Bush pulls out of the Kyoto protocol

Many claimed that the Kyoto climate agreement on carbon dioxide emissions was 'too little, too late'. Now that the United States has pulled out of the agreement, it may be 'too little, not at all'. The American decision to withdraw from the agreement poses a serious threat as to whether the treaty will be ratified. The EU insists it will press ahead with its commitment to reduce carbon dioxide gas emissions by 8 per cent of 1990 levels by 2010, irrespective of the American decision. It hopes that its lead will ensure other nations do not abandon the agreement. The Kyoto protocol, signed in December 1997, was a landmark agreement. It was the first time that nations agreed upon setting up legally binding reductions in emissions, and it was hoped by many to be the first step on the road to establishing further and more far-reaching global environmental agreements. 

However, the globally negotiated carbon dioxide reductions were less easily agreed upon at home. From the start, the United States was unhappy that developing countries were not required to make emission reductions. It was also unhappy that the use of carbon sinks (things that absorb carbon dioxide from the atmosphere, such as forests) were to be limited as a means for creating emission credits (i.e. permission to lessen emission reductions). With the election of President Bush, the USA swiftly abandoned the Kyoto agreement. Why were the Americans, by far the worlds largest carbon dioxide producers (25 per cent), so against reducing carbon dioxide emissions? 

A number of arguments have been advanced to explain their actions. First, they claimed that meeting the agreement's targets would drive the US economy into recession. As tight environmental standards were met, costs would rise, in turn driving up prices and denting US competitiveness. Hence the agreement was argued to be against US national interests. This argument, however, is very weak. A rise in costs may be inevitable, but this is unlikely to affect the USA's competitive position, since its main rivals, the EU and Japan, would similarly find costs and prices rising. In fact, it would seem that the USA would gain more than most from the Kyoto agreement. Companies like Monsanto stand to make billions of dollars from genetically modified carbon sinks and other products that reduce carbon dioxide emission. 

A second claim advanced to explain America's actions is that Mr Bush's principal financial backers are some of the largest companies in the USA. Many of these are implacably opposed to environmental regulation. Exxon-Mobil claims that environmental improvements are best left to it and to the market rather than imposed through government controls. Agreements, so the argument goes, should be voluntary between governments and industry, and it should be the market that develops and improves clean technology. It is this ideological argument favouring market-driven solutions that is dominating environmental arguments in the USA. Cynics however, are heard to argue that favouring the market has more to do with profits than any debate over the best solution to global warming, and that US corporate interests are being put ahead of the global environment. After all, it is in the nature of externalities (and global warming is a classic example of an external cost), that the costs are not borne by the perpetrator and hence there is little incentive to reduce these external costs - little incentive to introduce clean technology. 

A final suggestion put forward to explain US actions is that the USA, at the present time, would find it very difficult to reduce carbon dioxide emissions. The USA currently has a huge energy shortage and many areas in the country (e.g. California) have experienced power-cuts. The government has already stated it will embark on a massive increase in power generation over the next few years. It is estimated that the Energy Plan will increase emissions by almost 35 per cent above current levels by 2020. What is interesting here is that the US power shortage is largely a consequence of the market-driven power industry failing to invest in capacity. Clearly the market failed to deliver in this instance. Should we be any more confident that the market would be any more successful in improving environmental standards? 

For a general assessment of market failure and whether there should be more or less intervention by government, see Chapter 6 of Essentials of Economics (2nd edition). Boxes 6.1 and 6.3 specifically address environmental issues and policy. A case study considering the value of the market-led solutions of Kyoto can also be found in the case study section of this site. For more information on Kyoto, and climate change in general, the following Web site offers an excellent overview of the issues and debates: http://www.oneworld.net/campaigns/climatechange/ 

