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Many thanks to the Asahi Shimbun for allowing me to participate today, and especially 
to Kaoru Nishizaki for organizing this session.  I am from Washington, DC, which is where 
Kaoru worked until last year.  Kaoru was among the sharpest observers of the 
relationship between the U.S. economy and the U.S. political system.  Sometimes 
economists such as me want to separate the economy from the political system.  But 
this is impossible—politics and economics are always linked together.  So it is better to 
understand how the economics and politics matter for each other.  Readers of the 
Asahi Shimbun had a privileged position because of Kaoru’s insight at understanding 
Washington and the United States. 
 
Understanding the issue of climate business and policy requires exactly this mix of 
politics and economics. I will discuss the state of climate policy in the United States, 
where I think climate policy will go, and then how it will affect business in the United 
States and in other countries, notably including Japan and China.   
 
Climate policy is stuck in the United States for both political and economic reasons.  On 
the politics, the United States is now a 50-50 nation, split exactly in two, and it is 
extremely difficult for the country to come together on any issue.  Many people had 
hoped that President Obama would bring the country together, but this is not the case. 
 
The economic policy reason for the difficulty is that addressing climate change will 
require change by everyone—by all firms and all families in the United States and 
eventually by the entire world economy. This is a huge hurdle.  For now, a carbon policy 
has not moved forward in the United States because it is seen as a tax increase.  This is 
accurate—the plans put forward this year and last year to address climate change 
involve higher taxes and higher spending and this combination is not popular in the 
United States.  
 
The traditional political coalition for addressing environmental issues was to bring 
together environmentalists and business based on payoffs from the public money raised 
as part of an environmental scheme.  To institute a cap-and-trade system on sulfur 
dioxide, for example, the main emitters of power companies were given valuable 
permits while consumers paid higher prices for electricity.  Environmentalists supported 
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the policy based on lower emissions while business supported it because they were 
given something of value. 
 
This approach is not possible with carbon, because there will be such broad impacts 
that it will be impossible to build a similar coalition—there are too many emitters and 
not enough value in the permits.   The main plans involve taxes of $70 to 100 billion each 
year.  This is a lot of money but not enough to pay off everyone affected by a future tax 
on carbon.   
 
This means that what is needed instead is a coalition based on the broader policy goals 
of saving the planet and boosting overall economic growth.  We will move forward in 
the United States only when the coalition in favor of addressing climate change is 
bigger than environmentalists and electricity generators.   And that time is perhaps not 
for another five or ten years. 
 
But I think we will eventually move forward on climate policy.  The United States faces 
two major economic challenges over the next ten years—responding to climate 
change and addressing the fiscal imbalance.   This is a familiar situation with other 
countries, including Japan, Germany, France, and Great Britain.  These are not 
immediate crises, but the fiscal and climate problems both become more difficult the 
longer we wait.  Putting a price signal on carbon will help on both issues.  A carbon tax 
or cap and trade will start to address global warming while raising fiscal revenue in an 
economically efficient manner. 
 
Politically, this will be like a book that can be read in two ways.  One set of people will 
look at the policy and understand that it is about saving the planet.  If you know 
American politics, you will understand that this side of the book will have a blue cover.  
Another set of people, though, will flip over to the red side of the book and read that 
this is a proposal for deficit reduction or tax reform to boost long-term growth.  Politically, 
there is a key achievement for both sides.  This is necessary in the United States in a way 
that is not the case in Japan or Europe.  It is a function of our system of government and 
of the divided nature of American politics.  Something so large needs a consensus or 
otherwise it will be a failure and source of regret.  I think this is the lesson that will be 
taken from the health care bill passed earlier this year. 
 
One key concern is that revenues be used to reduce other taxes and not just add to 
the size of government.  Or instead the revenues could be used to reduce the deficit 
and thus avoid future tax increases.  The climate bills proposed over the last several 
years go in the wrong direction, because they spend or give away most of the revenue.  
A climate change bill sponsored by Senator John Kerry and Senator Joseph Lieberman 
spends over 90 percent of the revenue on new initiatives.  Some of these might be 
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worthwhile, including support for new technologies and research.  But I am generally 
skeptical about the government’s ability to direct money for exactly the right research 
purposes and would prefer that taxes be reduced instead.  The key benefit is that lower 
taxes will help boost economic growth and thus help to offset what might otherwise be 
a drag on the economy from higher energy prices.  In this way, climate policy can be 
pro-growth tax policy. 
 
I cannot say when the policy will take place.  I do not think in a year or even five years, 
but sometime soon after that.  The biggest impact and most important step will be 
simply to put an initial price signal on carbon—either a tax or a cap and trade system, 
even if the initial signal is small.  The key is to get the carbon pricing regime started and 
give businesses a clear understanding of the structure of the pricing system and the 
path that will be taken in reducing carbon emissions.  The uncertainty of the present is 
the worst system of all and a drag on businesses and on job creation.  I think by now 
many businesses expect that carbon will be priced in the future.  We can see in the U.S. 
economy the negative effects of uncertainty today, where businesses are unclear 
about the future taxes, health care costs, energy costs, regulation, and other aspects of 
the business environment.  This uncertainty has contributed to the slow U.S. growth we 
see this year and the weak job market in the United States.  Making clear the future 
rules and pricing for carbon and energy will remove some of the uncertainty and thus 
help boost investment while giving firms and households time to adjust to the new 
system.  This is another reason why carbon policy can contributed to stronger economic 
growth—because it will remove uncertainty.  The requirement, though, is that the 
system should be credible.  There is a carbon system in Europe today but it is not fully 
credible—so many permits were given out that the price of carbon is essentially zero. 
 
A carbon pricing system initially will include the advanced countries of the United States, 
Japan, and Europe, plus perhaps Australia, New Zealand, and Singapore.  China and 
India will look to stay out for as long as possible.  This is unfair and will be a burden on 
the United States, Japan, and others, but it would be better to focus on how to bring 
those countries into the system in the future and use other tools to offset any problems.  
Trade taxes on products associated with carbon emissions, for example, could be used 
to level the playing field between China and other countries.  Many people are looking 
at these today to understand any implications with the rules at the World Trade 
Organization.  Similarly, trade taxes should be lowered on environmental products that 
help lower carbon emissions, just as tariffs were removed on information technology 
products 10 years ago. 
 
The start of the climate pricing regime will also provide opportunities for firms in these 
advanced countries to develop new products and services aimed at satisfying the 
need to reduce carbon emissions. In the electronics sector, a new science of “green 
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computing” is developing to consider how to adapt computer processing to reduce 
energy usage.   A new type of business will develop to help countries adapt to the 
impacts of global warming.  There will also be opportunities to monitor compliance with 
the new carbon regime.  All of this will require extensive research and engineering 
development, and this means that the United States and Japan are much better 
positioned for these areas than China. 
 
The most important thing is to start, and here I will finish by returning to the political and 
economic difficulties.  I cannot sole the political problems of the United States.  I think 
we need a future leader to bring the country together.  But the economic case for 
addressing climate policy is clear—this is an opportunity for a policy change that moves 
toward a more efficient and more pro-growth tax code.  It will take time, but eventually 
I think that message will come through.  It is not very different from the economic 
message of President Ronald Reagan or even of President Bill Clinton in the focus on 
boosting economic growth.  I can mention two Presidents together—Republican and 
Democratic.  This is why I believe that eventually the United States will move in this 
direction and provide global leadership on climate change—because there are 
potential benefits to all sides. 
END 


