture. Annually. the raneh barvests 305 acres of alfalfa and
wrass hay on owned ground. The mnch backgrounds two-thinds of its ealves for ninety days, In 2008,
cattle sales accounted for 74 percent of gross receipts, while hay sales aceounted for 25 percent.

This 250-cow ranch is located in northwestern Colorado (Routt County ). Federal tand provides seven
percenit of the rapeh’s grazing needs. The ranch owns 2,300 actes of rangeland, and the cattle graze
federal land during the summer. COB2S0 harvests 450 acres of hay each vear at a projected yield of
2.5 tons per acre. Cattle sales aceounted for 63 percent of the ranch’s 2008 tatal receipts.

A 250-cow beef cattle aperation is the focal point of this diversified livestock and crop farm located in
southwest Missour (Dade County ), MOB2S0 plants 120 acres of eom, 120 aeres of wheat, 160 aeres

of soybeans, and 56() acres of hay. Improved pasture makes up another 570 acres of this ranch, During
2008, cuttle sules comprised 48 percent of gross receipls.

MOCB400 55 a H00-cow beel eanle e located in central Missoue (Deit County ), This farm consists
of LO60 acres of owned ground and 500 geres of leased ground.. Annually, 410 acres of hay are
harvested on owned land. 2008 canle sales represented 93 percent of MOCUBA007s cash receipts.

NMB240 {5 240-cow ranch located in northeastern New Mexico (Unton County ) In 2002, this ranch
Tiguidated 20 pereent of its mature cowherd in response 10 oppressiyve drought, eulfling 60 of its 300
With improving range conditions, ranchers have opted to 1l the gop with summer stockers,
Accordingly, 200 summer stocker steers were added to s mneh. During 2008, B3 percent of grss
receipts were derived from cattle sales with the balance of receipts generated from fee hunting.

This isa || 55-cow ranch located in central Florida (Osceola County). FLIB 1SS mins cows on 5.400
neres of owned improved pasture, from which 3,560 acres of hay are harvested annually. Sales of sod
are a burgeening souree of agriculural incoma [or area ranches, During 2008, cantle sales represented
83 percent of total receipts,

NVBTO0 is a T00-caw ranch located in nonheastern Nevada (Elko County), The opertion consists of
1,300 seres of owned hay meadow snd K723 acres of owned range, supplemented by 4,430 AUMs
leased from the LS. Forest Service, Each vear, the ranch harvests 975 acres of hay . Annually, canle
siles represent all of the raneh’s receipts.

Louated in the northermn Sseramemo Valley (Telwmy County. Califormia), this 300-cow vperation
covers 10,000 acres of deeded and privately owned feased rnge. Additionally, 2,000 AUMs are leased
from) the federal govemment, Al 2008 receipts wene generated by the cow-calf operstion,

SIH3TS s a 373-cow West River (Meade County, South Dakota) beel' cattle ranch, This operation
produces hay on 1150 acres of owned croplund, and runs its cows on 6,700 acres of owned native
range. [n 2008, call and culled cow/bull sales accounted for 100 percent of gross receipis,

A 200-head cow-call uperation is the central foeus of this full-time agriculiural operation in south
central Texus (Gonzales County), Faced with inued dronghn, the ranch ligwidmed 30% o s
mature cowherd in 2006, Comract broiler production is an imp souree of agriculiural revenue for
this raneh; even so, Gattle sales aceounted o 69 percent of 2008 gross réceipts,
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TXREBS00 The western Rolling Plains of Texas (King County) s hame o this 300-head cow-call operation. This
ranch operates on 20000 acres (halt owned, halt leased) of native range. Aller weaning, calves are
placed on wheat pasture and then ¢itlier sold as feeder eattle or retained as replicement females. Fiehty
percent of 2008 receipts came from catile sales, while 20 percent came from fee hunting.
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Appendix B. Average Annual Revenue Generated from Selling

CO2e for AFPC Representative Farms, 2010-2016.

Feedgrain/Oilseed
IAG1350
|AG3400
NEG1860
NEG4300
MOCG2050
MOCG4000
MONG1850
ING1000
ING2200
NDG2180
NDGT7500
TXNP3000
TXNPE000D
TXHG2000
TXPG2500
TXMG1800
TXPG3760
TXWG1600
TXUG1200
TNGS00
TNGZ750
LANG2500
LAGZ2640
SCG1500
SCG3500

Wheat
WAW1725
WAWSS500
WAAW3S00
KSCW2000
KSCW4500
KSNW2800
KSNWS5000
COW3000
COWS640
MTW4500
ORW3600

46

5

7,884.8
19.857.9
10,337.8
22,096.8
11,973.2
233623
10,513.0

58406
12,849.3

8,098.9
28,2284
15,185.5
42,0521

77874
12,459.9

7.008.7
17,732.8

31150

2,336.2

5256.5
16,061.6
11,681.1
154191

6,570.6
204420

0.0

0.0

0.0
77874
17.521.7
4,088.4
8,244.9
5,2566.5
10,143.1
13,9551
0.0
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Appendix B (continued). Average Annual Revenue Generated from Selling
CO2e for AFPC Representative Farms, 2010-2016.

—8

Colton
CAC4000 00
TXSP2500 6,391.5
TXASP3745 8,952.6
TXRP2500 4 8671
TXCB2250 87609
TXCBB000 31,149.7
TXVC4500 B,322.8
TXECS000 21,0261
GAC2300 10.075.0
TNC1900 10,921.9
TNC4050 23,654.3
ARNCS5000 29,2029
ALC3000 17.521.7
NCC1500 8,760.9

Rice
CARS50 0.0
CAR2365 0.0
CABR1300 0.0
CACR715 00
TXR1350 0.0
TXR3000 0.0
TXBR1800 0.0
TXER3200 0.0
LASR1200 0.0
ARMR7500 32,853.2
ARSR3240 0.0
ARWR1200 0.0
ARHR3000 0.0

MOWR4000 0.0
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Appendix B (continued). Average Annual Revenue Generated from Selling
CO2e for AFPC Representative Farms, 2010-2016.

= oS

Daines
CAD1710 40,9142
WAD250 0.0
WADBSS50 14,006.7
IDD1000 16,478.2
|DD3000 494356
TXCD550 13,159.8
TACD1300 31,104.0
TXED450 0.0
TXED1000 23,9269
TXND3000 71,7796
WID145 oo
WID775 9.153.1
NYWD1200 14,1731
NYWD&00 7.086.6
NYCD110 0.0
NYCDS550 6,495.7
VTD140 0.0
VTD400 0.0
MOCD500 B,2391
MOGDS500 B,239.1
FLNDS50 13,159.8
FLSD1500 35.889.3

Ranches
MTBS00 0.0
WyB3a3s 0.0
COB250 0.0
MOB250 0.0
MOCB400 0.0
NMB240 0.0
FLB1155 0.0
NVB700 0.0
CABS500 00
SDB375 0.0
TXSB200 0.0

TXRBS500 0.0
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A policy research report presents the final results of a research project
undertaken by AFPC faculty. At least a portion of the contents of this report
may have been published previously as an AFPC issue paper or working paper.
Since issue and working papers are preliminary reports, the final results
contained in a research paper may differ - but, hopefully, in only marginal
terms. Research reports are viewed by faculty of AFPC and the Department of
Agricultural Economics, Texas A&M University. AFPC welcomes comments
and discussions of these results and their implications. Address such comments
to the author(s) at:

Agricultural and Food Policy Center
Department of Agricultural Economics
Texas A&M University

College Station, Texas 77843-2124

or call (979) 845-5913.
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