














PROVIDING FREE
ALLOCATIONS, AT
LEAST FOR THE NEAR-
TO-MID TERM, WOULD
GREATLY LESSEN THE
COST PRESSURES ON
THESE INDUSTRIES
THAT MIGHT
OTHERWISE LEAD TO
PRODUCTION CUTBACKS
DOMESTICALLY.
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TABLE ES-D

REAL OPERATING SURPLUS ABOVE BAU (%)
90 PERCENT ALLOCATION PoLicy vs. No
ALLOCATION CASE, MID-CO, PRICE CASE [NCPA]

2020 2030
Industry Sector
No 920% No 90%
Allocation | Allocation | Allocation | Allocation

Primary Aluminum -6.4 -1.7 -16.5 -7.6
Secondary Aluminum -3.1 -0.8 -8.3 -3.8
Iron & Steel -24.0 -6.2 -39.6 -18.2
Paper & Paperboard -11.7 -3.0 -38.4 -17.7
Petrochemicals -1.2 -0.3 2.2 -1.0
Chlor-Alkali -10.0 -2.6 -19.9 -9.2

allowances that are distributed would
decrease 2 percent annually. The results
showed that, for each of the industries,

the declines in operating surplus would be
reduced by nearly three-quarters under the
allocation scenario compared to the non-
allocation case by 2020, and by roughly 50
percent by 2030. As Table ES-D shows, every
industry would benefit from the same large
gains if the allocation allowance measure
were enacted. (Note: This scenario assumes
no new investments in energy efficiency
improvements).

Allocating allowances to firms also
substantially decreases the efficiency
improvements needed to offset increased
energy costs, allowing more time to develop
and deploy advanced technologies (see

Figure ES-3). By 2020, these requirements
for the different energy sources (fuel,
electricity, feedstock) with the allocation
would be diminished by from 70 to over

80 percent across the industries compared
to the no allocation case. Nevertheless, for
iron and steel at least, some requirements
would still be significant though achievable.
For example, by 2020, the required fuel

and feedstock efficiency gains would be 9
percent and 12 percent in the 90 percent
allocation scenario, compared to 34 percent
and 42 percent, respectively, without an
allocation. The implication of these findings
is that providing free allocations, at least
for the near-to-mid term, would greatly
lessen the cost pressures on these industries
that might otherwise lead to production
cutbacks domestically.



CONCLUSIONS

Manufacturing remains a vital part of the
American economy. Many business, labor,
and political leaders are rightly concerned
that climate policies may contribute

to the erosion of U.S. manufacturing
competitiveness. This challenge is especially
acute for energy-intensive basic materials
manufacturing industries, which form the
cornerstone of the nation’s manufacturing
base. There is particular concern about
climate policy impacts on this sector, which
is especially vulnerable to both rising energy
costs and global competition. A primary goal
of climate policy, therefore, should be to
help energy-intensive industries reduce their
dependence on fossil-fuels while improving

their productivity and competitiveness in
global markets.

The findings presented in this report
show that climate policies that price CO,
could have significant impacts on the
competitiveness of U.S. energy-intensive
manufacturing sectors over the next two
decades if climate regulations are applied
only in the United States, and no action is
taken to invest in advanced low- and no-
carbon technologies or otherwise mitigate
the cost impacts on these industries. The
extent of these impacts would vary across
industries, depending on their energy-
intensities, the mix of energy sources they
rely on (electricity, natural gas, coal), and
how energy is used in production activities
(heat and power, feedstock). An industry’s

MANY BUSINESS,
LABOR, AND POLITICAL
LEADERS ARE RIGHTLY
CONCERNED THAT
CLIMATE POLICIES
MAY CONTRIBUTE TO
THE EROSION OF U.S.
MANUFACTURING
COMPETITIVENESS.

FIGURE ES-3
ENERGY EFFICIENCY GAINS REQUIRED BY 2020
(CumuLATIVE) MID-CO3 PRICE PoLicY CASE,
90% ALLOCATION [PERCENT OF BAU]
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POLICY MEASURES
THAT MITIGATE THE
SHORT- TO MID-

TERM COST IMPACTS
OF CLIMATE POLICY
WOULD BUY TIME
FOR—AND, IF COUPLED
WITH APPROPRIATE
POLICIES, ENCOURAGE—
ENERGY-INTENSIVE
MANUFACTURERS

TO MAKE THE
TRANSITION TO LOW-
CARBON PRODUCTION
PROCESSES.

sensitivity to foreign imports and its
ability to pass through cost increases to

its customers in the face of international
market competition are also major factors.

Our results also show that the energy
efficiency gains required to offset the
energy cost impacts from climate policies
for energy fuels used for heat an power
would range from 14 percent to 34 percent,
by 2020. Iron and steel and paper and
paperboard, in particular, would require the
largest energy fuel efficiency gains. We also
estimated that the former would require

as much as a 42 percent gain in feedstock
consumption. While relatively low-cost
incremental improvements in energy use
are possible over the near-to-mid term,
much larger gains, requiring substantial
investments in advanced low- or no-carbon
production processes, would be necessary
over time.

Our findings further suggest that policy
measures that mitigate the short-to
mid-term cost impacts of climate policy
would buy time for—and, if coupled with
appropriate policies, encourage—energy-
intensive manufacturers to make the
transition to low-carbon production
processes. In particular, we found that with
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an allocation of a 90 percent allowance,
reduced by 2 percent yearly, a substantial
decrease in efficiency improvements would
be needed to offset increased energy costs,
allowing more time to develop and deploy
advanced technologies. Furthermore, with
such an allocation, declines in operating
surplus for the Mid-CQO, Price Policy, would
be reduced by nearly three-quarters by 2020,
and by roughly 50 percent by 2030.

In short, our findings strongly suggest that
over the long-run, technologies are available
to enable energy-intensive industries to
achieve sufficient efficiency gains to offset
and manage the additional energy costs
arising from a climate policy. However,

we also strongly believe that the industries
analyzed will need additional measures
that both mitigate these cost impacts in
the short-to-medium term, and policies
that encourage and facilitate the transition
of energy-reliant companies (and their
employees) to a low-carbon future, while
enhancing their competitiveness in global
markets.
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The savings below are achieved when PC recycled fiber is used in place of virgin fiber. Your project
uses 955 |bs of paper which has a postconsumer recycled percentage of 25%.

2 trees preserved for the future 6 Ibs waterborne waste not created
852 gallons wastewater flow saved 94 |bs solid waste not generated
186 |bs net greenhouse gases prevented 1,420,563 BTUs energy not consumed

In keeping with our environmental initiatives, we engaged a printer that is carbon neutral, FSC
certified, and an EPA Climate Leader Partner. This project was printed on FSC certified paper
using vegetable-based inks.

:
CLIMATE : — 0: | GREEN
LALA DDA FSC Prirbng Process :q
e Mixed Sources ‘ i = m
Product group from well-managed
forests, controlled sources and
recycled wood or fiber

Cert no. SW-COC-1689
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