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In assessing the economic impact of regulations and other government intervention, the distinction between short-term vs. sustainable growth and prosperity is fundamental. Agricultural practices that degrade soil fertility, for example, may increase food output in the short-term while leaving future generations with barren land. This illustrates what economists call an "externality," that is, a cost that is not paid by the buyers and sellers of a product (is not internal to the transaction) but is imposed on a third party, in this case, future generations. Externalities are common, and all economists know that unregulated markets do not produce rational outcomes when they are present.[1]

Externalities can frequently be corrected by government regulation, which, far from interfering with the rational operation of markets, may be in such cases a necessary condition for market rationality. Free market ideology generally ignores externalities, which is bad economics and leads to bad public policy. In this essay, I argue that far-reaching government intervention is necessary to achieving sustainable prosperity and economic growth, illustrating the point with the issue of fossil fuel use and the threat of climate change. Specifically, carbon taxes and a set of policies that I call a "green New Deal" can accelerate the transition to a sustainable economy, at once ameliorating unemployment and maintaining the ecological stability upon which future prosperity depends.

Externalities and the Climate Crisis
While much remains uncertain in the field of climate science, there is little disagreement that increases in atmospheric carbon dioxide greater than 2% of pre-industrial levels will almost certainly result in climate disturbances that endanger the lives and wellbeing of billions of people.[2] Droughts, floods, and windstorms, for example, are already more frequent and severe today than would have occurred at pre-industrial levels of CO2, and will become even more frequent and severe as carbon emissions continue to increase.[3] Such extreme weather events are decimating world agriculture, a harbinger of the mass starvation and social conflict in store for humanity unless a rapid transition to renewable energy is achieved.[4]

To be sure, renewable energy will eventually become cheaper than energy from fossil fuels, at which point market forces will drive the transition to a green economy and reduced carbon emissions. With pressure from the oil, coal, and natural gas industries in the United States and elsewhere to expand fossil fuel production in the near term, however, it is unlikely that this transition—if left to the free market—would occur in time to avert environmental disaster. According to one authoritative study, construction of infrastructure that produces or uses oil, coal and natural gas will, at its current rate, lock the world by 2017 into a trajectory of irreversible, catastrophic climate change in the coming decades.[5]

While the preponderance of research in climate science indicates the urgent need for public policies to reduce carbon emissions, there is and will continue to be scientific disagreement about the precise rate at which fossil fuel emissions are increasing, the concentration of atmospheric CO2 that will produce environmental catastrophe, and the number of years that remain for corrective action. These scientific debates about precise parameters are important for the professional researchers engaged in them but not for citizens and policy makers. When the likely consequences of inaction are as dire as mass starvation and pervasive resource wars—as they are in the case of climate change—the risks of inaction are unacceptable and recourse to uncertainty as an excuse for inaction is irresponsible.

To be sure, timely and responsible energy and environmental policies face formidable political obstacles, not least of which is the stranglehold on the Washington Beltway exerted by big oil, coal, and natural gas interests.[6] Exxon-Mobil, coal giant Peabody Energy, and other powerful corporations whose profits are tied to the fossil fuel economy dominate energy policy through lobbying, campaign contributions, and the exchange of personnel through the revolving door between industry and government. Anti-democratic forces of this sort can only be counteracted by a mass movement demanding sane environmental and economic policies.

Before the Occupy Movement, it was hard to imagine mass mobilization in the United States on a relevant scale. But the Zuccotti Park occupation beginning the Occupy Wall Street movement in September 2011 and the subsequent outbreak of similar protests nationwide suggest that a political sleeping giant—America's middle class—may finally be awakening.[7] While progressive protest will wax and wane in the coming years and take a succession of different forms, the paralysis of American political institutions will continue until a mass movement forces the hands of Beltway elites. And since it is that very paralysis that has created the conditions for radical protest, the protest will continue as long as the paralysis does. This essay outlines a concrete policy agenda that can realize the aspirations of ordinary people for a just and sustainable future, and thus provide a coherent direction for a progressive mass movement.

 

Carbon Taxes: Making Energy Markets Rational
The time is long overdue to recognize the externalities associated with carbon fuel use and factor these costs into public discussions of energy policy. A stark illustration of these externalities is the tens of billions of dollars of direct and indirect damage to the U.S. economy due to drought-induced crop failure in 2012.[8] And these costs are trivial by comparison with the future disruptions of world agriculture that will occur if the United States and the world continue on their present course, not to mention such consequences of global warming as the flooding of coastal areas due to rising ocean levels.[9]

A more proactive method of quantifying the costs of climate change is clearly needed, and one way is to determine the price increase in fossil fuels that would be needed to reduce their use enough—and soon enough—to avert environmental disaster. It is then a simple matter to institute carbon taxes that raise the price of these fuels by that amount. By making renewable energy sources more economical relative to fossil fuels, this policy would speed up the transition to a sustainable energy system. For the same environmental and economic reasons, subsidies for fossil fuels should be discontinued immediately in favor of subsidies for the design and rapid deployment of renewable energy infrastructure and for such activities as reforestation and preservation of forested areas. In addition to direct subsidies, the U.S. taxpayer is indirectly subsidizing fossil fuels through expensive Middle East policies designed largely to protect the access of U.S. corporations to Persian Gulf oil.[10]

Incentives are also needed to encourage people to resettle into more compact, energy-efficient living spaces where they are less dependent on automobiles and more reliant on mass transit for daily transportation needs, a pattern of land use that many urban planners call "smart development."[11] This can be achieved through tax incentives that encourage suburban and exurban dwellers to relocate (e.g. favorable tax treatment for the sale of their current residences). Land that is freed by eliminating sprawl could then be converted to agriculture, or returned to its natural state.

Carbon taxes are already familiar to the American public in the form of the gasoline tax, which must be increased as part of a rational energy policy. Political resistance from motorists can be overcome by extending the "Cash for Clunkers" program and providing interest-free loans for buying hybrid cars. A tax on coal would create an incentive for utilities to generate electricity from renewable sources, and thus provide clean energy for transportation and other uses. Taxes on heating oil and natural gas would create incentives for homeowners to make their homes energy efficient and supplement or replace fossil fuels for heating with solar panels and solar heaters on their roofs. Carbon taxes would be levied on fossil fuels at rates reflecting the CO2 emissions each fuel generates when burned.[12] This would enable individuals and enterprises to make the most efficient energy decisions for their needs while collectively achieving the required CO2 reduction, an advantage over regulations mandating across the board fossil fuel reductions.

While accelerating the transition to a sustainable economy, carbon taxes, to be sure, also impose short-term costs on individuals and firms. Note, however, that these costs will occur with or without government intervention because they are the true costs inherent in carbon fuel use. The only choice is whether the costs will be paid in the present by those who incur them when they use these fuels, or whether they will be paid by future generations condemned to suffer starvation, violence and other consequences of climate change for which market participants in the present refuse to take responsibility. Those who attack carbon taxes or equivalent government policies on grounds that they are "bad for the economy," are adopting a short-term perspective at the expense of future generations.

While the immediate effect of carbon taxes will be to reduce fossil fuel use and increase the consumption of renewable energy, this transition will take years to complete. In the interim, energy of all kinds will be more expensive. This too, is desirable because higher energy costs create incentives for energy conservation and efficiency. But as with the phasing in of renewables, energy efficiency will also take years to fully implement. If this economic transition were left to the free market, the United States would enter a multi-year period of unacceptably high unemployment during which massive job loss in the waning carbon economy is not yet offset fully by job creation in the emerging sustainable economy. Anyone seeking rational energy and environmental policies needs to confront and manage these consequences.

 

A Green New Deal
In my view, Franklin D. Roosevelt's policies in the 1930s provide a model of how best to manage the economic dislocation that would be created by a rapid transition to a sustainable economy. His New Deal put millions of Americans to work through public works projects of all kinds, encompassing everything from conservation and infrastructure construction to scholarship and the arts.[13] While conservative ideologues denounce government, it was that institution during the Great Depression that organized the planting of nearly 3 billion trees to help reforest the country, the building of countless works of infrastructure from hydroelectric plants on the Tennessee River to the Triborough Bridge, and the enrichment of millions of lives with public concerts, exhibitions, oral history projects and other activities that put tens of thousands of unemployed artists and scholars to work. America knows how to do this and has succeeded at it before.

President Roosevelt's New Deal is perhaps the most dramatic illustration in history of massive government intervention that transformed widespread economic failure into economic growth and prosperity. While some conservative economists question the Keynesian theory of the New Deal's macroeconomic effects,[14] that debate is really of academic interest only; at the very least, the historical record shows indisputably that large-scale government intervention created prosperity (or at least relief from extreme adversity) for the millions of people it hired directly, even as it created enduring wealth for the society as a whole through the kind of public works enumerated above. And it did this in the midst of the worst failure of free market capitalism in history. The United States and the world currently suffer from just such as failure, and the salutary role that government can play as employer of last resort should once again be on the country's political agenda.

Interestingly, few conservative economists question the notion that spending on war and war preparations generates prosperity, even though such "military Keynesianism" constitutes government intervention no less than the New Deal. Indeed, U.S. corporate leaders called for a "permanent war economy" after World War II precisely to prevent the country from slipping back into depression. While stimulating the economy in the short-term and disproportionately benefiting the rich, however, unnecessary military spending produces no public goods for ordinary people even as it depletes middle class taxpayers of hundreds of billions of their hard earned dollars every year.[15] In order to create long-term prosperity, government spending must be shifted from unnecessary and unproductive programs of this sort to a green New Deal that can create public wealth in the present and invest in the sustainable economy of the future.

What I call a "green" New Deal would not be limited to public works that reduce the country's carbon footprint, such as planting trees, building public transportation systems, installing solar energy systems on the roofs of buildings, and research and development in the field of renewable energy.[16] It would encompass creating productive jobs of all kinds for workers displaced from the fossil fuel economy, including those who build and operate oil, coal, and natural gas facilities; uniformed military personnel no longer needed to protect access to Middle Eastern oil; and secretaries, accountants and other staff who operate the administrative apparatuses of the fossil fuel and permanent war economies. One area of great unmet need that can absorb displaced personnel from all these areas is urban public education. White collar workers can be re-trained and re-employed to teach America's youth, soldiers to build and maintain facilities, and support staff to operate school offices.

To be sure, the problem of global warming cannot be solved by the United States alone. The U.S. government should of course work closely with the governments of China and other large energy consumers to achieve international reductions in carbon emissions. Another important need is international cooperation to subsidize the maintenance of tropical rain forests, which not only remove carbon from the atmosphere but also host tens of thousands of irreplaceable species now being lost to deforestation.

But a rapid retooling of the U.S. energy system to reduce carbon emissions is not only, or even primarily, a matter for international diplomacy. It is also a matter of economic self-interest; there are huge commercial advantages for countries that become global leaders in energy efficient and renewable energy technologies, a fact not lost on Chinese leaders. Indeed, enlightened self-interest may yet motivate corporate support for a green New Deal in a way that no other motivation can. That would be fortunate, because the environmental consequences of delaying America's transition to a sustainable economy are unacceptable.
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