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Thank you for accepting these comments on the Supplement to the AB 32 Scoping Plan Functional Equivalent Document.  I am submitting these comments as a private citizen, not on behalf of any organization.  Since 2006 I have attended public hearings on AB32 market mechanisms.  To paraphrase some of my earlier comments made at the beginning of the Scoping Plan process, (submitted Jan 15, 2008 on behalf of the Climate Protection Campaign), market mechanisms are a contentious issue among some groups, but if we want to save the climate, there is no choice between regulatory approaches or market mechanisms. We will need both.  We need to provide incentives throughout the economy to reduce emissions.  This can be accomplished effectively through a price on carbon, but it must be designed correctly.

There is no single type of "cap and trade."  The specific design elements of the program will determine the environmental impacts and the emissions reductions.  The following design elements can result in fewer environmental impacts and a more equitable outcome:  

· An upstream system 
· 100% auction of permits 
· Compensating consumers with a dividend
· Carbon fees to fund important programs
· Limited offsets 
· A price floor on allowances
Auctioning permits:  Many of the problems with windfall profits in previous systems including the ETS and RECLAIM can be avoided by auctioning, not giving away permits.  Auctioning incentivizes early action.

Returning revenues to households as a dividend:  Revenues from an auction (or carbon fee) should be used to compensate residents for higher energy prices.  Without such a dividend, political pushback could kill the whole program.  The regressive impact on poor people when energy and fuel prices rise is an Achilles heel that must be addressed up front.  It is an issue of economic justice.

Please consider the expert advice of the Economic and Allocations Advisory Committee (EAAC).
  The EAAC recommends that “the largest share (roughly 75%) of allowance value should be returned to California households.”  The report states that “roughly 75% of this value should be returned to households either through lump-sum payments…” and “roughly 25% of this value used to finance socially beneficial  investments and other public expenditures” (pg. 70).

The allowance value rebates should be separated from utility bills, and arrive in a separate envelope.  It is important for consumers to see the value they are receiving and to connect it to a carbon pricing system.  If the rebate is only a line item on a utility bill, it will be opaque to consumers, and not serve its remediating function alongside a visible carbon price that encourages conservation and efficiency.  The recent withdrawal of New Jersey from the Regional Greenhouse Gas Initiative (RGGI) is a cautionary tale for what could happen if allowance value is used for opaque efficiency programs that are invisible to most consumers.  Funds that were supposed to be set aside for energy and environmental uses were raided to plug state budget deficits.  Because consumers did not see a direct connection to the use of revenues, the lack of consumer support failed to prevent New Jersey’s new Governor from withdrawing his state from the program a few months ago.  A per capita dividend could help California avoid this fate.
The dividend should be equal for all people.  This relates to our equal ownership of the shared Commons.  Larger users of the electricity do not own more of the Commons, they should compensate those who use less.

Environmental justice considerations:  When it comes to market mechanisms to fight climate change, some advocacy groups believe that the trading of permits benefits big polluters, who accumulate them, creating "hot spots" of pollution. They believe that low-income and disadvantaged communities would continue to suffer while the emission reductions take place in wealthier areas first.  They also point out flaws in past market mechanisms, especially the European Emissions Trading System, which gave away permits for free to large polluters and is linked to the CDM, a shady offset scheme, and RECLAIM, the Southern California criteria pollutant trading system where some power plants gamed the system to delay emission reductions.  They are also rightfully skeptical of the claims of some trading proponents whose free market ideology does not match up with the facts that giveaways of free permits enrich polluting corporations and utilities, and offsets have the potential for financial shell games and manipulation.  However, some of these groups have romanticized command and control regulations. Unlike criteria pollutants, there is no quick regulatory fix for CO2.  Regulations only, without a carbon price, could be very expensive.  We still need regulations.  The climate is in dire straits.  But we can’t give away checks for free.
The specifics of carbon market design elements that could address these advocacy groups’ specific objections.  Dislike giveaways? Well, CARB could auction 100% of permits. Dislike offsets? Ban 'em. What about inequality in the use of allowance value? A Cap & Dividend
, or Carbon Share
, approach addresses this directly.

Environmental justice and human rights:  The Declaration of Independence states:  We hold these truths to be self-evident, that all men are created equal, that they are endowed by their Creator with certain unalienable Rights, that among these are Life, Liberty and the pursuit of Happiness.
University of Massachusetts professor James Boyce writes
:  Pollution burdens should be distributed fairly, as advocated by the EJ movement, rather than concentrated in particular communities... [and] polluters should pay for their use of the limited waste-absorptive capacities of our air and water... In keeping with the principle that the environment belongs in common and equal measure to us all, the money the polluters pay should be distributed fairly to the public, as we are the ultimate owners of the air and water.
Even if they don't have access to a car or electricity yet, the poorest people in Africa have a right to their portion of the limited global emissions allowed under a global cap. Groups such as EcoEquity in the U.S., the Ireland-based Foundation for the Economics of Sustainability (FEASTA), and CSE India advocate for distributing shares or revenues from payments from upstream emitters to all individuals. California can start us down the path to equal ownership of this atmospheric Commons. Everyone gets the same dividend. Everyone gets the same Share.  People get paid as they gain understanding that we are all involved in climate protection together.
The insider politics of giving away pieces of the allowance revenue pie to special interests failed to get a climate bill through in Congress in 2009.  But an equal rights/Commons-based approach could unify diverse constituencies and get us out of the current zero sum game.  Everyone gains from being part of a society where each person is treated fairly. CARB can provide a template for national and international climate policy by providing equal dividends or shares to all Californians.
These comments are my own and do not reflect those of any organization with which I am affiliated.

Sincerely,
Mike Sandler

� � HYPERLINK "http://climatechange.ca.gov/eaac/" �http://climatechange.ca.gov/eaac/� 


� � HYPERLINK "http://www.capanddividend.org" �www.capanddividend.org� 


� � HYPERLINK "http://www.carbonshare.org" �www.carbonshare.org� 


� � HYPERLINK "http://triplecrisis.com/the-environment-as-our-common-heritage/" �http://triplecrisis.com/the-environment-as-our-common-heritage/� 





2

