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Carbon Tax Possibilities in Vermont: A Fitting Policy Laboratory?

"I'll tell you one thing I'm not going to do, I'm not going to let the United States carry the burden for cleaning up the world's air, like the Kyoto treaty would have done."
-Candidate George W. Bush, 2000-


(www.abcnews.com)

“I do not believe (the government) should impose on power plants mandatory emissions reductions for carbon dioxide, which is not a pollutant under the Clean Air Act.”

-President George W. Bush, 2001-   


(www.emagazine.com)
As President Bush has summarily rejected the Kyoto Protocol and offered domestic policy initiatives that exacerbate, rather than limit, greenhouse gas emissions in the US, the federal government has seemingly abdicated its leadership role, both globally and domestically, in mitigating climate change. While the evidence of global warming continues to mount and the scientific community arrives and a broader consensus in recognition of the problem, the inaction of the world’s greatest consumer and fossil fuels and greatest emitter of Carbon Dioxide continues to offend the international community and concern domestic advocates at all levels of government. As such, it has fallen upon state and local governments, frustrated by the inaction at the federal level, to enact meaningful policy initiatives meant to limit CO2 emissions and to prepare their citizens and their economies for the inevitable transition to a less carbon-intensive economic reality.


In the American system of federalism, the states have long held the role as policy laboratories, whose successes and failures often inform similarly concerned but delinquent federal policymakers. Toward the issue of CO2 reduction, clearly bold strokes at the federal level are preferable to a hodgepodge of state initiatives that may posit states into competitive disadvantage vis a vis one another or further justify federal inaction. However, state policy initiative has a long record of pressuring the federal government toward action and of championing innovation that is simply not politically feasible due to constraints at the federal level. Therefore, it is hoped that such innovation among the states, Vermont among them, in treating CO2 reduction can prompt a more comprehensive national strategy.

The Carbon Tax


Given the American cultural aversion to taxation and cultural affinity for fossil fuels, the taxation of carbon at either the state or federal level would seem to be a tough sell. While numerous European nations, prominently in Scandinavia and also in Germany, have pioneered carbon taxation as a means of reducing CO2 emissions and complying with Kyoto, the US has favored different approaches, and mostly inaction. Carbon taxes are generally defined as direct excise taxes based upon the carbon content of fossil fuels as they are consumed or the CO2 emissions that they produce. (Carbon Taxes v. Emissions Trading: What’s the Difference, and Which is Better?, Kevin Baumert, www.globalpolicy.org) As such, they are typically levied as a fixed cost per carbon content or per CO2 emissions. Though a carbon tax as here defined has yet to take shape at any level in the US, there is a history of consideration and initiative towards tax shifting at the state level, as well as a current willingness by state governments to assume accountability for the role in greenhouse gas emissions, which suggests that carbon taxation may be an issue which holds promise for implementation at the state level.

The 1990’s: A Policy Window Opens and Closes


In the late 1990’s, as, under the Kyoto-friendly Clinton administration, the political climate was more receptive to domestic initiatives aimed to reduce CO2 emissions, state governments began to assert themselves in the policy debate. In state- houses across the country, green tax reform, the revenue neutral shifting of tax burdens towards environmentally harmful activities and away from traditional sources such as property and income, signaled a willingness to employ the tax code as a policy tool. In Maine, Oregon, Vermont, and Minnesota, tax shifting bills were developed which explicitly called for the taxation of carbon or CO2 emissions. Though none were adopted, it appeared as though momentum was building at the state level toward experimentation with a carbon tax.


The carbon tax debate has a long history in Minnesota, a state with a progressive and environmentally friendly political tradition. As early as 1992, a proposal, ultimately defeated, reached the legislature which would have imposed a $6 / ton tax on carbon content in order to fund subsidies for wind power. More recently, in 1996, the Economic Efficiency and Pollution Reduction Act was introduced, which would have imposed new pollution taxes to be offset by $1.5 billion reductions in property and payroll taxes. The initial version of the bill was narrowly defeated in committee, and a second version proposing to entirely eliminate property taxes and fund education through a more extensive carbon tax, was withdrawn prior to voting on the floor. Though public opinion polls indicated that a majority of Minnesotans supported tax shifting and taxes on carbon, particularly as they were offset by reductions in property taxes, powerful interests groups such as the Teamsters, and the airline and mining industries successfully scuttled the bill. (Tax Reform: State by State, M. Jeff Hammond, www.emagazine.com)


Here in Vermont, the 1996 passage of Act 60, which radically restructured the financing of public education, offered legislators an opportunity to reexamine the tax code. While Act 60 would establish a $.04 / gallon state gasoline tax dedicated to education funding, more comprehensive tax shifting bills which sought greater energy and pollution taxes, including a $100 / ton carbon tax, were narrowly defeated. Studies in both Vermont and Minnesota indicated that, in the long term, such tax shifting would lower costs of production to business, reduce energy consumption, and lower energy costs. (Tax Reform: State by State, M. Jeff Hammond, www.emagazine.com) However, the collective experience of the states in the 1990’s suggest that, despite some considerable momentum and an increasing willingness to experiment with carbon taxes, far-reaching, environmental tax shifting was not yet politically palatable. The brief policy window closed with some successes at the margins, but little comprehensive policy implemented at the state level.

Recent Developments: The States Turn to New Devices


More recently, as many states came to view inaction in the White House with increasing dismay, state governors and legislators have once again championed emissions reduction policies to fill the federal void. In California, well established as a national leader in emission’s reductions and air quality initiatives, AB1493 became law in 2002. The law requires the California Air Resources Board to establish regulations that will achieve, “maximum feasible and cost-effective reduction,” of greenhouse gas emissions from cars, light trucks, and SUV’s by 2005. (Greenhouse & Statehouse: The Evolving State Government Role in Climate Change, Barry Rabe, www.pewclimate.org) The regulations defined by CARB would then take effect in 2006, with car manufacturers expected to incorporate changes in emission standards into their 2009 models. According to then Governor Gray Davis, who signed AB1493 into law, “In time, every state – and hopefully every country – will act to protect future generations from the threat of global warming. For California, that time is now.” (Greenhouse & Statehouse: The Evolving State Government Role in Climate Change, Barry Rabe, www.pewclimate.org) With 10% of America’s noncommercial vehicles registered in California, and with its established track record of independent action leading the nation to reform the transportation sector, from banning unleaded gasoline to the use of catalytic converters, the state may well prove to be the model of which Governor Davis speaks.


Just as California is pioneering emissions reductions in the transportation sector, another notable state initiative has taken place in New Jersey that more closely resembles direct carbon taxation. With its heavy industry and carbon intensive economy, New Jersey would seem an odd state laboratory for carbon taxation, however its comprehensive approach to limiting GHG’s includes the nation’s most far -reaching effort within the tax structure. In 2001, as part of its Electric Discount and Energy Competition Act, New Jersey enacted a “social benefit charge” attached to every utility bill at a rate of $.026 per kilowatt hour. It is estimated that this “mini carbon tax” will generate $358 million each year in state revenues. As required by the law, 75% of the funds collected are to be allocated, “to help buy down the cost of energy efficiency and to transform the market place for energy efficiency.” All remaining funds are used to create a Renewable Energy Fund to assist the development of solar, wind, and fuel cell development and to, “buy down the cost of these technologies and assist in market transformation.” (Statehouse and Greenhouse: The Emerging Politics of American Climate Change Policy, pp. 123-124, Barry Rabe) Recent estimates predict that New Jersey will surpass the lofty emission’s reduction targets by 2005 as set in the Electric Discount and Energy Competition Act, and the state has begun to contemplate more ambitious policy initiatives. Its success stands as a powerful testament to the power of state governments to enact meaningful carbon taxation policies.

Cap and Trade vs. Carbon Taxation: Mutually Exclusive?


A second, and often regarded as competing, policy mechanism being explored at the state level is a cap and trade system of emissions trading. Under a cap and trade regime, emissions quantities are fixed (the cap), and divided into tradable units. Participants, usually power plants, seek compliance through possessing permits greater than or equal to the emissions they produce. Cap and trade advocates point to the market efficiencies of this model, correctly noting that emissions reductions are able to take place where they are the least costly. Further, cap and trade holds advantages in that the emissions reduction outcome is fixed and therefore predictable, whereas under carbon taxation, the pricing structure of fossil fuels is altered but the resulting emissions reductions are not predictable. Emissions trading systems are also applicable to all GHG’s (six of which were defined in Kyoto), whereas carbon taxation is specific only to CO2 emissions. Finally, cap and trade advocates also correctly advance the idea that emissions permits are able to automatically adjust for inflation and price shocks, whereas carbon taxes require forced indexing to adapt to market conditions. (Carbon Taxes vs. Emissions Trading: What’s the Difference and Which is Better?, Kevin Baumert, www.globalpolicy.org)


Carbon tax proponents argue that cap and trade regimes narrowly treat emissions from large-scale power producers, whereas a carbon tax holds the power to influence behavior among individual consumers and in the transportation and service sectors of the economy. They also contend that the implementation and administration of a carbon tax entails far fewer transaction costs, as emissions trading would undoubtedly incur costs through negotiation, approval, and insurance. Just as emissions trading may be more naturally flexible in its response to inflationary and pricing pressures, it lacks a permanent incentive for technological innovation once reductions in permit prices reduce demand. Finally, and perhaps most importantly, carbon taxes produce revenue. As the transformation away from carbon-based fuels will undoubtedly effect costs of production and employment, carbon tax revenues are able to recycled to stimulate the economy through reducing taxes elsewhere, such as those on personal and corporate income and property. (Carbon Taxes vs. Emissions Trading: What’s the Difference and Which is Better?, Kevin Baumert, www.globalpolicy.org)


The northeastern states, Vermont among them, have begun the process of pioneering a regional cap and trade system on CO2 emissions. In 2003, the governors of ten northeastern states (New York, New Jersey, Massachusetts, New Hampshire, Vermont, Connecticut, Maine, Delaware, Pennsylvania, and Rhode Island) committed to the establishment of a regional strategy intended to reduce CO2 emissions. The centerpiece of the strategy is to be a regional system of emission’s trading for power plants. The governors have set April, 2005, as the deadline to reach an agreement which sets regional baselines for CO2 emissions, a system of permit allocation, and the guidelines for a flexible cap and trade system. Lauds James Tripp of the group Environmental Defense, “Since the nine northeastern states (plus New York) that have joined this initiative have about 1/5 of the nation’s population, this is not only a major regional initiative, but a critical national precedent as to how to deal with global warming.” (Northeast Governors to Create CO2 Emissions Trading System, 8/1/03, www.naturalist.com) 


While Vermont’s commitment to the regional emission’s trading system is commendable, the question remains as to whether this commitment will force carbon taxation out to the edges of the policy debate. As mentioned previously, these two policy mechanisms are frequently assumed to be in competition and therefore mutually exclusive. Again looking to New Jersey, itself a signatory to the regional agreement while at the same time pioneering state carbon taxation, these policy mechanisms need not be presented as a choice, but may in fact prove to be compatible strategies. Further, regional cooperation in cap and trade may set a policy framework whereby other initiatives, similar to California’s AB1493, may be implemented on a regional basis with considerable ability to transform the marketplace and, eventually, the nation.

Carbon Taxation: Is it Right for Vermont?


As a small, rural state with little heavy industry or large-scale power producers, carbon taxation in Vermont may, at the surface, appear to be an ill-fitting strategy. However, a closer look at the state and its CO2 emissions reveal that carbon taxation may be an ideal strategy for a state with a progressive and environmentally sensitive political tradition. Currently, 47% of Vermont’s CO2 emissions come from the transportation sector, with 20% produced from the residential sector, primarily through its consumption of home heating oil. 70% of the state’s air pollution is attributable to gasoline combustion, from sources that are dispersed and therefore difficult to regulate. (Taxing Pollution, pp. 2-3, The Vermont Fair Tax Coalition, 2000) As such, a carbon tax, with its ability to influence a broad range of consumer and transportation behaviors, and its promise to offset income and property taxes, currently comparatively high in Vermont, is well suited to the economic realities in the state.


To be effective, and politically viable, a carbon tax must be well conceived. Applied in isolation, carbon taxes are undeniably regressive in nature. Particularly in Vermont, the tax burden, with its impacts on the transportation and residential heating costs of individual consumers, would be slanted to low income residents who stand to incur marginally greater costs. An isolated carbon tax would also produce very real short term costs to employers, driving up the cost of production and the price of locally produced commodities. (Carbon Taxes with Tax Reductions in Minnesota, The Tellus Institute, 2/97) Such tremors will undoubtedly produce a shift in Vermont’s workforce and effect industrially reliant communities already experiencing job losses.


Carbon taxes in Vermont may also have perverse effects in exacerbating the state’s heavy reliance on two sources of power which, although emissions free, are both currently problematic and quite possibly soon to disappear. With 2/3 of the state’s power supply coming from the Vermont Yankee Nuclear Plant, whose operating license expires in 2012, and from Hydro Quebec, whose long term contracts with state utilities are set to expire between 2015 and 2016, a carbon tax may tempt state policy makers to extend these commitments beyond their capacity to provide safe and affordable power.


Thus, a Vermont state carbon tax must be designed with three guiding considerations in mind:

1. How will the revenue be recycled so as to restore progressivity to the overall tax structure while mitigating the short-term costs to workers, employers, and communities?

2. At what size, and under what timetable, should the tax be implemented so as to allow the economy sufficient opportunities to adjust under conditions that more closely resemble natural market adjustments?

3. How will emissions free power sources such as nuclear and large-scale hydro be treated under the tax structure so as to nurture market conditions that are both economically viable and competitive?

Within the next 10 years, Vermont will be fundamentally reconsidering its state energy policy. Evidence of global climate change will continue to mount, and other states will continue to tinker at the margins as they attempt to reduce carbon dioxide emissions. Vermont holds an opportunity to define its energy future in a manner that may serve as a model for other states, and perhaps an American nation embarrassingly lagging behind the rest of the world in this policy arena. A well-conceived carbon tax has a place in this energy strategy, and Vermont, as it has with numerous social and environmental issues in the past, may prove to be a prolific policy laboratory in our federal system.

References

1. Carbon Taxes v. Emissions Trading: What’s the Difference, and Which is Better?, Kevin Baumert, www.globalpolicy.org
2. Tax Reform: State by State, M. Jeff Hammond, www.emagazine.com
3. Greenhouse & Statehouse: The Evolving State Government Role in Climate Change, Barry Rabe, www.pewclimate.org
4. Statehouse and Greenhouse: The Emerging Politics of American Climate Change Policy, Barry Rabe (Washington, DC: The Brookings Institution, 2004)

5. Northeast Governors to Create CO2 Emissions Trading System, 8/1/03, www.naturalist.com
6. Taxing Pollution, The Vermont Fair Tax Coalition, 2000

7. Carbon Taxes with Tax Reductions in Minnesota, The Tellus Institute (Boston, MA: 1997)

8. Bush Ditching Global Warming Treaty, 3/28/01, www.abcnews.com
