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Fig. 3. Schematic representing the importance of cumulative emissions and
messages for policy makers.
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Global Carbon Dioxide Emissions from Fossil Fuel
Burning, 1751-2006
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Rate of increase of atmospheric CO, doubled I +: \
since Mauna Loa measurements began
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Mauna Loa Observatory, Hawaii
Monthly Average Carbon Dioxide Concentration
Seasonally Adjusted

Data from Scripps CO2 Program Last updated March 2008
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Fig. 6.8.

C pools vulnerable to global
warming and land-use change.
They include: (i) frozen ground,
(i1) tropical and high-latitude
peatlands, and (iii) vegetation
susceptible to land use and fire
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Global warming impacts already apparent E\
Glaciers retreating around the world
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Diagram Map of High Asia 1 : 4000 000
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Himalayan glaciers store about 12,000 cubic kilometers of freshwater in
~15,000 glaciers and are the lifeline for millions of people (IPCC, 2007)
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AX010, Nepal
Himalayas, 1978

Photos: Koji Fujita

carbon reduction




$ <22B# F
i D * 8 [+&
4 *

University of East Anglia

Sea Ice Extent
Sep 2005
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Fig. 3. Global deep
ocean (A) 80 (22)
and (B) temperature.
Black curve is S-point
running mean of 5'°0
original temporal
resolution, while red
and blue curves have
500 ky resolution.
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Energy security and climate change

enges confronting humanity
hat we see, in response, is the
familiar capture of policymaking by
well-organised special interests. A
superb example is the flood of
subsidies for biofuels. These are
farm programmes masquerading as
answers to energy insecurity and

characteristics of such programmes:
high protection, open-ended support
to producers, and indifference to
economic rationality.

Biofuels: an everyday story of
interests and subsidies

special

Phergy security and climate change
are two of the most significant
challenges confronting humanity.
What we see, in response, is the
familiar capture of policymaking by
well-organised special interests. A
superb example is the flood of
subsidies for biofuels. These are farm
programmes masquerading as answers
to energy insecurity and climate
change. Not surprisingly, they have
the depressing characteristics of such
programmes: high protection,
open-ended support to producers, and
difference to economic ratlonalm

about SIahn (“Ghn) ln smm a year. But
this sum generates much less than 3
per cent of the overall supply of liquid
transport fuel. To bring the biofuel
share to 30 per cent, as some propose,
would cost at least §150bn a year and
probably more, as marginal costs rose.

25 &3

Because the fuel-economy credit is
biggest for the least energy-efficient
models, manufacturers concentrate on

| sport utility vehicles and light trucks.

Yet almost all the drivers of these

| vehicles use ordinary petrol. The

result is greater consumption of

| petrol, not less.

Someone needed to take a close look |

at the rationality of all these supports
An excellent report from the Global
Subsidies Initiative of the
International Institute for Sustainable
Development does just that*. It does
not tell a pretty story.

Policy is extraordinarily complex. It
can also be highly irrational. Brazil is,
for example, the most efficient
supplier of bioethanol, but confronts
tariffs of at least 25 per cent in the
US and 50 per cent in the European
Union. A smaller example is the
advantage given to production of
“flexible-fuel vehicles” in US corporate
average fuel-efficiency standards.

The cost of support per litre of
ethanol varies between $0.29 and 80.36

| per litre in the US and $1 in the EU

(see chart). Support for biodiesel
caries between $0.2 per litre in

hnada and §1 in Switzerland. But the
t of petrol, in terms of equivalent
elfrgy units, is $0.34 and of diesel is
$OML. Thus, the subsidy to biofuels is
I greater than the cost of the
fogllil fuel equivalent. Not

prisingly, the production costs of
sfsidised biofuels are also generally
guch higher (see charts).

Does this costly shift to biofuels at
least deliver reductions in net
emissions of greenhouse gases? Not by
as much as one might suppose, is the
answer. The net greenhouse gas
emissions of expensive European
rapeseed oil-based diesel are a mere
13 per cent less than those of
conventional diesel. Similarly, net
emissions from US corn-based ethanol
are only 18 per cent less than
conventional petrol.

This highly subsidised source of
demand is also having a big impact
on demand for foodstuffs. In 2007, for
example, the increase in US demand
for corn-based ethanol will account for
more than half of the global increase
in demand. Much the same is true for
US and EU use of soyabeans and
rapeseed in biodiesel. The rising price
of food is good for producers. It is
dreadful, however, for consumers,
particularly for those in poor
food-importing countries. Increased
production of biofuels also adds stress
on existing land and water supplies.

Is it possible to justify this
cornucopia of complex and expensive
subsidies, mandates and protectionist

o7

| measures? No. But that does not stop

people from trying. Indeed, they point
to a host of different (and often

| changing) justifications, as is too
| familiar from the history of farm
| policies. Here are just five of them.

Rationalisation one: biofuel
subsidies reduce farm support
payments. But, in fact, US evidence
strongly suggests that these subsidies
are being piled on top of existing farm
subsidies, not replacing them.

Rationalisation two: mandating
biofuels will lower petrol prices. But it
is obviously mad to try to lower the
price of a commodity by subsidising
the production of more expensive
alternatives.

Rationalisation three: subsidising
biofuel is an efficient way to reduce
reliance on risky fossil fuels. But
biofuels are, under current

to subsidise the infrastructure.
Investors can do that for themselves.
This then is a classic farm
programme: a costly system of
transfers looking for a rationale. Or,
as the report puts it: “The bewildering
array of incentives that have been
created for biofuels in response to
multiple (and sometimes
contradictory) policy objectives bear
all the hallmarks of a popular
bandwagon aided and abetted by

| ‘sectional vested interests.”

So what should be done? Here are

| some simple negative suggestions:

eliminate increasingly popular
(because apparently costless)
mandates to use specific quantities
of biofuels, since these shift all the
risk of fluctuations in demand and
supply of foodstuffs on to their use as
food; discipline the stacking of

bsidies on one another; and

ECONOMISTS' FORUM

A group of the world's most influential
economists debate issues raised in
Martin Wolf's regular Wednesday column
in our online forum:
www.ft.com/wolfforum

technologies, complements to, rather
than substitutes for, fossil fuels and
are also vulnerable to their own risks
of weather and disease.
Rationalisation four: subsidising
biofuel is an efficlent way to reduce
greenhouse gas emissions. According
to the report, the cost of eliminating a
tonne of carbon dioxide equivalent

| through biofuels varies from a low of

about $150 to as much as $10,000. Even

| the lower of these figures exceeds

almost all estimates of the marginal
benefit of reducing a tonne of emissions.
it certainly much exceeds the cost of
many alternative ways of doing so.
Rationalisation five: subsidies are
only needed to establish the
infrastructure. But if biofuels are to
be competitive, it will be unr v

eliminate all open-ended supports for
production before these become
impossible to reverse.

Here, also, are some positive ideas:
define the objectives and instruments
of policy precisely, in terms of the
overall goals of energy security and
reductions in emissions of greenhouse
gases; create a single global price of
carbon that governs all activities; make
producers compete for any support
that is offered; let the markets decide
on sale of flexible-fuel vehicles (and
indeed the energy efficiency of
vehicles); and, above all, move to free
trade in biofuels.

We should at least try to learn from
painful experience with a century of

| farm policies. I know that is naive.

Bat is it impossible to respond to the

| big challenges of energy policy and

climate change by applying a little

| intelligence, for a change?

*Biofuels - At What Cost? Global
Subsidies Initiative,
wrow. globalsubsidies.org

martin.wolf@ft.com
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Figure 16.7 Estimated scale of current and necessary global deployment support
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! : 10 BIOFUELS - AT WHAT COST ?

) ) 0
5 ’ Government support for
0 =< ’ ethanol and biodiesel in
10 0 ’ E the European Union
4 E 922 ’ $
E One of a series of reports addressing
? subsidies for biofuels in selected
$ 0 E 22 , OECD countries
$ 0 , t

October 2007

Prepared by:
Géraldine Kutas, Carina Lindberg and Ronald Steenblik

Prepared for :
The Global Subsidies Initiative (GSI)
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Ethanol’s role increases in gasoline and corn markets

Corn and soybean projected plantings: Much of the corn area

" Current relationships
eXpansion comes from SD'}FHEEHE

Ethanol is small relative ...but it accounts for a growing
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