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CLIMATE CHANGE FINANCE: PROVIDING
ASSISTANCE FOR VULNERABLE COUNTRIES

TUESDAY, JULY 27, 2010

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON ASIA, THE PACIFIC
AND THE GLOBAL ENVIRONMENT,
COMMITTEE ON FOREIGN AFFAIRS,
Washington, DC.

The subcommittee met, pursuant to notice, at 2:22 p.m., in room
2172, Rayburn House Office Building, Hon. Eni F.H. Faleomavaega
(chairman of the subcommittee) presiding.

Mr. FALEOMAVAEGA. The subcommittee hearing will come to
order.

This is the Subcommittee on Asia, the Pacific and the Global En-
vironment of the Committee on Foreign Affairs. The topic of discus-
sion this afternoon is Climate Change Finance: Providing Assist-
ance for Vulnerable Countries.

As is the procedure in most hearings, I am going to give my
opening statement; and then my good friend, the ranking member
of the subcommittee, the gentleman from Illinois, Mr. Manzullo,
will give his opening statement. He will be followed by my good
friend from California, Congressman Rohrabacher, who will give
his opening statement. Then we will invite our guests to give their
testimony.

Today’s hearing on climate change finance is the third in a series
focused on the impact of global warming on the most vulnerable
nations. Last December in Copenhagen, President Obama, along
with other developed country leaders, pledged to raise $30 billion
between 2010 and 2012 for “fast start” adaptation and mitigation
efforts for countries most in need. Developed countries also com-
mitted to providing $100 billion annually by 2010 to developing na-
tions, conditioned on all major economies agreeing to “meaningful
mitigation actions and full transparency as to their implementa-
tion.”

While the accord did not delineate precisely where the funds
would come from or how they would be disbursed, Secretary of
State Hillary Clinton said funding would be derived from public,
private, bilateral, multilateral, and alternative sources.

The commitments made by the developed world to developing na-
tions were essential to achieving the Copenhagen Accord during
the much-anticipated 15th session of the conference of the parties.
Negotiations nearly faltered until developed nations agreed to con-
tribute resources to counter the effects of climate change in devel-
oping countries.

o))



2

As the Copenhagen Accord itself states,

“Enhanced action and international cooperation on adaptation
is urgently required to ensure the implementation of the con-
vention by enabling adaptation actions aimed at reducing vul-
nerability and building resilience in developing countries, espe-
cially in those that are particularly vulnerable, especially the
least-developed countries, small island developing states and
Africa. We agree that developed countries shall provide ade-
quate, predictable and sustainable financial resources, tech-
nology and capacity building to support the implementation of
adaptation action in developing countries.”

The Accord was an important step forward in achieving a legally
binding global agreement to limit greenhouse gas emissions, a step
which is essential to avoiding the worst consequences of climate
change. While the pledges made by developing countries are sub-
stantial, they are both necessary and very much in our own inter-
est. Ironically, the poorest countries, those that have contributed
the least to global greenhouse gas emissions, will suffer 75 to 80
percent of the cost of climate change-induced damages, according to
the World Development Report of 2010.

Moreover, as Anthony Zinni, retired Marine Corps General and
former Commander of the U.S. Central Command, succinctly stat-

ed,

“We will pay for this one way or another. We will pay to reduce
greenhouse gas emissions today, and we will have to take an
economic hit of some kind; or we will pay the price later in
military terms, and that will involve human lives. There will
be a human toll.”

General Zinni’s views were confirmed by the 2010 Quadrennial
Defense Review, which states,

“While climate change alone does not cause conflict, it may act
as an accelerant of instability or conflict, placing a burden to
respond on civilian institutions and militaries around the
world. Extreme weather events may lead to increased demands
for defense support, to civil authorities for humanitarian as-
sistance, or disaster response both within the United States
and overseas.”

Last week, I introduced House Resolution 1552 supporting fi-
nance for developing countries consistent with the Copenhagen Ac-
cord’s goals and calling for enactment of comprehensive energy and
climate change legislation that includes provisions for international
finance.

Meanwhile, my good friend, Congressman Russ Carnahan from
Missouri, is working on introducing the Global Climate Fund Act
which will lay out a pathway for distribution of funding for mitiga-
tion and adaptation based on the Copenhagen Accord and modeled
after the successful Global Fund to Fight AIDS, Tuberculosis, and
Malaria, which received essential U.S. financial support under the
George W. Bush administration.

In addition, Congressman Pete Stark introduced H.R. 5873, the
Investment in Our Future Act, which would direct revenues from
a small tax on all currency transactions involving U.S. purchases
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to fund domestic child care programs and global health and climate
change mitigation initiatives.

These legislative efforts will help us meet the pledges of the Co-
penhagen Accord, provide essential assistance to the countries most
vulnerable to climate change, and help avoid the mass migration,
diminished food production, and competition over resources that
could lead to conflict and instability requiring costly international
response.

Examples of the impact of developed countries’ emissions on
poorer countries can be found around the world, including the
South Pacific, where my own home lies.

As Ambassador Marlene Moses of Nauru has said,

“The Pacific island developing states bear almost no responsi-
bility for the onset of climate change, yet we are suffering the
consequences today. It is undermining our food security, water
security and territorial integrity. Climate change is a man-
made disaster, and redress for the damage being done to our
island nations is long overdue.”

We convene today’s hearing as the Senate takes up energy legis-
lation, albeit vastly diminished in scope from the Waxman-Markey
bill that was passed last year by the House. Among many other
issues, the Waxman-Markey bill included provisions for inter-
national finance. Senate legislation does not consider such funding,
let alone a cap on greenhouse gas emissions. Indeed, as rolled out
yesterday, the bill is simply focused on raising the liability caps on
spills for oil companies and encouraging modest energy efficiency
improvements.

The Senate’s small bill is discouraging for those of us committed
to addressing climate change, but we will not give up the fight. I
hope that today’s hearing will contribute in some small way toward
that effort.

Today’s hearing was organized by Melanie Mickelson-Graham, a
presidential management fellow on rotation to the subcommittee
from the Department of Energy. And I just want to note this per-
sonally. Melanie is a specialist on energy and climate change in
Asia. She has lived and traveled in China and is fluent in Man-
darin. She previously worked with the Cohen Group and the U.S.
Department of Defense and the U.S. Senate. She graduated with
distinction from the Nitze School of Advanced International Studies
at Johns Hopkins University and received her bachelor’s degree in
economics with honors from my alma mater, Brigham Young Uni-
versity. She is also the proud mom of an active 1-year-old boy who
is learning Chinese.

We deeply appreciate the work that Melanie has done for the
subcommittee and look forward to the testimony from government
officials and experts in the fields of climate change and finance who
will share their thoughts on the Copenhagen Accord and on meet-
ing its promise to raise and disburse funds for climate finance effi-
ciently, effectively and transparently.

Given that we have eight witnesses testifying before us today, 1
ask that you limit your testimony to 5 minutes and submit your
complete statements which will be made available for the record,
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without objection. And I also ask members to limit their opening
statements and questions to 5 minutes each.

I now recognize my good friend and ranking member from Illi-
nois for his opening statement.

[The prepared statement of Mr. Faleomavaega follows:]

COMMITTEE ON FOREIGN AFFAIRS
U.S. HOUSE OF REPRESENTATIVES
WASHINGTON, D.C. 20515

STATEMENT OF
THE HONORABLE ENI F.H. FALEOMAVAEGA
CHATIRMAN

before the
SUBCOMMITTEE ON ASIA, THE PACIFIC, AND THE
GLOBAL ENVIRONMENT

“Climate Change Finance: Providing Assistance for Vulnerable Countries”

July 27, 2010

Today’s hearing on climate change finance is the third in a series focused on the
impact of global warming on the most vulnerable nations.

Last December in Copenhagen, President Obama, along with other developed
country leaders, pledged to raise $30 billion between 2010 and 2012 for fast-start
adaptation and mitigation efforts for countries most in need. Developed countries also
committed to provide $100 billion annually by 2020 to developing nations, conditioned
on all major economies agreeing to “meaningful mitigation actions and. .. full
transparency as to their implementation.”

While the Accord did not delineate precisely where the funds would come from or
how they would be disbursed, Secretary of State Hillary Clinton said funding would be
derived from public, private, bilateral, multilateral and alternative sources.

The commitments made by the developed world to developing nations were
essential to achieving the Copenhagen Accord during the much-anticipated 15th Session
of the Conference of the Parties. Negotiations nearly faltered until developed nations
agreed to contribute resources to counter the effects of climate change in developing
countries.

As the Copenhagen Accord itself states, “Enhanced action and international
cooperation on adaptation is urgently required to ensure the implementation of the
Convention by enabling and supporting the implementation of adaptation actions aimed
at reducing vulnerability and building resilience in developing countries, especially in
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those that are particularly vulnerable, especially least developed countries, small island
developing States and Africa. We agree that developed countries shall provide adequate,
predictable and sustainable financial resources, technology and capacity-building to
support the implementation of adaptation action in developing countries.”

The Accord was an important step forward in achieving a legally binding global
agreement to limit greenhouse gas emissions, a step which is essential for avoiding the
worst consequences of climate change. And while the pledges made by developing
countries are substantial, they are both necessary and very much in our own interest.
Tronically, the poorest countries, those that have contributed the least to global
greenhouse gas emissions, will suffer 75 to 80 percent of the cost of climate change-
induced damages, according to the World Development Report 2010.

Moreover, as Anthony Zinni, retired Marine Corps General and former
Commander of U.S. Central Command, succinctly stated, “We will pay for this one way
or another. We will pay to reduce greenhouse gas emissions today, and we’ll have to take
an economic hit of some kind. Or we will pay the price later in military terms. And that
will involve human lives. There will be a human toll.”

His views were contirmed by the 2010 Quadrennial Defense Review which states
that, “While climate change alone does not cause conflict, it may act as an accelerant of
instability or contlict, placing a burden to respond on civilian institutions and militaries
around the world... extreme weather events may lead to increased demands for defense
support to civil authorities for humanitarian assistance or disaster response both within
the United States and overseas.”

Last week, I introduced House Resolution 1552 supporting finance for developing
countries consistent with the Copenhagen Accord’s goals and calling for enactment of
comprehensive energy and climate change legislation that includes provisions for
international finance.

Meanwhile, my good friend, Representative Russ Carnahan from Missouri, is
working on introducing The Global Climate Fund Act. That bill will lay out a pathway
for distribution of funding for mitigation and adaptation, one based on the Copenhagen
Accord and modeled after the successful Global Fund to Fight AIDS, Tuberculosis, and
Malaria, which received essential U.S. financial support under the George W. Bush
Administration. In addition, Congressman Pete Stark introduced H.R. 5873, the
Investing in Our Future Act, which would direct revenues from a small tax on all
currency transactions involving U.S. persons to fund domestic childcare programs and
¢lobal health and climate change mitigation initiatives.

These legislative efforts will help us meet the pledges of the Copenhagen Accord,
provide essential assistance to the countries most vulnerable to climate change, and help
avoid the mass migration, diminished food production, and competition over resources
that could lead to conflict and instability requiring costly international response.



6

Examples of the impact of developed countries’ emissions on poorer countries
can be found around the world, including the South Pacific, where my own home lies.
As Ambassador Marlene Moses of Nauru has said, “The Pacific [Small Island
Developing States] bear almost no responsibility for the onset of climate change, yet we
are suffering the consequences today. It is undermining our food security, water security,
and territorial integrity. Climate change is a man made disaster, and redress for the
damage being done to our islands is long overdue.”

We convene today’s hearing as the Senate takes up energy legislation, albeit
vastly diminished in scope from the Waxman-Markey bill passed last year by House.
Among many other issues, Waxman Markey included provisions for international
finance. The Senate legislation does not consider such funding, let alone a cap on
greenhouse gas emissions. Indeed, as rolled out yesterday, the bill is simply focused on
raising the liability caps on spills for oil companies and encouraging modest energy
efficiency improvements.

The Senate’s small bill is discouraging for those of us committed to addressing
climate change. But we will never give up the fight. And I hope that today’s hearing will
contribute in some small way toward that effort.

Today’s hearing was organized by Melanie Mickelson-Graham, a Presidential
Management Fellow on rotation to the Subcommittee from the Department of Energy.
Melanie specializes in energy and climate change in Asia. She has lived in and traveled to
China and is fluent in Mandarin. She previously worked for the Cohen Group, the US
Department of Defense, and the US Senate. She graduated with distinction from the Nitze
School of Advanced International Studies at The Johns Hopkins University, and received
a bachelor’s degree in economics with Honors from my alma mater, Brigham Young
University. She is also the proud mom of an active 1-year old boy who is learning
Chinese. We appreciate the work she has done for the Subcommittee and look forward to
the testimonies from government officials and experts in the fields of climate change and
finance who will share their thoughts on the Copenhagen Accord, and on meeting its
promises to raise and disburse funds for climate finance efficiently, effectively and
transparently.

Given that we have 8 witnesses testifying before us today, we would ask that you
limit your oral testimony to 5 minutes, and submit your complete statements for the
record. I will also ask all Members to limit their opening statements and questions to 5
minutes each.
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Mr. MANZULLO. Thank you, Mr. Chairman, for calling this hear-
ing on foreign assistance funding for climate change and the U.N.
climate change negotiations.

This is an issue that generates a lot of strong feelings on both
sides, and I know your keen interest in this matter. I applaud your
passion for tackling challenging problems under the subcommittee’s
jurisdiction, but this topic has a lot of agreements and a lot of dis-
agreements.

The current problem with addressing climate change through a
massive cap and trade scheme and related energy tax is that it will
do little to prevent the harm that is occurring to people on a daily
basis. When the House of Representatives passed cap and trade
legislation last year, supporters of that legislation included 1,000
pages of new government spending on programs that fail to stop
global pollution.

I have long proposed that the best approach to addressing chem-
ical pollutants is to attack the problem at its source: Work with for-
eign countries to stop emitting harmful pollutants into the atmos-
phere, the ground, and our water through practical and technical
solutions. Unfortunately, the term “climate change” only encom-
passes narrowly what happens in the air and not on the ground
and in the water. These pollutants do not respect boundaries and
have found their way into our food system.

During the 110th Congress, I authored legislation to address this
during the debate on the International Climate Reengagement Act
in the Foreign Affairs Committee. Given the fragile state of our Na-
tion’s economy, particularly the unacceptably high unemployment
rate, how can we seriously ask the American taxpayer to dig deep-
er into their pockets so that yet another government program gets
funded? It is hard to tell good, hardworking Americans who have
either lost their jobs or are in fear of losing them that borrowing
money from China, which is now the world’s largest consumer of
energy and emitter of greenhouse gases, to provide climate change
mitigation assistance to the foreign nations is a good idea.

The U.S. already provides over $23 billion a year on foreign as-
sistance funding. Under the Obama administration, funding for cli-
mate assistance rose from $315 million in Fiscal Year 2009 to $1.3
billion in Fiscal Year 2010, and the Fiscal Year 2011 budget re-
quest for climate change assistance is over 40 percent above cur-
rent levels, to $1.9 billion.

The unemployment rate in Rockford, the largest city that I rep-
resent, is officially 16.1 percent. Add 7 percent to that, and one out
of four people are out of work. I know that cities across America
are experiencing the same tragic job losses that my constituents
are in Rockford.

Policies such as cap and trade will do nothing other than to push
America’s already fragile manufacturing sector over the cliff; and
it will do nothing to reduce global levels of greenhouse gas emis-
sions, because then other emerging economies would be doing the
manufacturing in a less energy efficient manner that used to be
done in our country.

Thus, I want the American people to clearly understand that the
intention of the administration and the majority party in Congress
is to contribute more funding toward the U.N.s $200 billion green
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climate fund. To underscore this point, the World Bank and Dutch
Foreign Ministry sponsored a paper by renowned Yale economist
Robert Mendelsohn confirming the largest threat to long-term eco-
nomic growth is excessive near-term mitigation efforts.

The report also notes that the total cost for mitigation could top
$2 trillion. That is almost equal to the total amount of foreign as-
sistance funding that the entire developed world spent in 50 years.

In this document, Mendelsohn says grim descriptions of the long-
term consequences of climate change have given the impression
that the climate impacts from greenhouse gases threaten long-term
economic growth. However, the impact of climate change on the
global economy is likely to be quite small over the next 50 years.
Severe impacts, even by the end of the century, are unlikely. The
greatest threat that climate change poses to long-term economic
growth is from potentially excessive near-term mitigation efforts.

We are looking at a marathon and not a short sprint. Thus, it
is our duty to ensure that we do not waste precious resources. And
I respectfully ask that this report be included in the record.

Mr. FALEOMAVAEGA. Without objection, so ordered.

Mr. MANzULLO. Finally, Mr. Chairman, I want to welcome Dr.
Redmond Clark to testify before the subcommittee. Dr. Clark is a
constituent from northern Illinois. It is an honor to have him here
today. He is a business and community leader who has real-world
insight on climate change, renewable energy, and global pollution;
and he is my constituent.

Thank you for calling the hearing.

Mr. FALEOMAVAEGA. Thank you. I thank the gentleman from Illi-
nois.

I recognize my good friend, the gentleman from California, for
his opening statements.

Mr. ROHRABACHER. Thank you very much, Mr. Chairman.

Let us just note it is a bit unnerving that we are here at a time
when we have such widespread economic hardship going on in our
country and that we are seriously then talking about borrowing
even more money from China in order to help other nations that
might be affected by so-called man-made global warming.

Mr. Chairman, even if the whole concept of global warming was
not fraudulent, we can’t carry this burden for the whole world. And
I happen to believe, of course, that the premise that we are talking
about is wrong. I am a senior member of the Science Committee.
I have gone through hearing after hearing on this, and it is evident
to me that there are prominent scientists throughout the world
who totally disagree with this concept that humankind carbon diox-
ide emissions are going to make the world warmer and warmer and
that it is going to have such a deleterious effect and it is having
a deleterious effect on the world.

For the record, I would like to place the names of at least 100
of the 1,000 prominent scientists, by the way, thousands of promi-
nent scientists who put their names to petitions suggesting that
the concept of man-made global warming is not correct.

Mr. FALEOMAVAEGA. Without objection.

Mr. ROHRABACHER. Thank you.
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I would highlight three of these incredibly respected scientists
who have been published in peer-reviewed research that con-
tradicts the orthodoxy of man-made global warming.

By the way, these three scientists were recently included in a
blacklist by the National Academy of Science in a last-ditch effort
to save some vestige of their own credibility after the revelations
that we found recently from purloined e-mails that underscore and
tend to prove that there has been fraud involved in this whole ef-
fort.

The first one is Freeman Dyson, who is a professor of physics at
the Institute for Advanced Study at Princeton and one of the
world’s most respected physicists. He was put on a blacklist for not
going along with the man-made global warming theory.

Frank Tipler, a professor of both mathematics and physics at
Tulane University and one of the leading cosmologists in the world.

Roy Spencer, a climatologist and a principal research scientist at
the University of Alabama at Huntsville, and through his decades
of work at NASA is a leading expert in the use of satellites to
measure the temperature of the Earth.

Now as you review the blacklist, it becomes very clear that these
are leading experts in every scientific and technological field, and
they have been blacklisted because they disagree with the so-called
consensus which we hear every time in discussing global warming.

The debate is over. Now how many times have we heard that?
Debate over; case closed. For everybody who has heard that expres-
sion, which we have heard hundreds of times, it just underscores
the fact that we have a con game going on, and people want to shut
off debate, and there has not been an honest debate on this issue.

Let us note that the purloined e-mails that were made public
about 6 months ago now did demonstrate that those climatologists
and researchers who had very generous research grants, both at
East Anglica and their communication with researchers here, had
conducted themselves in a very unprofessional way. They had
talked together about suppressing dissent. They talked about con-
structing data and building up fraudulent claims against people
who disagree with them. They actually used data that was based
on idle speculation by graduate students, rather than by research,
especially when it came to glaciers retreating and rainforests that
are supposedly disappearing. Sometimes, they actually used data
and wildly misrepresented it.

And then there are actually e-mails suggesting that they are
going to hide and destroy data if asked for it by people who were
questioning their results.

This type of arrogance on the part of those engaged in global
warming research should be an alarm bell for all of us. We should
not be basing our policy on this type of scientist who has benefited
from major research grants and would do anything to protect their
turf because that is their rice bowl. We should make sure that we
have an honest and open look at this issue before we commit bil-
lions and billions of dollars that should be going to help our own
people in order to give to other countries in order to balance off the
effects of something that these scientists believe doesn’t really
exist, and that is man-made global warming.
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I thank you very much for permitting me to at least insert in this
part of the debate, when we are talking about these issues, into
this discussion. It is important for us to note that this is not a fait
accompli and that all people agree that man-made global warming
is the threat that justifies some of the actions that are being advo-
cated.

Thank you, Mr. Chairman.

Mr. FALEOMAVAEGA. I thank the gentleman from California.

One thing I will say is that over the years, my good friend, the
gentleman from California, and I have had healthy disagreement
on certain issues. I think he was very poetic in his previous expres-
?ion that global warming is global baloney, or something to that ef-

ect.

I do respect my good friend’s opinion. It is unfortunate to hear
that somebody blacklisted a group of scientists who may have dif-
fering views on global warming and climate change. The very rea-
son we are having this hearing this afternoon is to have an open
debate. I hope the gentleman will stay here so we will have this
interesting dialogue with some of our expert witnesses and see how
it goes.

We have invited a very distinguished panel of experts, in my
humble opinion, in their given fields to be with us this afternoon,
and to share with us their expertise and understanding of the issue
before us.

With us this afternoon is Dr. Lael Brainard, the Under Secretary
for International Affairs at the U.S. Department of Treasury, a po-
sition for which she was confirmed in the U.S. Senate. Dr.
Brainard advances the administration’s agenda of strengthening
U.S. leadership in the global economy to foster growth, create eco-
nomic opportunities for Americans and address transnational eco-
nomic challenges, including development, climate change, food se-
curity and financial inclusion.

Most recently, Dr. Brainard was vice president and founding di-
rector of the Global Economy and Development Program at the
Brookings Institution, where she held the Bernard L. Schwartz
chair in international economics and directed the Brookings Initia-
tive on Competitiveness.

Previously, Dr. Brainard was also an associate professor of ap-
plied economics at the Massachusetts Institute of Technology’s
Sloan School of Management. Dr. Brainard received her master’s
and doctoral degrees in economics from Harvard University, where
she was a National Science Foundation fellow. She graduated with
the highest honors from Wesleyan University. She is also the re-
cipient of a White House Fellowship and a Council on Foreign Re-
lations International Affairs Fellowship.

With us also is Dr. Jonathan Pershing, deputy special envoy for
climate change at the U.S. Department of State. Dr. Pershing was
appointed deputy special envoy for climate change last year. In his
capacity he serves as the head of the U.S. delegation to the U.N.
climate change negotiations and reports to Special Envoy Todd
Stern, responsible for U.S. international climate change policy.

Prior to arriving at the State Department, Dr. Pershing was at
the World Resources Institute, a non-profit think tank, where he
headed their climate and energy program and undertook research
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and policy analysis, and facilitated government, business and NGO
climate efforts both domestically and internationally.

Dr. Pershing holds a Ph.D. in geophysics, has worked as an oil
geologist, served as a faculty member at American University and
the University of Minnesota and is the author of dozens of articles
and a number of books on climate change and climate change pol-
icy.

There you go, Mr. Rohrabacher. I think we are going to have a
very good dialogue this afternoon.

With us also is Rear Admiral David Titley, oceanographer and
navigator of the U.S. Navy. A native of New York, Rear Admiral
Titley was commissioned through the Naval Reserve Officers
Training Commission in 1980. He has served several assignments
on several ships.

Admiral Titley has commanded the Fleet Numerical Meteorolog-
ical and Oceanographic Center in Monterey, California. He was the
first commanding officer of the Naval Oceanography Operations
Command. He served his initial flag tour as commander at the
Naval Meteorology and Oceanography Command.

He has had assignments in Pearl Harbor and Guam—both very
interesting. Admiral Titley also served on the U.S. Commission on
Ocean Policy, as special assistant to the chairman, James Watkins,
for physical oceanography, and as senior military assistant to the
director of net assessment in the office of the Secretary of Defense.

Admiral Titley has a bachelor’s degree from Penn State Univer-
sity, a master’s in meteorology and physical oceanography and a
Ph.D. in meteorology, both from the Naval Postgraduate School.

I am very glad to have you, Admiral, this afternoon.

Last but not least is Dr. Maura O’Neill. Dr. O’Neill is the senior
counselor to the administrator and chief innovation officer of the
U.S. Agency for International Development. In the public, private
and academic sectors, Dr. O’Neill has focused on creating entrepre-
neurial and public policy solutions for some of the toughest prob-
lems in the fields of energy, education, infrastructure financing,
and business development.

Before coming to USAID, she served as chief of staff and senior
advisor for energy and climate at the U.S. Department of Agri-
culture, and before that as chief of staff for U.S. Senator Maria
Cantwell from Washington State. Dr. O’Neill has started four com-
panies in the field of energy, digital education and high technology.
She received her MBAs from Columbia University and the Univer-
sity of California at Berkeley and currently serves on the faculty
of the Lester Center for Entrepreneurship and Innovation at U.C.
Berkeley. She earned her Ph.D. at the University of Washington.

I would like to have Dr. Brainard start us off with her testimony.

STATEMENT OF THE HONORABLE LAEL BRAINARD, UNDER
SECRETARY FOR INTERNATIONAL AFFAIRS, U.S. DEPART-
MENT OF THE TREASURY

Ms. BRAINARD. Thank you, Chairman Faleomavaega, Ranking
Member Manzullo, and Congressman Rohrabacher. I appreciate the
opportunity to discuss climate finance for vulnerable countries.

In his national security strategy, President Obama highlighted
the national security imperative of global climate change. With en-
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vironmental degradation fueling instability and conflict, addressing
climate change in developing countries protects our national secu-
rity no less than it promotes our national interest and values.

The President also noted there is no effective solution to climate
change that does not depend upon all nations taking responsibility.
Climate change is a global problem requiring a global solution.

Climate and development are increasingly two sides of the same
coin. Choices surrounding climate will greatly determine the fate of
the poor, just as choices on the path out of poverty will greatly in-
fluence the fate of the climate.

Let me make three brief observations about our work on climate
and development, focusing on how Treasury directs and leverages
multilateral financial tools to tackle these challenges.

First, we believe U.S. investments in the multilateral trust funds
are highly efficient, effective, and transparent. The funds are high-
ly leveraged, ensuring a high return for U.S. taxpayer investments.
By leveraging other donors, these funds maximize contributions
which amount to nearly $5 for every dollar the United States in-
vests.

Moreover, because these investments are centered in the multi-
lateral development banks, we utilize our leadership of those insti-
tutions to mainstream climate change considerations into their core
lending portfolios in addition to the trust funds, which is a force
multiplier. This is most evident in the more than tripling of World
Bank core lending for renewable energy and energy efficiency over
the last 5 years from $1 billion to nearly $3.5 billion a year. In
short, these are wise investments at a time when we are faced with
difficult fiscal choices.

The multilateralism of the funds also give the contributions to
them additional legitimacy. The cooperative and inclusive nature of
those investments where developing countries sit on the governing
boards are valued in international negotiations, and we design the
funds to be innovative. They include country-owned plans and flexi-
ble financing mechanisms that catalyze private-sector investment
and civil-society involvement, which means more traction, more
scale, and more sustainability for the people they are intended to
protect and serve; and they focus tightly on results and impact.

Second, our investments in the multilateral climate trust funds
strengthens the resilience of the most vulnerable nations. As this
subcommittee recognizes, the countries most vulnerable to the im-
pacts of climate change have the least capacity to respond. There-
fore, one of our primary policy goals of our climate financing must
be to help these countries climate proof.

The pilot program for climate resilience, for example, works to
integrate climate adaptation into core development planning, coast-
al and water management, food security and production, risk man-
agement and early warning systems, and infrastructure adapta-
tion. It does so in a number of the poorest countries and regions,
including the South Pacific, Bangladesh, Cambodia, and the Carib-
bean, helping to restore livelihoods and protect against natural dis-
asters.

Third, our investments in these funds promote low carbon devel-
opment by protecting forests and promoting clean energy. Since
emissions from deforestation constitutes about 17 percent of the
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global greenhouse gas emissions, we must successfully protect for-
ests if we are to successfully address climate change. The Forest
Investment Program addresses the underlying causes of deforest-
ation in places like Ghana that are especially dependent upon for-
est resources.

The Tropical Forest Conservation Act forgives official debt owed
to the U.S. in return for local in-country conservation activities in
places like Indonesia. In the area of clean energy, multilateral cli-
mate funds are focusing on spurring the development and deploy-
ment of energy efficiency in wind, solar, and geothermal tech-
nologies to help curb the growth of greenhouse gas emissions, spur
private sector investment, and provide clean energy jobs into the
future.

The Clean Technology Fund catalyzes shifts to cleaner energy in
emerging economies while the Scaling-Up Renewable Energy Pro-
gram helps the poorest countries grow on a cleaner path.

These activities supported our efforts to secure the deal in Co-
penhagen where we had the experience and the credibility to talk
about future financing arrangements, providing resources for the
most vulnerable nations and creating the Copenhagen Green Cli-
mate Fund in exchange for commitments to mitigation and trans-
parency from key emerging countries like China.

So, in sum, congressional support of our efforts is vital to sus-
taining U.S. engagement leadership in the multilateral climate fi-
nance area.

For Fiscal Year 2011, the administration requested $830 million
for Treasury programs to strengthen resilience and promote low-
carbon development. We welcome congressional support of this re-
quest, which will help to galvanize action on adaptation and on
mitigation by developing countries and leverage burden sharing
contributions from other countries.

Thank you.

[The prepared statement of Ms. Brainard follows:]
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Testimony of Lael Brainard
Under Scerctary of the Treasury for Tnternational Affairs
Before the Subcommittee on Asia, the Pacific and the Global Envirenment
United States House of Representatives
July 27,2010

Chairman Faleomavaega, Ranking Member Manzullo, and members of the subcommiitee, thank
you for the opportunity to discuss climate change finance and how it assists vulnerable countries.

Addressing climate change is one of the most critical policy imperatives ol our time.
Quantifiable data and qualitative sxpericnces tell us we must act now to address it. Inthe
absence of action to curb emissions, scientists project that global temperatures will rise several
more degrees Celsius by the end of the century. And we can already observe today the growing
impact of meliing glaciers, rising oceans, endangered species, and increased pollution connected
to a warming planet.

Fach of these climatic and environmental impacts has a corresponding human cost. Water and
food shortages can lead to hunger and conflict, Raved forests can threaten (ragile and traditional
populations. Rising oceans and constrained lands can motivate climate migrants. All of these
and more can lead to energy and environmental shocks that exacerbate poverty and stymie health
advances. )

Increasingly, climate and development are two sides of the same coin. Those seeking a
sustainable climate and broadly shared development must work with each other to succeed
together—aor risk failure apart. For choices surrounding climate will greatly determine the fate
of the poor just as choices on the path out of poverty will greatly influence the fate of the
climate.

In his National Sceurity Strategy, President Obama highlights the national securily imperative of
global climate change, and notes that (herc is no effective solution to climate change that docs
not depend upon all nations taking responsibility. The Department of Defense also specifically
addressed climate change in its 2010 Quadrennial Defense Review, citing it as a potential
accelerant of instability or conflict. We must therefore act now and work in partnership to
address these challenges. We must invest and engage globally and bilaterally to foster transition
to a low-carbon growth trajectory and to support the resilience of the poorest nations to the
elfects of climate change.

This effort is central to Treasury’s mission. We help develop, diveet, and leverage the:
multilateral financial tools and international institutions that tackle these issues. Specifically, we
focus on leveraging U.S. investments in partnership with other nations, finding innovative ways
to finance actions necessary to help the most vulnerable adapt to climate change’s irreversible
effects, reduce emissions from deforestation, and use new energy technologies to generate clean
economic growth.
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Qur investments in multilateral tools and institutions, such as the Global Environment Facility
(GEF) and the Climatc Investmenl Funds (CLI%s), do just thal in a way that is highly efficient for
U.S. taxpayer doflars. By leveraging our contributions through these facilitics, we maximize
other donor coniributions—nearly $5 for every $1 the U.S. contributes. Additionally, the funds
themselves can further leverage other development bank, government, and private sector funds.
For example, in the past year, the Clean Technology Fund (CTF), part of the CIFs, approved
clean energy investment plans that blended $4.3 billion of CTF money with other financing to
mobilize total planned investmenis of over $40 billion—leveraging nearly $10 from other
sources for each CTF dollar spent,

‘T'oday, I will {ueus on three main areas of Treasury’s climate finance agenda that tackle the twin
challenges of climale change and development: financing climate resilience, promoting low
carbon development, and establishing and governing tools for action.

Financing Climate Resilience

Around the globe, the countries most vulnerable to the impacts of climate change are those that
contributed least to the problem and have the least capacily 1o respond. Many lack the linancial
resources and know-how to strengthen their resilience aguinst the cffects of climate change, even
as they remain on the front lines of environmental changes. To help these nations prepare and
adapt successfully, one of the primary policy priorities of the United States must be to help these
countries “climate proof.”

Through multilateral climate fund investments, we are addressing these priorities collaboratively
and in concrete ways, In Cambodia, where extreme climate events such as floods and droughts
are having increasingly adverse impacts and are now recognized as one of the main contributors
to poverty, a program is under development to help stabilize and sustain livelihoods. This
program will provide more accurate weather forecasting and reliable eatly warning flood
systems, which will be critical to the social and cconomic development of the people living in
the coastal regions as well as the floodplains and communities of the Mekong River Delta.

And in the Pacific Islands, which are considered by many to be a “bellwether” of climate change,
nearly $60 million has been mobilized by the CIFs, to help governments integrate climate
resilience and risk management into their economic and social policies. Through a focus on
coastal and water management, as well as food security and production, the project is helping
countries establish the local knowledge and capacity to adapt their infrastructure and prepare
their communitics.

Through these programs and other multilatcral financing efforts, we are intensely working to
strengthen resilience by pursuing innovative approaches, such as infrastructure investments to
reduce risks from flooding and sea-level rise, and improvements in forest management and land-
use planning to reduce carbon emissions and protect biodiversity. The Pilot Program for Climate
Resilience (PPCR), within the CIFs, is exploring how we might integrate climate adaptation into
core development planning in a number of the poorest countries and regions, including the South
Pacific, Bangladesh, Cambodia, and the Catibbean. Lessons from this pilot program can inform
the design of scaled-up investments in the future,
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Promoting Low-Carbon Development

Tn addition to strengthening the resitience of the most vulnerable countrics, we must also help
them satisfy their economic growth needs while reducing the emissions and environmental
impacts that have been associated with traditional development paths. Their communities must
be able to seek sustainable livelihoods from forests while protecting biodiversity and carbon
stocks. And their governments must be able to invest in and promote the clean technologies
necessary to power modern economies,

Sustaining Forests and Protecting Biodiversily

Emissions from deforestation constitute about 17 percent of global greenhousc gas emissions and
must be addressed if we are to successfully address climate change. Forests also play a vitally
important role in the livelihood of people living in and around them in low-income countries.
Through our low-carbon development efforts, we must find ways to improve forest management
and address the drivers of deforestation while also supporting the economic development of local
people.

Rwanda offers a good example of the positive impact of this type of cffort. There, the Global
Environment Facility’s projccts focus on protecting the Voleanoes National Park and Nyungwe
National Park, both recognized sites of global importance for their biodiversity and forests, and
help to build the capacity of local and national government to manage development activities
next to these protected sites, while strengthening long-term protection and adaptation for local
communities. ’

Additionally, Treasury helped to create the Forest Investment Program (FIP), also in the CIFs, in
order to enhance the mitigation potential of forests in combating climate change. FIP addresses
the key underlying causes of deforestation and builds on existing country readiness efforts to
achieve not emissions reductions from deforestation. FIP programs focus on forest governance,
forest mitigation measures, suslainable management of forests and landscapos, and on reducing
deforestation drivers outside the forcst sector in countrics, such as Ghana, that are highly
dependent upon their forest-related natural resources.

The United States also pursues the goal of protecting forests through the Tropical Forest
Conservation Act, which allows eligible low- and middle-income developing countries with
significant tropical forests to redirect certain official debt owed to the United States towards
local, in-country conservation activilies, Last ycar, we concluded an agreement with Indoncsia,
which will reduce the country’s debl payments to the United Slates by nearly $30 million over
eight years. Instead ol paying off debt, those resources can be used to provide conservation
support to Sumatra; beyond its impact on emissions, this will also help to support the habitat of
-many rare or endangered mammal, bird and plant species, including the Sumatran tiger, elephant,
rhino, and orangutan.

Promoting Clean Energy
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In the area of clean cnergy, multilateral funds are focused on spuiring the development and
deployment of & varicty of technologies- - including energy efficicney, wind, solar, and
geothermal—that will help to curb the growth of greenhouse gas cmissions and provide the clean
energy jobs of the future.

The Clean Technology Fund, one of the CIFs, is advancing our low-carbon development agenda
by helping to close the price gap between cleaner, transformative technologies and dirtier,
conventional aliernatives, The program’s financing products are used to attract funds from other
sources—such as the multilateral development banks, governments, and especially the private
sector —in arder to spur large-scale investment in clean energy, cncrgy efficiency, and
sustainablc transporl, By mobilizing this additional capital, the fund leverages neatly 10 times
the initial investment for projects. Through a blend of targeled interventions, strong country
leadership, and multilateral development bank expertise, the CTF is leading the way in the global
shift towards clean energy.

The wind farm development ongoing in Mexico’s Oaxaca region is one example of the strength
of this program. In May 2009, the fund approved a smail, but long-term loan for a 67.5
mcgawatt private-sector wind fanm. The loan attracted commercial lenders becausc it offset the
high costs of obtaining long-term finaneing and mitigated any perecived risks held by
commercial lenders, By providing this initial investment, the CT1 is helping to catalyze wind
energy development in Mexico.

Indonesia’s work with the GEF and the CIFs is another testament to the impact of these efforts.
For decades, Indonesia held the world’s largest potential for geothermal power but it was largely
unsuccessful in promoting its development. Through the work of these two programs, one
addressing the policy and investment environment, and the other mobilizing financing for large-
scale demonstration projects, Indonesia is now on the way to unlocking nearly a gigawatt of this
valuable renewable resource in the next few years for use as base load energy.

The Program for Scaling-Up Rencwable Fnergy in Low-Income Countrics, another one of the
CIT's, began opcrations in February 2010, focusing on clean energy in the most vulnerable
countries. It helps a small number of the poorest countries in their efforts to expand energy
access and increase economic growth through the scaled-up deployment of renewable energy
solutions. This program will help foster government support and know-how for the creation of
markets for renewable energy, development of the right incentives for private-sector investment,
and maximization of the productive use of renewable energy in support of broad country
devclopment goals,

Building Co-benefits: Resilience and Low-carbon Developmient

Among the many benefits of strengthening resilience while also promoting low-carbon
economies is that economic and social development occur in tandem. Cleaner, more efficient
energy infiastructure improves health and agriculture. Improved resilience promotes increased
economic investment. And projects that protect forests and other critical environmental areas
also help protect communities, and can improve a country’s focus on education, gender equality,
and capacity building at both national and local levels.
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Lstablishing and Governing Tools for Action

Treasury plays an important role in helping to design, leverage, and govem the multilatoral
financial tools and institutions that address climate change around the world. Through leadership
in the multilateral development banks (MDBs), and by representing the United Staes in the
negotiation and development of new multilateral climate funds, we have pursued innovative
agendas with a tight focus on maximizing results for taxpayer dollars and for the most vulnerable
nations.

We developed multilateral climate programs that are particularly important to our cfforts to help
the most vulnerable nations because of their collaborative approach. These MDB climate
programs Jeverage contributions from other donors, make capital investments in infiastructure,
provide a range of tailored financial products, engage in long-term policy dialogues with
recipient countries, and work across a large number of nations. Multilateral assistance also
promotes institutional structures governed jointly by developed and developing countries. These
structures are needed to ensure a coordinated global response to climate change, and our
participation enhances U.S. credibility with our international partners. In fact, multilateral
assistance gives the United States additional legitimacy in international negotiations because of
the cooperaiive and inclusive naturc of the investments.

To further the impact of the multilateral climate funds, Treasury actively promotes and pursues
reforms and innovations at the funds, For example, Treasury played a critical role in the design
and oversight of the two parts of the CIFs: the Clean Technology Fund and the Strategic Climate
Fund, both of which seek to drive transformational change in developing countries by channeling
scaled-up climate financing through the MDBs.

Through U.S. leadership and engagement, we helped incorporate several groundbreaking
characteristics that will make the funds more effective at addressing climate needs than
traditional develapment channels. Specifically, innovations include adopting country-owned
plans, instituling (lexible financing mechanisms, establishing partnerships with the private scctor
and civil sociely organizations, initialing equal representation between contributor and recipicnt
countries, enhancing a strong focus on results and impact evaluations, and developing cross-
MDB governance, which creates both cooperation between MDBs and healthy competition.

It is through our active participation in and contribution to these funds that the United States
sustains its ability to help the funds innovate and reach more people. That is why our financial
commitment to these funds, including the $830 million total requested in the President’s FY 11
Budgel, are critical to our long-term capacity and capability to address climate change in our
lifetimes. This Congress has proven to be a key partner in achieving these goals.

In addition, because the MDBSs are the largest source of development finance in the world and
therefore are centrally positioned to play a critical role in addressing the climate challenge in
developing countries. They have fiduciary, procurement, and social and environment safeguard
policies that are the best in the world. And their funding models provide significant leverage to
U.S. investments as they incorporate existing MDB resources, and transform overalt portfolios
into clecaner and more sustainable projects,
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Through our efforts on their boards, the MDRs arc rapidly working to mainstrcam climate
change considerations into their corc lending portlolios. ‘I'his is perhaps most ovident in the
more than tripling in the World Bank’s lending for renewable energy and energy efficiency over
the last five years—from $1 billion a year to nearly $3.5 billion a year. Included in this scale-up
is an incredible twenty-fold increase in concessional International Development Association
(IDA) investments in these sectors in the very poorest, low-income countries. The African
Development Bank is moving forward with “climate proofing” of its current portfolio of
projects, at an estimated cost of $300 million. We have also worked to encourage clean energy
fending by providing guidelines on coal projects and through comments on the World Bank
Energy Strategy.

Treasury works hard to ensure these multilateral investments complement U.S. bilateral
programs. Together, this coordination and collaboration increase the impact we have from our
investments around the world.

And, working collaboratively with our colleagues throughout the Federal Government, we
continuc to fook for innovative ways to generate and deliver additional financing for the most
vulnerablc nations, as set out in the Copenhagen Accord. This includes advancing our prioritics
in the UN High Level Advisory Group on Climate Finance and working to design the
Copenhagen Green Climate Fund, building on our experience and innovations in the GEF and
CIFs.

A Common Agenda

In conclusion, we have a robust agenda ahead as the United States takes concrete action to aid
the most vulnerable at the same time as we safeguard our own climate future. The
Administration is committed to continuing international leadership on climate finance, as
cvidenced by President Obama’s efforts in negotiating the Copenhagen Accord. From a joint
commitment with developed countrics to approach $30 billion in fast start funding over three
years, to working together to mobilize a goal of $100 billion in public and private funding
annually by 2020 in the context of meaningful mitigation actions and transparency on
implementation, the United States is partnering with other countries to make a difference.

As we continue to address the climate change challenge, we must grapple with the need to
safeguard taxpayer funding, develop stable sources of financing for developing countries, and
establish incentives to promote climate resilicnce and green growth, all while tackling the twin
challenges of climate change and development for the poorest.

We look forward to working with this subcommittee to develop additional solutions and leverage
resources effectively to meet the climate change imperative.

Thank you.
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Mr. FALEOMAVAEGA. Thank you, Dr. Brainard.
Dr. Pershing.

STATEMENT OF JONATHAN PERSHING, PH.D., DEPUTY SPE-
CIAL ENVOY FOR CLIMATE CHANGE, U.S. DEPARTMENT OF
STATE

Mr. PERSHING. Thank you very much.

Mr. Chairman, Mr. Manzullo, and Mr. Rohrabacher, thank you
very much for taking the time for this hearing and your interest
in this particular issue.

The reason for global change in my mind, notwithstanding what
Mr. Rohrabacher has suggested, are I think quite clear. In spite of
the minority views of a very few skeptics, the global community is
in broad agreement that, left unchecked, climate change would lead
to very dramatic shifts in the way the world lives. We understand
that it will lead to significant population displacements and sea
level rise. It will lead to a decline in global food supply. It will lead
to massive losses in species biodiversity and to major shortages of
water. These are quite fundamental elements of the way the econo-
mies of the world work.

And to solve this problem, we have to shift the way the economy
works to a low-carbon structure, and we need to move quickly if we
want to avoid the kinds of damages that are anticipated. And, un-
fortunately, we are late in getting going, and so we are going to
have to develop strategies to adapt to the change that we already
see and the anticipated change that will occur in the future.

While we know what needs to be done, we also know that there
are limits to the capacity, particularly in developing countries and
specifically among the most vulnerable and the poorest. These
countries are going to need assistance to change their development
trajectories and to adapt to the unavoidable consequences of cli-
mate change.

To this end, of course, all nations need to rapidly and substan-
tially ramp up domestic investment. The wealthier countries are
going to have to do some work providing new financing, along with
technical and technological assistance to encourage new private in-
vestment in a more sustainable future.

It is unsurprising that mitigation and adaptation, as well as fi-
nancing to help poor countries deal with both, have been the cen-
tral themes in the Copenhagen Accord; and I note that no deal
would have been possible without both elements.

First, on the action side. All majors economies in Copenhagen,
both developed and developing, committed to take actions to limit
their emissions, to list those actions in appendices to the agree-
ment, and committed to implement those actions in an internation-
ally transparent manner.

To date, 136 countries have associated with the accord; and more
than 75, including all of the major economies, have inscribed do-
mestic targets or actions. We in the United States have to do our
part.

Second, the agreement included provisions for significant new fi-
nancial assistance in the context of action by all major economies.
And there were three elements in these financing components:
First, developed countries committed to provide short-term “fast
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start” finance approaching $30 billion over the period 2010 to 2012
to support adaptation and mitigation in developing countries. It is
vitally important for our overall climate diplomacy goals and for
the credibility of the accord that developed states make a strong
contribution to “fast start” finance.

The President’s Fiscal Year 2010 budget and the 2011 budget re-
quest puts us on track to meet our share, and we thank you here
in the House for your support of the past budget and look forward
to your support for the 2011 budget.

Second, although the goal of mobilizing long-term public and pri-
vate finance of $100 billion per year by the year 2020, again in the
context of meaningful action on mitigation and transparency imple-
mentation, is a package, it is part of a deal, the goal must be seen
for what it is, a catalytic effort to help jump-start the world onto
a pathway to a cleaner economy. It is a large figure, but a shift to
a low-carbon global economy will only result from private invest-
ments in clean and sustainable energy and economic growth. This
is a catalytic effort.

Third, we have agreed to establish a new Copenhagen green
fund. Under Secretary Brainard spoke about it. The U.N. Conven-
tion already has one financial operating entity, the Global Environ-
ment Facility, to which the U.S. is a donor. And where the GEF
might focus more on capacity building, the new fund could con-
centrate on financing larger-scale mitigation and adaptation invest-
ments.

Overall, our finances are divided among multilateral initiatives
and institutions as well as bilateral programs and activities. The
balance provides us with maximum value. Leveraging contributions
in the global community and multiplying our finances, as Secretary
Brainard suggested, and on the bilateral side, as Maura O’Neill is
likely to speak to, targeting key allies, promoting specific initia-
tives, generated the most value in the policy arena.

Let me leave you with a couple of points in closing.

In our view, the U.S. and the world must act quickly and aggres-
sively to curb our emissions if we are to avoid the most damaging
effect of climate change. A key element will be robust actions here
at home. For that, we need a combination of legislation, regulation,
American ingenuity, and investments.

At the same time, we must assist the world’s poorest and most
vulnerable people to adapt to the effect of climate change and help
support developing countries in setting low emissions and sustain-
able development pathways that are resilient to a changing cli-
mate.

Finally, I believe that taking domestic and international action
are not choices we can politely turn down. Rather, they represent
both an opportunity and a responsibility. We look forward very
much to working with you here in Congress as we take on this
task.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Pershing follows:]
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Financial Aspeets of Global Climate Change

Chairman Faleomavaega, Ranking Member Manzullo, and members of the Subcommittee on
Asia, the Pacific and the Global Environment, thank you for the opportunity to testify today. My
name is Jonathan Pershing, and I am the Deputy Special Envoy for Climate Change, in which
capacity T serve as the head of the 1.8, delegation in negotiations at the officials level of the UN
Framework Comvention on Climate Change. [ very much appreciate your holding this hearing,
and your inieresi in {his critical matter.

Addressing the climate challenge

Over the course of the past several decades, the world has been increasingly focused on the
problem of climate change. While we in the 11.S, continue to debate the importance of this issue
and what kinds of policy approaches we will take, the rest ol the world has decided - and has
consislently ranked it as onc of its highest priorities. The rationale is straightforward: the issuc
is likely to affect how the vast majority of the world lives. There is broad agreement that, left
unchecked, climate change will lead to sighificant population displacement from sea level rise,
declines in global food supply (particularly in the most vulnerable countries of Sub-Saharan
Africa and Southeast Asia), massive losses in species diversity, and major shortages of water —
and this last is not only in the developing world, but very much a problem we will face here in
the U.S.

As is frequently noted, the climale change problem is global; it is not onc that we or any other
single country can solve alone. Even the world’s two largest emitters of greenhouse gases — the
U.S. and China — combined account for less than half the global total. It is for this reason that
the world has turned to the development of international instruments for a solution,

There have been a series of attempts to reach agreements over the past 20 years. Most notably,
in 1992, under (he auspices of the United Nations, the world adopled the UN Framcwork
Convention on Climate Change, an agreement subsequently vatified by the 1.8, with the advice
and consenl of the Senate. That agreement calls upon all countries to take policies and measures
to mitigate and adapt to climate change. It also calls upon wealthier countries to provide
assistance to developing nations to help them implement such policies, though it left the specifics
of how such assistance would be provided to be agreed at a later date.

In the two decades since we negotiated the Convention, the scope and scale of the climate
problem has become increasingly clear, We must shill (o Jow carbon cconomics - - and we need
{o get started very quickly if we are fo avoid tremendous damages,
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While the past decades have given us a clearer understanding of the problem and possible
solutions, we have also gained a better appreciation of the needs and capacities of the developing
countries, particularly the most vulnerable and poorest nations, to take action. We know that a
great many developing countries need assistance to change their development trajectorics and to
adapt to the unavoidable impacts of climate change,

This leads to the conclusion that the global community will need to rapidly and substantially
ramp up financing, technical and technological assistance. Otherwise, the world will not be able
to minimize global emissions or adapt to the ever increasing damages associated with climate
change.

This is not a task that can be accomplished simply through foreign assistance or even forcign
private investment. It will require domestic actions (rom ali nalions — a combined elTort {o
change national policies in sectors as diverse as forestry and energy, and manage impacts and
consequences as varied as species loss and sea level rise.

The Administration believes that a fundamental aspect of meeting the climate challenge is to
scale up assistance for mitigation and adaptation actions in developing countries in the context of
transparency and accountability regarding the use of funds.

As we work with developing countries to step up their cfforts to adapt and reduce emissions, we
hear many argue that tackling climate change will impede countries’ capacity to develop and
grow. This is a false choice. Development and the environment must go hand in hand and it is
clear that a low-carbon future is the enly sustainable option. We must manage our policy efforts
to choose a sustainable path and provide assistance to the developing nations of the world to
allow them their own sustainable trajectory.

Finance in the context of the negotiations and the Aceord

Finance has been a pillar of the international negotiations for a post 2012 climate regime because
of its inherently important role in addressing the climate challenge — nowhere more so than in
Copenhagen at the climate summit last December.

At that session, the inlemational community took a meaningfd and unprecedented step forward
in our collective effort {0 fight climaie change with the nogotiation of the Copenhagen Accord.
The Accord embodies key elements thal ure essential to a long term solution to the climate
change challenge.

First, all major economies — developed and developing — committed to take actions to limit their
emissions, listed those actions in appendices to the agreement, and committed to implement
those actions in an internationally transparent manner. [n fotal, some 136 countries have
associated themselves with the Aceord, and more than 75 have also inscribed their domestic
targets andfor actions,
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Second, the agreement included provisions for significant new financial assistance. These far-
reaching provisions on funding are required so that developing countries are given the kind of
support they need for mitigation and adaptation, including assistance in acquiring and using
technology as well as in avoiding deforestation.

Currenlly, ncgotiations arc under way lo move [tom the very bricf language of the Accord (itis a
mere 12 paragraphs) to a more operational set of implementing decisions. We hope that the next
Conference of the Parties to the UNFCCC in Cancun this December will preserve the basic
political agreement from Copenhagen: domestically derived mitigation commitments with
robust transparency provisions on the one hand and significant financing commitments on the
other.

Finance clentents of the Copenhagen Accord

Let me describe the three main finance issues flowing from the Copenhagen Accord and what we
are doing to implement them:

e First, the developed countries committed to provide short-term “fast start” finance
approaching $30 billion in 2010-12 to support adaptation and mitigation in developing
countrics,

e Second, we undertook a global goal of mobilizing long-term public and private finance of
$100 billion a year by 2020 in the context of meaningful action on mitigation and
transparency in implementation; and

¢ Third, we decided to establish a new Copenhagen Green Climate Fund to channel a portion
of this new scaled-up finance.

Fast start finance

Fast start finance represents a signiiicant increase in international climate finance {iw developing
countries, particularly the most vulnerable and least developed. It is important to emphasize that
“fast start” is not an institution or a pooled fund, but rather relies on existing programs and
institutions, such as the Climate Investment Funds, the Global Environment Facility, and
bilateral programs to deliver these funds as quickly as possible.

In the shor time since Copenhagen, developed countrics have made significant strides in
increasing budgetary allocations to climate finance, We arc working together to promote the
balanced disbursement ol these resources to mitigation and adaptation, as the Accord calls for, to
ensure support for thematic areas such as Reducing Emissions from Deforestation and Forest
Degradation (REDD+), and to prioritize adaptation funding for the most vulnerable developing
countries.

Tn expectation that we would need substantial new resources to get an agreement, the
Administration proposed to triple iniemational climate finance from 2009 to 2010, Congress
appropriated $1.3 billion for 2010 including both the core climate budget and programs with
strong climate co-benefits. 'I'he President requested an additional increase, to over $1.9 billion
for Fiscal Year (FY) 2011 in further support of our fast start activities. We are now in the midst
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of preparing for FY 2012. As part of our overall fast start coniribution, the Administration has
pledged to provide $1 billion for REDD+.

It is vitally important for our overall elimate diplomacy goals — and for the credibility of the
Copenhagen Accord — that the .S, make a strong contribution to fast start finance. The
President’s 'Y 2011 request was designed to put us on track to meet our fair share of the fast
start commitment, and we strongly urge the members of this subcommittee to support this
request in foll.

While the scale of our contribution is eritical, it is no less important that we use our money to the
best effect. To this end, we are targeting our resources to help address the most urgent and
immediate needs of the most vulnersble developing countries and to help developing countries
lay the groundwoik for long-term, low-emission developinent,

We have divided our contribution among multilateral initiatives and institutions as well as
bilateral programs and activities. We think the balance provides us with maximum value. On
the multilateral side, we leverage the contributions of the global community to multiply our
financing by a factor of ten or more and help shape these international institutional programs.

On the bilateral side, we are targeting key allies, promoting specific initiatives that build on
lengthy relationships between the 11,8, and host countries, and locusing on specilic aclivilies that
we (hink will generate the most vilue in multiple policy wrenas, from food and climate, lo [ores(s
and climate, to security and climate.

In her testimony, Under Secretary Brainard has described U.S. participation in multilateral
climate funds. Let me briefly outline some of the activities on the State and USAID side of the
account, In 2010, we are delivering $30 million for the Least Developed Countries Fund, $20
million for the Special Climate Change Fund, and $10 million for the Forest Carbon Partnership
Facility. Nearly two-thirds of U.S. bilatcral adaptation funding in 2010-11 is focused on Small
Island Developing States (8ID8), Least Developed Countrics, and Africa. For example,

o We are stepping up our assistance to Indonesia and the countries of the Amazon and
Congo basins to protect those critical tropical forest systems that act as carbon sinks for
the world,

o We will help countries like India, Pakistan, Haiti, the Philippines, and Kenya increase
energy production from renewable sources and make more efficient use of existing
CHCrEy SOULCes. :

o We are increasing bilateral adaptation programming for vulnerable 81DS in the South
Pacilie and the Caribbean.

Long-term finance

Beyond short-term financing, the Copenhagen Accord also contains a long-term objective, in the
context of meaningful actions and transparency on implementation, of mobilizing $100 billion a
year in public and private tesources by 2020 to address the needs of developing countries in the
context of meaningful action on mitigation and transparcncy of implementation.
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The international community has already started tackling this issue since Copenhagen, The UN
Secretary-General, taking his cue from the Copenhagen Accord, created a High Level Advisory
Group on Climate Change Financing. This group assembles senior finance officials and top
privaie seclor experts and thinkers to analyze the combination of financial sources thai could be
drawn upon {o mee( the $100 billion goal. Larry Summers, dircetor of the National Feonomic
Council, serves as the U.S. representative on this pancl, supported by the Treasury Department.
The group will present its report at the end of October, in time for the 16™ Conference of the
Parties (COP-16) of the United Nations Framework Convention on Climate Change (UNFCCC),
meeting in Cancun late this year,

I would like to emphasize several points with respect to the longer term goal. First, the sums,
while very large, need (o be understood in the context of the auticipated global expenditures (o
move to a clean, climale friendly futore. According to a recent analysis by the International
Energy Agency, the incremental cost 1o keep emissions at a level that would prevent global
temperatures from rising more than two degrees Celsius is $10 trillion between now and the year
2030. The vast majority of that will need to come from countries’ own public and private
finances. The commitment to mobilize $100 billion must therefore be seen for what itis—a
catalytic effort to help jump-start the world on the pathway to a cleaner economy, but quite small
share of the total effort.

The second point is that the finance we are speaking of is 1o be  combination ol public and
private financing - and is anticipated to come from all comntries around the world, Thus, it will
include money not only from appropriated funds for USAID and other countries’ development
agencies, but also private investment that can be leveraged — profitably — with new policies. But
we must begin now to consider how we will meet the need for substantially ramped up global
support.

Copcnhagen Green Climate Fund

Beyond the question of short-term and long-term resources, the Accord also addresses the
question of how new financing will be delivered. As one element of the agreement, leaders
decided to establish a new multilateral fund — the Green Climate Fund — as an “operating entity”
of the financial mechanism of the UNFCCC. This means the fund would operate with an
independent board, but would take political guidance on its program priorities from the
Conference of ihe Partics.

‘The UNFCCC already has onc financial opcrating entity, the Global Environment Facility
(GEF), to which the US is a donor. The idea is not to replace the GEF, but rather to complement
it with another funding mechanism that would be designed to address different kinds of funding
needs. Whereas the GEF might focus more on capacity-building, the new fund could concentrate
on financing large-scale mitigation and adaptation investments.

The new fund could scrve as the keystone of the multitateral ciimate linance architcefure.
TTowever, il would not be the only way developing countiies could access climalte finance, given
the continuing role ol the GLE and other multilateral channels as well as our vilal bilateral
climate assistance programs.
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Conclusion

In closing, it me reilerate a lew key points. The T.S. — and the world — must act quickly and
aggressively o curb our emissions if we are to avoid the most damaging cifeets of climate
change. A key element of this will be robust action at home. The United States has contributed
more emissions to the atmosphere than any other country, and on a per capita basis, we are
surpassed by very few others.

The world pays great attention to what we do and needs our leadership to solve this challenge,
and our actions will bring enormous opportunities — for jobs, for trade, and for a beiter
environment. We will need a combination of legislation, repulation and American ingenuity and
invesimenl —and we need to move quickly. With your support, 1 am confident we ean do so,

We can and should assist the world’s poorest and most vulnerable people to adapt to the effects
of climate change and help support developing countries in developing low emission and
sustainable pathways that are resilient to changing climate.

There will be serious consequences to the U.S, if we do not act, Inaction will affect our ability to
achicve our larger diplomatic goals, as countries will poil io the U.S. as forestalling progress on
a global solution o climate change, and it will have a stvong impact in terms of our ability o lead
the world in generating green econemic growth and technological innovation,

Conversely, if we do act, there are considerable benefits to the U.S. in terms of a more robust,
stable and sustainable domestic and international environment and economy,

We do not see this as a choice, but as an opportunity and a responsibility, and we look forward to
working with you to accomplish our task.

Thank you, Mr. Chairman. I look forward to answering any questions that you and the members
of the committee might have.
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Mr. FALEOMAVAEGA. Thank you, Dr. Pershing.
Admiral Titley.

STATEMENT OF REAR ADMIRAL DAVID W. TITLEY, OCEANOG-
RAPHER AND NAVIGATOR OF THE NAVY, U.S. DEPARTMENT
OF THE NAVY

Admiral TiTLEY. Mr. Chairman, Congressman Manzullo, Con-
gressman Rohrabacher, I want to thank you for the opportunity to
address you today regarding climate change and the military.

I am Rear Admiral Dave Titley, and I am the Oceanographer of
the Navy, Director of the Navy’s Task Force on Climate Change.
The Chief of Naval Operations, Admiral Gary Roughhead, estab-
lished the Task Force on Climate Change in May 2009 to address
implications of climate change for national security and naval oper-
ations. Today I am speaking something about the impacts of cli-
mate change on the Navy.

Rather than read from my written statement, I would like to pro-
vide some introductory remarks on the topics and then invite any
questions.

The 2008 National Defense Authorization Act, the 2010 Quadren-
nial Defense Review, and 2010 National Security Strategy all re-
quired the Department of Defense to take action regarding climate
change by recognizing the effects climate change may have on the
operating environment, roles, missions, facilities, and military ca-
pabilities. Taking into account this guidance, the Navy recognizes
the need to adapt to climate change and is closely examining the
impacts that climate change will have on military missions and in-
frastructure.

The Navy is watching the changing Arctic environment with par-
ticular interest. The changing Arctic has national security implica-
tions for the Navy. The Navy’s maritime strategy identifies that
new shipping routes have the potential to reshape the global trans-
portation system, possibly generating sources of competition for ac-
cess and natural resources. For example, the Bering Strait has the
potential to increase in strategic significance over the next few dec-
ades, and China is actively exploring ways to increase its presence
in the Arctic.

There are other impacts of climate change on missions that the
Navy must consider, including water scarcity and fisheries redis-
tribution that may influence future Navy missions regarding hu-
manitarian assistance and disaster relief.

Conversely, some areas of the world such as Russia may benefit
from longer growing seasons and an increase in water availability,
providing opportunities for economic growth. Large-scale redis-
tribution of fisheries is a concern in areas of the world that depend
heavily upon this industry as a primary food source.

The Navy must understand where, when, and how climate
change and its silent cousin, ocean acidification, will affect regions
around the world and work to build resilience and partnerships
with foreign militaries.

The Navy must also be aware of impacts to military infrastruc-
ture, both within and outside the continental United States, due to
increased sea level rise and storm surge. The Navy’s operational
readiness hinges on continued access to land, air, and sea training
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and test spaces; and many overseas bases provide strategic advan-
tage to the Navy in terms of location and logistic support.

Any adaptation efforts undertaken are required to be informed
by the best possible science and initiated at the right time and cost.
The Navy is currently beginning assessments for areas of major po-
tential funding that will inform Navy strategy, policy, and plans to
guide future investments. The Department of Defense is already
conducting adaptation efforts through a variety of activities, includ-
ing two road maps on the Arctic and global climate change and the
leveraging of cooperative partnerships to ensure best access to
science and information.

The Navy understands the challenges and opportunities that cli-
mate change presents to its missions and installation. We are be-
ginning to conduct the assessments necessary to inform future in-
vestments and are initiating adaptation activities in areas where
we have enough certainty with which to proceed.

Thank you, sir. I stand ready to answer any questions the sub-
committee may have.

[The prepared statement of Admiral Titley follows:]
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Mr. Chairman, members of the subcommittee and distinguished colleagues, I want to thank you
for the opporruﬁity to address you today regarding climate change with regards to the military.
My name is Rear Admiral David Titley and 1 am the Occanographer of the Navy and the
Director of Navy’s Task Force Climate Change. The Chief of Naval Operations, Admiral Gary
Roughead, established Task Force Climate Change in May of 2009 to address implications of
climatc change for national sceurity and naval operations. Today I am speaking about the

impacts of climate change on the Navy.

The 2010 Quadrennial Defense Review (QDR) identifies climate change as an issuc that will
play a significant role in shaping the future security environmeit, and names climate changge as
one of four specific issues requiring reform. Climate change is also addressed in the 2010
National Security Strategy, which states that the issue is a key challenge requiring broad global

cooperation,

The QDR discusses how climate change will affect the Department of Defense (DoD} in two
broad ways: first, by shaping the operating environment, roles, and missions that we undertake
due to physical changes such as rising temperature and sea level, retreating glaciers, earlier
snowmelt, and changing precipitation patterns; and second, the QDR describes the need for DoD
to adjust to the impacts of climate change on our facilities and military capabilities by
constructing a strategic approach that considers the influence of climate change on shaping

operating environment, roles, and missions. In addition to the QDR, the 2008 National Defense
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Authorization Act requires the DoD to consider the impact of climate change on its “facilities,
capabilities, and missions.” Taking into account this guidance, the Navy recognizes the need to
adapt to climate change and is closety examining the impucts that climate change will have on

military missions and infrastructure.

In terms ol climade change impact on missions, the Navy is watching with intercst the changing
Arctic environment. September 2007 saw a record low in sea ice extent and 2008 and 2009 were
the second and third lowest extents, respectively. Observations from the University of
Washington’s Applicd Physics Lab show that September ice volume was the lowest in 2009 at
67 percent helow its 1979 maximum, Reduction in ice volume means that thicker, multi-year sca
ice is being replaced by first-year ice that is thin and more susceptible to melting or wave and
wind influence. Regardless of changes to sea ice, the Arctic will remain ice covered in the
winter through this century and remains a very difficult operating environment due to sew ice,
freezing temperaturcs, and extreme weather. The changing Arctic has national security
implications for the Navy. The QDR identifies the Arctic as the region where the influence of
climate change is most evident in shaping the operating environment and directs DoD to work
with the Coast Guard and Department of Homeland Secutity to address gaps in Arctic
communications, domain awareness, search and rescue, and environmental observation and
forecasting capabilities. The Navy’s Maritime Strategy identifies that new shipping routes have
the potential to reshape the global transportation system, generating potential sources of
competition for access and natural resources. For cxample, the Bering Strait has (he potential to

increase in strategic significance over the next few decades, while China is actively exploring
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ways to increase its presence in the Arctic and has applied for observer status to the Arctic

Council.

While the Arctic is a bellwether for global climate change, there are other impacts of climate
change on missions that the Navy must consider, including water resources, fisheries, and
implication for humanitarian assistance and disaster relief. Awvailability of freshwatcr will
change with the redistribution of precipitation patterns and saltwater intrusion resulting from sea
level rise. Furthermore, alterations in freshwater systems will present challenges for flood
management, drought preparedness, and water supply. Cn the other hand, some areas of the
world, such as Russia, will likely see longer growing seasons and an increasc in water
availability, providing opportunities for economic growth. In addition to water supply, large
scale redistribution of fisheries catch potential is a concern in areas of the world that depend
heavily upeon this industry as a primary food source, Leading fishery scientists estimate
deercascs of up to 40% in ovcrall cateh potential for mosi major fisheries near the topics over
the next four decades due to warming and changes in ocean chemistry, while the Arctic region
may see a 30-70% increase in overall catch potential. As countries around the world experience
challenges and epportunities refated to global climate chunge, these scenarios have the potential
to both accelerate instability, potentially leading to increased demands for Humanitarian
Assistance and Disaster Relief (HA/DR}, and reinforce the need for global cooperation. The
Navy must understand where, when, and how climate change will affect regions .around the

wortld and work to build resilience and partnerships with foreign militaries,
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In addition to impacts to Navy missions, we must also be aware of impacts to military
infrastructure, both within and outside of the Continental United States. The recent National
Research Council Report, “Advancing the Science of Climate,” notes that many United Statcs
military bases are located in areas likely to be affected by sea level rise and tropical storms, and
that future military operations may take place in areas subject to drought or extreme high
temperatures. The Navy’s operational readiness hinges on continued access to land, air, and sea
{raining and test spaces, Coastal infrastructure is particularly vulnerable because it will be
affected by changes in global and regional sea level coupled with storm surge and/or severe
storm events, Overseas bases may also be impacted by sea level rise, changing storm patterns,
and water resource challenges, Bases such as Guam and Dicgo Garcia provide a stralegic

advantage to the Navy in terms of location and logistics support,

The potential impacts of climate change on Navy missions and infrastructure require adaptation
efforts that are informed by the best possible science, and initiatcd at the right time and cost. The
Navy is currently undertaking assessments for areas of potential major funding, For example,
the Strategic Environmental Research and Development Program (the DoD’s environmental
science and technology program) is lcading a QDR-direcled, comprehensive assessment of
military installations to assess the potential impacts of climate change on DoD’s missions. The
project will result in impact and vulnerability assessment tools designed for military installations,
regionally applicable climate change information, and adaptation strategies appropriate for DoD
rcquirements, The Defense Science Board’s Task I'orce on Trends and Implications of Climate

Change for National and International Security is conducting a study on the impacts of climate
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change on state stability in Africa, and will make recommendations on the role DoD should take
in conjunction with other U.S. government agencies in limiting the adverse consequences of
climate change in Afica, Tastly, the Navy has sponsored the National Research Council’s Naval
Studies Board to study the national security implications of climate change on U.S, Naval forces,
and is currently conducting a Capabilities Based Assessment for the Arctic to identify
capabilities required for future operations in the region and possible capability gaps, shortfalls,
and redundancics. Asscssments such as these will inform Navy strategy, policy, and plans to

guide future investments.

The Department of Defense is ulready conducting adaptation cfforts through a vaviety of
activities. The Navy is conducting climate change wargames that include climate change
impacts on future tactical, operational, and strategic Naval capabilities. Additionally, the Navy
has, within the last year, promulgated two roadmaps concentrated on the Arctic and global
climate change. The roadmaps guidc strategy, [ulure investment, action, and public discussion
on the Arctic and global climate change. Also, the U.S. Army Corps of Engineers ha§ official
guidance to look at the effects of sea level rise on its installations in the Continental U.S., and is
working with forcign countries on waler availability and conflict resolution scenatios as well as
water resource cperations and infrastructure development in arid and semi-arid regions such as
Afghanistan, This summer, the Navy will participate in Canada’s largest annual Arctic exercise,

Operation NANOOK.
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Furthermore, the Navy is actively leveraging interagency, international, and academic
partnerships to ensure it has access to the best science and information and to avoid duplication
of cfforts. We arc participating in inany of the intcragency efforls being conducted on climate
change, including the Interagency Climate Change Adaptation Task Force, co-chaired by the
Council on Environmental Quality, the Office of Science and Technology Policy, and the
National Occanic and Atmospheric Assaciation, and the 1.8, Global Change Research
Program’s Nattonal Climate Assessinent, which are coordinating agency climatc scicnee necds

and adaptation efforts across the federal government.

In conclusion, ! will borrow a quote from Dr. John Holdren, the President’s Science Advisor who
says, “We must avoid the unmanageable, and manage the unavoidable.” The Navy understands
the challenges and opportunities that climate change presents to its missions and installations.
We are beginning {o conduct the assessments necessary to inform future investments and arc

initiating adaptation activities in areas where we have cnough certainty with which 1o proceed.

Thank you Mr. Chairman and T look forward to answering any questions the Subconmittee may

have.
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Mr. FALEOMAVAEGA. Thank you, Admiral.
Dr. O’Neill.

STATEMENT OF MAURA O’NEILL, PH.D., SENIOR COUNSELOR
TO THE ADMINISTRATOR AND CHIEF INNOVATION OFFICER,
U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT

Ms. ONEILL. Thank you, Chairman Faleomavaega, Ranking
Member Manzullo, and Congressman Rohrabacher. Thank you for
the opportunity to testify today.

I will briefly summarize my written testimony, which I ask to be
submitted for the record.

Mr. FALEOMAVAEGA. Without objection, all statements are made
part of the record. If you have any additional materials that you
want to include to be made part of the record, you are welcome to
do so.

Ms. O’'NEILL. I am pleased to be here today with my colleagues
from State, Navy, and Treasury. Our agencies work closely to en-
sure a robust response on the part of the U.S. Government to the
critical threat of global climate change.

In my role as Senior Counselor to the Administrator and Chief
Innovation Officer, I have been working with the agency’s signifi-
cant technical expertise to spearhead our approach to innovative
climate financing.

Climate change is one of the century’s greatest challenges; and
low-carbon, climate-resilient growth must be a priority for our di-
plomacy and development work for years to come. Climate change
is not just an environmental problem but a problem with huge
human consequences of hunger, poverty, conflict, water scarcity, in-
frastructure integrity, sanitation, disease, and survival in the re-
gion, as well as U.S. security.

It is imperative to address climate change in Asia and the South
Pacific. Over half of Asia’s 4 billion people live near the coast, and
about 87 percent of the world’s small-scale farmers operate in Asia.
They are susceptible to sea level rise, stronger cyclones, changes in
monsoon patterns, and either too much or too little water.

The small island states of the Pacific are among the world’s most
vulnerable to climate change. The small size of the islands and the
concentration of their economies into a few climate-sensitive activi-
ties such as tourism and fishing limit the adaptation options of
many of these states. However, by improving the management of
the limited fishery and other resources and reducing the stresses
within the island’s control, the resilience can be greatly improved
and with it the lives and livelihoods of the people.

USAID’s expertise in agriculture, water, biodiversity, health, and
other climate-sensitive sectors provide an opportunity to implement
innovative cross-sectorial climate change programs in partnership
with these countries.

Together with State and Treasury, USAID’s climate programs
are budgeted according to three climate change pillars: Adaptation,
clean energy, and sustainable landscapes. We received $308 million
in Fiscal Year 2010 appropriations and have requested $491 mil-
lion for these efforts in Fiscal Year 2011 and appreciate your sup-
port.
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The USAID is especially attuned to the unique threats small is-
land developing states and other coastal areas face. We have devel-
oped tools for assessing their vulnerability and adaptation options
at the national and local levels. For example, recently, we worked
with the Marshall Islands group developing a guidebook for devel-
opment planners to help them identify areas that are most vulner-
able to extreme weather events.

The Asia Pacific region is of particular importance in conversa-
tions about climate impacts because of the vast wealth of highly
sensitive coral reefs. These are among the most vulnerable eco-
systems due to threats from rising surface temperatures and sea
levels, increasing frequency of storm surges, and ocean acidifica-
tion. Healthy and resilient coral reefs are vital to the well-being of
many small island states and communities contributing to the food
security of over 1 billion people around the world.

As you know, Mr. Chairman, the coral reefs are a critical spawn-
ing habitat for tuna and other profitable fisheries in the region.
The United States was the first donor to support the Coral Tri-
angle Initiative for Coral Reefs, Food Security, and Climate
Change, and provide early and sustained support to this diplomatic
and development initiative.

Investment by the private sector in the developing world, includ-
ing foreign direct investment, plays a dominant role in whether
these countries will have the infrastructure and economic basis to
prosper or be damaged by climate fluctuations.

USAID seeks innovative approaches to climate change that draw
upon scientific research, technologies, and strength in partnerships
with the private sector. We have a number of ongoing efforts which
I would be happy to elaborate on, either in this hearing or in fol-
low-up.

In Indonesia in particular we are creating an innovative public-
private partnership to develop new business opportunities at scale
throughout the country and create good business and employment
income for local people.

USAID Administrator Shaw, whether it is in his strategic direc-
tion on food security or governance and stability work or economic
development assistance, has conveyed the importance to all of us
of reducing emissions and increasing the climate resilience of all
partner countries. He knows that the countries in which we work
and the people who live there are the most vulnerable in the world
to adverse effects.

In closing, I would like to emphasize the seriousness with which
we view this threat both to U.S. national interests and to the pros-
perity of our future country partners around the world and the
commitment we bring to the efforts to mitigate the worst impacts
and improve resiliency of the most vulnerable.

Thank you. I am happy to take any questions.

[The prepared statement of Ms. O’Neill follows:]
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Testimony by USAID Counselor for Innovation
Dr, Maura O’Neill
before the
U.S. House Committee on Foreign Affairs
Subcommittee on Asia, the Pacific, and the Global Environment
July 27, 2010

“Climate Change Finance: Providing Assistance for Vulnerable Countries”

Chairman Falcomavaega, Ranking Member Manzullo, and members of the
Subconunittee on Asia, the Pacific and the Global Environment, on behalf of
Administrator Shah and the U.S. Agency for International Development (JSATD), thank
you for the opportunity (o testify on this important and timely topic. 1appreciate the
lcadership on this issue demonstrated by Under Secretary Brainard of the Department of
Treasury and Deputy Special Envoy Pershing of the Department of State. Our three
agencies work closely to ensuze a robust response on the part ol the U.S. Govermuent (o
{he critical threat of global climate change. In addition, the U.8. military has historically
been at the forefront of technological innovation, and I believe we should look for
opportunities to collahorate even more closely on climate solutions in the developing
world. Inmy role as Senior Counselor to the Adminisirator and Chief Tanovation Officer
at USAID, T have been working with the Agency’s significant technical expertise to
speathead our approach toward innovative climate financing, [ appreciate the
oppbrtlmity ta discuss key aspects of USAID’s role and our response to climate change at

this hearing.

The Climate Change Challenge
Climaic change is one of the century’s greatest challenges, and low-carbon, climate-
resilient growth must be a priorily of our diplomacy and development work for years to

come. Climate change is not just an cnvironmental problem, but a human problem with
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direct implications for hunger, poverty, conflict, water scarcity, infrastructure integrity,

sanilation, disease, and survival.

It is imperaiive lo address climate change in Asia and the South Pacific because the
region contains three of the world’s largest emitiers and approximately 60 percent of the
world’s population. By 2030, it is estimated that haif of the world’s carbon dioxide
cmissions will be generated in Asia, primarily as a result of surging coal and petroleum
use for electricity generation, indusiry, and transport. Deforestation and land-use change
are also significant contributors to greenhouse gas emissions in parts of the region. Over
half of Asia’s four billion people live near coasts and about 87 percent of the world’s
small-scale farmers live in Asia, They will all be affected by sea level rise, potentially

stronger cyclones, chunges in monsoon patterns and cither too much or too little watcr.

Adaptation in Vulnerable Countries
The Small Island States of the Pacific are among the world’s most vulnerable to climate
change. The economies and livelihood activitics of many people arc dependent on

natural resources, most of which are highly sensitive (o the impacts of climate change.

Most of the islands are less than three meters in elevation and very small in area, making
them highly vulnerable to sca level rise and storm surge. The majority of the population
and infrastructure are on the coast. Cwrenily, waves and storm surge damage
infrastructurc and sea level rise is cxpeeted to exacerbate storm surge and, over time,
permanently flood parts of some isiands. Higher seas will also affect freshwater supplies
over time, as aquifers become infiltrated by scawater. This may affect the livability of
islands. Ifislands and alolls are depopulated, there alse will be implications for national

boundaries and economic cxclusion zones.

Most small islands have a limited water supply, and their water resources are especially
vulnerable to fulure changes in the timing and amount of rainfall. In the Pacific, a ten
percent reduction in average rainfall (by 2050) would lead to 2 20 percent reduction in

the size of the freshwaler lens on Tarawa Atoll, Kiribati, for example. Many small
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islands have begun to invest in the implementation of adaptation strategies, including

desalination, to offset current and projected water shortages.

The small size of the islands and the concentration of their economies into a few climate-
sensitive activities such as tourism and fishing limit the adaptation options of these states.
However, by improving the management of their limited resources and reducing the
stresses within the istands’ control, their resilience can be improved greatly and with it,

the lives and livelihoods of the people.

The next few years [orm a critical window for not only following through on the
Copenhagen commitments, but also laying the groundwork for decades of climate-
resilient and low-emission growth, Implemented effectively, these efforts will
significantly increase our collective ability to adapt to climate change and prevent the
worsl ol Hs impacts. As part of the foundational work particular to Small Island
Developing States, USATD may begin adaptation programs for the South Pacific and will

work on adaplation programs in the Maldives,

The importance of adaptation efforts

Our efforts support the development and implementation of adaptation strategies in
countries critically affected by climate change. We are working with intcragency
colleagues to develop strategic approaches, decision-making tools, methodologies and
institutional support for increasing the resilience of people and communities to
anticipated climate change impacts on the highest priosily sectors in the most vulnerable
countries. Earth obscrvations and information and communication technologies offer
opportunities to leap-frog existing barriers and gaps to facilitate more resilient

approaches to development.

USAID utilizes its experience in all of the climate-sensitive sectors, including agricuiture,
fisheries, conflict mitigation, water, health, and disasier risk reduction. Innovation,
science and {echnology can be “game-changers” in areas such developing heat and

drought tolerant crops, early warning systems and forecasting capabilities, and new
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approaches to conservation, Thesc and other innovations will enable better decision
making in partner countries and also help the United States visualize climate impacts,
utilize modeling for forccasting future scenarios, and integrate that knowledge into

planning.

We are supporling the establishment Climate Change Ceniers of Excellence in Asia and
have already conducted cxtensive consultations to determine the investments with the
greatest impact across the Asia and Pacific region. On June 27, President Obama and
President Yudhoyono of Indoncsia jointty announced the establishment of a Center that
will work closely with national, regional and local stakeholders in and out of government
finking scicnce 1o policy on strategic priorities and partnerships, including public-private
partnerships in climate change. The larger SOTUST partnership — which means
“solution” in Indoncsian, will represent an opportunity for increased bilateral and

multilateral cooperalion in the region.

USAID is ramping up a number of activities to improve information and strategies for the
particular adaptation challenges of small island states. USAID and partners have
developed tools for assessing vulnerability to elimatc change and climate variability,
"I'hese tools are essential for developing and implementing adaptation options, and
integraling oplions into programs, development plans, and projects at the national and
local levels. They were piloted through technical assistance and training to people and
institutions of the Marshall Islands and Micronesia this past year, Stakcholders worked
with USAID’s coastal experts to integrate climate change considerations into the
Marshatl Islands’ resource management process, known as Reimaanlok. This process
now is being rolled out across the Marsha!l Islands and has led 1o a call for a national

freshwatcr strategy.

Coral Reefs
Coral reefs are one of the most threatened ecosystems by climate change impacts, from
rising sea surfaces temperaturcs and sea levels, to increasing storm surges and ocean

acidification. Healthy and resilient coral reefs are vital to the well-being of many small
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istand states and communities, often forming the island foundation and conlributing to

the foad security of one billion people around the world,

The Coral Triangle — including the Solomon Islands, Papua New Guinea, Timor Leste,
Malaysia, the Philippines and Indonesia - is the global center of marine and coral reef
biodiversity. The Coral Triangic Initiative for Coral Reefs, Food Sccutity and Climate
Change - established in May of 2009 by the leadets of these six countries - is 4 couniry-

led parinership to safeguard vital coastal rcsources for present and future gencrations.

USAID was the first donor to support this initiative starting in fiscal year 2007, and along
with the Department of State, provided early and sustained support (o enable this
diplomatic and development initiative to unfold and gain momentum. 1o date, USAID
has commitied $42 million in support over five years to the regional initiative, which will

be leveraged by over $350 million from other donors.

USAID has been an early supporter of innovative rescarch, management and financing
for climate change. Innovalive activities under the USATD-supporfed Coral Triangle
Support Program includc a regional Business Roundtable that is catalyzing public-private
partnerships around sustainable lisheries and tounrism, and building corporate social
responsibility in the region. Support to The Nature Conservancy and lacal partners in
Papua New Guinea led to the first scientifically-designed, resilient network of marine
protected arcas. USAID is also supporting learning and capacity building for innovative

financing mechanisms in carbon markets and payments for ecosystem services.

Financing through Redneed Fmissions from Deforestation and Degradation
To heip countries that put forward “ambitious REDD+ plans,” the United States
announced it would dedicate $1 billion® over the 2010-2012 timeframe as part of the

U.S. contribution towards the “fast start financing” reflected in the Copenhagen Accord,

! Redueing emissions from deforestation and forest degradation, and the role of conservation, sustainable
management of forests, and enhancement of forest carbon stocks in developing countries.

2 Funding subject to appropriation by Congress

¥ Negotiated at the N Framework Convention on Climate Change conference in December 2009.
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The United States supports REDD+ activities because they offer cost-effective
opportunitics to reducc global greenhouse gas emissions while providing other
sustainable development benefits. REDD+ aims to reduce the long-lerm global trajeclory
of forest-related emissions through a complementary set of REDD+ country
commitments and external financing for emissions reductions. In addition, given the
scale of the challenges, the United States seeks to support country capacity to mobilize
financing from all sources, including private sector investment, and infernational carbon

market engagement.

Climate Innovations

USAID is seeking innovative approaches to climate change that leverape scientific
research and technologies and strengthen parinerships with the private sector. We must
focus on creation of climate-friendly business models that ereale prosperous econoimic
futures and good jobs for local and indigenous peoples. Often, private direct invesiment
dwarfs public sector contribution to economic growth in developing countries, so our
investments must serve a catalytic role through innovations that stimulate growth and
development while also being protective of the climate. We seek partnerships that fap
into the creativity, as well as human and financial resources of the private sector, in order
to stimulate the ideniification and development ol market-based, long-term solutions to

climate change. ‘Thank you.
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Mr. FALEOMAVAEGA. I thank the members of the panel for their
most eloquent statements.

Before I turn the time over to my colleagues for their questions,
I just want to get a sense of your views. Do I get a strong feeling
that all of you are very much in support of the climate change cri-
sis that we are faced with?

Mr. MANZULLO. In support of the climate crisis?

Mr. FALEOMAVAEGA. Recognizing that there is such a thing as cli-
mate change—is that a better phrase?

Admiral TITLEY. I am not sure I would call it a crisis. It is a stra-
tegic challenge. It is a challenge that we have to understand better.
It is always easy when looking back to say whether something was
or was not.

Mr. FALEOMAVAEGA. So you are saying it with qualification.

I am going to let my colleagues ask the direct questions.

The gentleman from Illinois for his questions.

We will switch a little bit and start with the gentleman from
California.

Mr. ROHRABACHER. Admiral, you mentioned the change that is
taking place in the Arctic and the waters there are now navigable.
Has that ever happened before in history?

Admiral TrTLEY. It has not happened in the recorded history. If
you talk to the tribal elders who were up there—I had the oppor-
tunity to ride the U.S. Coast Guard cutter Healy last year, and
they had some of the tribal elders on board. They said in their oral
history—the Native tribes

Mr. FALEOMAVAEGA. Inuits or Eskimo?

Admiral TiTLEY. Yes, from the Barrow area of Alaska. They in
their time did not know of a time when the Arctic was navigable.
So that goes back about 10,000 years.

Mr. ROHRABACHER. And 10,000 years is relatively short in the
history of the world, of course.

At times, I know in the case of Greenland and Iceland, where
there were dramatic changes—for example, when you talk about
adaptation of different peoples, there were large populations in
Greenland and Iceland, and they were farmers at one point, and
that changed, did it not? At some point, it became not navigable
anymore for people to live in Iceland; isn’t that correct?

Admiral TITLEY. There were certainly times when people have
lived in Iceland and Greenland. They continue to live there to this
day.

Also, I believe what you are referring to, perhaps, is the medieval
warming period, sir?

Mr. ROHRABACHER. Actually, I am referring to the period of cool-
ing that happened after the medieval warming period. I am glad
that you recognize that there was a medieval warming period. Be-
cause, as we know, one of the fraudulent attempts by the head re-
searchers of this global warming effort was trying to erase that
from the charts, that there had actually been a warming period
and how high and what level of temperature that raised to. Be-
cause if indeed there was a warming back in medieval times, it
would be hard to suggest that it was modern technology or carbon-
related energy that was creating the change in the weather.
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Dr. Pershing, do you discount or discard Richard Lindzen, who
is one of the most distinguished scientists at the Massachusetts In-
stitute of Technology, and these other thousands of scientists? Are
they just a few skeptics, I think is what you called them? You don’t
pay attention to their arguments at all? You just sort of brush
them aside?

Mr. PERSHING. No. I think you know I don’t brush them aside.
I have done a fair amount of work with Dr. Lindzen. I have had
a number of opportunities to interact with him. My sense about it
is that there are elements of his analysis that are certainly worth
considering. He has done some of the best cloud seeding theory
that is out there. Collectively, it is one of the unknown issues about
the details.

But on the basic issue, I think he is wrong. My own sense about
it is the skeptical scientists who you have been citing represent a
very small minority.

I know that you commented in your opening remarks about the
e-mails coming out of East Anglia. There have been a series of
analyses done by the research community, both at the university
and by others, and they have concluded resoundingly that there
was no malfeasance. There was perhaps some inappropriate or in-
adequate release of data, and on that context we should be very
careful, and we should hold the scientific community accountable
to be transparent. But there is a different model here about the
adequacy and results.

Mr. ROHRABACHER. Mr. Chairman, I would like to place in the
record a column that was written for the Wall Street Journal about
the point just made by our witness about the supposed investiga-
tion into East Anglia where it points out that this so-called inves-
tigation into the charges was done by people who they themselves
had benefited from many of the research grants that they them-
selves were investigating and also that they neglected to call any-
one as a witness who was a critic of those people who were being
charged with wrongdoing. I submit this for the record at this point.

Let me just note that what we have heard time and again, even
today, as we talk about climate change—and, first of all, we all re-
member for a decade it was global warming and now it is climate
change. But even that isn’t adequate to really lay the foundation.
What we are really talking about is man-made climate change. Be-
cause there has been climate change throughout the history of the
word. I mean, I was trying to review that with the admiral.

Clearly, we have cycles of warming and cooling, and the only
question is whether or not, as is being proposed to us by this very
what I consider to be fanatic clique of scientists who have big re-
search grants, is that it is mankind’s production of carbon dioxide
which is causing this particular change in the climate. And up
until 9 years ago the word was always global warming, but then
it started getting cooler for a number of years, so they had to
change it to climate change.

Mr. Chairman, people have always had to adapt to changes in
climate; and that is why when we hear the testimony from some
of our witnesses, all I am doing is calling into question basically
the premise that humankind is causing this. We are going through
a period of change in our climate, just as we have in the past. It



47

does not then justify the dramatic controls and taxation that are
being proposed by this administration, but it does suggest that we
should be working with peoples, vulnerable peoples, to help them
adapt as the climate changes. Not that we can change. The climate
will continue to change throughout our history.

But as we go through the hearing today, I would be in agreement
with those who are saying how do we adapt, not how do we con-
front a change in the climate of the earth and how is mankind
going to change the weather patterns. That is ridiculous.

But there is very substantial—when the Admiral talks about the
changes in the Arctic and, as you are fully aware, the changes in
what is going on among island life and the Pacific and various peo-
ples who live along the oceans, I would suggest the best way is to
focus on adaptation rather than trying to think that we are going
to halt the climate evolutionary processes that have been going on
for millions of years.

Thank you very much, Mr. Chairman.

Mr. FALEOMAVAEGA. I thank the gentleman from California.

The gentleman from Illinois.

Mr. MANZULLO. I thought we would get that out of the way at
the beginning.

Thank you, Mr. Chairman.

Dr. O’Neill, let me ask you a question. Let’s say that you were
ambivalent on the question of whether or not the earth is warming.
In other words, you didn’t have an opinion one way or the other
on it. I looked at your suggestions in your testimony. Am I incor-
rect in assuming that, even if you had that view, you would still
promote many of the programs and adaptations that you state in
your testimony?

Ms. O’'NEILL. Thank you, Congressman.

There is clearly extreme weather conditions; and, as you say, one
could debate exactly the causes, et cetera. But Asia and the island
nations in particular are extremely vulnerable. So, yes, we would
support the adaptation work and the planning work that goes on
to assess that, to plan and to put these nations in the best position
to be climate resilient or, as Under Secretary Brainard said, cli-
mate-proof their economies.

Mr. MANZULLO. I am looking at page three of your testimony,
and you talk about—let me see—new approaches to conservation,
including using genetically modified organisms (GMOs) on crops.
Am I reading that correctly? Genetically modifying crops to with-
stand heat and insects and things of that nature?

Ms. O'NEILL. We do believe that new variates of drought-resist-
ance agriculture is one of the key adaptation efforts available to,
not only the U.S., but the rest of the world that can be quite effec-
tive.

Mr. MANZULLO. So the answer would be yes?

Ms. O’NEILL. Yes.

Mr. MaNzULLO. Okay. I find that encouraging.

I guess what I am trying to—in the midst of this debate that is
going on, and with all deference to my colleague, I don’t think a
person has to arrive at a decision as to whether or not global
warming is, in fact, occurring to come to the conclusion that we
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have to do everything possible to stop global pollution, regardless
of the impact that one may see from it.

Would you agree with that statement?

Ms. O’'NEILL. I would agree.

Mr. MANZULLO. And as I shared before we started, my brother
is deeply involved in anti-litter, organized an entire county, of
cleaning that up and that doesn’t go into the waters, et cetera. I
was just in Jordan last year, where they are having a lot of prob-
lems with the plastic grocery bag that they now call the “Jordanian
state flower.”

I am not trying to insult my friends in the plastic industries, but
I am trying to find a way here where the emphasis can be upon
remediation or attacking global pollution on a nonpartisan, non-
theoretical level, to simply recognize that all the stuff we put in the
air and bury and put into the waters somewhere along the line is
going to have a significant impact.

Ms. O'NEILL. Could I add something?

Mr. MANZULLO. Sure.

Ms. O’'NEILL. So, yes, I think you are absolutely right. And I also
believe that in addition to GMOs or technology, we also have the
opportunity to identify existing native plants or existing hybrids
that actually perform much better under a range of climate condi-
tions. So I think that both, in terms of new discoveries but also ex-
isting discoveries, are out there for us to help with this challenge.

Mr. MANZULLO. Admiral Titley, would you like to comment on
that?

Admiral TrTLEY. What the Navy is working on on their Task
Force Climate Change—and I should mention that when I say the
Navy is working on this, we are working with over 125 other Fed-
eral agencies, international partners, academic partners, NGOs—is
primarily adaptation. It is kind of what you said, sir, in that,
whether or not you believe or don’t believe climate change is occur-
ring, what we do see, the data tells us, not the models, not theory,
but the observations are telling us that there are some very, very
significant changes going on in the Earth’s ocean atmosphere sys-
tem. And it would, frankly, be negligent for the Navy not to plan
for future contingencies or future states of the world if we just as-
sume that, all of a sudden, the changes are just going to stop in
2010 or 2011.

So we are taking a look at these multiple types of adaptation.
Where can we work with partners? The Quadrennial Defense Re-
view states that, in many countries, the militaries, foreign mili-
taries, are perhaps the one component of a country that really has
the capacity and capability to adapt. So just right now, I mean, the
United States Navy is working with Cambodia, with Vietnam, In-
donesia, Thailand, we have done visits in Palau, Papua New Guin-
ea, all at building partnerships. And those partnerships can, when
and if required, lead to mutual cooperation on adaptation for cli-
mate change.

Mr. MANZULLO. Dr. Pershing, do you want to tackle that ques-
tion?

Mr. PERSHING. Yes, thank you very much. I think there are two
items that I would just like briefly to speak to.
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The first one is that I certainly agree with the admiral and with
Dr. O'Neill that there is a component that has a value both for cli-
mate and for local changes. And we can speak to both of them on
the adaptation side. So I think there is not really a question about
that.

But I want to come back a bit to the diplomatic side. Because,
clearly, we are also immersed in a diplomatic conversation with
countries around the world in the context of the international nego-
tiations. And on that side, climate change is actually the basis for
our effort. And if we are not acting on that basis as well as on
other bases, we will be accused of gross negligence, of inadequate
performance, and there are consequences to that.

So there has to be, I think, some balance

Mr. MaNzZuLLO. Well, I—let me—I mean, the issue is pollution.
I mean, pollution is what causes this, correct?

Mr. PERSHING. I think the issue is more complicated than we
think of, in terms of criteria pollutants like sulfur and

Mr. MaNzUuLLO. Well, I mean, it is something that is going into
the air, the ground, or the waters that may or may not be causing
the change in the climate. Is that correct, in your opinion?

Mr. PERSHING. That is correct.

Mr. MANZULLO. So my question is, I mean, it is the politics of
polarization I think is very—it is very hurtful here.

Mr. PERSHING. I agree with that.

Mr. MANZULLO. And I am not being critical of you. I am just try-
ing to find—not a middle ground, but there are a lot of us that are
very concerned about global pollution. I mean, at one time, ships
used to dump their waste and—I mean, you know the stories. And
now they have equipment on the ships that discharge clean water,
et cetera.

But I interrupted you, and I wanted to let Under Secretary
Brainard also have a stab at that question.

Mr. PERSHING. No, I was going to say, I think that is completely
correct, sir. And my sense is that, in the larger context of what we
do, I think that we need to be bold and look at the opportunities
for coexisting benefits, on climate, on security, on food and climate,
on pollution and climate. They are a set of these pieces. But I am
not clear that if we only do those pieces we would do enough on
the climate side, and I think that is what we have to consider more
extensively.

Mr. MANZULLO. Under Secretary Brainard, do you want to tackle
that?

Ms. BRAINARD. I appreciate very much that I am hearing from
all of the distinguished members here that there is a common con-
cern, how do we frame it, about helping the poorest countries be-
come more resilient to pollution of our climate. I mean, that is a
common ground.

I think the question that we are all very seized with, is how best
to work with other donors, to work with nations that are vulner-
able to the effects of pollution of the climate, of climate change, to
steer of course into the future that makes them more resilient, that
allows them to adapt their food production systems, to engage in
much more effective disaster preparedness, to grapple with a whole
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fhost of existential threats that they are likely to confront into the
uture.

I also think it is very important for us to work to move our econ-
omy and the major economies of the world onto greener develop-
ment paths. And so the tools that you are focusing on here in this
hearing today I think are the right focus. How most effectively do
we leverage very scarce resources to get the international commit-
ment to action on the part of some of the largest emerging econo-
mies, which my colleague from the State Department is very fo-
cused on; how best to leverage assistance to help developing coun-
tries steer a path into the future that is less prone to conflict and
more promising, both for their people but also for our national in-
terests here.

Mr. MANzULLO. Thank you.

Mr. Chairman?

Mr. FALEOMAVAEGA. I thank my colleagues for their questions. I
have a couple of questions myself that I would like to ask of the
members of the panel.

Obviously, in our own country, we face some very tough economic
times. How do I explain to my constituents that we should be add-
ing to the U.S. Federal deficit by sending money abroad to our in-
dustrial competitors? How do we justify increasing the deficit and
giving more money to help our competitors if we are to seriously
address the question of climate change?

Dr. Brainard?

Ms. BRAINARD. For the most part, the clean energy programs
that we are investing in through the Clean Technology Fund,
through the multilateral development banks more generally, are
really designed to address the needs of developing countries as they
move onto cleaner energy paths. They are really not providing fi-
nancing to industrial competitors in any direct way.

What we are doing is building legitimacy in the international
community by helping those nations that need the most help,
charting a more climate-resilient and a greener path into the fu-
ture, and building agreement among those fastest-growing emerg-
ing markets that they, too, as they did in the Copenhagen Accord,
for the first time need to take on commitments to reduce their car-
bon emissions, commitments that are verifiable by the inter-
national community.

So what we are trying to do is invest in climate resilience on the
part of the poorest countries, invest in mitigation on the part of a
set of developing countries who are moving onto cleaner energy
paths, but build international legitimacy to get other of the fastest-
growing emerging markets to take meaningful actions, which, of
course, we will be taking here, as well.

Mr. FALEOMAVAEGA. Dr. Pershing?

Mr. PERSHING. Yes, thank you very much.

I think that is the question that I have also heard when I have
been around the country and having conversations with people. I
think there are two answers that are also compelling in addition
to the ones that Dr. Brainard suggested.

The first is that there is a cost to inaction. And the cost comes
in the context of climate change and its consequences. When we
look at the world, we say, well, “if I don’t pay anything now, what
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is the alternative going to look like?” If nothing were to change,
then my cost is a sunk cost with no value. But if I can prevent a
damage—and that is a great deal of what I think we try do in the
government collectively, is to manage damages and manage risks—
then I have a clear value. So that is the very first point.

And the second one has to do with what kind of investments are
we making, and where do they go, and can they redound to our
benefit and our credit. And this is very much what I think Mr.
Manzullo had suggested earlier in his question. Are there aspects
of things that we are doing that we will start with that are good
for our economy, that create jobs for us at home, that create polit-
ical and diplomatic initiatives and tie-ins that we seek. I think the
answer is yes.

If we can reduce the cost of energy around the world by lowering
the price of solar, that is good for us as well as the world. If we
can change the dynamics and the food issues that Dr. O’Neill was
speaking to, that is good for the world by reducing security risks
where there are tensions over food quality. The same for water, the
same for disease. There is a set of those things that I think are
part of the puzzle, as well, that we can address.

Mr. FALEOMAVAEGA. Transparency is always a beautiful word
when we talk about the ability of governments to function. There
was a recent report that our Government had spent about $100 bil-
lion that it cannot account for. This is our own Government. This
is not a case of us telling other countries how terrible they have
been operating their systems of government. It is within our own
Government, $100 billion of waste. That is not pennies.

And I was wondering—I am sorry, I didn’t mean to—I want to
go to Admiral Titley and Dr. O’Neill for their response to the ques-
tion that I raised.

Admiral TITLEY. Just very, very briefly, sir, I would absolutely
concur with Dr. Pershing’s response there. Whenever our country
spends money, we need to understand what its return on that in-
vestment is, be it for security, be it for social means, be it for what-
ever.

The maritime strategy, our Navy’s maritime strategy states that
preventing wars is as important as winning them. Make no mis-
take, our Navy will prevail in any kind of conflict, but it is very,
very important that we prevent wars. As the Quadrennial Defense
Review states that climate change can be an accelerant to insta-
bility, it is therefore just logical that we would want to take a look
at how can we minimize or lessen that potential or decrease that
accelerant, if you will, minimize the destabilizing impacts of cli-
mate change.

Nobody wants additional conflicts, least of all anybody inside the
Department of Defense. So it just makes sense that we would look
at all options—all options—to minimize the chance of conflict over
something whose cause could be climate change.

Mr. FALEOMAVAEGA. Dr. O’Neill, I know you are our expert this
afternoon on our foreign assistance programs. We love to give
money away to foreign countries, sometimes even to those countries
that spit at us. I wonder if, in terms of your understanding, this
proposed funding for addressing of the issue of climate change is
fully justifiable.
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Ms. O’NEILL. Thank you, Mr. Chairman.

I would say that I would second most, if not all, of what my dis-
tinguished panelists have said. So rather than repeat it, I would
just add one note that hasn’t been discussed yet, and that is that
developing countries represent one of the most important emerging
markets for U.S. goods and services.

And so, to the extent that these countries are functioning, that
people are being fed, that economies are working——

Mr. FALEOMAVAEGA. I don’t mean to interrupt you, but of the
some 192 countries that make up the United Nations, how many
are least-developed countries? What is the number? With a total
number of countries before the U.N. at about 195 or 198, how many
are LDCs? Anybody have that?

Ms. O’NEILL. We operate in 80 countries around the world and
have non-presence relationships with about 20 others.

Mr. FALEOMAVAEGA. Dr. Pershing?

Mr. PERSHING. Yes, I think it is about 50 countries technically
in the U.N. system are titled least-developed countries.

Mr. FALEOMAVAEGA. Okay. Would I be correct to say the least-
developed countries are also identified as developing countries?

Mr. PERSHING. Oh, yes. The least developed tend to be about $1
a day of income.

Mr. FALEOMAVAEGA. Is one of the biggest problems that we have
in providing funding the transparency of these least-developed
countries? Some of these countries spend more money on their mili-
tary budgets than they do in actually giving help to their citizens.
How do we justify giving them money if the leaders turn around
and lS.I;z)end it for programs that don’t provide for the needs of the
people?

Dr. Brainard and then Dr. Pershing.

Ms. BRAINARD. Yeah, just for most of these countries, when we
are providing them climate financing, we also normally have multi-
lateral programs with them through the multilateral development
banks, through the World Bank, through the regional development
banks, and also often with the IMF.

As a result of that, there are a lot of safeguards that are put
around that financing. They are generally placed in the context of
overall governmental budgets. And there is auditing and trans-
parency requirements, procurement requirements. There are a
whole host of safeguards that we built up through the multilateral
institutions over the years that gives us a high degree of assurance,
not a complete degree of assurance but a very high degree of assur-
ance, that we can see that these funds do go to the adaptation pro-
grams that they are intended to fund and that they are additional
to other efforts and that, more broadly, these are programs that the
governments themselves and the people themselves are committed
to and the priority of those governments.

So we have a broader architecture of assistance and engagement,
diplomatic engagement, engagement through USAID as well as
through the multilateral development institutions, so that these
funds go into environments where we are broadly engaged with the
governments on increasing transparency and effectiveness of our
development funds.

Mr. FALEOMAVAEGA. Dr. Pershing?
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1\/{11". PERSHING. No, that was excellent. I wouldn’t add anything
to that.

Mr. FALEOMAVAEGA. Are we realistic enough to suggest that by
the year 2020 we could come up with $100 billion in funding for
this climate change program, given the deficit problems we are
having right now in our country? I am not an economist, so you are
going to have to help me on this.

Ms. BRAINARD. So I think as Dr. Pershing was saying earlier, the
size of the likely investments to transition to a greener economy
worldwide is a large multiple of that number. And the $100 billion
number itself, I think it is very important to recognize that that
is a combination of public sources but also, importantly, we think
the majority will be coming from private investment.

And that is why it is so critically important for us to be able to
enable those market mechanisms to send the right price signal, to
ensure that investments, private investments, are going to be the
primary mechanism for moving us all onto greener development
paths. Public financing will be very important, particular in the
area of adaptation, but will not, we don’t foresee, be the majority.

The other thing I think is very important is to remember that
the point of working with other countries in the multilateral con-
text, in the context of the Copenhagen Accord, is the burden-shar-
ing. So this is not a burden that we plan to shoulder alone. We
plan to shoulder it with other countries who have capacities and
only in return for verifiable actions on the part of some of the larg-
est developing emitters.

Mr. ROHRABACHER. Mr. Chairman, I am going to have to leave.
We a vote on.

Mr. FALEOMAVAEGA. That is all right.

Mr. ROHRABACHER. I thank you very much for this hearing. I am
sorry I won’t be able to join you more.

Just one point. Pollution—I have always said that global pollu-
tion should be the focus of our efforts. However, let us note that
where we disagree and where Dr. Pershing and I disagree and
these very prominent scientists is whether or not CO2 is a pollut-
ant, the CO2 that we pump into our greenhouses in California to
grow bigger plants and things, that CO2 does not hurt human
beings. Focus on those other pollutants, we have an agreement.
Focus on CO2, that is another matter.

Thank you very much, Mr. Chairman.

Mr. FALEOMAVAEGA. No problem, Dana.

I think getting back to the basic arguments that we made since
the time of the Kyoto Protocols, to such an extent that by a vote
of 93 to 0 in our own U.S. Senate rejecting the Kyoto Protocols
about the climate change issue, how serious is it in the private sec-
tor to realize that the more demands made to the private sector
about gas emissions and all of this, that is really going to cause
economic chaos in our own economy? Is that true? I mean, is there
really a serious problem where the private-sector community, cor-
porations and industries, are going to be so—you know, they are
just not going to operate properly because of the expectations and
demands made by this climate change issue?

Ms. BRAINARD. Well, let me just speak briefly, that I think the
President has been very, I think, compelling on this point. I think
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that a large majority, actually, of businesses here in the U.S. agree
with this perspective: That the country that figures out how to
produce and distribute energy in the cleanest possible ways, that
country is going to be the most competitive nation of the next cen-
tury; and that, for the U.S., it is critically important for us to be
that nation, to be the most innovative, the most focused on cleaner
energy, more cost-effective cleaner energy in the future. And so it
is a huge competitiveness opportunity for us.

In order to get from here to there, we need to make sure that
the investment environment is rewarding investments in those
technologies of tomorrow, that the price signals are there. So I
think there has been a huge change in our business community,
and they are clamoring to be able to take full part in the opportuni-
ties presented by the transition to a greener future.

Mr. FALEOMAVAEGA. Well, this seems to be the other reason why
the Senate has had a very difficult time working on the climate
change issue—simply because the corporate community feels that
there will be too much regulation, too many demands made of
them, to the point where they can’t make a reasonable profit. And
so therefore kill the legislation.

And now we end up with a stalemate in the Senate. Of course,
their rules are quite different from ours. This is what makes our
democracy very unique.

Dr. Pershing, I am sorry, I didn’t mean to——

Mr. PERSHING. Thank you. I wanted to add just one more point
to the one that was just made, which has to do a little bit with cer-
tainty in the environment. We try on a regular basis to engage
with the private community as part of our negotiations process. We
do regular briefings to make sure people know where the adminis-
tration is going and how the process is working. And there have
been two consistent messages that have come back.

The first one is that, over the long term, the private sectors do
expect action. They expect Congress to act, the United States to
have laws in place that would move to us a lower-carbon economy.
And they look at the rest of the world and expect to see the rest
of the world acting. And the consequence of our inaction and other
action is a degree of investment uncertainty, which they are con-
cerned about. They come back and they say, “We would like to do
something, but we don’t know which way you are going to move,
and therefore we can’t invest without that greater certainty.”

There is this hang-up in terms of where things are and a degree
of tension around the domestic politics and domestic policy and do-
mestic investment, and those same companies working very profit-
ably in places around the world that have chosen to make those in-
vestments already.

Mr. FALEOMAVAEGA. I believe the latest reports now are that
China is the largest consumer of energy, past us now, to the extent
that, of course, providing for the need of 1.3 billion people. I also
believe China is one of the leaders in such innovative technologies
as wind power. And here we are still sitting, fighting with each
other, wanting to know if we are going to excel and do more things
to enhance the technologies of wind, solar, and other green tech-
nologies.

Dr. O’Neill?
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Ms. O'NEILL. I would just add to what Dr. Pershing said about
the value of policy and tax certainty with respect to this.

Prior to joining the administration, I was an entrepreneur and
a technologist. And what you care about is building markets for the
long term. We actually had all of the leadership in this country in
solar. We have had the leadership in a number of electric tech-
nologies. And, yet, we have not always given policy and tax cer-
tainty as well as regulatory, and there are other countries that are
bypassing us.

So I think that that speaks to the issue that Under Secretary
Brainard talked about, is there is a choice that we have before us,
whether to be a leader or a lagger in the new clean-energy econ-
omy. And I think that there is a huge prize out there for the ones
who really go boldly into that future.

Mr. FALEOMAVAEGA. Well, the fact that we import over $700 bil-
lion worth of oil from foreign countries should tell us about the re-
ality that we are faced with and why we have not really gotten off
in doing what we should be doing and developing better sources of
energy.

Admiral Titley, you mentioned—and I am very impressed in
terms of how much the Navy has gotten into this. Do you work
with the Coast Guard also? Or, this is a smaller branch, I suppose,
and it doesn’t deal that much with meteorological science?

Admiral TITLEY. Yes, sir, actually, we work very, very closely
with the Coast Guard. When we stood up our Task Force on Cli-
mate Change back in May of last year, at the very initial meeting,
in addition to having flag officers and Senior Executive Service
from the Navy as my executive steering group, we have a Coast
Guard senior officer and one from the National Oceanic and Atmos-
pheric Administration. We realized from the very first start that
we could not do this and should not do this by ourselves.

I have gone up to Juneau, Alaska, in addition to Barrow, talked
to Admiral Chris Colvin. He is the commander of the 17th Coast
Guard District, which is the Coast Guard district responsible for all
the arctic waters. We have a good professional as well as personal
relationship, because we really see the challenges in the arctic real-
ly as spanning the lower end of maritime security, which is very,
very appropriately a Coast Guard mission—search and rescue,
some of the humanitarian assistance. If, God forbid, there was a
significant oil spill up in the arctic, the Coast Guard will be very
involved.

The cruise ships which are going up there now—I mean, cruise
ships go up there, and where do they go? They go to the most dan-
gerous places, because that is what people want to see. They want
to see wildlife and ice, and those are poorly charted regions.

So the Coast Guard has tremendous challenges. And we, in the
Navy, are looking to see how we can assist them. And between
NOAA, the Coast Guard, and the Navy, we can collectively show
U.S. Government presence in an area that is rapidly growing in
what we believe is strategic importance.

Mr. FALEOMAVAEGA. Don’t get me wrong by thinking that I don’t
want a strong defense. I think we are now at about a $760 billion
budget for expenditures of the entire military forces of our country
for a period of 1 year. And I am told, according to reports, it is al-
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most 50 percent of the entire military budgets of the entire world.
Half, almost half of the entire world’s budgets of their militaries is
the U.S. budget on the military.

Do you think perhaps we can shave a little bit off some of those
things that we might need in our military requirements, Admiral?
Now, I am not suggesting that we ought to be passive. We want
a strong military, but at $760 billion?

Admiral TiTLEY. I think Secretary Gates has talked previously
about how he sees the future of the Department of Defense’s budg-
et goes. I know he has publicly stated very strong support for the
Secretary of State and their budget. But I really would defer to the
Secretary of Defense on this specific budget.

But I believe the senior leadership is very aware of the size of
the budget and the large-scale fiscal environment, sir.

Mr. FALEOMAVAEGA. 20,000 subcontractors in Iraq doing business
for Uncle Sam—unbelievable.

Well, ladies and gentlemen, I know I have detained you long
enough, and I do want to sincerely thank all of you for your state-
ments. Thank you very, very much.

We now have on our next panel Ambassador Nancy Soderberg,
Mr. Elliot Diringer, Mr. Reed Hundt and Dr. Redmond Clark.

See if we have the right parties there.

I really want to thank all of you for your patience. This is the
problem with having hearings. Thank you very much for joining us
this afternoon.

Our first witness this afternoon is Ambassador Nancy Soderberg,
president of the Connect U.S. Fund. With well over 20 years’ expe-
rience in foreign policy, Ambassador Soderberg has served in the
United States Senate, the White House and in the United Nations.
She has a deep understanding of policymaking negotiations at the
highest level of the U.S. Government and at the United Nations.

She has promoted democracy and conflict resolution worldwide.
She has achieved international recognition for her efforts to pro-
mote peace in Northern Ireland and advised the President on poli-
cies toward China, Japan, Russia, Angola, the Balkans, Haiti, and
various conflicts in Africa.

Ambassador Soderberg is a distinguished visiting scholar at the
University of Northern Florida in Jacksonville and president and
CEO of Soderberg Global Solutions—quite a tremendous depth of
experience that Ambassador Soderberg has. She served as presi-
dent of the Sister Cities Program for the city of New York. And she
earned a master’s degree from Georgetown University’s School of
Foreign Service, a bachelor’s degree from Vanderbilt University
and speaks fluent French.

You certainly will be welcome in Tahiti, if you ever come there.

With us also is Elliot Diringer. Mr. Diringer is the director of
international strategies at the Pew Center on Global Climate
Change. He oversees the center’s analysis of the international chal-
lenges posed by climate change and strategies for meeting them.
And he directs the center’s outreach to key governments and actors
involved in international climate change negotiations.

Mr. Diringer came to the Pew Center from the White House,
where he was deputy assistant to the President and deputy press
secretary. In this capacity, he served as principal spokesman for
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President Clinton and advisor to the senior White House staff on
press and communications strategy.

Mr. Diringer holds a degree in environmental studies from Hav-
erford College and also is a Nieman Fellow at Harvard University,
where he studied international environmental law and policy.

Mr. Reed Hundt is the CEO of the Coalition for Green Capital,
a nonprofit based in Washington, DC, as well as a principal at
REH Advisors. He is the chairman of the International Digital
Economy Accord Project and was a member of President Barack
Obama’s Presidential transition team where he was the economic
agency review group head. Mr. Hundt is on the Board of Directors
of Intel Corporation, a public company—a tremendous background
here for this gentleman.

He graduated from Yale magna cum laude with a bachelor’s de-
gree. He also graduated from Yale Law School and is a member of
the executive board of the Yale Law Journal.

Dr. Redmond Clark, whom I believe my colleague from Illinois
had introduced earlier. I would like to welcome him as well. Dr.
Clark completed both his master’s and doctoral programs in
human-induced climate change and the effects of climate change on
natural systems.

He has served as an assistant professor at the college and uni-
versity level, providing instruction and performing research in
human-climate interactions. He is a graduate of Boston University,
as well as Elmhurst College. He has a tremendous variety of expe-
rience in dealing both in the private as well as in the public sector.

Thank you very much for accepting this invitation to testify be-
fore the subcommittee.

And I would like to begin with Ambassador Soderberg.

STATEMENT OF THE HONORABLE NANCY E. SODERBERG,
PRESIDENT, CONNECT U.S. FUND (FORMER ALTERNATE
REPRESENTATIVE TO THE UNITED NATIONS)

Ambassador SODERBERG. Well, thank you very much, Chairman
Faleomavaega, of an island that not only speaks French but also
has really already been experiencing the damaging effects of cli-
mate change on your coral reefs.

And I commend the subcommittee for recognizing the economic,
human, and national security implications of climate change and
for giving me the opportunity to comment on how the U.S. can
make smart public investments today and combat these threats to-
morrow and to continue to grow the green jobs sector.

Investing in climate change in the developing world will benefit
the American people and the world’s most vulnerable populations.
It will create jobs here at home, advance our national security, and
reduce global poverty. These investments will also enhance our na-
tional security, as mentioned in the Defense Department’s Quad-
rennial Defense Review and in your own resolution introduced last
Thursday.

Climate change will contribute to food and water scarcity, will in-
crease the spread of disease, and may spur or exacerbate mass mi-
gration. It may act as an accelerant of instability or conflict, plac-
ing a burden to respond on civilian institutions and militaries
around the world.
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And as someone who has worked at the National Security Coun-
cil, as well as at the United Nations Security Council, I strongly
believe the national security concerns of inaction on climate change
are clear. In addition to the destabilizing effects of climate change
in unstable countries, our reliance on fossil fuels adversely affects
our foreign policy. Russia is playing hardball with its oil, our ongo-
ing military presence in the Middle East, and the tragedy in the
gulf near Louisiana is linked to our dependence on petroleum. And
we need American leadership to change this dangerous course.

So what specifically can be done? One clear, far-reaching idea is
for America to invest. In order to prevent the economic and secu-
rity costs of current and future climate stresses and in order to en-
sure that the United States acts as a leader and standard-bearer
for the new global energy economy, we need to invest in climate
mitigation and adaptation solutions right now.

Investments in international climate financing, however, will not
occur on the scale that is necessary without the support of public
institutions, both domestic and international. And that is why pub-
lic financing is critical.

There is a wide array of feasible innovative public financing
sources being considered at the moment, which the U.S. could and
should implement. Among other benefits, these financing options
help reduce the amount of money the U.S. Government would need
to appropriate from Congress to meet the administration’s Copen-
hagen commitment. In a difficult fiscal environment, these are very
attractive solutions. I will briefly just mention five of them and
then be happy to go into any details during the questions.

The first is to redirect fossil fuel subsidies. The Obama adminis-
tration has begun taking steps to phase out fossil fuel subsidies
and has been a global leader in moving the G—20 toward that same
goal. It has yet to embrace the opportunity, however, to move these
revenues into climate and energy investments for the developing
world. And in light of the tragedy on the gulf coast, this is a simple
and politically powerful case of stop funding the problem and start
investing in the solution.

Second is international aviation and shipping mechanisms. This
proposal would raise revenue for climate financing from aviation
and shipping through a variety of proposed mechanisms. And it
would constitute a tiny cost compared to the overall cost of airline
and shipping travel. And, furthermore, the political will exists. The
Waxman-Markey bill approved by the House in June 2009 included
a version of this proposal.

Three is special drawing rights. These are reserve assets that are
created at no cost and issued by the International Monetary Fund
to member countries. Philanthropist George Soros, the IMF, and a
broad cross-section of the NGO communities have offered proposals
for generating $100 billion worth of SDRs for capitalizing or
collateralizing a green climate fund or regularly converting SDRs
into hard currency for climate financing. These are an untapped re-
source that should be considered a boost, not a burden, for a strug-
gling American public.

Fourth is a financial transaction tax. And this would entail a
very small levy on the international financial transactions, such as
currency exchanges, stock trades, and bond trades. And it would
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take advantage of the current sentiments of regulating the finance
sector.

Lastly is setting aside a dedicated portion of the emission allow-
ances. And this would offer an important avenue for generating cli-
mate finances that is connected directly to the source of emissions
and, therefore, the cost of the climate changes. There is also one
included in the Waxman-Markey legislation.

In conclusion, a full range of sources of public investments are
needed in order to meet and hopefully exceed U.S. Commitments
made at Copenhagen and bring us closer to resolving a crisis which
could put many Americans at risk. It is time to recognize that glob-
al warming is directly linked to our core national security interests
and act accordingly.

Once again, let me commend you, Mr. Chairman, for your leader-
ship on this issue and for the committee for taking on this impor-
tant issue. And I would be happy to answer any questions. Thank
you.

[The prepared statement of Ms. Soderberg follows:]
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Subcommittee an Asia, the Pacific and the Global Environment

July 27, 2010

T would like to thank the Chaitman Faleomavaeps of sunerican Samoa, an island that is already
experiencing the damaging effects of climate change on its valuable coral reefs. ' I would also like to
thank Ranking Member Manzulo and all the Members on this Subcommittee for recognizing the
ceonomic and national securily implications of climate change, and for piving e the opportunity to
comment on how the United States can make smart public investments today to combat these
threats tomosrow and to continue growing the green jobs sector.

Investing in climate change solutions internationally will benefit both the American people and the
world’s most vulnezable populations. It will create jobs here at home, reduce global poverty and
husper, enhance our national security, lessen our global greenhouse gas emissions, and improve our
moral standing in the wosld.

These tatgeted investments will transform young markets into tomorrow’s booming markets
crealing American jobs and providing the necded outlet for the dlean technologies and expertise we
develop at home, Between now and 2050, it is predicted that 75% of the plobal energy increase wilk
occur in developing countries. Thus, the developing world represents a potential market of $27
tillion over the next four decades — cleaily a huge potential growth that would more than offsct
current economic issues within the United States”

Acennding to experts at the World Wildlife Fund, 850,000 new, permanent Ametican jobs will be
created if U.S. businesses capture 14% of the export market in just four clean energy technologies

1 US. EPA. Climate Change and Inteeacting Stressors: Invplications for Coral Reef hfanagement in Amedcan Samoa {Final Report}.
U.8. Enviremmental Protection Agency, Washington, DC, EPA/500/R-07/069.

<htp:/ /cfpub.epa.gov/ncea/cfim /recordisplay. cfmpdeid=1733 12>

2 Inteenational Energy Agency, 2008. Enegy Techiolsgy Perspectives. International Energy Agency, Pacis.
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(smart grid equipment, mass transit, wind turbines, and solat PV}, In addition, investmeat in clean
technology within developing countiies created more U.S. jobs per $1 million investrent than oil,
natural gas, ot coal industiies, If the U.S. does not embrace the model of international investment
for the good of our domestic industties, it cannot, and will not be victorious in the global clean
€neigy race.

Furthermore, by investing in approptiate lechnologies and strategies to support devcloping countries
to counter the dispropartionately nepative impacts from climate change on their vulnerable
populations, the U.S. will not only help to reduce global poverty and secure our past development
gaing, but will also be protecting our nationat security. As mentioned in the Defense Departnent’s
Quadrennial Defense Review, and referenced in Chairinan Faleomavacga’s Resolution of last
Thussday, “climate change will contribute to food and water scareity, will increase the spread of
disesse, and may spur or exacerbate mass migration. While climate change alone does not cause
contlict, it may act as ar accelerant of instability or conflict, placing a hurden to respond en civilian
institutions and militaries around the world .. . Furthermore, the assessment continues, “extreme
weather events may lead to increased demands for defense suppott to civil authorities for
humanitarian assistance ot disaster response both within the Unired Srates and overseas.” >

In short: we no longer have the luxury of deing niothing. As somcone who worked as the third-
ranking national security official in President Clinton’s National Security Couneil, I agree fully with

the mational secutity concerns of inaction on climate change. I'he time for action is now. The

secwrity of the American people depends on it Fluman burning of fossil fuels into the atmosphere
putting the planet and its peaple a risk. Unless we... and the world...change our energy policies,
there is no doubt we will experience a rapid temperature rise, rising sea levels, greater storms, greater
dismption, and greater conflict, Reliance on fossil fucks adversely affects our foreign policy as well.
To meet its growing enetgy needs, China is investing heavily in the developing world — supporting
corrupt and repressive regimes throughout Africa in its bid to secure long-term contracts.
Veaezuela’s President is vsing his petra dollar wealth 1o push and-American policies in Tatin
America. Russia is playing hardball with its oil, reasserting government control, keeping investors
out, and making a play for the ocean floor of the arctic seabed. And of course, our military presence
in the Middle East is related to our dependence on oil from that unstable reglon. We need smuart
government and American leadership to change this dasigerous course. I commend this

subcommittee for holding a hearing on such an important and critical issue for our national security.

The way ahead —invest in climate and energy solutions: So what, specifically, can be done?
There is 2 whole range of things we 25 a nalion must do to confront ¢the climate challeage. Tloweves,
one clear, far-reaching, and American solution is: “invest.” Tn order to prevent the econornic and

4 U.5. House of Tiepresentatives, 11 es, 1552, “Supporting a legally binding global agreeinent to reduce greenhomse gas omissions
and provide financial assistance to the poorest and most vulnerable nations for adaptation and mitigation measures, and for other
purposes,” 1110 Congress, 204 Session. heyrd / iwslyicacecssgpo.gen /epd

bin/uctdoc.egi?ddbname=1i11 cong billsdadd=Fhrl 552ih.ixt.pf
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secutity costs of current and future clitnate stresses, and in order to easure that the Uaited States
acts as a leader and standard-bearer for a new global encrgy cconomy, we need to make investments
in climate mitigation and adaptation solutions right now. Laggiog behind the rest of the world in
supporting a aew global energy infrastructure is unacceptable for a nation like ours — particularly
when new solutions for jumpstatting our economy arc needed more than ever, Signifteant
investments today will also help reduce glohal dependence on fassil fisels (a dependence that,
accotding to the Center for a New American Secuity, underpins a number of conflicts*), and
jumpstart projects that will combat cutrent and furire threats cmanating from more severe and
frequent weather hazards, decreased agricultaral production, increased water scarcity and insufficient
food stocks. The economic and national secutity costs of the resource disputes and climate-induced
migrations which may oceur as a resubt of this climare instability will far outweigh the cosls of
investing in climate soludons today.

Public finanecing — providing necessary and predictable resources and incentivizing private
investments: Significant investments in international climate finance will not occur on the scale that
is necessary without the suppott of public instirstions — both domestic and international, © Public
financing will play 2 crifical role in underwriting dlimate adaplation at home and abroad, and will also
help create a playing ficld that incentivizes and mobilizes private investments in North-South clean
technology cooperation and reducing deforestation. Several legistative proposals, including the
House passed American Clean Energy Scourity Act (ACES) FLR. 2454, set standards to ensure
public investments are going to those countries that have the greatest need and can achieve the
greatest reductions of global warming pollution. ACES included caps on allowances set aside for
adapiation, clean technology cooperation and avoided deforestation, For example, no more than
10% of funds could go to any one couatry in any given yeat for adaptation purposes. Congress
must include robust guidance for international investinents to ensure that Funds are used effectively
to achieve the greatest mitigation of and resilience to climate change.

There is a wide ariay of feasible, innovative public financing sources being considered al the
moment which the United States could and should implement, and which are clearly laid cut in a
recent U.S. Climate Action Network synthesis veport; “Tnvesting in the Future: Options for Climate Finance
the U.S. Can Suppost” " The iunovalive soutces that enfoy the broadest support include: 1) redivecting

4 Parthemoee, Christine and Will Rogers. “Snstaining Security: How Natugal Resources Tnfluence National Secusity.” Ceater fora
New American Sceurity. |une 2010: p. 25.
<http:/ /wwny.cars.orge/ files/dncuments/publications/CNAS Sustainisng%208ecurity Parthemore%20Ragees.pdf>

5 Werz, Michact and Kari Manlove, “Climate Change on the Move: Climate Migration Will Affect the Would’s Security.”
Center {or American Progress, December 2008,
<htp:/ /wrww.americanprogeess.org/issues /2009/ 12/pdf/climatechangeonthemove.pdf

6 UN Sccstary-General's High-level /idvisory Growp on Climate Change Financing, “Repert on the First Meeting” March 31, 2010:
X bdav/site/dimatechunge/shwred /| 3ocaments/Londond lecting Repesce31%46200Mart202010.pd e~

7 U5 Clinmute Action Metwork, “Tovesting in the Future: Options for Chiate Fnaree the TLA. Can Suppocr.” May 2010,
<hep:/ /Bloguscl vock.org/wp-content /uploads /2010145 /investing-in-the-futureZ.pd £
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fossil fuel subsidies, 2) intcrnational aviation and shipping mechanisms, 3) Special Drawing Rights,
4) a financial transaction tax, and 5) setting aside & dedicated portion of emissions allowances. These
options are supported by a broad mange of envitonmental, labor, business, faith-based and national
secutity-otiented organizations across this country and internationally. Among other benefits, these
financing options help reduce the amount of money the U.S. government would need to appropriate
from Cangress to meet the commitment President Obama and Secretary Clinton made in
Copenhagen to raise $100 billion per year by 2020 for climate mitigation and adaptation. In a
difficult fiscal environment, these are very attractive solutions.

1. Redirecting Fossil Fuel Subsidies: Building on the Obama Administration’s leadership in
advancing a G20 agreement. to phase out fossil fuel subsidics, the United States has the opportunity
to lead the international community in redirecting those subsidies towards clean energy, climate
adaptation, and reducing deforestation. For vears, fossil fuel subsidies have generated significant
amounts of waste, deained national treasurics, and impeded the development of new markets in
energy efficiency and renewables. In 2009, a report by the Eavironmental Law Institute found that
shifting U.S. fossil fuel subsidies would generate at least $10 billion annually.*

Internationally, the U.S. sends an additional $4 billion in annual subsidies to fossil fuel interests
around the globe {tom ULS. taxpayers via the 1.8, Export-Import Bank, the Overseas Private
Investment Corporation, the World Bank, and the regional development banks.” Furthermore, as
expressed by Wortd Bank Managers representing 90 countries in a letter to the U.S. Treasury
Department regarding the financing of coal plants, the wansfer of funds from fossil fuel subsidies to
the development of clean technologies would serve to build trust between developed and developing
countries and would be met with broad praise.® Finally, much of this finance will build global
markets for Amesican clean energy technolopy, thus supporting green jobs and the clean energy
economy.

As mentioned previously, the Obama Administration has begun taking steps to phase our fossil fuel
subsidies and has been a global leader in moving G20 nations toward that same goal. But it has not
yet embraced the opportunity to move those revenucs into fnancing adaplation and mitigadon. In
light of the tragedy in the Gulf Coast, this is a simple and politically powerful case of “stop funding
the problem, and seart investing in the solution.” This is a propesal that the American public can
enthusiasticaily support.

8 Hrwice | Law Instirute, “Estimating .S, Government Subsidies to Kaergy Sources: 2002-2008." September 2009,
wwwelistore.orgData/peoduczs/d19 07.pdf

9 International Institute for Sustainable Devetopment, The Globel Subsic
Which Approach is Best?” Maech 2010, wane plobalsubsidies,org/ Gle

¢ I ive, “Defining Fossit-Fuel Subsidies for the G-20:
afpeserafpbs defining. pdf

10 Almafadhi, Abduledunan e al, Teier to Robert Zoddlick, Presisdent of the Weorld Bank. Janwary 13, 2010,
<htrpe/ femw Dicusa.org/en/ Article. 1 1758.a5px>
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2. International Aviation and Shipping Mechanisms: This proposal addresses emissions from
the aviation and shipping sectors -- which have been neglecled by internatonal agreements - and
would raise revenue for climate finance rhrough a vatiety of proposed mechanisms. Duting the past
two years, support for this concept has grown among countries, busiaesses (including major aitline
interests) and civil sociely, Multiple approaches have been proposed, from a carbon lovy or other
levies on these fuels to sectoral cap-and-trade mechanisms that would set limits on pollution and
require the purchase of allowances for emissions that exceed the cap. Under the latter approach,
which has the broadest support, revenue from allowance purchases would be vsed for climate
finance. Ultimately, this mechanism could contribute between $19 billion and $35 billion o climate
financing by 2020.

‘This proposal has broad appeal for a number of reasons, including that it would constitute a tiny
cost compared to the overall cost of aidine and shipping travel. Furthermore, the Cangressional will
exists. Tle American Clean Energy and Sceurity Act (ACES or Waxman-Markey) approved by the
House of Representatives in June 2009 included an upstteam cap on all aviation and shipping fuels —
including those used fot international tips. An international mechanistn therefore would not impose
an additional burden on U.S, carriers, but would promote a level playing ficld that would bring other
emissions from this sector undet a similar emissions limit.

3. Special Drawing Rights (SDR): Special Drawing Rights (SDRs) are reserve assets that are
created at no cost and issued by the International Monetary Fund (IMV) to member countries. "Their
value is based on @ basket of four currencies - the 1.8, dollat, the UK pound, the Euro, and the
Japanese yen - and they ate issued in pxoportion to IMF quotas, which are determined by each
member counery’s relative weight in the global cconomy. Governments can use their SDRs to huild
reserves ot exchange them for cash. ©

There are vatious proposals for how SDRs can he used for climate finance. In December 2009,
philanthropist Geotge Soros proposed that developed countries lend $100 billion worth of the
SD3Rs front a 2009 allocation to capitalize a Green Climate Fund. He suggested that the sarplus
value of the IMF’s gold reserves could cover the interest payments on these SDRs. © In March 2010,
an IMI stalf paper suggests that IMI-issued Special Drawing Rights couldt also be used to
collateralize 2 Green Fund or be converted into cash that would be used for climate purposes. ™ In
the collateralization proposal, exisling developed country SDRs are used Lo underwrite private funds
raised througl the jssuance of bonds while still being considered reserve assets by the IMF. Dinally,

LS, Clisnate Action Metwark: p. HL =/ /blogusclimatenciwork. org/wp-conrent Zupleads/ 2010/ 05/iuy e sting-in-the.
futuze2.pdf>

12 European Climate Foundation, “Climate Finance: Using SDRs to finance climate change mitigation and adaptation.” December

2009, <hipe/ /e connectusfund.oge/ Alea/ SDRE20Brinfing e 20pap ey pd £

13 Saros, George. “Using SDRs to Bight Climate Change.” Speech at Copenhagen <limate conference, December 2009,

¥ Bredenkump, Flugh and Carkerine Partills. “I'u.l uu.mb e Rvspmwc to Climate (h'\npc * Intesantional Mometary Fund Staff
Positton Note. March 25, 2010, <htto: i 3 s /Ei /s 0
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civil society has built on these proposals, suggesting new and regular allocations of SDRs that would
be eonverted to hard currency and used for climate finance.” In the cash conversion proposat, the
interest fee for converting from Special Drawing Rights to cash would be covered by the developed
countrics.

Among other benefits, the use of SDRs for climate finance would provide a simple and predictable
framewatk which could help break the logjam in international climate negotiations, and get the 118
closer to its Copenhagen commitment. As with the other the financing options detailed here, SDRs
ate an untapped resource whose use for climate Hnancing would constitute no additional burden on
a strnggling Ametican publie. Put simply, these are dormant resources. Tn a situation of climate and
economic stability, there is no excuse for keeping them out of the hands of people who need it.

4, Financial Transaction Tax (FT'T): This proposal would entail a very small levy on international
financial transactions such as cutrency exchanges, stock trades, and bond trades. It would take
advantage of curtent sentiments in favor of regulating the financial sector, manticsted most recently
in the House and Senate’s passage of comprehensive financial reform, as well as broad-based public
campaigns for an FTT in several countries. This approach could be agreed to multilaterally and
would be passed unilaterally by nationat legislatures. Ultimately, this would take the torn of a sel of
coordinated domestic taxes, and not a global tax impaosed by an international regulatory body,
international financial institution, ot international agency. Most importantly, an FTT could help us
mect out finance commitments, while sinultancously providing funding for consumer rebates and
green jobs, The Center for Feonomic and Policy Research estimates that a varied FI'T (0.5% on
stock trades; 0.01% on bond trades; 0.01% on swaps) would raise more than $175 billion a year in
the .S, alone, even with a 50 percent reduction in trading volume. " The Notth-South Lostitute
estimates that a levy of 0.005% on only currency transactions in dealer markets would yiekd
approximately $33 billion annually, assuming a 14.5 percent drop in trading. OF that total, $28 billion
would be raised in the U.S. ¥ Globally, an average tax of 0.05% on alt financial transactions would
generate an estimated $400 billion per year. Many international advocates for aa FT'T have proposed
that revenues be split equally between domestic and international needs, with the international
pottion divided equally between chimate and global health programs. Under this scheme, sn FY'L
coukl generate the $100 billion per year in finance that goveroments have committed fo spending to
support developing country adaptation and mitigation. In an economy hampered by excessive
speculation in currencies, this option represents an economically and politically sound solution.

15 See ActionAid factsheet: “What Are Spccla] me;ng Rjghts and How Can They Be Used to Finance Climate
Adaptation and Mitigation,” F nate  change/SDRFactshectpd B

6 Baker, Tiean, er al, “The Potential Revenue from Finandial Transactions “Paxes.” Center fnr Tcaaomic and Pulicy Rescarch and die
Political Economy Research Institute, Tssue Brief. Precember 2009, <www.cepe.net/documents/publications/ frt-revenue-206%-

J2pdt>

17 Schmidt, Radnry, “The Currency Transaction Tax: Rate and Revenue Estimates,” The Noreth-South Institute, October 2007, See
Abstract, also pp. 9. <www.nsi-ins.ca/english/research fcomplered /{3.asp>
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While some consider this a politically difficult option, a strong American constitueney that extends
far beyond the environmental cotmmunity suppotts Lhis solution. A key anchor of TS, civil saciety
support for the FTT' is Americans for Financial Reform, a coalition of more than 200 national, state,
and local groups working to reform the financial industry in part through a financial transaction tax.
Members of the coalition include consumer, labor, civil rights, investor, retiree, community,

religious, and business groups as well as Nobel Prize winning economists.

This bread constituency has enhaaced support for this financing option. As you may know, a piece
of legislation calling for a currency transaction levy for clitnate finance and global health was
introduced into the IHowsc last week by Represcaative Stark (D CA). The “Iavesting in our Puture
Act of 2010,” HR 5783 would place a 0.005% levy on all foreign currency exchange fransactions —
including derivatives — by large-scale investors in the U.S. who trade more than $10,000 in currencies
per year. TIR 5783 dircets the revenues from this levy - likely billions of dollars — to intcraational
climate adaptation and mitigation funds under the United Mations Framework Convention on
Climate Change, in addition to funds to address the global health crisis and child care assistance in
the United States.

5. Setting Aside a Dedicated Portion of Emissions Allowances: Lastly, emissions trading
syslems, whelher al (he national or the international level, offer an important avenue for generating
clirnate finance that is connected directly to the source of emissions and therefore the cause of
clitnate change. Using the proceeds from a pollution permit program to suppost achieving
additional, cost-effective reductions and responding to climate change in developing countries
makes sense as both a policy and political matter. Under this concept, money would be raised by
setting aside 2 smalt pordon of emissions allowances aad using the tevenue from the sale of the
allowances for international climate finance. This could be implemented either under a global system
(such as the Kyoto-style country-based trading mechanism) or through an agreement to raise these
funds domestically. Under the latter approach, countries would commit to setting aside a portion of
the allowances under their domestic emissions trading system (like the one included in the Wazman-
Markey legislation} or ta allocating a dedicated portion of revenues from domestic fees or taxes on
greenhouse gas emissions for these purposes.

Conclusion: In conclusion, a full range of sources for public investrnents in climate adaptation,
clean energy cooperation with the developing world, and reduced deforeseation are needed in ovder
to meet and hopefully exceed U.S. finance commitments made st Copenhagen and to bring the U.S.
closer to resolving a crisis which could claimm the lives of many and seriously upset cut secutity as
Americans, Making investments now in order to avoid paying sigoificant costs, both financial and
human, in the future, is a prudent and responsible position to take in this time of economic and
financial crisis.

We have done it before, and we can do it again. Large-scale and forward-thinking public
infrastructure projects played a sipaificant role i the recovety of the U.S. and global cconomy after
the Great Depression. Similar, although more modest investments, in climate and enexgy solutons

today can also act as an engine of recovery and prosperity in a lagging economic environinent.
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Furthermore, the costs associated with the kinds of security threats that could result from further
climate stresses will far outweigh the cost of reducing our emissions and investing in climate
solutions today. Public financing mechanisms like the ones detailed in this proposal can lay the
groundwork for U.S. fulfillment of its climate and energy mission, its job creation agenda, its
conumitment to achieve the Millennium Development Goals anid reduce global poverty, its aational
security responsibilities, and its role in the world as a responsible, mosal and forward-thinking

nation.

Once again, let me cominend the Subcommittee for taking on this important issue. It is high time
for the Ametican public and our government to recognize the uigency of this national scourdty
challenge.

Thank yon,

Mr. FALEOMAVAEGA. Thank you, Madam Ambassador.
Mr. Diringer?

STATEMENT OF MR. ELLIOT DIRINGER, VICE PRESIDENT,
INTERNATIONAL STRATEGIES, PEW CENTER ON GLOBAL
CLIMATE CHANGE

Mr. DIRINGER. Thank you, Mr. Chairman, for the opportunity to
appear before you today. I would like to begin by thanking you also
for drawing attention to this critical issue and by voicing our full
support, Mr. Chairman, for the resolution that you have intro-
duced.

I would like to emphasize three points. We believe, first, that it
is in the strong national interest of the United States to provide
sustained support for climate efforts in developing countries; sec-
ond, that Congress should consider a dedicated source of funding
for this support; and, third, that stronger climate finance should be
accompanied by stronger accountability from the major developing
countries on their efforts to reduce greenhouse gas emissions.

Some developing countries have adequate resources to finance
their own climate efforts, but most do not. You have heard already
why supporting these countries is important from a national secu-
rity perspective. It is also in our economic interest. Other countries,
including China, are taking a lead in the global clean-energy mar-
ket. As the United States positions itself to compete, U.S. assist-
ance will help foster strong, stable markets for American tech-
nology.

Beyond that, sustained support for developing countries is essen-
tial if we are to achieve a meaningful global response to climate
change. Strong action on a global scale requires durable agree-
ments, ensuring that all major economies are doing their fair
share. Developing countries will sign on to such agreements only
with a reasonable assurance that the United States and other de-
veloped countries will significantly scale up their support. Stronger
U.S. support is therefore essential for the global deal we need to
reduce our exposure to potentially catastrophic climate impacts.

The Copenhagen Accord represents an important political con-
sensus among leaders that provides a basis for negotiating a strong
international framework. We believe our goal should be a binding
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agreement with commitments from all major economies, but we
will have to get there in stages. The objective for Cancun should
be to build on the Copenhagen Accord, with operational decisions
in key areas.

On finance, three steps are needed in Cancun. The first is cre-
ation of the new multilateral climate fund envisioned in the Copen-
hagen Accord. We favor a fund with an independent board, bal-
anced between contributor and recipient countries. Contributions
should be based on an indicative scale of assessment, establishing
countries’ relative shares, with an aggregate funding target set
through periodic pledging. Donor countries should decide for them-
selves how to generate their respective contributions.

The second step is creation of a new finance body to advise the
conference of parties on finance needs and policy and to promote
coordination among the multilateral and bilateral programs pro-
viding climate finance.

The third priority in the finance area in Cancun is agreeing on
ways to verify financial flows and the actions they are meant to
support. Further agreement on this financial architecture must
come, however, as part of a balanced package. An absolutely essen-
tial element of this package is a system to verify the mitigation ac-
tions taken by developing countries without international assist-
ance. These unsupported actions represent a substantial majority
of the efforts pledged by China and other major emerging econo-
mies. It was agreed in Copenhagen that these actions would be
subject to international consultations and analysis. We need an
open process that lets us see clearly whether countries are, in fact,
doing what they have promised.

Progress in the negotiations depends heavily on action here at
home. We recommend three specific actions on climate finance.

First, we strongly urge Congress to increase appropriations for
climate assistance, as proposed in the President’s Fiscal Year 2011
budget. These funds would help address urgent needs. They would
enable the United States to provide a reasonable share of the $30
billion in “fast start” resources pledged by developed countries in
Copenhagen. And, as an important signal of Congress’s intent, they
would help advance U.S. negotiating objectives.

Second, we urge Congress to consider a dedicated source of fund-
ing to maintain higher levels of support over the longer term. We
believe the best source would be a set-aside of emission allowances
under an economy-wide cap-and-trade system. Others that we be-
lieve are worth exploring include revenue generated through an
agreement addressing emissions from international aviation and
shipping, some redirection of U.S. fossil fuel subsidies or royalties,
or a levy on international emission offsets.

Third, Congress should establish a standing body, comprised of
Cabinet Secretaries, to coordinate U.S. climate assistance and to al-
locate funds across bilateral and multilateral programs, with ap-
propriate congressional oversight.

In conclusion, Mr. Chairman, we believe sustained U.S. support
for climate efforts in developing countries is a sound and prudent
investment in the environmental, economic, and national security
of the United States.
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I again thank you for your attention to these issues, and I would
be pleased to answer any questions.
[The prepared statement of Mr. Diringer follows:]

Testimony of

Elliot Diringer
Vice President, Intcrnational Strategies
Pew Center on Global Climate Change

Submitted to
the Subcommittee on Asia, the Pacific and the Global Environment
Committee on Foreign Affairs
U. 8. House of Representatives
July 27, 2010

Climate Change Finance;
Providing Assistance for Vulnerable Countries

Chairman Faleomavaega, Ranking Member Manzullo, members of the committee, thank
you for the opporlunily lo estily on the critical challenge of ensuring ULS, financial suppart for
climate change efforts in developing countries. My name is Elliot Diringer, and I am the Vice
President for International Strategies at the Pew Center on (iobal Climate Change.

The Pew Center on Global Climate Change is an independent non-profit, non-partisan
arganization dedicated to advancing practical and effective policies to address global climate
change. Our work is informed by our Business Environmental Leadership Council (BELC), a
group of 46 major companies, most in the Fortune 500, that work with the Center to educate
opinion leaders on climate change risks, challenges, and solutions. "he Pew Center is also a
founding member of the U, S. Climate Action Partnership (USCAP) , a coalition of 23 leading
businesses and five environmental organizations that have come together to call on the federal
government to enact strong national legislation to significantly reduce U.S. greenhouse gas
(GHG}) emissions.

Mr. Chairman, the Pew Center believes that providing sustainced financial support to
developing countries is in the U.S. national interest and an essential ingredient for a meaningful
global response fo the urgent challenge of climate change. While some devcloping couniries
havc adequate resources fo finance their own climate efforts, most do not. They need our help
both in mitigation (deploying policies and technologies to reduce their rapidly rising greenhouse
gas cmissions) and in adaptation (coping with the unavoidable impacts of a warming climatc).
Delivering adequate support will require decisions here in Washington to mobilize the United
Statcs’ fair sharc of the nccessary resources. And it will require effective multilateral
agreements ensuring that in rctuen, all major cconomies — both developed and developing —
contribute equitably to the global climate effort.

In my testimony, I would like to vutline some of the reasons we believe it is in our strong
national interest to provide sustained climate support {o developing countries; suggest principles
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fo guide a U.S. climate finance strategy at home and abroad; and recommend domestic and
international policy frameworks to generate and effectively deploy climate finance.

My principal points are as follows:

s There arc strong cnvironmental, sccurity, cconomic, humanitatian and diplomatic
rationales for supporting developing countries’ climate efforls. Developing countries are
unlikely to commit (o strong climate action withoul assurances of sustained finance,
severely weakening prospects [or an effective global response to climate change,
Providing this support will reduce the United Stales’ exposure to climate impacts and
related security risks, and will help ensure strong markels for U.S. clean energy
technologies.

* In both domestic policy and multilateral negotiations, U.S, sirategy on international
climate finance shouid promote reliability, accountahility, coherence, efficiency and the
preservation of national sovereignty.

» Key international objectives should be the establishment of a new multilatcral climate
fund, as agreed in the Copenhagen Accord; creation of a finance body to promote
coherence and coordination among multilateral and bilateral finance cfforts; and adoption
of clear guidelines for the verification of financial flows and supported actions,

s These steps should be agreed only in the context of a balanced package that includes
effective international procedures to verify the mitigation actions of all major-emitling
countries,

o Domestically, Congress should approve the Administration’s request for increased
international climate appropriations in FY 2011; establish a dedicated funding source,
such as a set-aside of emission allowances, to sustain higher levels of finance in the
future; and establish an interagency trust fund hoard to allocate these funds, subject to
Congressional oversight.

Why the U.S. Should Provide Sustained Climate Assistance to Developing Countries

Climate change is a global predicament in which causes and effects are distributed
unequally. All countries face the consequences of a warming climate. However, some countries,
including the United States, have far greater capacity to cope with them. These same countries,
by and large, also bear far greater responsibility for the cumulative greenhouse gas emissions
that have begun to alter our climate.

For these reasons, the warld’s developed countries, including the United States, have
committed to lead the global climate effort and to support the mitigation and adaptation efforis of
developing countries. These general commitments are contained in the 1992 U.N, Framework
Conventicn on Climate (UNFCCC), signed by President George ¥. W. Bush and unanimously
ratified by the Senate.

Responsibility, however, is only one rationale for fulfilling thesc commitments,
Sustained U.S. support for developing countries is in our naticnal interest from multipic
perspectives:
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- Environmental .- Dangerous climate change can be averted only with the concerted
efforts of all major emitting countries. While some have begun to take action, and
such unilateral efforts are likely to grow, achieving a critical mass of effort on a
global scale will require durable multilateral agreements through which countries can
be confident that all are undertaking their fair share. For developing countrics to sign
on to such agreements, they will nced reasonable assurance that developed countrics
will significantly scate up their financial suppori. Sustained U.S. support is therefore
essential for the global deal we need to reduce our exposure lo potentially
catastrophic climale risks,

- National security — The U.S. military now recognizes that unabated climate change
poses rising risks (o cur palional securily and new demands on our military resources.
In its latest Quadrennial Defense Review, the Pentagon says climate change may act
as “an accelerant of instability or conflict, placing a burden to respond on civilian
institutions and militaries around the world.*" In strained regions, chronic drought,
rising seas, extreme weather and other climate impacts could undermine weak
governments, induce mass migrations, and trigger or heighten resource competition,
contributing to social instability and, potentially, armed conflict? U.8, support would
mitigate these risks, first, by helping to reduce global GHG emissions, thereby
limiting impacts, and second, by helping poor, highly vulnerable countries anticipate
and manage the stresses of climate change.

- Economic China, Germany and other countries are taking a lead in a global clean
energy market prolected fo attract more than $1.5 trillion in investment over the
coming decade.® As the United States positions itsclf to compete, it has a vested
interest in cnsuring that doveloping countrics have the technical, institutional and
financial capacity to adopt clcan encrgy technologies. U.S, financc can help
establish, and ease the enfry of U.8. firms into, these new markets.

- Ilumanitarian — An important dimension of U.S, leadership is our readiness to assist
those in need, whether the victims of Haiti’s tragic earthquake or the miltions in
Africa suffering HIV/AIDS. Within 10 vears, global warming may reduce crop
yields i parls of Aflrica by as much as half; by 2050, rising seas could displace as
many as 30 million people in Bangladesh, and receding glaciers could leave a billion

! Department of Defensc, 2010, Quadrennial Defense Review Report, Page 85, Available at
http://www.defense.pov/gdrimages/ODR _as of 12Febl0 1000.pdf.

? Fingar, T., 2008. Testimony Before the House Per Select C ittee on Intelligence and the House Select
Commiftee on Energy Independence and Global Warming, 25 June 2008 and; Center for Naval Analyscs, 2007,
National Secinity and the Threat of Climate Change, Military Advisory Board, Center for Naval Analyses (CNA),
April 2007, Available at
hitp:d/wwiv.cna.org/sites/default/files/National %208 ecurity %20a1d%20the¥%20 Threat%200{%20Climnate¥s20Chang,
e.pdf.

3 Pew Center on Global Climate Change, 2010. Clean Energy Mavkers: Jubs and Oppwlumm.s Apn] 2010 Update.
Available at htep:/fwww.pewclimate.org/publications/brieficlean-energy-
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others across Asia facing chronic water shortages.* Increasingly, the United States’
humanitarian record will be seen against a backdrop of worsening climate impacts.

- Diplomatic — A willingness to assist vulnerable countrics is among the strongest
levers available to the United States to sccure meaningful climate commitments from
China and other major developing countrics. In Copenhagen, China showed
flexibility on U.S, demands for transparcncy only after Secretary of State Clinton
proposcd a long-term finance goal, which fractured the developing country bloc by
drawing support from many lcast developed and small island countries. With further
progress on finance, this dynamic can be expected to continue as negotiations go
forward.

Policy Context and Challenges

The Copenhagen Accord represents an important step toward an effective international
climate framework. Although nonbinding, the Accord reflects a political consensus among
world leaders on key elements, including: a goal of limiting warming to 2 degrees Celsius; a
balanced but differentiated approach to mitigation, with economy-wide emission targets for
developed countries and nationally appropriate actions for developing countries; and agreement
in principle on how these efforts are to be verified.” ‘I'o date, 109 countries have associated with
the Accord. Fitty-six countries accounting for more than 80 percent of global emissions —
includi.nﬁg China and the other major emerging economies — have pledged specific targets or
actions.

In the area of finance, the Accord calls for a new Copenhagen Green Climate Fund; sets a
goal of $30 biltion in mitigation and adaptation assistance from developed couniries in 2010-
2012; and sets a goal of mobilizing $100 billion a year in public and private finance for
developing couniries by 2020, in the “context of meaningful mitigation actions and transparency
in implementation.”

Fulfilling the Copenhagen Accord requires action at home by the United States and other
counfries and further agreement among parties on operating rules and mcchanisms. With respect
to finance, the immediate priority is delivering on the goal of $30 billion in “fast-track™ suppont.
At President Obama’s request, Congress increased international climate appropriations morc
than three-fold in FY 2010, to $1.3 billion. The President has proposed a further increase, to
$1.9 billion, in FY 2011. These funds would help address urgent needs and, as an important
signal of Congress’ intent, would help advanee U.S. negotiating objectives. The Pew Center
strongly urges Congress to [ufly fund this request.

HIntergovernmental Panel on Clirate Change, 2007. Summary for Policy Makers. Available at
hitp://www.ipce.ch/pdffassessment-reportfard/we /ard-we 1-spm.pdf,

% Copenhagen Accord. Available at hitp//unfece.intresource/docs/200%/copl Sfeng/11a01 pdf¥page=4.

¢ The 27 Member States of the European Union are counted here as a single enlity. Emission reduction targets
pledged by devetoped countries are available at http:/funfece.int/hoinefitems/526:L.php, Mitigation actions pledged
by developing countries are available at http:f/unfece.int/home/items/$ 265 .php.
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The broader challenge on climate finance is two-fold. First, the United Statcs must
establish a domestic strategy to generate and effectively manage its sharc of the long-term
finance cnvisioned under the Accord. Second, the United Statcs must work with other countries
to cstablish multilateral financial arrangements compatible with this domestic funding strategy. I
wili offer recommendations in both of these areas later in my testimony.

The upcoming U.N. Climate Conference in Canclin presents a major opportunity to begin
elaborating the international financial architecture. Any [uriher agreement on finance, however,
should come in the context of a balanced package also advancing other key issues, Chief among
these is the issue of transparency. Having agreed in Copenhagen that all parties’ actions are to
be verifiable — and that developing country actions are to undergo “international consultation and
analysis” — parties must now begin to establish this system of accountability,

We heligve that in the long run the goal must be a comprehensive freaty with binding
commitments for all major economies. We will likely get there, however, only in stages, For
now, the ohjective shouid be to build on the Copenhagen consensus with nuts-and-bolts
decisions on finance, transparency, and other key operational areas, As the architecture takes
shape, and countries move forward with domestic implementation, they will hopetully gain the
confidence needed to convert their current political pledges into more ambitious binding
commitments,

Objectives of a U.S. Climate Support Strategy

The Copenhagen Accord, as noted, envisions a mix of public and private finance for
developing countries. While there is no conscnsus on the appropriate mix, there is broad
acceptance that the carbon market and other private finance will comprise a substantiai portien.
Indeed, with a strong carbon market, private finance could generate a substantial majority of
needed flows. There is also broad recognition, however, that a significant increase in public
financc is needed to build mitigation capacity, so that countrics can establish the policies and
practiccs nccessary to attract private investment, and to support adaptation. Our
recommendations focus primarily on the publie finance portion.

We belicve that U.S, stralcgy on inlernational climate finance, both in domeslic policy
and in multilateral negotiations, should reflect the following objectives:

- Reliability — To be politically credible and effective, new support must be steady and
predictable. Strong, stable climate agresments will not be feasible without reliable
financial flows, Nor will developing countries be able to build the capacities needed
to become more self-reliant in meeting the climate challenge.

- Accountability — Clear, workable guidelines are needed to verify the delivery of
support and the performance of supported actions.

- Coherence — Support will flow through multiple channels — public and private,
bilateral and muliitateral — to address a wide range of needs. Mechanisms are needed
to set priorities and to promote coordination and consistency.
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- Efficiency - - Rapidly scaling up support calls for fully leveraging, and not replicating,
the capacities of existing institutions and for deploying public finance in ways that
maximally leverage private flows.

- Sovereigity — National prerogatives must be respected and preserved. Donor
countries should retain discretion on the means of generaling, and avenues for
delivering, increased finance. Recipient countries should be able (o access finance
directly (through national, rather than multilateral, implementing entities).

An International Climate Finance Architecture

Climate support is presently provided through an array of bilateral and multilateral
channels, including a number of funds established under the UNFCCC and the Kyoto Protocol,
In this largely ad hoc structure, funding levels are erratic and well below assessed needs, there is
liftle coordination among the various funding entities, and developing countries frequently
complain of difficuity in accessing those tunds that are available.

A major aim of the engoing UNFCCC negotiations is the establishment of new financial
arrangemments to ensure stronger, predictable flows and improved access to funding, Many
developing countries have advocated a comprehensive new apparatus under the UNFCCC to
centrally gather and disburse funding for the full range of mitigation and adaptation needs. We
belicve a more practical and politically viable approach is a finance framework that promotes
adequate, reliable flows by encouraging a varicty of funding mechanisms and channels, while
ensuring greater consistency, coordination and accountability. The major elements of this
enhanced architecture should include: a new multilatcral climate fund, as agreed in the
Copenhagen Accord; a new finance body to advise the UNFCCC Conference of the Parties
(COP); and clear guidelines for the verification of financial flows and supported actions.

A New Climate Fund — Principal issues in the design of a new climate {und include ils
intended uses, its governance structure, and how it wilt be funded.

We believe a new multilateral climate fund shouid serve as a principal, but not exclusive,
mechanism for delivering public finance (o developing countries, It could support any or all of
the following activities: capacily building (lo help couniries analyze mitigation potentials,
develop national policies, and institute measurement and verification systems); adaptation
planning and implementation; technology deployment; forestry-relaled measures; and other types
of mitigation programs. In determining the fund’s scope, countries must assess and modify
existing UNFCCC funds accordingly to aveid funding gaps and redundancies.

The new fund should be governed by an independent board operating under the guidance
of, and accountable to, the COP, but not under its direct authority. This would allow the COP to
set broad policy directions and mainiain oversight, while reducing the risk of procedural delays
and political interference, For this arrangement to be acceptable to developing countries, many
of which prefer that the fund be under the direct authority of the COP, it is essential that the
board’s composition and decision-making provide for balanced representation. These could be
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modeled on ihe provisional Climate Investment Funds (CIFs) formed in 2008 by the United
States and other major economies. The CIFs® Trust Fund Committees include equal
representation from contributor and recipient countries and operate by consensus.

Another concern is the new funds’ relationship to existing multilateral financial
institutions, in particular the World Bank. Many developing countries object to the Bank’s
donor-weighted governance structure and feel it has been unresponsive to their concerns;
stakeholder groups are critical of its historic support for carbon-intensive energy development,
While both sets of concerns warrant continued reforms at the Bank, they should not preclude it
from an appropriate role in a new climate fund. Given the urgency and scale of the climatc
finance challenge, countries must take full advantage of available capacities and expertise, The
Bank should be a candidate to serve as the new fund’s trustee, a strictly fiductary rote. And
partics should explore seconding staff from thc Bank and from other multilateral development
banks and agencies to form an independent scerctarial supporting the new climate fund.

A wide range of proposed funding sources are being examined by the Secretary-
General's High-Level Advisory Group on Climate Change Financing, but near-term agreement
on any parlicular revenue mechanism, particularly one at the interational level, appears
unlikely. In the absence of such a mechanism, countries should agree on an indicative scale of
assessment establishing their relative contributions (o the new climate fund and set funding
largets through periodic pledging (every three to five years); each should decide for itself how to
generale its respective contribution, This scale of assessnient could take into account factors
such as a country’s total and per capita emissions and GDP, and should be evolving, so that
eimerging economies also contribute as they achieve higher levels of development.

A UNFCCC Finance Body, — As noted, a new climate fund would be one among many
means of delivering climate support. This disaggregated architecture has the advantage of
encouraging multiple bilateral and multilateral channels, thereby achieving the highest feasible
overall flow. A mechanism is needed, howevet, to promote some degree of coordination and
coherence among these efforts.

We believe this role is best served by a new UNFCCC body appointed by the COP to
advise it on finance-related issues. Specifically, this finance body, comprised of parties and
independent experts, could:

¢ Recommend broad funding prioritics to guide the allocation decisions of muliilateral
funds and bilateral donors;

¢ Continually assess finance needs and progress toward meeting finance objectives;

s Review the performance of, and recommend further guidance to, UNFCCC funds;

e Provide a forum where multilateral and bilateral donors could seek te coordinate their
efforts;

* Promote harmonization of application procedures; and

» Recommend guidelines for the measurement and verification of finance.

Verification — Partics have agreed in principle that their mitigation actions - - and that support
for developing country actions — arc to be measurable, reportable and verifiable (MRV). A goal
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for Canctin should be agreement on the basic parameters of an MRV system so that detailed
guidelines can then be developed.

Verification of finance will require stronger tracking and reporting of financial flows and
some form of UNFCCC review, For the sysiem to be crodible, there must be some further
delineation of what flows, both public and private, qualify as “climats finance.”

Developing countries agreed in Copenhagen that “supported” mitigation actions would be
subject to “intcrnational verification.” In the casc of bilateral finance, the Unitcd States and
other donors can be expected to apply their own verification standards, But COP guidance is
needed {o cnsurc some consistency among them and to define how MRV applies to multilateral
support.

A balanced agreement must also address MRV of the mitigation actions taken by developing
countrics without intemational assistance, which under the Copenhagen Accord are subject to
“international consultations and analysis.” This includes a substantial majority of the actions
pledged by China und other major emerging economies. We believe that effective MRV of these
unilateral efforts will require: biennial GHG inventories and implementation reports from
developing countries; u technical review and report by experts; an open peer review based on the
expert reporl and parties’ inputs; and publication of all reports and the peer review conclusions,
Similar MRV procedures should apply to the mitigation actions of developed countries as well.

Domestic Policy Issues

In the domestic policy context, there are two principal needs: a stable funding base
enabling the United States to provide sustained support for developing country efforts; and a
mechanism to allocate and coordinate those resources and ensure strong Congressional oversight.

4 Stable Funding Base — Unless it is prepared to support some form of intcrnational
revenue-generating mechanism, the United States must rcly on domestically generated resources
for its share of future international climate finance, Past U.S. climate support has come through
appropriations by Congress to multiple agencies, including the Departments of State, Treasury,
Energy, Commerce and Agriculture, the U.S. Agency for International Development (USAID),
and the Environmental Protection Agency (EPA). The core climate assistance budget averaged
$237 million a year from 2001 te 2009,” before rising to $1.3 billion in FY 2010,

We urge Congress fo approve the President’s request for increased appropriations in I'Y
2011, and to consider a further increase in FY 2012, enabling the United States to provide a
reasonable sharc of the $30 billion in “fast-start” resources pledged collectively by developed
countries in Copenhagen. However, looking toward 2020, with competing demands on the
federal budget and the growing imperative of deficit reduction, there is no certainty that
appropriations alone can provide the level of sustained support that is needed. We believe that
the United States will prove a more reliable pactner in the global climate effort, and that the

7 Office of Management and Budget, Federal Climate Change Expenditures, Report to Congress for Fiscal Years
2003-2008 and 2011,
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prospects for effective climate agreements will be greatly enhanced, if Congress establishes a
dedicated source of funding.

Ideally, this source should derive from GHG-generating economic activities, and thereby
help to correct the market failures that contribute to climate change, Our first choice would be a
set-aside of emission allowances in an economy-wide cap-and-trade system regulating U.S.
greenhouse gas emissions. While thers now appears little prospect of cap-and-trade legislation
in this Congress, we continue to believe strongly in the value of a market-based approach to
reducing U.S. emissions. Properly designed, a cap-and-trade system can minimize the costs of
meeting our environmental goals, creatc an ongoeing incentive for technological innovation, and
generate resources for critical climate investments, including international finance.

‘We commend the House for its approval of HR. 2454, the American Clean Energy and
Sceurity Act of 2009, and the inclusion of specific sct-asides to support adaptation, reduced
deforestation and technology deployment in developing countries. At projected allowance
prices, these set-asides would generate about $8.5 billion in public finance for developing
countries in 2020.% According to EPA’s analysis, the purchase of international emission offsels
authorized under H.R. 2454 could also generate on (he order of $20 billion of private invesimeni
in developing countries in 2020.° Combined, these set-asides and offset purchases would meet
or exceed the presumed U8, share of the $100 billion goal set under the Copenhagen Accord.

Other potential sources of public finance that we believe may be worth exploring include:

e International shipping and aviation — Two sectors drawing particular attention from
the infernational community because of their trans-boundary nature and rising
emissions are international shipping and aviation. A number of the proposals by
countries fo limit or reduce their emissions could serve simultaneously to generate
tinance for developing countries, Some parties have proposed international levics on
bunker fuels or other forms of emission charges. Alternatively, countries could agrce
to apply such charges nationally and to dedicate a portion of the proceeds to
international climate finance. In such an approach, the United States would directly
administer any charges at domestic ports and decide how to apportion the resulting
revenucs.

*  Fossil fuel subsidics/royalties — Another option is to redirect some of the federal tax
subsidies provided for fossil fuel production, or of the federal royalties it generates,
The United States and other G20 countries agreed last year in Pitisburgh to phase out
“inefficient fossil fuel subsidies.”® The President’s proposed FY 2012 budget calls

8 Purvis, N. and Stevenson A., 2010. International Provisions in U.S. Climute Legislafion. Available at
httpiiwww.climateadvisers. com/pdf/Internaiionai%20Provisions%20in%20U, 8.2 20C i mate%20L egislation.pdf.

® Environmental Protection Agency, 2009, EPA Analysis of the American Clean Energy and Security Aet of 2009—
H.R. 2454 in the 111" Congress, 23 June 2009, Available at

hitp:ifepa,.goviclimatechangeleconomics/pdfs/HR 2454 Anatysis.pdf.

10320 Leaders® Statement, The Pittshurgh Summit, 24-25 Seprember 2009, Available at
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for ending a number of oil and gas subsidies, generating an estimated $39 billion in
revenue through 2020."

¢ Levy on international offsets — Another potential source, assuming the establishment
of a federal cap-and-trade system, would be a fevy on international emission offsets
entering the domestic market. A similar Icvy on the international Clean Development
Mechanism presently suppozts the Adaptation Fund under the Kyoto Protocol.

Coordinating U.S. Support — Regardloss of the source of finance, a coherent strategy for
sustained U.S. support requircs a mechanism to coordinate across federal entities. Ideally,
Congress should establish a trust fund to rcecive appropriated or dedicated funds and a board to
oversee it. The board would develop a long-lerm climate support stratepy and, on that basis,
make annual allocations to bilateral and multilateral programs.

To best align the funding strategy with broader U.S. diplomatic objectives, the board
should be chaired by the Secretary of Siate. Other members should include the Secretaries of
Treasury, Energy, Agriculture and Commerce, and the Administrators of USAID and EPA. The
board should report regularly to Congress, ils executive director should be Senate-confirmed, and
Congress should use other means at its disposal to ensure strong oversight

In conclusion, Mr. Chairman and members of the committee, we believe sustained U.S.
support for climate efforts in developing countries is a sound and prudent investment in the
environmental, economic and national security of the United States. We strongly urge Congress
to increase appropriations for “fast-track” finance, and to establish the means for providing long-
term support in the context of agreements ensuring that all major economies contribute equitably
to the global climate etfort. 1 would be pleased to answer your questions,

" Officc of Management and Budget, 2019, Budge! of the U.S. Government, Fiscal Year 2011, Available at
hitp:/fwww.whitehouse.gov/omb/budget/fy201 1 /assets/budget.pdf
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Mr. FALEOMAVAEGA. Thank you, Mr. Diringer.
Mr. Hundt?

STATEMENT OF THE HONORABLE REED E. HUNDT, CEO, COA-
LITION FOR GREEN CAPITAL (FORMER CHAIRMAN OF THE
FEDERAL COMMUNICATIONS COMMISSION)

Mr. HUNDT. Thank you very much, Mr. Chairman. It is an honor
to be here.

The Coalition for Green Capital comprises business investors,
financiers, project developers, and technology companies that are
involved in either the production or the consumption of clean en-
ergy.

There are, in our view, three fundamental inputs to global devel-
opment. They need to be affordable, they need to be universal, and
they need to be continuously available. And they are communica-
tions, finance, and energy. No economy in the world can develop
without these three inputs; no economy that has developed has
been able to do so without them.

We urge Congress to create, as a vehicle to facilitate the develop-
ment all around the world of clean energy, something called the
Energy Independence Trust. It would be what the law recognizes
as a patriotic organization. An example would be the Red Cross.
There are more than 90 such examples. The Boy Scouts of America
is an example. Congress, from time to time, has created these cor-
porations for special purposes.

They are typically charitable organizations, and so they are used
to aggregate charitable contributions from all around the world.
Like the United States Postal Service, we would urge that Con-
gress permit the Energy Independence Trust to borrow from the
United States Treasury. It is also the case that the Energy Inde-
pendence Trust, while it would not seek regular annual appropria-
tions, could on an ad-hoc basis be the subject of specifically des-
ignated appropriations.

Most importantly, on an international level, this would be a vehi-
cle to complement and supplement the multilateral development
banks that already exist, so that we would have another institution
on the landscape but one that was not an agency or instrumen-
tality of the United States Government.

The reason we are urging a new institution is because the status
quo is not adequate. The global need for sustainable and affordable
electricity is staggering. Roughly 3 billion people in the United
States burn wood products in order to live day to day. About half
of those people, about 1.5 billion, have no access to electricity at all.

The problem in the developing world is that electricity is not af-
fordable, and that is the reason that it is not available. The prob-
lem in the developed world, in many cases, is that it doesn’t con-
tain a price for carbon. It is a very, very different problem. In Ken-
tucky, electricity is all based on coal, or almost all based on coal,
and is very, very cheap. But when we turn to the developing world,
it either doesn’t exist at all or the only source of it is going to be
some carbon-emitting and nonsustainable resource.

Roughly speaking, the total amount of foreign investment that
occurs from one country into another on a global basis every year,
even in the downturn that we are now in, is about $1 trillion. And
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it is more than that when the global economy is growing faster. We
need, in order to have the world wrapped in affordable and sustain-
able electricity, we need about 10 percent of that $1 trillion every
year to be dedicated to clean electricity. Instead, less than 1 per-
cent is dedicated to that purpose. And that number has fallen as
the global economy has dropped.

So that gap between 1 percent of total FTI and 10 percent of FTI
has to be met by some set of governmentally led actions and, most
importantly, private-sector-led actions. So Ambassador Soderberg
has suggested a number of very, very creative ideas for how money
could be obtained. I have just heard testimony that also supports
this basic idea. And what I am suggesting, Mr. Chairman, is a
legal framework for receiving, aggregating, and mobilizing the
kinds of capital that is necessary.

Just 2 weeks ago, the United Nations, in a meeting hosted by the
richest man in the world, Carlos Slim, in Mexico City, said that it
is clear now that the private sector has do more and that govern-
ments are unfortunately going to be constrained and are going to
end up doing less to meet the funding gap.

Just within the same month, the 11 nations in the Pacific Small
Island Developing States said that they were worried about the bu-
reaucratic red tape that is already ensnaring the fairly limited gov-
ernment funds that are available, as they think about their threat-
ened future.

So what we are suggesting here is this new institution that can
provide a new channel for low-cost, long-term financing of clean en-
ergy in the developing world.

Thank you very much.

[The prepared statement of Mr. Hundt follows:]
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Testimony of Reed Hundt
Chief Executive Officer
Coalition for Green Capital
Before the
Committee on Foreign Affajrs
Subcommittee on Asia, the Pacific and the Global Environment
United States House of Representatives

July 27, 2010

Thank you Chairman Faleomavaega, Ranking Member Manzullo, and members of
the Committee. Mr. Chairman, | am Reed Hundt, CEO of the Coalition for Green
Capital (the “CGC"), a non-profit formed for the purpose of developing and
advocating tax and finance policies to catalyze private investment that leads to
universal, affordable, sustainable, and efficient production and consumption of
electricity. The CGC believes that this goal can best be accomplished through a
robust network state, national and international banks, financing authorities or
trusts that provide long-term, low cost financing for clean energy and energy
efficiency projects. Our goal is to allow the private sector to greatly expand its
ability to undertake these projects and to create millions of private sector jobs.

I am here today to discuss the need for an international green bank {the "IGB") to
complement and support existing governmental and non governmental financing
authorities. Before | proceed any further, | would like to commend you Mr.
Chairman and the members of the Committee for proposing H. RES. 1552 which
brings much needed attention to the critical need to details and implementation
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of the commitments made by the United States and others under the
Copenhagen Accord,

On the national level, the American Clean Energy Security Act of 2009 (also known
as the Waxman-Markey bill}, passed last year by the House of Representatives,
includes sections (182-191) establishing an independent corporation known as
the Clean Energy Development Authority (“CEDA”) that would provide loans,
letters of credit, loan guarantees and other credit support to deploy clean energy
and energy efficiency projects and technologies. CEDA received very strong
bipartisan support, having been approved in Committee by a vote of 51 to 6.

In the Senate, we are supporting a bill to establish CEDA that would be
established in the Department of Energy (“DOE") to support innovative clean
energy and energy efficiency technologies and a proposal to establish a not-for
profit 501{c}(3) patriotic corporation called the Energy Investment Trust or “EIT”
to support the deployment of commercially ready clean energy and energy
efficiency projects which will be included in title 36 of the United States Code
which covers patriotic societies and similar organizations like the Red Cross and
the Boy Scouts. The EIT would not receive any federal appropriation, but it could
borrow funds from the Treasury and would, we believe, be scored as having zero
budgetary impact because the investment risk would be covered by a credit
subsidy fee paid by the borrower. EIT financing would not be backed by the full
faith and credit of the federal government. The EIT would cover its initial
overhead costs through funding sources other than the federal Treasury, such as
from charitable contributions, and would not be a instrumentality of the US
government and would not be funded with taxpayer appropriations since its loans
are repaid. The EIT would help channel! charitable contributions and would be
able to loan to state commercial banks in an ear when credit for small projects is
evaporating. We think both the CEDA and the EIT are needed but they serve
different purposes and fully complement each other.



83

We have learned that very significant benefits would flow from establishing
authorities and trusts like CEDA and the EIT on both a domestic and an
international level.

First, the EIT and CEDA would address in whole or in part the cost disadvantages
of clean energy verses conventional energy that does not internalize the cost of
carbon emissions. It would do so by providing low cost financing that would very
substantially reduce the cost of such projects and which would make them cost
competitive or much more cost competitive with high carbon emission
technologies. This would not be a subsidy and it would not cost the American
taxpayer a penny since the financing would be repaid by the borrower.

This would help solve one of the key challenges of developing clean energy and
energy efficiency projects. No one wants to drive up the price that people pay for
heating, lighting, and air-conditicning, or to deny shareholders of energy
companies the capability of sustaining clean investment. During an economic
downturn, no one wants to inflict increases in what businesses pay to keep their
lights on, do dry cleaning, design software, run computers, or engage in all the
myriad activities that our high value-added econcmy requires to create wealth.

OQur studies have shown, for example, that low cost financing of wind projects
4.5% interest rate and 20 year maturity assumed for a loan supported by
government guarantee compared to a conventional loan- with a 8.5% interest
rate and a 10 year maturity reduces the delivered cost of wind energy by about
40%. This triples the areas of the country that could deliver wind energy at a rate
consistent with the existing cost of electricity in the affected areas. | have
attached charts explaining these points in much more detail in Attachmeant A,

Second, a CEDA or EIT would support a very large number of new private sector
projects that otherwise would not be built because they are not cost competitive.
These projects would benefit private sector investors, utilities, merchant power
companies, energy service companies, transmission line builders, contractors,
construction companies, and firms with many other skill sets. All of this could be
accomplished with a negligible cost impact on the U.S. government.

3
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Third, as the charts in Attachment B show, the domestic projects supported by EIT
or CEDA could create millions of new jobs. This job creation benefit will also
accrue when an international green bank supports projects outside the U.S. if, as
will be the case, the U.S. provides the equipment and some of the personnel for
many of these projects.

Fourth, it will take very substantial investments to deploy clean energy and
energy efficiency technologies on a meaningful basis. Using an EIT or a CEDA
enables small amounts of funds to support large amounts of funding since
institutions like an EIT or CEDA could leverage their funds and thus provide far
more support for projects than the federal government can afford through direct
grants or subsidies. For example, using conservative leverage modeling, we
believe CEDA could support $100 billion of clean energy projects based on $10
billion of funding. The EIT and CEDA would employ strict risk control measures
and adequate reserves to cover any losses, and because they are non-profit
institutions, they would have no motive to undertake more risky financing.

Very early into our work on the EIT and CEDA, we realized that all of the efforts to
negotiate reductions in the carbon emissions in developed countries would be
undercut if the potential growth in carbon emissions in developing countries was
not addressed. In that regard, we know that there has been a great deal of
debate in Congress over whether the U.S. should address climate change if the
rest of the world fails to act since by 2030, global energy demand is expected to
be 40% higher than it was in 2007 — and 90% of that increase will come from non-
OECD nations ! These figures suggest that even if developed nations are able to
significantly reduce their levels of carbon emissions the overall impact on climate
change may be outweighed by the contribution of developing countries to global

! See Int'l Energy Agency, World Energy Cutlock 2009 at 47 {2009). More recently, the U.S. Energy Information
Administration (the “EIA”) has affirmed these estimates by predicting that global energy demand is expected
to be 49% higher by 2035 than it was in 2007 and that 84% of the increase by 2035 will be attributable to non-
OECD countries. See, EIA, International Energy Outlook 2010 Highlights (May 2010).
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carbon emissions. However, as has already been evidenced in the difficult
discussions on carbon emissions targets, developing countries have a legitimate
interest in ensuring that any global targets to not come at the expenses of their
future development and need to satisfy energy demands. As a result, it is
critically important that efforts to reduce carbon emissions focus on providing
developing countries with the right combination of incentives, financial resources
and technical assistance to encourage less carbon-intensive means to securing
energy supplies for growth and development without compromising meaningful
economic development.? Unlike the developed world which often faces the more
costly challenge of trying to subsidize or otherwise create incentives for
retrofitting existing installed capacity to be less carbon intensive and investing in
new infrastructure to incorporate renewable energy sources into the existing grid
in an environment of surplus capacity and declining aggregate demand,
developing countries by in large need to make new investments in both
generation capacity and infrastructure in the coming decades in order to meet
their growing energy demand. This presents a tremendous opportunity to more
successfully achieve long-term carbon emissions abatement and reduction goals
by promaoting the least carbon-intensive options for the energy matrices of
developing countries. Conversely, the lack of a timely intervention to create
incentives for those more optimal choices will mean a far more costly problem in
the long-term. Of equal importance, access to a reasonably priced, reliable
supply of electricity has long been identified as an essential key to the economic
and social development of countries.® Again, the CGC saw an opportunity and a
challenge. As previously noted, the critical link between access to reasonably
priced, reliable electricity and development means that developing countries have

This concern was recently echoed in the U.N. high-level Advisory Group on Energy and Climate Change
{"AGECC") call to U.N. members to cammit themselves to ensuring universal access to modern energy services
to meet basic needs by 2030. See AGECC, “Energy for a Sustainable Future,” Summary Report and
Recommendations, April 28, 2010.

See, e.g., AGECC, supra, note 2,
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a legitimate concern that global efforts to cap carbon emissions could result in
mitigation measures that impact the cost and technologies needed for the supply
of electricity and therefore impact their development. On the other hand, policy
interventions and instruments that allow for greater investments in electricity
generation and infrastructure in developing countries, but with technologies that
do not increase (and may in fact reduce) overall carbon emissions would be a win-
win. We therefore believe that establishing an international green bank like the
IGB, that provides significant amounts of low cost financing to projects that
guarantee a clean, sustainable, and affordable energy supply in developing
countries is an essential element of any global strategy to ensure that growth in
developing countries is compatible with the goal of reducing carbon emissions on
a worldwide basis.

Understanding the need for the iGB, the key question remains how such an
institution should be funded and operated. As this Subcommittee cited in H. RES.
1552, the Copenhagen Accord represented a critical commitment by the
signatories to mobilize $30 billion for the period 2010-2012, growing to $100
billion a year by 2020 for climate mitigation and adaptation in developing
countries. * Unfortunately, serious budgetary constraints in the United States and
Europe have called into question how those goals will be achieved, particularly if
the original intent was to commit to new, direct funding by developed country
governments through direct cash grants or other foreign assistance to developing
countries. We have therefore not been surprised by the news that developed
countries are seeking to have existing foreign assistance commitments counted
towards these goals, and perhaps most significantly, the recent emphasis by
many, including the U.N. Secretary-General’s own advisory group on the topic on
the need to mobilize the private sector to fill the gap.” We therefore see the 1GB

See Report of the Conference of the Parties (COP) on its fifteenth sesston, held in Copenhagen from December
7 to 19, 2009, FCCC/CP/2009/11/Add.1, March 30, 2010 {Copenhagen Accord), at 7.

®  See “UN Advisory Group seeks to enhance public-private links to bonst access to energy,” U.N. Maws Service,
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as addressing these challenges by serving a crucial role in leveraging limited
government funds to mobilize private sector financing and investment towards
achieving these goals and making those targets far more feasible and realistic.

In fact, one of the consistent themes in our research and analysis has been that
the sums of investment that will be necessary to satisfy the increasing need and
demand for reliable electricity in developing countries is vast and the
corresponding need to fulfill that demand in a way that neither the public sector
nor development aid can satisfy alone.® Before concluding that there was a need
for a new institution, we set out to assess what existing sources of financing,
particularly climate financing, might be available to fund the goals that we had
identified for the IGB. Our research also indicates that the current international
financing mechanisms will be unable to provide the needed funding for clean
energy projects in the developing world., While the Clean Development
Mechanism (“CDM”) has been a source of funding for energy projects, we found
that funding from the CDM has been significantly concentrated on investments in
just three countries and in a narrow sector and that the selection and impact of
projects funded by the CDM had come under increasing scrutiny.” In addition to
the CDM, there are a series of multilateral and bilateral trust funds in addition to
the CDM which have historically been the primary source of funding for clean
energy and climate mitigation and adaptation projects.®> However, these existing

The AGECC estimates that capital investment of $35-$40 billion of capital will be required on average per year
in order to meet the commitment of universal access to modern energy services to meet basic needs by 2030,
See AGECC, supra, note 2, See, also,, Jamal Saghir, “Finance boost is needed to achieve countries’
Infrastructure goals,” Fin Times, June 7, 2010, Mr. Saghir is a member of the AGECC and also the Director,
Energy, Water and Transport at The World Bank.

id. at 265-266 [stating that 75% of sales revenues from offsets accrue to Brazil, China and India and only 3% of
carbon revenues go to low-income countries and abatement action has been concentrated in a small number
of industrial gas projects).

See World Bank, World Development Report 2010: Development and Climate Change, 258 & 263, tbls. 6.1 &
6.4 (2010} available at http://go.warldbank.org/BKLQIDSDUO.
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sources of climate finance have proven to have certain limitations, particularly as
it relates to the types of energy projects that we would anticipate tc be funded by
the IGB. The various climate funds have created a fragmentation of funding that
adds transactions costs, leads to inefficient allocations and limits the scalability of
projects.’” More importantly, these existing sources of climate finance have not
had a significant impact on addressing the need for |ess carbon-intensive sources
of energy in developing countries or in mobilizing the significant amount of
private sector investment estimated to be necessary to achieve that goal, *°

Similarly, while The World Bank, the regional development banks and the bilateral
development agencies have alsc been an important source of financing for a
range of clean energy and climate mitigation and adaptation projects, the amount
of financing that they have provided has been limited when compared to the
need. Moreover, these funds have been spread over a very broad range of
projects and programs, which have been mostly unrelated to energy issues, and
have been largely directed to the public sector.** Finally, and perhaps most

®  See Warld Bank, supra note 8, at 263-264.

% see International Energy Agency, Waorld Energy Outlook 2009 at 47 {2009) {(citing the 450 Scenario as requiring

US $10.5 trillion in investment in fow-carbon energy technologles and energy efficiency by 2030 including US
$1.7 trilllon for energy-related investments and citing the importance of private sector invasiment to achieve
those investment tevels). See, also, AGECC, supra, note 2. “Energy for a Sustainable Future,” Surmmary Report
and Recommendations, April 28, 2010,

The Clean Technology Fund {“CTF”}, a relatively new trust fund administered by The World Bank, has the
potential to address some of the issues that we have identified, but it is still too early to assess how successful
it will be in the medium to long term. For example, the CTF program documents expressly contemplate the
possibility of extending financing to the private sector and to energy projects. A country’s investment plan can
designate a portion of funding to be channeled to the private sector and to energy projects {as Mexico has
done), but the CTF has a broad mandate, relies on recipient countries o designate investrment targets and
projects, etc. Moreover, while the amount of work necessary to develop an investment plan should not be
underestimated, only eight CTF-co-financed projects had been approved as of July 23, 2010, with one project
listed as pending approval {Climate Investment Funds, Project Proposals web page
http://www.climateinvestmentfunds.org/cif/current_information documents). A total of thirteen investment
plans from around the world have been endorsed and some $4.3 hillion of CTF co-financing has been allocated
to these projects. It 1s estimated that an additional US $36 billlon will be leveraged in the coming years from
{cont'd)
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importantly, these institutions and agencies have a broad mandate to promote
development. While they have clearly endeavored te increase their funding and
support for increasing access to energy, including clean technology, they must
allocate their resources, particularly their management and staff, among a broad
range of issues and engagements that are critical to the range of issues that must
be addressed. It is unrealistic, impractical to expect these institutions to solve
these-issues alone or to be singularly focused on the energy gap and the need to
reconcile it with a global strategy to abate carbon emissions.

Given the overall opportunity identified by the CGC and the perceived limitations
of the existing funding sources and institutions, our Coalition believes that there
would be tremendous value in forming the IGB as a non-profit institution similar
to the EIT, CEDA and green banks proposed in Great Britain*? and other countries
that would focus specifically on mobilizing low-cost financing for high-impact,
national and regional energy projects in developing countries. The IGB could be
organized as an international affiliate of national green, infrastructure or
development banks or as a stand-alone organization. It would focus on projects
that would include (i) investments in clean energy, energy efficiency and other
low-carbon alternatives for new generation capacity , (ii) replacing and

{cont'd from previous page}

other sources, including the private sector, bringing the total to approximately US $40 billion. See “Climate
fnvestment Funds set to mobilize US $40 billion for country-led tow carbon growth,” The Werld Bank, March
19, 2010 and “Making the Most of Public Finance for Climate Actlon,” Issues Brief #2, The World Bank, May
2010. For a description of the CTF program, see The World Bank Climate Investment Funds
http://www.climateinvestmentfunds.org/eif/.

Since February 2010, the U.K. Green Invastment Bank Commisslon has been working to tdentilfy how Britain
can better support and accelerate the private sector investment required to defiver the UK. transition to a
low carbon economy. See “Unlocking investment to deliver Britain’s low carbon future,” Report by the Green
investment Bank Commission, june 2010, http://www.bobwigley.co.uk/wp-
contentfuploads/2010/02/Unlocking-investment-to-deliver-Britains-low-carbon-future-Green-Investment-
Bank-Commission-Report-final-june-2010.pdf

In his remarks, Senator Kerry cites a recent sub-critical coal-fired power generation project in Brazil. Senator
John F. Kerry, .S, Senate, Building a Twenty-First Century Development Bank: New Challenges, Mew
{cont'd)
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retrofitting existing carbon-intensive generation and buildings with renewable
energy sources ar equipment that significantly reduces or eliminates carbon
emissions, (iii} investments in transmission and other infrastructure to allow the
adoption of renewable energy sources, regional energy solutions and integration
which can reduce the need for new investments in capacity™, (iv) investments in
technologies that reduce oil use and (v) other transformative investments that
address electricity needs while reducing carbon emissions.*

We have been working with like-minded groups in China, Brazil and Europe to
develop this concept and to think through how the IGB could best be funded.
Ideally, the iGB would receive initial funding by borrowing from the U.S, Europe,
China, Brazil and other large countries and would fund projects in less developed
countries. The IGB would provide financial support so that clean energy and
energy efficiency projects are able to attract a wide range of private sector
lenders including financial institutions, pension funds and insurance companies,

{cont'd from previous page)

Priorities, Remarks at the World Bank {Nov. 18, 2009) {remarks as prepared for delivery available at
http://go.worldbank.org/KL290KVILE]. 1n addition, developing countries like Botswana, Guatemala, India and
Oman have announced projects to develop new coal-fired power generation plants in the past couple of years
and Syria announced a new 250 MW oil and gas project. More significantly and recently, Eskoin, the South
African state-cwned electricity utility has recently mandated J.P. Morgan and Credit Suisse to help it In the
financing of two US 515 billion coal-fired generation plants.

One exampie of a regional energy project intended to promote integration to address energy needs is the
Electric Interconnection System for Central American Countries {known as SIEPAC, for its initials in Spanish), a
1,800-kilometer network of transmission lines that stretches from Colombia to Mexico and which is nearing
completion, was intended to facilitate regional power generation projects. See, generally, Inter-American
Development Bank, SIEPAC Fact Sheet available at hitp://www.iadb.org/news/docs/Fact_Sheet_SIEPAC.pdf.
Similarly, reglenal energy projocts have been suggested as an approach to addressing energy needs in Africa.
See, Agance Frangaise de Développement and World Bank, Africa’s Infrastructure: A time for transformation,
at 181 {Vivien Foster and Cecilia Bricefic-Garmendia, eds., 2010}
https:/fwww.infrastructureafrica.org/alcd/documents

For example, this “green bank” could provide low-cost financing for the infrastructure necessary to use the
natural gas currently being flared in Nigeria for local electricity generation. See, generally, Fiona Harvey,
“Heating Up®, FIN. TIMES. Nov. 2, 2009.

10
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which in turn would serve to lower the cost of financing to project developers and
increase their return. As has been shown in various studies, there is a class of
institutional investors, including pension funds and insurance companies, whose
long-term liabilities allow them to have longer investment horizons and to desire
fixed-income assets, which are a good match for the longer tenors sought by the
developers of infrastructure projects. Using capital provided by the contributing
countries and from public sector investors which would have no or low return
requirement, the IGB would have the ability to provide the required credit
enhancements discussed above and lower the cost of financing to project
developers. As with the EIT, IGB loans, guarantees and other credit support
would not be backed by the full faith and credit of the countries from which it
borrows. Given that the cost of financing to these types of projects is strongly
tied to the potential credit risk of the borrower and the quality of its offtake
contracts, the CGC would anticipate that the IGB would provide a range of credit
enhancements to make these targeted projects financeable, including loan
guarantess, partial risk and credit guarantees, and insurance products that
“wrap” bonds and other debt securities issued by the project company. Generally
speaking, the CGC expects that the models for these types of instruments include
the products of multilateral development banks {MDBs), like the Multilateral
Investment Guarantee Agency {MIGA), credit guarantees provided by export
credit agencies, the DOE loan guarantee programs, and others.

The IGB would differ from existing proposals in two important respects. First, it
would have the institutional independence necessary to focus on this specific set
of investment objectives. Second, it would have to have the flexibility of working
with a broad range of partners, including development banks, existing climate
financing sources as well as the ability to attract private and public donars and
institutional investors. To achieve its mission of providing low-cost financing to
mobilize private sector investment, the IGB would {i} leverage the analytical work
of other institutions, like The World Bank, International Renewable Energy
Agency {IRENA) and the International Energy Agency (IEA), (ii) use a range of
financial instruments and techniques to mobilize financing from commercial

11
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banks and international capital markets, (iii} partner and coordinate with MDBs
and bilateral aid agencies, particularly on development strategies and projects
that ensure the sector reforms and public sector engagement and support that
are essential for the success of an IGB-funded project, (iv) develop and pursue
complementary investments with MDBs, bilateral aid agencies, existing climate
funds, and private donors, and (v} develop specialized expertise in clean energy
and energy efficiency projects in developing countries,

To summarize, we see the IGB as enabling the private sector to develop countless
clean energy and energy efficiency projects in developing countries. It would
effectively leverage funds to create the liquidity needed to bring these projects to
scale around the world. These projects would benefit the U.S. companies and
workers that produce the needed equipment and which undertake the projects.
it would enable the U.S. to partner with countries like China and Brazil in reducing
carbon emissions. It would be a partner to the existing international financial
institutions whose engagement is primarily focused on the public sector in
developing countries.

We are in the early stages of developing the IGB concept and structure and hope
that we can seek the support, input and advice of this Committee and its
members and staff in bringing an IGB to fruition.

12
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Mr. FALEOMAVAEGA. Thank you, Mr. Hundt.
Dr. Clark?

STATEMENT OF REDMOND CLARK, PH.D., CHAIRMAN AND
CEO, CBL INDUSTRIAL SERVICES

Mr. CLARK. Thank you, Mr. Chairman. Thank you for inviting
me (lioack again. You are showing extraordinary patience in that re-
gard.

When I listen to all the comments that have been made here, a
number of points that I wished to make have been covered, so I
will excerpt remarks from some of the written testimony I have
supplied.

In terms of my background, I am different, I think, than a num-
ber of people who have testified today because I am at the other
end of the feeding chain. I am one of the doers. We are the people
that actually go out, if you will, and execute on a whole host of dif-
ferent policies. In that regard, our view is a little bit different; per-
haps the way we look at these problems is, as well.

I would like to touch on the fact that there are a number of dif-
ferent definitions of adaptation that are being used today. Mine is
narrower. I am simply talking about the measures necessary to re-
duce vulnerability, primarily focused on natural hazards. And
when I use the term “mitigation,” I am not talking about cutting
down on carbon emissions; I am just talking about responses to
natural hazards.

Well, climate change—if and when it happens and wherever it
occurs—means that the local climate is going to change. Distribu-
tions are going to change. And, as a result, it changes risk that we
are all exposed to. Ultimately, therefore, adaptation to these new
hazards or newly defined hazards is local. The idea of adaptation/
response to climate change is not a single problem. It is from a pol-
icy standpoint and from a financing standpoint. But from an oper-
ational standpoint, it is not one problem, it is 10,000 different prob-
lems, all culture-, location-, and climate-specific.

Here in the U.S. over the last 40 or 50 years—which, unfortu-
nately, has been the bulk of my career—we have hammered out a
way to deal with environmental hazards. We study the magnitude
and frequency of the risk; we quantify them. We develop options.
We look at cost-efficiency of those options and try to come up with
a priority methodology for dealing with those hazards, and then we
execute those plans. We try to spend the least amount of money
and get the most amount of coverage. We don’t do a perfect job,
and we don’t come up with a way of climate-proofing anything. We
reduce risk.

If you look at the literature surrounding estimates of the cost of
global adaptation, you come up with extraordinary ranges of num-
bers. In the past 5 years, I have run across studies that talk about
a $9-109-billion-a-year cost. The ranges that we see here are im-
portant because of the differences that we see. Each report is as-
suming a different discount rate to look at future damages. They
range upwards from O percent, and, therefore, they look at prob-
lems very differently and over- or understate problems as a result.
Secondly, everyone is looking at a different universe of impacted
systems, of cities, countries, at different stages of preparation and
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evolution, and all dealing with different hazards. Third, we don’t
have an inventory of problems at the project level yet. Everyone is
still feeling their way forward. And, finally, there is no clear cli-
matic path ahead.

When we talk about the climate change issue—and you are going
to ask me a question, as you have, Mr. Chairman, in the last two
sessions that I attended. You asked the same question about
whether we are comfortable with climate change. I held my tongue
before, and now I will say: I don’t know, because I don’t know
which change we are talking about.

The IPCC has said we have a vast array of possibility out there
to deal with. Well, when you talk about hazard quantification,
identification, and response, ranges aren’t good. They increase risk,
and they increase cost. If you will, uncertainty equals height in a
seawall. Uncertainty equals increasing cost. And when we don’t
know what the future holds and we have to design today, we build
and waste extraordinary amounts of money as a result.

If we look at New Orleans, they are estimating $15 billion just
to bring the levees up to a Category 3 hurricane capacity. I think
the costs are in the area of $100 billion to get the city ready for
a Category 5 storm. They are not talking about spending that kind
of money.

My point is that figuring out what we are responding to is going
to be a big, big deal when we try to figure out where money goes.
Spending on structures in addition to all the other developmental
dollars that out there is going to be a major sink for money in this
area.

So how does that tie back to financing? Well, if we look at what
the private sector is doing in this area—and I am by no means ca-
pable of covering every element of this—what I see is that there
isn’t a lot of investment happening right now for one very simple
reason: Risk. There is too much risk. Not only the risk that the
companies have the ability to pay back any money that they would
borrow from the private sector, but we don’t know what we are
spending the money on. When it comes to climate response, we
don’t know what we are responding to. And that is probably a sin-
gle largest issue that we are going have to get past sometime in
the next decade.

Earlier this week, the U.N. Secretary-General’s High-Level Advi-
sory Group on Climate Change Financing Report came out, and one
of the members of the committee, Koch-Weser from Deutsche Bank,
indicated $400 billion a year is available right now from the private
sector in Europe, but they can’t put the money in because the risks
are too high. There is no insurance. They are not prepared to put
the money forward, as a result.

So one of the questions we may want to consider from a policy
standpoint is, what can the government do to reduce risk? And I
am over time here, but I will just briefly run down a list.

First and foremost, we have to improve the accuracy of our mod-
els. We have to make them more local and not so much global in
scale. We have to slow our heavy-lift investments. We are not in
a position to invest widely in large-scale construction from a haz-
ards-management standpoint because we don’t have the data in
most of the areas that we are concerned about. And then, finally,
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of course, we are going to prioritize our projects and standardize
our evaluation criteria, as I know agencies have a desire to do at
any rate. And, finally, develop some level of guarantees, which a
number of the other panelists here are, I think, already taking
about.

Thank you.

[The prepared statement of Mr. Clark follows:]
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CLIMATE CHANGE FINANCE:
Providing Assistance for Vulnerable Countrics

TESTIMONY PREPARED FOR ''HE HOUSE FOREIGN AFFAIRS COMMITTEE’S
SUBCOMMITTEE ON ASIA, PACIFIC AND THE GLOBAL ENVIRONMENT
July 27, 2010

PREPARED BY:
REDMOND CLARK, PhD
Chief Executive Officer
CBL Industrial Services
760 Industrial Drive, Cary, IL 60013
July 6, 2010
drred_tdj@hotmail.com

INTRODUCTION

1 do not come before this committee as an operating public policy-maker, although I have
served in that capacity in the past. Thave received extensive training in climatology and
in climate model development; I have developed or supported the development and
evaluation of hazard warning systems for lavge utban aveas; and T have performed
exlensive hazard risk assessments for lavge areas of the US, including hurricanes, riverine
flooding, droughts and low flows. In addition, I have performed a series of analyses
regarding interaction between extreme environmental events and toxics management, In
shott, T would not presume to tell this committee that I am fully versed in the foreign
policy and trealy complexities associated with climate change. But when policy is
converted into a specific action plan and funded, someone with my background may well
be responsible for implementing those plans.

With that background in mind, this committec hag gathcered to discuss adaptation funding
for developing nations. Tn particular, the commitice wishes to consider finance
mechanism and governance issues associated with climate change adaptation and
mitigation funding provided to vulnerable countrics. 1 would likc to offer a fow thoughts
and observations regarding US and international options for valncrable/developing nation
adaptation support.

ADAPTATION

When we speak of adaptation, there are a number of different meanings that are used in
science and policy circles. For the purposes of this testimony, I use the term “adaptation”
as the initiatives and measures necessary to reduce the vulnerability of natural and human
systems against actual or cxpeeted climate change effects. Within that meaning, I use the
term “mitigation” to refer to cfforts to reduce the impact of climate changes. Such efforts
do not inctude any consideration of the costs, mcans or methods for reducing the amounts
of GHG emissions into the atmosphere.
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“Adaptation” sounds straightforward, but it is not. Natural climate is variable, both over
space and over time. If we consider historical climatic data, we see that the world has
experienced markedly different climates over time (ice ages, climatic optimums, etc). At
any given location, we expect to see wet and dry years, as well as warmer and cooler
years. Wealthier nations have developed a host of technologies for dealing with extremes
of climate variability, especially when those extremes threaten human and natural
systems. We call those extreme events natural hazards (floods, hurricanes, droughts,
infestations, etc), and although the management alternatives will vary by hazard, the
methods for dealing with those hazards have several common threads:

* We study the magnitude, (size, impacted area, severity of conditions) and
frequency of those events for each location over extended periods of time

s We define a serics of aptions that will manage or mitigate the cffects of the
specitic natural hazard (A Range of Choicc)

s We assess the benefits, costs and effectiveness of each option, and design a
program or plan to manage tisk at an aceeptable cost. Such evaluations typically
include consideration of fiscal, social and envirommental impacts

Implementation of such a hazard management plan here in the US typically involves
some combination of various structural (dains, levees, flood barriers, etc) and non-
structural (fand use restrictions, building codes, hazard insurance) oplions, The plan is
based on a careful study of local conditions, past climatic data and historic hazard events,
not to mention the current extent and condition of local human and natural systems,
Although protection will vary based on the selected management tools and hazard
characteristics, typical domestic hazard mitigation plans are designed to minimize losses
during events with a recurrence interval in the range of 100 to 500 years. In short, based
on a known range of conditions, we selectively manage risk.

“Climate change” means that we no longer face a known rigk. If local precipitation and
temperature patterns change, they will change the magnitude and frequency of previously
understood hazards. Climate change therefore requircs a// nations, communitics and
individuals to adapt tc a new, pattially unknown distribution of hazards. It mcans that
developed nations will have to potentially modify past efforts to manage environmental
hazards, and it incrcascs the risks of unprotected and partially protected populations in
developing nations.

CLIMATE FORECASTING UNCERTAINTY

It an understanding of the magnitude and frequency of natural hazards for any location is
a key element in mitigating risk, and since climate change suggests that such risks will be
altered for all places on the globe over time, perhaps the first and most relevant question
we might ask is: adaptation to what? The TPCC (2007) acknowledges that there are
substantive forecasting inconsistencies between a host of climate modeling and
forecasting efforts, but the IPCC research in aggregate suggests that human-caused
climate changes are already upon us, The consolidated IPCC climate forecasts for the
upcoming century suggest that continued global warming is all but certain, and they
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suggest that the climates of vast areas are expected to change, with aitered precipitation
and temperature distributions forecast for many parts of the globe. Those “aitered
distributions” may translate to more frequent and greater magnitude natural hazard events
(including floods, droughts, heat waves and hurricanes) globally.

To date, there is no global agreement on limiting carbon emissions, so one of the primary
model inputs — the levels of GHGs stored in the atmosphere - is expected to increase, but
by an unknown amount, The absence of any plobal GHG emission controls also means
that the forecast magnitude and frequency of expected impacts (read environmental
hazards) is also substantively uncertain. A quick review of the IPCC AR4 underscores
that fact, as 6 emission scenarios have been developed to provide a range of expected
temperature impacts based on the global release rates of GHGs (See Figure 1.
Depending on the amounts of GHGs released to the atmosphere, the combined models
suggest that we could see a 15-fold range of temperature changes (increases from one to
fifteen degrees Fahrenheit) over the next 100 years depending on GHG accumulation
rates in the atmosphere.

Equilibrium global mean temperature increase above preindustrial
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Figure !; Forecast Changes in Global Mean Temperature with Moditied Levels of
Atmospheric GHGs. Source: IPCC AR4, 2007

Similar efforts to forecast changes in the amounts and timing of precipitation reveal
muitiple relationships between atmospheric GHG levels and precipitation distributions,
and the latest IPCC published modeling efforts suggest that higher lovels of GHGs will
substantively change precipitation amounts and extreme event frequencics. Without hard
information on atmospheric GHG levels in the future, we will not be able fo fuily and
accuratcly forecast global climate changes. For any given location, this also implies that
we will not be able to forecast natural hazard magnitudes and frequencies, and those
forceasting uncertainties will limit the utility and reliability of existing hazard
management programs (including sea wails, ievees, coastal barriers, dams, insurance,
warning systems, etc). Our current forecasting tools cannot give us a clear sense of
the climatic conditions that will drivc adaptation cfforts.
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MODEL SCALES DO NOT SUPPORT LOCAL HAZARD MANAGEMENT
EFFORTS

In addition to model input uncertainties, there is a second modei-related issue: the
models used to produce the IPCC forecasts are at a scale too large to support local hazard
management programs. At present, the model scales may use model cell sizes that are
substantially larger than useful for hazard identification and mitigation. For example,
typical global circulation models use grid sizes that range between one and five degrees
of latitude and longitude (4,400 to 111,000 squate miles in size at the equator), This is
the size ranpe equivalent of the state of Connecticut (4,400 square miles) to Aiizona
(113,000 square miles). In many areas of the world, there are muitiple sets of climatic
conditions present within a single cell. (For example, the state of Colorado has arid,
semi-arid, humid mid-fatitude and alpine climates within its borders.) In addition, local
conditions will act to amplify or suppress changing climatic conditions. {For exampile,
areas now served by streams fed by glaciers will experience significantly different
riverine flooding hazards if the glaciers melt away and precipitation patterns change.
Both are predicted in the IPCC AR4.) Forecasts of changing climate at the individual cell
level do not necessarily translate into useful information when trying to understand local
environmental hazards. There are sipnificant efforts under way to regionalize those
models, but useful, long-term regional forecasts appear to be at least a decade away. Our
forecasting teols do not provide meaningful, localized data that would be useful in
many hazard management efforts.

LOCAL CLIMATIC DATA COLLECTION EFFORTS

Many less developed countries do not have the resources to develop and manage climate
data collection programs that could be used for local hazard model development, nor do
they have regionally representative historic records of climatic data. In developed
nations, engineering design efforts are typically based on local historic climate records
and hazard records/experience thal extend over the 50 years or more. This allows a
project designer to identify the probability of various extreme events, and allows the
designer to select 4 risk management target for any hazard miligalion program design,
For example, a dam designer might want to develop a capacily lo manage a 100-year
drought and a 100-year storm. Extreme high and tow flow records along with historic
climate records aliow the project designer to develop a frequency distribution of events
that will define the performance standards for a hazard mitigation program (the height of
the dam, the size of the spillway and the size of the watev supply that can be safely
distributed from the reserveir). In the absence of historic data, information can be
transposed or modeled from more distant instrumentation, but such efforts degrade the
accuracy of a local natural hazard magnitude and frequency analysis.

Forecast uncertainties, difficulty in translating global-to-regional model outputs and
local data limitations all reduce the quality of the information that is the foundation
of a natural hazard mitigation/adaptation analysis.



100

THE SIZE OF THE ADAPTATION PROBLEM

How large is the adaptation problem? The numbers vary dramatically depending on the
estimation processes used. For example, the following estimates have been prepared by a
number of respecied individuals and agencies around the world:

» World Bank (2006) $9 to $41 Billion per year

*  Stern (2007) The Stern Report: $4 to $37 Billion per year

* UNDP (2007) Human Development Report 2007/2008: $47 to $109 Billion per
year

e Oxfam International (2007): >$50 Billion per year based on a low warming
estimate (2 Degrees C)

»  UNFCCC (2007): $26 - $67 Billicn per year by 2030

s Clmate Works (2009} Project Catalyst: $15 to $30 Billion per year through
2020, $30 to $90 Billion per year after 2030.

The wide (ten-fold) variances in estimates ($9 to $109 Billion per year) are based on a
number of factors, but T would call attention to four observations:

¢ Each report assumes a different discount rate in order to set a present day value
for anticipated losses from climate change, and many analyses use a very low
number (less than 2%}, which tends to variably overstate the present value of
future damages and the possible size of the problems we face. This may distort
both need estimates and the necessary timing of responses.

o Hach study looks at a different universe of impacted systems

e All studies include variably accurate assemblages of analyses regarding the
current conditions of environmental and economic systems in cach developing
nation, not to mention incomplete data regarding the presence and status of
natural hazard management/mitigation systems

e There is no clear climatic path ahead. For reasons enuimerated earlier in this
testimony, pelicy-makers can only make an educated guess at what might lie
ahcad, and their range of climate choices is exceptionally broad.

We do not have a clear definition of the adaptation problem, and any attcmpt to get a
better feel for the problem magnitude will be further confounded by the reality that
cconomic development and adaptation are interfwined with cach other. For cxamplc,
poor housing quality will be more readily damaged in a storm when compared to bettcr
housing quality. Improving the housing stock could be considered a product of an
cconomic development program, but it will be also impact future adaptation costs.

CLIMATE FORECASTING CAPABILITIES AND HAZARD MITIGATION
SPENDING

Why arc issucs of model accuracy, environmental data adequacy, the status of national
adaptation programs, and cconomic analyses relevant? If the scientific community
cannot provide the levels of accuracy and detail required for effective hazard definition
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and analysis, then the global community runs the risk of wasting substantial amounts of
limited adaptation aid funding. In fact, with a substantively inaccurate climate forecast
used to build hazard mitigation structures, it is possible that we could make some climate
change adaptation problems worse.

Expected Areas of Greatest Capital Investment

Whatever amounts of money are allocated by wealthier nations, the bulk of those funds in
the next few decades will likely be spent on structural programs for hazard management
(dams, fevees, hurricane barriers, water supply management systems, etc) over the next
few decades. Ten of the 15 largest cities in the developing wotld — including Shanghai,
Mumbai and Cairo — are currently vulnerable to coastal storm surges and/or riverine
flooding. In addition, the floodplains of the great rivers in South and East Asia are filled
with pcoplc and citics that arc variably protccted from cnvironmental hazards within the
current climate typical for cach location. In those arcas, past attention to natural hazard
mitigation has often heen seconded to other, more critical social needs. Whether the
current protection systems are adequate or not, preparation for projected climate changes
nmeans that we will have to bring the entire system up to a new — and as yet undefined —
standard. In any number of cases, a global adaptation program for developing nations
may include full construction of natural hazard mitigation systems, not just
improvements. With an uncertain climatic future, structural options may he one of the
primary sinks for capital cxpenditures and they may also ropresent one of the greater risks
for incfficient allocation of devcliopment capital,

[As a cost reference, the US Army Corps of Engineers (2008) estimates that basic
improvements to the levee system in New Orleans (just the levee improvements for onc
city before the eftects of climate change are considered) will cost approximately $15
Billion to complete. The barriers and fevees were originally designed to manage the
expected impacts of a category 3 hurricane. Somc portions of the city could sce a >8 foot
increase in storm surge potential between a category four and five hurricane. An increase
in the severity and frequency of Gulf hurricancs would suggest the need for vast
additional cxpenditures in order to improve the protective capabilitics of the levee
systen, |

A focus on structural protection against natural hazards does not exclude the importance
of non-structural alternatives like building flood-proofing, land use restrictions,
insurance, modified construction standards, etc. Often, these programs can be far more
efficient in reducing natural hazard losses and they should be an integral part of any
comprehensive hazard management plan. Given the uncertainties of expected climate
change, non-structural options may well be the first priority in mitigating poorly
understoed hazards.

The Relationship of Hazard Magnitude, Frequency and Cost

In hazard mitigation structural design, structures are built to a design standard. That
standard is informed by a valuation of the assets requiring protection (people, structures
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and economic activity). If we do not understand the physical dimensions and
probabilities of a hazard, then we run the risk of over or under-design. Forecasting
uncertainty can be translated into siructural elevation uncertainty. If the fevel of
protection is too low (a tevee is undersized, for example) then the structure will be
overtopped with greater frequency and damages in excess of expectations will be
experienced. It is not unusual to find that an under-designed structure will actually attract
settlement and economic activity because of the illusion of safety. In those cases, the
structure can actually increase the damages from natural hazards. In addition, a failure to
properly protect an area from natural hazards may also undermine other investments in
economic development. If the level of protection is too high, substantial sums may be
wasted in construction with little or no additional benefit. Better cstimates of climatic
variability translatc into better allocations of aid and more efficient expenditures of
available funds.

Cost — Efficiency, Benefit Cost or Risk-Bascd Analysis

We need to be both careful and thoughtful in allocating resources to address current and
possible future problems associated with climate change. These uncertainties do not
immediately imply that ail efforts to manage developing nation environmental risk should
cease, Tt does suggest that such efforts be approached with a good deal of caution and
forethought. The method for addressing the adaptation issue is not a simple matter of
international obligation. Our nation has agreed to apply the “precautionary approach” in
matters like these. The precautionary approach is defined in the Rio Declaration of 1992
(Principal 15 as endorsed by the United States), and it states that: “in order to protect the
environment, the precautionary approach shall be widely applied by States (read
signatory nations) according to their capabilities. Where there are threats of serious or
irreversible damage, lack of full scientific certainty shall be not used as a reason for
postponing cost-effective measures to prevent environmental degradation.” The reader
might note the phrase “cost-effective measures” in that declaration, as it should have
implications for any adaptation aid forthcoming from the United States.

The US will want to maximize returns on any aid investments made to developing
nations. Whether cost-efficiency (lowest-cost options for achieving supply of key
services), cost-benefit (including some cost associated with loss of life) or risk-based
(achieve an acceptable risk at a minimum cost) analyses are used, the analytical and
policy-making challenge remains the same: efficient allocation of limited climate change
funding in the face of a substantively uncertain climalic future. (It should be noted that
the selection of screening and evaluative tools by each developing nation will reflect the
culfural values of that nation. Assignation of value for human life will be a key
determinant in the justification of many hazard conirol structures and programs.) Unless
the US joins a group of funding nations and opts to lose divect control of investment, all
US investmenls should be based on a thoughtful analysis of each planned project with
carelul quantitative attention to the risks associated with climatic and analytic data
uneertainties.
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SUMMARY AND RECOMMENDATIONS

Over the last decade, as more information has accumulated regarding the issue of climate
change and as we better understand the potential environmental and economic impacts
associated with such changes, there has been a growing call for immediate action to
prepare for the effects of coming climatc changes in devcloping nations. At the same
time, we arc experiencing a significant cconomic contraction within the global economy.
Although some nations — especialty China — are experiencing rapid economic growth,
most of the developed nations are experiencing sluggish growth at best, and many of the
developed nations face substantial amounts of accumulated deficits and under-funded
future obligations that are impacting cfforts to cncourage cconomic expansion,
Managing and reducing carbon cmissions is a politicafly charged issue in the US, in part
because a transition to a low-carbon economy has the potential to significantly impact
clements of domestic economic activity. Allocation ot additional aid dollars will come at
some domestic cost, and we need to use care to maximize generated benefits on such
investments.

The US has alrcady committed to adaptation aid - both in concept and in treaty. We are
also committed to the best use of limited aid dollars. There are a number of potential
issues that should be addressed carefully in aid decisions:

» Significant unccrtaintics in longer-term climate forecasts
o Alack ol regionally specific forecasts for many regions of the world
* In a number of developing nations, limited historic climatic and hydrologic data

When developing structural natural hazard mitigation programs — the likely area of
greatest adaptation aid investment — poor forecasts and inadequate historical climate data
can cause structural design error. Design errors either cause substantial cost overruns or
higher than anticipated damages. The uncerlainties we see in the data are in part reflected
in the substantial variations in expected climate change adaptation costs seen in a number
of loss projection analyses.

If funds are to be invested in any given project, a careful economic and risk-management
analysis should be performed, and projects should be screened and funded based on their
ability to meet a broad set of criteria, including:

¢ Consideration of a wide range of potential climatic outcomes over the life of the
proposed project

» Definition of a range-of-choice for hazard management

* Quantified analysis of both risk-reduction and cost-efficiency associated with
selected options

» First attention and priority to risk reduction before structural options arc pursucd

s Structural design proposals that include contingency plans for unanticipated
climatic evolutions
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In addition to direct financial aid, there may be several opportunities for indirect
adaptation assistance. Climate forecast uncertainty and data limitations represent a
critical choke point for definition of hazard mitigation programs. There is substantial
international scientific attention to try and improve the quality and utility of such
forecasts, but substantive improvements are probably a decade off (author’s estimate).
The US might consider developing an assistance center for climate/hydrology/hurricane
science that develops the best and most current forecasting and analytical scientific
services to support the development of a proposal for developing nation adaptation
support. This would provide some continuity in proposats which would improve the aid
proposal evaluation process. It would also employ domestic scientists while providing a
politicalty stable platform for future adaptation analysis. Similar support could be
offered for land use planning, non-structural engineering services and economic impact
evaluation. Finally, the substantive climatic uncertainty may be partially managed by an
insurance fund that offsets a specific fraction of the risks associated with adaptation.

Lastly, the US should give careful consideration to timing of adaptation investments. 1
think it would be safe to observe that we face maximum uncertainty at the present, and
additional research and data collection should act to reduce uncertainty. That would
suggest that first adaptation investments focus on analysis and modeling, followed by a
heavier investment in non-structural adaptation programs with particular attention to
minimizing future at-risk development (don’t make the current problems worse).

Should the Committee wish to evaluate elements of this report in greater detail, T will be
happy to support such efforts.

Redmond Clark, PhD
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Mr. FALEOMAVAEGA. Thank you very much for your statements.

Without objection, all your statements will be made part of the
record. If there are additional materials you want to add to your
s}tlatements, please do so. I will be more than happy to receive
them.

You have already heard some of the dialogue and opinions that
were given by my colleagues before they left. This is not new. I
have always had a healthy disagreement with my good friend from
California over whether there is such a thing as climate change
and whether it really is affecting our own national interests.

I think, Ambassador Soderberg, with your background at the Na-
tional Security Council and the White House, security issues seem
to be another factor mentioned quite often when we talk about cli-
mate change. Is this really a matter that should be part of the de-
bate and part of our substantive review of the issue of climate
change? It does have serious implications about our national secu-
rity, does it not?

Ambassador SODERBERG. Thank you, Mr. Chairman.

In my opinion, and this is based on decades of experience in na-
tional security issues, it is absolutely a key challenge for our na-
tional security officials. And I was pleased to see the Pentagon offi-
cials are in fact a little ahead of the game in some cases on think-
ing and planning about this.

I did have the opportunity to hear a little bit of the debate in
the last panel; and I just find it perplexing that those would ques-
tion, first of all, the science and, second of all, the need to move
and move quickly on this issue. We are behind the curve. If we fail
to act, fail to come up with creative solutions and fail to have the
United States in a leadership position there, we will not meet this
challenge.

If we fail to do so, the facts are simply very clear. We will have
more violence, more poverty, more race to scarce water, which is
already becoming a source of conflict in central Asia, and I think
we need to show U.S. leadership in a much stronger level than we
have to date. I commend your leadership on this issue and am
happy to continue to make the case that we need to act and act
now.

Mr. FALEOMAVAEGA. Over the months following the Kyoto Proto-
cols, I always felt there was no question about the understanding
and the technology for the developed countries. They know what is
going on.

But what I am more concerned about is, if we are focusing also
on the needs of some 50 least-developed countries and if they are
impacted also by climate change, and I think if some of you were
here and heard from witnesses from State, Defense, Navy, and
from USAID, this is what the focus of this subcommittee is trying
to bring out. I let Congressmen Henry Waxman and Markey and
Senator Kerry and the others take on as a policy what is being de-
veloped in our country. My concern is should we also focus on the
situation dealing with the least-developed countries? Because it
seems that they are the ones crying for help. I am sure that the
developed countries have the resources. But what do we do with
those that are not at the same level of development technologically,
socially, economically, and all of that? Where does it leave us? This
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is where we are trying to keep plugging along and trying to see—
this $30 billion that seems to be a commitment among the Copen-
hagen member countries of the accord, any comments on this
amount that has been deliberated? Is $30 billion a good amount to
consider or should it be more? Obviously, it should be more, but
what can we do, given the economic straits that we face right now
in our own country?

Ambassador SODERBERG. I believe it is actually $100 billion. The
commitment in Copenhagen was to come up with $100 billion to
help address the cost of climate change by 2020, and a lot of esti-
mates believe the actual figure will be much higher than that.

Initially, advocacy groups were calling for $150 billion. They
came up with 100, and other estimates say it will be five times
that. But we cannot expect others to pay for this and shoulder the
burden on their own. We simply have to do it or they will not be
able to do it.

I have laid out some financing. We need both a public and pri-
vate commitment to that. There is concern that the administration,
while strongly committed to it, has not figured out the financing of
it and is relying very heavily on the private sector to come up with
the $100 billion, which is highly unlikely.

I was encouraged to hear the comments from my colleagues at
the table for some additional ideas, but unless we come up with
some creative solutions to come up with that, and probably more,
we will be failing in that challenge.

Mr. FALEOMAVAEGA. I think Mr. Diringer made some rec-
ommendations to Congress to increase the funding.

Mr. DIRINGER. Yes. The goal of $30 billion you referenced with
respect to the fast track funding from now through 2012, I think
that is an achievable goal. Should it be more? Perhaps. But it re-
flects a significant political consensus, and I think the objective of
the moment should be to ensure that we deliver on that promise.

If one looks at the pledges on the table from the developed coun-
tries, I think we are approaching $30 billion. But I will emphasize
the word “pledges.” The delivery over the next couple of years will
be vitally important.

The European Union has pledged on the order of $9 billion,
Japan on the order of $14 billion, and with the increase of appro-
priations approved by Congress for Fiscal Year 2010 and with the
proposed increase for Fiscal Year 2011 that the President has pro-
posed, the U.S. contribution would be on the order of $3 billion. So,
together with some others as well, that is beginning to approach
$30 billion.

We have talked a lot about why this type of funding is in the
U.S. interests from an economic perspective, security perspective,
and diplomatic perspective. I think it is worth noting that it is also
quite consistent with some of our cherished American values, and
here I would emphasize our humanitarian values. Time and again
we have seen the generosity of the American people when others
around the world are in need. Most recently, the earthquake in
Haiti, for instance. Increasingly, I think the U.S. humanitarian
record will be seen against the backdrop of increased climate im-
pacts. So I think it is not only in our interest but very consistent
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with our values to step up and to provide the increased support
that is needed.

Mr. FALEOMAVAEGA. Mr. Hundt.

Mr. HUNDT. I think that it is going to be necessary to supple-
ment these government commitments by something like the energy
independence trust which would aggregate charitable contributions
from many sources, the exact same way that the Red Cross cur-
rently operates and does so in an international concert of similar
institutions created in other countries.

The reason is that the essential problem here is a great deal
more has to be invested in alternative energy production and con-
sumption everywhere in the world.

In addition to the fact that this is consistent with American val-
ues, as Mr. Diringer has correctly said, it is also the case that
when we mobilize resources to create alternative energy markets in
the developing world we are creating markets for the export of
some our highest value goods and services.

We are right now a significant exporter to China of solar tech-
nologies. We are a significant exporter and we are a significant in-
vestor in R&D in alternative energy. In fact, we are probably lead-
ing the world right now in the wake of the Stimulus Act in invest-
ment in research and development in alternative energy. So if we
create in new, developing economies growth markets for alternative
energy, we are not only doing the right thing for the world and the
right thing for the climate, but we are also doing the right thing
for American businesses and American workers.

Everywhere in the world the imperative is to have scale, massive
investment and massive deployment in wind and sun and all other
alternative energies. If we have that scale built in part of the de-
veloping world, it will lower the overall cost and make it easier for
us to deploy those exact same products and technologies here in the
United States.

Mr. FALEOMAVAEGA. Dr. Clark.

Mr. CLARK. I have to agree with the comment Mr. Diringer made
about American values. Ranking Member Manzullo brought up the
counterpoint, which is an extraordinary challenge for us right now.
We have people here that are also in need, people that are today
feeling a great deal of pressure.

I don’t envy your position. I know that simple spending, simple
additional spending without a larger plan, without a larger context
I think is, from a taxpayers’ perspective, is going to be very, very
difficult to push in this country.

It is worth the effort. I certainly agree it is worth the effort. I
don’t see an immediate solution, but the one item of hope I guess
that I would bring and the comments I made were these changes
that we are looking at are—the changes now, not preventive ac-
tion—are gradual. They are not going to be upon us in a matter
of 3, 4, or 5 years. There are a number of other significant eco-
nomic forces that are at work right now that may come in and sig-
nificantly alter our plans. I have spoken to this committee before
about some of the issues of energy supply and the importance of
alternatives within that context.



108

So we face a significantly uncertain future. I don’t see a clear
path through. But I understand the effort that you are at least in
concept committing to, and I certainly support it.

Mr. FALEOMAVAEGA. Do you agree with the administration’s ini-
tiative in making more investments into the alternative energy
sources other than just our dependence on fossil fuels as we have
been for all of these years? And I guess your talk about green en-
ergy seems to be the spoken word and that we are doing this. It
seems we are not moving fast enough, or am I wrong on this? Any
comments on this?

Mr. HUNDT. I will say one thing, if I might.

The Department of Energy is making the single largest focused
commitment of funds and brain power to alternative energy that
any government in the world has ever done, and I am talking
about over the last 2 years and on into the next year. The central
problem is we actually don’t have a large market for alternative en-
ergy here in the United States. The reason we don’t is because of
the economic slump. The overall demand for electricity in the
United States dropped in 2009, and it will be down in 2009 and
2010, the only 2 years since World War II that demand for elec-
tricity in the United States is down.

And because we haven’t taken the measures that encourage peo-
ple to phaseout their existing generation sources based principally
in coal, since we haven’t taken those measures, people are not
phasing out and moving to alternative; and they are not turning
to their customers and saying I guess I need to get new electricity
for you.

The last couple weeks in Washington have been an exception in
the local area, but, in general, this is the big truth: Where is de-
mand? It is in China, and it is in the developing world. We need
to recognize that the Chinese Government is awake and alert and
is meeting that demand, and they are bringing low-cost financing
tools to the whole rest of the world with this one little proviso: You
have to buy the Chinese products in order to have the financing.

So as a matter of geopolitical strategy, as a matter of opening ex-
port markets and as a matter of having markets to sell our wonder-
ful taxpayer-paid research into, we have to have a plan to create
alternative energy markets all around the world.

Mr. FALEOMAVAEGA. You might also be interested to know that,
as of March, 2010, China has a foreign exchange reserve of almost
$2.5 trillion. I don’t know how this compares to us.

I turn the time to my good friend, Congressman Inglis, for his
set of questions.

Mr. INGLIS. Thank you, Mr. Chairman.

I was interested in that last exchange and wondering whether
you all might want to comment on this. It seems to me that, broad-
ly speaking, there are three approaches we can take. One is to sub-
sidize various technologies by having the government basically pick
winners or losers. The second is to mandate certain technologies,
which is sort of like the first except it is a more direct mandate.
And the third is just to set an elegant price on carbon and watch
the free enterprise system in all of its creativity solve the problem.

The third, obviously, the way I am describing it, is what I prefer.
I wonder whether you might want to comment.
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My sense is cap and trade soon is going to have a death certifi-
cate. When that death certificate is issued, and it seems to be in
the process of being issued now, we have an alternative; and the
alternative is a revenue-neutral tax swap. Basically, what you do
is reduce payroll taxes or marginal rates or corporate taxes, pick
one, but the one that I picked in a bill was FICA taxes. Reduce
FICA taxes, and then in equal amount shift the tax to emissions
so that it is revenue neutral. The government is not taking any ad-
ditional money out of the economy, and then you apply that mix-
ture to imported goods as well as domestically produced, and it is
a border adjustable tax. It is removed on export and imposed on
import, we think in a WTO-compliant way.

What I think would happen is the free enterprise system would
figure out all kinds of ways to fix this problem. But the challenge
is you can’t get there from here because the incumbent fuels, being
petroleum and coal that we are mostly concerned about, natural
gas to some extent—when it comes to petroleum, we are concerned
about it for national security reasons. When it comes to health in-
dicators, we are concerned about coal, very much concerned about
coal. But the negative rationalities are not recognized, and, there-
fore, there is a market distortion, and fixing that market distortion
is what we should be about. It seems to me that is a key role of
government.

Does anyone want to comment on that, that the pricing of carbon
is really the thing that would cause the free enterprise system to
deliver a solution?

Mr. CLARK. I appeared before the committee about a year ago,
and a year before that, and in the course of those discussions, espe-
cially in the Q&A afterwards, one of the comments that I made—
which is in line with Congressman Manzullo’s comments earlier
today—was that there is a presupposition here when we talk about
policy: The price of carbon is going to remain relatively stable. In
the past roughly 12 to 14 months, data that has been coming out
of the IEA and other like agencies indicates that oil may very well
be the first of the global fuels that may experience some form of
supply-related upset. Their suggestion was that as early as 2016
we could, in theory, have some supply-side problems where supply
can’t meet demand, in which case we would have an insertion of
an “elegant price for carbon,” I think you called it. It would be
something more than elegant, I suspect. And one thing we want to
avoid is speed of onset.

Obviously, what you are talking about is not fundamentally dif-
ferent than other approaches that look at ways of putting a price
on carbon, that buys us time to begin to adjust away from that.

My second comment would be, in 1980, U.S. EPA designated a
category of waste as hazardous waste, and the market that evolved
from that regulation drove the cost of treatment and disposal to
somewhere in the 400 to $1,200 a ton range. At that time, the U.S.
was generating 300 million tons of hazardous waste a year. Today,
the U.S. generates 4 million tons of hazardous waste, and the dis-
posal price for most of it is now under $50 a ton. It is precisely the
kind of model that you are talking about, and the question is, how
do we do it in a way that is economy-neutral?
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One other point I would make is, today, the greatest negotiating
lever the U.S. has is access to its own markets. We are a necessary
part of China’s economic renaissance, and we are a necessary part
of the European Union’s economic activities. As long as we limit ac-
cess to our market and as long as China doesn’t fully swing over
to more of an internalized demand and supply system, we have an
opportunity to use that lever in a manner that you are describing.
If we don’t take that step probably within the next decade, I expect
that China will simply be immune to that influence. But since
China is now the leading energy consumer and expects to continue
to grow through 2030 in terms of energy demand, if we are going
to deal with the problem, we have to start there.

Mr. FALEOMAVAEGA. Go ahead, Mr. Diringer.

Mr. DIRINGER. Mr. Inglis, we would wholeheartedly endorse your
preference for choice number three, the use of market-based mech-
anisms to price carbon for a wide range of reasons, first because
we believe that they would provide for the most cost-effective
means of reducing our emissions but also because the pricing mech-
anism provides an ongoing incentive to companies to innovate and
to develop the technologies that would be needed to cost-effectively
reduce emissions and thereby allow the market to pick the win-
ners, as you say.

I am not sure that we are quite prepared just yet to join in sign-
ing the death certificate on cap and trade, but we would certainly
be happy to explore with you any alternative market-based mecha-
nisms that you think might find some favor in the near future in
the Congress.

Beyond pricing mechanisms, though, we believe there are prob-
ably some other targeted policies that we would need to ensure
that certain types of technologies that might not get the necessary
incentive through a pricing mechanism are developed and dem-
onstrated and deployed, in particular, carbon capture and storage.

Mr. INGLIS. Thank you, Mr. Chairman, for the time.

I might just point out that cap and trade is 1,200 pages. The bill
I just described is 15 pages, 15 pages. So it can be done much more
elegantly than 1,200 pages.

Thank you, Mr. Chairman.

Mr. FALEOMAVAEGA. Thank you.

I yield to my good friend, the gentleman from Illinois, for any
further questions.

Mr. MANZULLO. Thank you, Mr. Chairman.

I am concerned by statements by Ambassador Soderberg quoting
the World Wildlife Fund that 850,000 new permanent jobs will be
created if U.S. businesses capture 14 percent of the export market
in just four clean energy technologies. Then they are laid out there.

Government doesn’t create jobs. The cap and trade, even the
threat of it, cost a $1-billion investment in Rentech over on the
Mississippi River in East Dubuque, Illinois, in my district. They
were going to have the first Fischer-Tropsch conversion in the
United States, using coal coming up the Mississippi River as a
feedstock for anhydrous ammonia, urea, and other agriculture ap-
plication products. When then-candidate Obama in June 2008
made the statement about taxing carbon emissions, the banks
pulled the plug on that.
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You would have had diesel fuel. Airplane fuel would have been
a by-product of that. It would have triggered a green technology
revolution across the top part of the State of Illinois.

There wasn’t a time when 535 Members of Congress woke up at
6 o’clock on a Tuesday morning and decided that Congress knows
how to invent green technology. Green technology is nothing more
than what is called productivity; and, given to its own devices, the
private sector can well take care of that. Let me just give you an
example of that.

Epson is a German-equity-owned company in the congressional
district that I represent. They make the world’s only vacuum hard-
ening machine. It sells for less than $20,000. It is very efficient. It
is portable. It is programmable in different languages. Their issue
is not getting Congress involved in more tax breaks, because it is
a very efficient machine, but a free trade agreement with Brazil.

Danfoss is a Danish firm that has about 400 jobs in the congres-
sional district that I represent. They make a machine that hooks
onto other machines that modulates the exact amount of electricity
that goes in to run a power system.

All World manufacturing in Harvard, Illinois, makes a machine
that replaces a tank into which you pump air to run a hydraulic
pump, whereby the amount of electricity is reduced by 80 percent.

This goes on all the time in manufacturing; and manufacturers
are really upset, very upset when Congress says it can create jobs.
Congress is destroying jobs in manufacturing. This cap and trade
and the health care bill that we passed have made the manufactur-
ers so jittery about business expansion that jobs are going to
China. I mean, if you really want to help out manufacturing to
make us in a better position, then we need to back off things such
as cap and trade and get back with more expensing and more
bonus depreciation and items like that.

If anyone wants to comment, that is fine. And I picked on you,
Ambassador, so you have the first response. I did withdraw the
word “bothered” and substituted “concerned.” The record will note
that.

Ambassador SODERBERG. Thank you very much.

I appreciate being both bothered and concerned, particularly
when you represent a district that gets so directly impacted by
many of the decisions in this issue. Any government approach for
trying to change the mix that is used to address the problem of cli-
mate change has to take into effect the impact on real people
whenever you change industry approaches. And that is real, the
stories are real, those people are real, and I think that is an impact
that has to be taken into account in any public decision. So I un-
derstand your concerns about the impact of some of these decisions
on your constituencies.

I look at it as a national security expert, and as a national secu-
rity expert I don’t have to represent people in your home district
or any home district. But I look at the U.S. national interest as a
country.

Mr. MANZULLO. Well, my district isn’t much different than the
other congressional district with regards for the need for national
security.
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Ambassador SODERBERG. That is true. And I would argue that
the national security of this country has to take a hard look at our
dependence on fossil fuel in terms of the national security both on
the countries on whom we rely for those fossil fuel imports, which
will not change even if we increase our domestic energy sourcing
exponentially in any significant way in the next decade or several
decades, probably a generation, and the climate change impact for
our reliance on fossil fuel from a national security perspective is
something that we need to address.

Mr. MANZULLO. But the coal comes up the Mississippi River from
central Illinois, that is not being imported.

Ambassador SODERBERG. No, but what we are talking about here
is how to address the issue of our reliance on fossil fuel for our
main sourcing of energy and how can we expand that so we are not
reliant on the most polluting sources of energy. That is what all of
us are trying to address.

To do that, we are going to have to have a shift away from the
fossil-fuel reliance on our industry. The way we can do that is there
are elegant ways. The pricing of the carbon tax is one way to do
it, I would argue.

Mr. MANZULLO. But that destroys jobs. You go out there and you
tax people for using carbon-based energy. Solar and wind power
make up about 1 percent of our energy today in the United States,
1 percent.

Ambassador SODERBERG. The challenge is, if you can invest more
in some of these alternative energies, people in your district may
have alternative options of job-creating sources.
hMr. MaNzULLO. But the government cannot create jobs. That is
theory.

Ambassador SODERBERG. I am not saying that the government
should create these jobs. But the government can, for instance, stop
supporting fossil fuels with subsidies, which it is already very
much involved in supporting that industry.

Mr. MANZULLO. So that would do away with ethanol.

Ambassador SODERBERG. The point is the government is already
very involved in some of these issues, and the question is can you
come up with a mix that is both promoting less reliance on fossil-
fuel industries and creating jobs in other areas. I am convinced
there is a mix there.

Mr. MANZULLO. At the same time, the government—to use that
term—is in the process of shutting down offshore drilling where we
get the source of 30 percent of our oil, will not allow drilling to take
place in the ANWR, will not allow the new pipe to come through
Canada to the United States, and has a moratorium on offshore
drilling in a good part of Alaska. So where is the energy supposed
to come from?

Ambassador SODERBERG. Well, that is our point, is we are sup-
posed to try and invest, as we have heard today, in ways of getting
past—and you can look at what is happening in the Gulf—and
there are lots of problem with offshore drilling, and this is not a
hearing on offshore drilling, nor am I an expert on that—but I be-
lieve we need to look at a creative mix of how you get past it.

Mr. MANZULLO. But it won’t work. If you take all of the wind-
mills that are going to go up on Cape Cod, they will put out as
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much energy as an oil well that is pumping about 10 barrels a day.
It is not very much. I mean, wind power is fine, but there is never
going to be enough wind power and never enough solar power,
maybe 100 years down the line, to be able to compensate for arbi-
trarily in my opinion shutting down offshore drilling.

Ambassador SODERBERG. Let me just close and give my col-
leagues a chance to respond.

On your original point on investment, I think it is important to
just come back to you on the 14 percent of the export market. The
fact is, if we can invest in smart grid equipment, mass transit,
wind turbines, solar, investing in the technology, we will

Mr. MANZULLO. But the technologies are there. Why is the gov-
ernment investing in technologies that the private sector has al-
ready developed? I mean, Nissan has the Leaf and GMC has the
Volt; and now the President was in Holland, Michigan, opening up
a factory to invest in developing an automobile battery. I mean,
what these manufacturers want is just to be left alone. They don’t
want the help of Washington.

I have to go vote in Banking in about 3 minutes.

Mr. DIRINGER. Before you go, Mr. Manzullo, I agree completely
with you that it is the private sector that we have to look to to de-
liver, whether it is jobs or technology. But when we have important
social priorities, I think that the market may need some regulatory
incentives and some regulatory certainty.

You cited the example of a Danish firm. I am not familiar with
the particular example, but I do know when we look globally at the
countries that have established themselves as leaders in the clean
energy marketplace, each of them has accomplished that by adopt-
ing policies at home to create incentives for those technologies.
They have provided their private enterprises with the incentive to
develop those technologies, to market those technologies, and now
they have surpassed the United States in that marketplace.
Whether we are talking about Denmark or Germany or China,
each of them has quite strategically made use of public policy to
advance those technologies and to advance their economic position
globally.

I think it is important for us to look at the policy choices. Our
preference among instruments would be a market-based approach
that in fact harnesses market forces to achieve our objectives as
cost effectively as possible.

Mr. CLARK. Congressman Manzullo, as you know, among other
things, I have manufacturing operations inside your district. It is
very easy to operate at a policy level and lose sight of the fact that
there is trench warfare going on right now for all our manufactur-
ers. What we are all struggling with—and I heard some very im-
pressive things said about an hour ago when people were talking
about getting beyond the gridlock, the problem—the transition we
are talking about today is if a laborer in China is put into the ap-
propriate factory resources and is satisfied living at $5 a day in sal-
ary—compared to a laborer here in the U.S. that is barely getting
by with $30 or $40 an hour in total cost—it is extraordinarily dif-
ficult for a U.S. company to compete. We are at that point in many
of our manufacturing industries, and we cannot look at the U.S.
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economy as a functioning entity absent manufacturing. That is a
simple truth. There is no easy way through this transition.

I truly believe that—looking 60, 70 years down the road—we are
going to be looking at a fundamental energy transformation glob-
ally. It has to happen just because the way energy supply and de-
mand is working right now. It is coming. Whether we deal with cli-
mate change or not, it is coming. So the question is how effectively
can we maneuver our way through this.

I don’t have a lot of answers, but I can you this: China is domi-
nating in solar cell production because they are well on their way
to turning it into something that is not different than making ham-
burgers. They are talking about making incredibly low-cost cells in
order to justify the technology and make it work.

Their operating plan is no different than any other manufac-
turer: Find a way to make it as incredibly cheap as possible, utilize
your domestic resources as much as you can, and the chances are
you are going to win. That is exactly what they are doing.

So we are fighting them directly and indirectly in a number of
different industries. They are all playing the same game. Right
now, they have fewer regulations, lower labor costs and fewer taxes
from their government, and it gives them a competitive advantage
that is greater than the freight cost to ship their goods into the
United States.

If we are going to legislate, if the legislature is going to get in-
volved and do anything at all, they had better take real care and
pay real attention to the impact on this major portion of the U.S.
economy.

Congressman Inglis, you were referring to an idea where there
would be effectively a carbon tax that would equalize energy costs.
Well, that doesn’t cut both ways, because a carbon tax equalizes
imported products, but it doesn’t equalize exported products. What
we have to do is we have to get to a uniform global price for car-
bon. We are not there yet. We want the price to be very high be-
cause of the environmental ramifications. The rest of the globe—
Europe aside—generally does not want that to occur.

China is engaging in neocolonial activities right now by going out
and buying out vast amounts of energy—carbon energy resources—
because they fully intend to use those to fund the expansion of
their economy.

I mean, this is a trade war—if you will—that is evolving, and our
challenge isn’t just to find a way to make a technology operate so
it can generate energy. Our challenge is to find a way to deal with
the international trade implications of a transfer away from carbon
fuels in a way that doesn’t destroy our economy.

Mr. INGLIS. Just to follow up on that briefly, actually, my idea
is a border adjustable tax. So it is removed on export, imposed on
import. So it is like the VAT in Europe. The European VAT is re-
moved on export, imposed on import. So your goods would actually
leave here without the revenue-neutral carbon tax attached to
them.

Mr. CLARK. That is a great step in the right direction.

Mr. INGLIS. Then you don’t decimate American manufacturing.
That is the problem with cap and trade, it seems to me. It deci-
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mates American manufacturing. That is the problem with cap and
trade. That is where I agree with Mr. Manzullo.

Where I disagree with Mr. Manzullo is that he is overlooking the
fact that in South Carolina we would love to have more nuclear
power plants, but the Public Service Commission probably wouldn’t
approve a private investor-run utility constructing a nuclear power
plant because it is more expensive. It is more expensive power. It
is a great source of power, in my view. It is very clean, but that
is because coal doesn’t have to be accountable for all of its emis-
sions. If you force that recognition, you force the accountability,
coal is nowhere near as cheap as it looks. Talk to the
pulmonologists about that. The small particulates involved in coal,
even if you think climate change is hooey, the small particulates
associated with hospital admissions that the pulmonologist would
tell you about, it is a real and quantifiable cost.

So force that recognition and say to coal, be accountable. Then
all kinds of other technologies become possible. Nuclear becomes
possible. Right now, it is not possible.

The same with petroleum. If you did just a little bit of cost ac-
counting and said, listen, some of the costs that we are spending
right now in the Straits of Hormuz to keep that supply line open
for that product that we have to have, that we are absolutely ad-
dicted to, just attribute some of it to gasoline.

Gasoline is not $2.50 a gallon. It is way higher than that. It is
just it is hidden from the consumer. So the consumer can’t make
a choice. It makes a logical choice, because it is a subsidized price.
It is hidden. But if you force that recognition, wow, all things
would start happening.

We would be doing what Israel is doing. We would be trading out
batteries in cars, right? The reason we don’t do batteries, as Mr.
Manzullo mentioned, is it is expensive and cumbersome. But if you
are in need, like Israel is, then you figure out a way to swap out
battery packs, and it becomes cost effective in a situation where
you force the recognition of all of these negative externalities.

Thank you, Mr. Chairman. I am going on and on. I am preaching
about my bill. I hope you will take a look at it. It is 15 pages. It
is a quick read.

Mr. FALEOMAVAEGA. I thank my colleague and friend for his line
of questions.

I just want to comment on Dr. Clark’s earlier statement about
China’s development. I think it is not so much out of greed but out
of necessity that we find that China has no choice. To provide for
the needs of some 1.3 billion, we have to give those people some
sense of credit. How is it possible that they have to feed some 1.3
billion people? We can’t even feed our own 300 million that we
have here in our own country, it seems like.

But I want to thank all of you for your participation. We kind
of nibbled at how to come up with better ideas for financing the
needs of least-developed countries in terms of climate change. But
I think we were able to discuss quite well issues related to climate
change. I think it was very productive.

So I sincerely want to thank you for your patience and for your
being here to testify before the subcommittee.

With that, the subcommittee is adjourned.
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[Whereupon, at 5:03 p.m., the subcommittee was adjourned.]
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Abstract

Grim descriptions of the long-term consequences of climate change have given
the impression that the climate impacts from greenhouse gases threaten fong-
term economic growth. However, the impact of climate change on the global
economy is likely to be quite small over the next 50 years. Severe impacts even
by the end of the century are unlikely. The greatest threat that climate change
poses to long-term cconomic growth is from potentially excessive near-term
mitigation efforts.

Robert Mendelsohn
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Climate Change and
Economic Growth

Robert Mendelsohnt

Introduction

There is no question that the continued buiidup of greenhouse gases will cause
the earth to warm (IPCC 2007a). However, there is considerable debate about
what is the sensible policy response to this problem. Economists, weighing cost
and damages, advocale a balanced mitigation program that starts slowly and
gradually becomes more severe ' over the century. Scientists and
environmentalists, in contrast, advocate morc extreme near-term mitigation
policies. Which approach is followed will have a large bearing on economic
growth. The balanced economic approach to the problem will address climate
change with minimal reductions in economic growth. The more aggressive the
near-term mitigation program, however, the greater the risk that climate change
will slow long-term econvimic growth.

[t should be understood that climate is not a stable unchanging phenomena
even when left fo natural forces aione, There have been scveral major glacial
periods in just the last million years. Much of this period has been significantly
colder than the climate in the last 20,000 years. Ice covered most of Canada and
Scandinavia and frozen tundra extended well into New Jersey and the Great
Plains in the United States. These cold periods have been quite hostile,
discouraging humans from living in much of the northern parts of the northern
hemisphere. In addition, within these long glacial swings, there is also increasing
evidence that there have been many examples of abrupt climate change (Weiss
and Bradley 2001). These natural changes have had major impacts on past
civilizations causing dramatic adaptations and sometimes wholesale migrations.
Climate change is not new. Human-induced climate change is simply an added
disturbance to this natural variation.

The heart of the debate about climale change comes from a number of
wamings from scientists and others that give the impression that human-
induced climate change is an immediate threat to sociely (IPCC 2007a,b; Stern
2006}. Millions of peaple might be vulnerable to health effects (IPCC 2007b), crop

! Robert O. Mendelsohn {s Edwin Weyert Davis Professor, Yale School of Forestry and
Envircnmental Studies, Yale University, Professor Mendelsohn studies a range of econumic and
environmental issues, [rom measuring hazardous waste damages to estimating welfare costs, from
timber harvesting with fluctuating prices to measuring the economic vatue of traditional medicine
from tropical rain forests.
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production might fall in the low latitudes (IPCC 2007b), water supplies might
dwindle (IPCC 2007b), precipitation might fall in arid regions (IPCC 2007b),
extreme events will grow exponentially (Stern 2006), and between 20-30 percent
of species will risk extinction (IPCC 2007b). Even worse, there may be
catastrophic events such as the melling of Greenland or Antarctic ice sheets
causing scvere sea level rise, which would inundate hundreds of millions of
people (Dasgupta et al. 2009). Proponcents arguc thete is no time to waste. Unless
greenhouse gases are cut dramatically today, economic growth and well-being
may be at risk (Stern 2006).

These statements are largely alarmist and misleading, Although climate
change is a serious problem that deserves attention, society’s immediate behavior
has an extremely low probability of leading to catastrophic consequences. The
science and cconomics of climate change is quite clear that emissions over the
next few decades will lead to only mild consequences, The severe impacts
predicted by alarmists require a century (or two in the case of Stern 2006) of no
mitigation. Many of the predicted impacls assume there will be no or little
adaptation, The net economic impacts from climate change over the next 50 years
will be small regardless. Most of the more severe impacts will take more than a
century or even a millennium to unfold and many of these “potential” impacts
will never occur because people will adapt. It is not at all apparent that
immediate and dramatic policies need to be developed to thwart long-range
climate risks. What is needed are long-run balanced responses.

In fact, the mitigation plans of many alarmists would posc a serious risk to
economic growth. The marginal cost function of miligation is very steep,
especially in the short un. Dramatic immediate policies to reduce greenhouse
gas emissions would be very costly. Burther, by rushing inlo regulations in a
panic, it is very likely that new programs would not be designed efficiently. The
greatest threat that climate change poses to cconomic growth is that the world
adopts a costly and inefficient mitigation policy that places a huge drag on the
global economy. '

Efficient Policy

The ideal greenhouse gas policy minimizes the sum of the present value of
mitigation costs plus climate damages (Nordhaus 1992). This implies the
marginal cost of mitigation should be equal to the present value of the marginal
damages from climate change. The magnitude or severity of mitigation programs
depends on the magnitude and severity of climate impacts. Mitigation also
depends upon how expensive it is to control greenhouse gas emissions.

Because marginal damages rise as greenhouse gases accumulate, the optimal
policy is dynamic, growing stricter over time (Nordhaus 2008). Emission limits
should be mild at first and gradually become more severe. (ver the long run,

8 Roberl Mendelsohn
[Note: The full report is not reprinted here but is available in committee records.]
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e OPINION
s JULY 12,2010

The Climategate Whitewash Continues

Global warming alarmists claim vindication after last
year's data manipulation scandal. Don't believe the
'independent’ reviews.

By PATRICK J. MICHAELS

Last November there was a world-wide outcry when a trove of emails ‘were released
suggesting some of the world's leading climafe scientists engaged in professional
misconduct, data manipulation and jiggering of both the scientific literature and climatic
data to paint what scientist Keith Briffa called "a nice, tidy story” of climate history. The
scandal became known as Climategate.

Now a supposedly independent review of the evidence says, in effect, "nothing to see
here."” Last week "The Independent Climate Change E-mails Review,” commissioned and
paid for by the University of East Anglia, exonerated the University of East Anglia. The
review committee was chaired by Sir Muir Russell, former vice chancellor at the
University of Glasgow.

Mr. Russell took pains to present his committee, which consisted of four othier academics,
as independent. He told the Times of London that "Given the nature of the allegations it
is right that someone who has no links to either the university or the climate science
community fooks at the evidence and makes recommendations based on what they find.”

No links? One of the panel’s four members, Prof. Geoffrey Boulton, was o the faculty of
East Anglia’s School -of Envirormental Sciences for 18 years. At the beginning of his
tenuire, the Climatic Research Unit (CRU)—the source of the Climategate emails—was
established in Mr. Boulton's school at East Anglia. Last December, Mr. Boulton signed a
petition declaring that the scientists who established the global ¢limate records at East
Anglia "adhere to the highest levels of professional integrity.”

This purportedly independent review comes on the heels of two others—one by the
University of East Anglia itself and the other by Pensi State Univessity, both completed in
the spring, concerning its own employee, Prof, Michael Mann. Mr. Mann was one of the
Climategate principals who proposed a plan, which was clearly laid out in emails whose
veracity Mr. Mann has not challenged, to destroy a scientific journal that dared to publish
three papers with which he and his East Anglia friends disagreed. These two reviews also
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saw no evil. For example, Penn State "determined that Dr. Michael E. Mann did not
engage in, nor-did he participate in, directly or indirectly, any actions that seriously
deviated from accepted practices within the academic community."

Readers of both eatlier reports need to know that both institutions receive tenis of millions
in federal global warming research fimding (which can be confirmed by perusing the
grant histories of Messrs. Jones or Mann, compiled from public sources, that are available
online at freerepublic.com). Any admission of substantial scientific misbehavior would
likely result in a significant loss of funding.

It's impossible to find anything wrong if you really aren't looking. In a famous email of
May 29, 2008, Phil Jones, director of East Anglia's CRU, wrote to Mr, Mann, under the
subject line "IPCC & FOL" "Can you delete any emails you may have had with Keith
[Briffa] re AR4 [the Intergovernmental Panel on Climate Change (IPCC) report]? Keith
will do likewise . . . can you also email Gene [Wahl, an employee of the U.S. Department
of Commerce] to do the same ., . We will be getting Caspar [Amman, of the U.S.
National Center for Atmospheric Research] to do likewise.”

Mr. Jones emailed later that he had "deleted loads of emails" so that anyone who might
bring a Freedom of Information Act request would get very little. According to New
Scientist writer Fred Pearce, "Russell and his team never asked Jones or his colleagues
whether they had actually done this." ’

The Russell report states that "On the allegation of withholding temperature data, we find
that the CRU was not in a position to withhold access to such data." Really? Here's what
CRU director Jones wrote to Australian scientist Warrick Hughes in February 2005: "We
have 25 years or so invested in the work. Why should I make the data available to you,
when your aim is to try and find something wrong with it[?]"

Then there's the problem of interference with peer review in the scientific literature. Here
too Mz. Russell could find no wrong: "On the allegations that there was subversion of the
peer review or editorial process, we find no evidence to substantiate this."

Reaily? Mr. Mann claims that temperatures roughly 800 years ago, in what has been
referred to as the Medieval Warm Period, were not as warm as those measured recently.
This is important because if modern temperatures are not unusual, it casts doubt on the.
fear that global warming is a serious threat. In 2003, Willie Soon of the Smithsonian
Institution and Sallie Baliunas of Harvard published a paper in the journal Climate
Research that took exception to Mr. Mann's work, work which also was at variance with
alarge number of independent studies of paleoclimate. So it would seem the Soon-
Baliunas paper-was just part of the normal to-and-fro of science.

But Mr. Jones wrote Mr, Mann on March 11, 2003, that "Tll be émailing the journal to
tell them I'm having nothing more to do with it until they rid themselves of this
troublesome editor,” Chris de Freitas of the University of Auckland. Mr. Mann responded
to Mr. Jones on the same day: "I think we should stop considering ‘Climate Research' as a
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legitimate peer-reviewed journal, Perhaps we should encourage our colleagues . . . tono
longer submit to, or cite papers in, this journal. We would also need to consider what we
tell or request our more reasonable colleagues who currently sit on the editorial board.”

Mr. Mann ultimately wrote ta Mr. Jones on July 11, 2003, that "I think the community
should . . . terminate its involvement with this journal at all levels . . . and leave it to
wither away into oblivion and disrepute.” :

Climate Research and several other journals have stopped accepting anything that
substantially challenges the received wisdom on global warming perpetuated by the
CRU. 1 have had four perfectly good manuscripts réjected out of hand since the CRU
shenanigans, and I'm hardly the only one. Roy Spencer of the University of Alabama,
Huntsville, has noted that it's becoming nearly impossible to publish anything on global
warming that's nonalarmist in peer-reviewed journals,

Of course, Mr. Russell didn't look to see if the ugly pressure tactics discussed in the
Climategate emails had any consequences. That's because they only interviewed CRU
people, not the people whom they had trashed.

Mr. Michaels, a projessor-of environmental sciences at the University of Virginia from
1980-2007, is now a senior fellow at the Cato Institute.
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