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Energy expert Dan Yergin sat down with two of the main energy
policymakers fromthat decade—former Senator Bennett Johnston (D-LA),
and John Deutch, former undersecretary of the U.S Department of

Energy. Thetopic: Have we learned anything from the 1970s experience?

Senator Bennett Johnston
(D-LA). A Member of the
U.S Senate from 19721997,
this longtime chairman of the
Senate Committee on Energy
and Natural Resources
chaired the conference com-
mittee on the Energy Security
Act of 1980.
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the Massachusetts | nstitute of
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Dan Yergin is chairman of
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Yergin: This dialogue really has two purposes. First, to
crystallize the advice and thinking that you would both
offer on current approaches to energy policy, and second,
to draw upon your perspectives. You've both been in this
field for along time and can provide a framework for
thought and discussion.

Deutch: One of the principal observations I'd make is
how the process today for enacting energy legislation com-
paresto that at the beginning of the Carter Administration,
which of course Bennett was heavily involved with as a
member of the Senate Energy and Natural Resources
Committee. While hindsight makes apparent many imper-
fections, the 1970s saw the passage of quite substantial
legidation—especially the National Energy Act of 1978—
that made significant changes. To my mind, the reason
that piece of legidation was successful was because the
Carter Administration put forward a framework within
which Congress had to work. Congress made many
changes, of course, but having draft legislation that had
been thought through by the Administration and put for-
ward as their proposal was, | think, responsible for the
quality of that effort. It also helped that House Speaker
Tip O'Neill formed a special ad hoc committee, the Select
Committee on Energy, chaired by Rep. Lud Ashley (D-
OH), to shepherd the legidlation.

"

e

Yergin: Do you feel asif we're picking up where we left
off thirty years ago? Are we going down asimilar road?

Johnston: The situation now istotdly different from thirty
years ago. At that time we really had a natural gas crisis.
Low prices for natural gas, as set by the Federal Power
Commission, meant no gas was being committed to the
interstate market, while there was plenty in the intrastate
market. We ssmply had to deregul ate.

Now, | would disagree with John in one sense. The
Carter Adminigtration had aframework, but it didn’t start off
with aderegulation bill. That really evolved from the com-
mittee. The Senate had earlier passed the Pearson-Bentsen
bill to end natural gas price controls, while the House had a
continued regulation bill, and over a period of something
like fourteen months we had to meld the two. We came up
with what amounted to the most successful bill | think I've
seen in Congress—the Natural Gas Policy Act of 1978, part
of the National Energy Act that John mentioned. It just
worked beautifully at the end of the process. The price of
natural gas went down, and the supply went up.
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Yergin: The most successful bill not just in terms of theleg-
idation itself, but in terms of the result?

Deutch: Exactly.

Yergin: Peoplelook back on that period asthe ol crisisera,
but you both see the big political issue not as il but as nat-
ura ges.

Deutch: The point is that there was tremendous interaction
between the Administration and both houses of Congress. It
produced the Public Utility Regulatory Policies Act, the
Energy Tax Act, the National Energy Conservation Policy
Act, the Power Plant and Industrial Fuel Use Act, and the
Natural Gas Policy Act—in sum, the 1978 National Energy
Act.

With hindsight these pieces of legidation are not perfect,
but the process led to successful legislation because the
Adminigtration wasinvolved with an articulated point of view.

Yergin: And today we don’t see that?

Deutch: Today the attitude of the ObamaAdministrationis
to tell Congress what it wants, and let Congress work out a
bill. That doesn’t seem to me like away to get good legisla
tion. Bennett may differ.

Johnston: A key person in the early Carter Administration
was Jim Schlesinger, first the Assistant to Carter for energy
policy and in 1977 the first U.S. Secretary of Energy. He
was very bright and very good, and he spoke for the
Administration. Schlesinger was directing the
Administration’swork on energy legidation, not Carter, and
Jim worked with us on adaily basis.

In 1973, when the price of crude went
up overnight and then it quadr upled,
there was a sense that we could not
|et the oil companies capture

all that windfall profit.

28 THEINTERNATIONAL ECONOMY  FALL 2009

_________________________________________________________________________________________________________________________|
YERGIN, JOHNSTON, AND DEUTCH

Yergin: Schlesinger had that wonderful quote: “1 understand
now what hell is. Hell is endless and eternal sessions of the
natural gas conference.”

For those who don’t know, unlike today, a good part of
energy policy in the late 1970s was largely about getting us
out of price control systems.

Johnston: But in 1973, when the price of crude went up
overnight and then it quadrupled, there was a sense that we
could not let the oil companies capture all that windfall
profit. From a political standpoint regulation in the energy
market was necessary, and then we spent the next few years
trying to get out of it.

Yergin: At the end of the Carter Administration, we had the
vast synthetic fuels program introduced in the Energy
Security Act of 1980, which was an effort to create a new
energy economy. What are your thoughts on this today?

Deutch: My view is probably more favorable than Bennett's
because | was one of the guys responsible for trying to shep-
herd that legislation through Congress for the Carter
Administration.

Two aspects of the Synthetic Fuels Corporation deserve
note today. The first is the confusion about whether the
objective of the Synthetic Fuels Corporation was a produc-
tion goal, such as producing two million barrels of oil equiv-
alent per day by 1990, or whether it was to demonstrate the
availability of synthetic fuels technology, especialy shale
oil and synthetic gas and liquids from cod. What doomed the
Synthetic Fuels Corporation conceptudly wasthat it went for
quantitative targets as opposed to technology demonstration.
In the early 1980s when the price of oil collapsed from
roughly $40 per barrel down to $10-$12 per barrel, the pur-
pose of the corporation and its quantitative goals disap-
peared. Second, the Synthetic Fuels Corporation was
financed by revenue from the windfall profits tax, and that
made a difference at the time,

Johnston: | was chairman of the conference committee
that shepherded the Energy Security Act through the
Senate, so | didn’t have a bad opinion of the Synthetic
Fuels Corporation at the time. John, you correctly analyzed
it. Mainly, shortly after the Synthetic Fuels Corporation
was created, President Reagan was el ected, and the price of
crude fell through the floor. President Reagan’s
Administration had total contempt for the Synthetic Fuels
Corporation, so it didn't stand a chance. They snuffed it
out.

Yergin: But the real purpose of the Synthetic Fuels
Corporation wasto provide some aternatives to dependence
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& ] understand now what hell is.

Hell is endless and eternal sessions
of the natural gas conference.”

—James Schlesinger, 1978

“A key person in the early Carter Administration
wasJim Schlesinger, first the Assistant to Carter
for energy policy and in 1977 the first Secretary
of Energy. Hewas very bright and very good, and
he spoke for the Administration. Schlesinger was
directing the Administration’s work on energy
legislation, not Carter, and Jim worked with us
on adaily basis”

—Senator Bennett Johnston
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projects either planned
or operating around the
world. Right now the
amount of carbon
sequestered is only a
small percentage of
what is needed, but |

have total confidence
that capture and seques-
tration can bedone. The
question is cost, and
how much additional

energy is necessary to

compress the carbon.
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oil crisis.
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Deutch: The idea was to have a backstop technology to
undercut how high ail prices could go. There was general
support for this on both sides of the aisle. Senator Pete
Domenici (R-NM), a key member of the Energy and
Natural Resources Committee, supported it.
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Yergin: Today, of course, the focus would be on how car-
bon-intensive these alternative energy technologies are.

ies way

Deutch: Well, as Bennett will say, if you don’t use coal,
you're nowhere. The only way to get around the carbon
intensity issue with liquids from coal iswith capture and

sequestration.
Johnston: Precisdly.

Yergin: Bennett, | understand you will be participating soon
in a conference in Beijing on cooperation with China on
clean energy. From what we know today, can capture and
sequestration be done on the scale that would be required to
deal with great numbers of energy producing facilities?

Johnston: That's what we need to demonstrate. Those
who say carbon capture and sequestration on alarge scale
can’t be done and therefore don’t even try to demonstrate
it are just crazy. We're seeing dozens of demonstration

Yergin: So what isthe role of coal today?

Johnston: |n the United States today, 49 percent of our
electricity isgenerated by coal. In Chinathe percentage of
electricity generated by coal isover 70 percent and grow-
ing, and for India, nearly 70 percent. My message is that
if you can't figure out how to control carbon from coal,
then you can’t control carbon. Renewables have their
place, but people who believe the whole grid can run on
photovoltaic and wind are dreaming.

Deutch: Bennett'sright. Imagining a carbon-free world
without using coal seems a fantasy. The great virtue of
Continued on page 58
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Continued from page 29

coal isthat it costs basically one dollar per million Btus,
which isvery much less than even the plentiful natural gas
around in the world. | agree with Bennett that carbon cap-
ture and sequestration is a must for the future.
Unfortunately, the structure of the key climate bill in
Congress right now, the Waxman-Markey hill (H.R. 2454),
almost squeezes carbon capture and sequestration out for
the next few decades.

Yergin: Why isthat?

Deutch: Because Waxman-Markey grandfathers the few
coal plantsthat are currently in the licensing process, saying
they don’'t need to have carbon capture and sequestration.
It saysthat carbon capture and sequestration would only be
required when it's been demonstrated. That's reasonable
enough, but the U.S. demonstration program is woefully
behind. Waxman-Markey is not going to make it easier to
develop capture and sequestration, and that may be part of
the implicit purpose of some members who favor the bill.
Also, because the bill nixes the renewable portfolio stan-
dard along with the cap-and-trade system, the price for car-
bon alowancesislikely to betoo low to justify capture and
sequestration for a new plant.

Bennett, doesn’'t Waxman-Markey make carbon cap-
ture and sequestration pretty tough for coa utilities?

Johnston: Well, retrofitting plants is virtually impossible.
Thereisaprovisionin Waxman-Markey for carbon capture
and sequestration on coal to gas, and the Senate is working
on a clean energy corporation which would do coal to gas.

If you can't figure out how to control
carbon fromcoal, then you can’t control
carbon. Renewables have their place,
but people who believe the whole grid
can run on photovoltaic and wind

are dreaming.
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Codl to gasis probably the best hope for carbon capture and
sequestration, because carbon captured in the processisthen
available after sequestering. It would be doubly hard and
doubly expensive to try to capture carbon from existing
plants, as John’s MIT study on carbon retrofit shows
[“Retrofitting of Cod-Fired Power Plantsfor CO, Emissions
Reductions,” March 23, 2009].

Yergin: Back inthe 1970s, shale oil wasthe next big thing.
Interest seemsto be reviving. What's your outlook for shale?

Deutch: Liquids from shale are probably far in the future
because, again, there's the issue of carbon capture.
Technically, getting liquids from shaeis ill alittle harder
than turning coal to synthetic gas, so | don’t see shale ail
coming into the market soon.

Yergin: | recently found myself quoted in the New York
Times saying gas from shale “is the biggest energy innova-
tion of the decade.” Would you both see it that way?

Deutch: Certainly. | wouldn’t call it an innovation—I
would call it a pleasant surprise. It's the biggest newsin a
long time. There weren’t any great technical barriersto fig-
uring thisout. Shale gasis present in the earth. The United
States goes from being a country concerned about its
reserves of natural gas to a country which is fortunate
enough to have plentiful supply.

Yergin: | was at the World Gas Conference recently in
Buenos Aires. The agenda for the conference was put
together two or three years ago, and shale gas hardly fig-
ured. But it sort of took over the whole discussion. It seems
to have taken almost the whole industry by surprise.

Johnston: Looking back over thelast thirty-five years, it is
remarkable how much of energy policy has been a series of
aurprises. Thefirst energy crisisin 1973 was not widely antic-
ipated. Remember the gas bubble, and now shale? | wrote a
paper on liquefied natural gas seven or eight years ago, and
reviewed al the studiesthen available, and therewas no dis-
cussion of shale gas. Even the definitive National Petroleum
Council study contained not a word about gas from shale.
And the mgjor companies aren’t theinnovators here. It'sthe
intermediate-sized companies who did it. One of the big
lessonsin energy isthat there will be surprisesthat cannot be
anticipated by the Congress or the people.

Yergin: At the World Gas Conference, | asked some of the
major players when they really become aware of shale gas
asapotential game changer, and they said around 2007. So
what isthe next potentia surprise?
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Johnston: So much isaquestion of cost. For example, they
knew the shale gaswas there. The question was figuring out
how to produce it at reasonable cost. One surprise will be
how expensive photovoltaic is. A president of a company

Looking back over the last thirty-five
years, it is remarkable how much
of energy policy has been

a series of surprises.

who's doing alot of photovoltaic now saysit's $0.30 per
kilowatt hour. Compare that to existing coal plants produc-
ing electricity for $0.025-0.030 per hour.

Yergin: John, you're there in the hotbed of innovation at
MIT. What's your view on photovoltaics?

Deutch: | follow photovoltaics quite closely. The MIT
Energy Initiative just launched a study to assess solar tech-
nology. On the basis of the cost of electricity, compared to
acoa plant at $0.05 per kilowatt hour, it will be very hard
to get photovoltaic in a grid-connecting mode much below
$0.15. If acarbon charge were added to that coal, that might
lift coal’s cost to $0.08-0.09, but photovoltaics will still be
more expensive on the cost of electricity. On the other hand,
consider these power generation technologies working
together on agrid including transmission, and there will be
an important role for photovoltaic energy, but it’s not going
to do thewholejob. We'll need coal and, incidentally, we'll
need nuclear.

Yergin: | know you both feel that strongly.

Deutch: A very happy surprise would beto seethree or four
nuclear plants built in the United States where the cost of
those plants was as low as some believe it could be. If that
happens, then there will be aresurgence in nuclear.

Johnston: Absolutely. You' ve got to demonstrate how these
technol ogies—nuclear and carbon capture and photovoltaic
and more—will work to really determine the cost. It's all
about cost.

Yergin: We often hear the phrase, “if only.” If only the sup-
port for renewables from the Carter Administration and
Congress that was emerging in the late 1970s had the been
continued, we would have alarge renewablesindustry today.
Weas that alost opportunity?

Johnston: First, it wasn't lost. Do you remember PURPA,
the Public Utility Regulatory Policies Act, part of the
National Energy Act of 1978? PURPA required the purchase
of renewable energy, and caused billions of dollars to be
invested in renewables. Billions. PURPA really helped
develop thewind industry. So | don't think it was an oppor-
tunity lost. Innovation and lower costsjust take along time.

Deutch: Intermsof orderly research and development, pro-
gramsthat go on again and off again will never produce suc-
cessful or efficient innovation. Turning off all solar research
development demongtration for ten yearsthen turning it back
doesn’t encourage innovation. On the other hand, through-
out the 1980s and 1990s, the electricity-generating sector
always had the ahility to turn to a coal plant or to a natural
gas plant and generate electricity without experiencing inter-
mittent funding. The only thing that will really help in the
long run isaregulatory policy framework where the prices
of externalities such as carbon are credibly fixed.

There’'sawarning here for the ObamaAdministration,
which is doing a lot to support solar and other aternative
energy today. While the stimulus package offers good
prospects, fiscal constraints may hit twelve or eighteen
months from now and again lead to a sharp reduction in
R&D spending.

Yergin: John, what would be your advice asto how energy
R&D programs should be run? It's been along time since
we' ve seen so much emphasis on energy R& D. What should
be doneto makeit effective, or isthe ObamaAdministration
doing it just about right?

Deutch: | don't think they’re doing it just about right. One
of theimportant things we need to do isto demonstrate prac-
tical sequestration for carbon in the context of coa . We need
to seetoday’s generation of nuclear power plants built. There
isroom for demonstrating better the use of both solar power
and photovoltaics on the grid. The demonstration side of the
equation is being less well done than the discovery side.
New ideas don’t count until you’ ve shown that they can be
deployed in an economical way.

Yergin: On the discovery side, a couple of years ago the
dominant idea seemed to be that Silicon Valley venture cap-
italists would fund the discovery side and take it to mar-
ket. Now expectations have shifted back to government.
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A very happy surprise would be to see three or four nuclear plants built in the United

Sates where the cost of those plants was as low as some believe it could be. If that

happens, then there will be a resurgence in nuclear.

Are young scientists making careers in energy R&D?
What's happening on the discovery side?

Deutch: | just spent aweek at Stanford and found the same
atmospherel find at MIT, which isatremendous enthusiasm
for energy as a profession. These young students are not
looking for a particular government program, but see energy
innovation as being a tremendously important part of the
national welfare going forward. So whether the money
comes from venture capitalists and small companies or from
new government research activity, young people are going
into energy. | welcomethis activity on the discovery side, but
| don't think it’'sthe real heart of the problem.

Yergin: How would you go about organizing the demon-
stration side?

Deutch: | have a sympathy for a kind of an energy tech-
nology corporation that could be given real responsibility
for making some of these major demonstration activities
work, whether it's a few new nuclear plants, or synthetic
coal with carbon capture and sequestration, or maybe some
work onthegrid. But | redly believe we need anew method
of doing demonstration projects. Bennett, what isyour view?

Johnston: | agree completely. But first let me talk about
innovation. We need to continue funding innovation, but the
public mind has it all wrong. The public thinks that just
putting money into energy research will produce some
eureka discovery that will solve the whole problem. R&D
needs to continue, but the real problem, as John says, is
demonstration. Senator Jeff Bingaman (D-NM) isworking
on legidation to provide sufficient money to that end.

Yergin: Isthisthe Clean Energy Bank?

Johnston: Yes. We'reinvolved now with three coal-to-gas
plants that want to sequester and the process of loan guar-
antees and grantsis painfully slow. We ought to be demon-
strating at least three or four carbon sequestration plants
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with different geologic mediums, and that takes big dollars
and consistent effort. The same with nuclear plants. Theloan
guarantee program was part of the Energy Policy Act of
2005, but we don't yet have the first one out the door.

Yergin: The time horizon between discovery and imple-
mentation for innovators and entrepreneurs is a whole lot
shorter than the time horizon for very large organizations
such as companies or governments.

Johnston: | was chairman and ranking member on the
Energy and Water Subcommittee of the Senate
Appropriations Committee for twenty yearsand | have two
rules for energy technology that are absolutely immutable.
Thefirst isthat it'sgoing to cost more. And the second isit’s
going to take longer to deploy than anyone ever imagined.

Yergin: Bennett, it'sinteresting to hear you say that, because
thereisthisview of technological change as sometimes hap-
pening pretty quickly.

Deutch: People attribute to technology such attributes as
rapidity, inexpensiveness, more jobs, and everything good,
but the fact isthat energy technology development isalot of
hard work, and the size of the energy enterprise is such that
it's not going to happen quickly or cheaply.

Yergin: Two things with the hottest buzz right now in the
collective sense are the electric car and its battery, and the
smart grid. What is your perspective on these?

Johnston: I’ m chairing the MIT advisory committee on the
grid, and we really haven't started yet. But the smart grid
will be very important. If you' re going to bring wind energy
down from the high plains you’ve got to build a huge
amount of transmission lines, and the real question is can
that be done at a reasonable cost? Will jurisdictions grant
you eminent domain? Those are the kinds of questions that
make renewable energy possible, but so far Congress hasn’t
shown the inclination to address the issue. The smart grid
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will be very important. For example, if we can figure out
how to turn off everybody’sair conditionersin acrisissitu-
ation, then we don't have to have the extra 20 percent reserve
capacity for emergency situations.

Deutch: With electric cars, thefirst issuethat you' ve got to
solve is where the electricity is coming from. A position in
favor of eectric vehiclesor greater use of electricity in trans-
portation also means increasing generation from nuclear
energy and developing global carbon capture and seques-
tration.

The second issue has to do with batteries. People have
been calling for advancesin batteries ever since | wasdirec-
tor of energy research at the U.S. Department of Energy in
the mid-1970s, but we've seen essentially none. Today
there'salot of discussion about new approachesto batteries,
but the fact is, at the core of the issue is a manufacturing
operation, not anew ideathat revol utionizes everything. We
need ideas about how to manufacture our energy storage at
atractive cogts, and thus all battery ideas redlly turn into a
manufacturing question.

Thethird issue concernsthe grid. You have to simulta-
neously analyze severa features. For example, what is the
character of the generating technologies that comprise the
grid? We're about to put alarge percentage of intermittent
sources on the grid. Also, we need to establish rulesfor trans-
mission, and as Bennett pointed out, the United Statesfinds
it extremely difficult to site long-range high-voltage inter-
state transmission lines. And finally, how will thegrid'sele-
ments interact with its pricing strategy? Will there be
time-of-day pricing? Will you allow distributive generation
to be fed back into the grid at some price?

All of these have to be examined together. It's avastly
complicated subject.

| have two rules for energy technology
that are absolutely immutable. Thefirstis
that it's going to cost more. And the
second isit’s going to take longer to

deploy than anyone ever imagined.

Yergin: \When welook at thelegidation that's going through
Congress, the long-range objectives are primed to signifi-
cantly transform the energy economy that we know today.

Johnston: To me, trying to think about the year 2050 is
just really sort of avoiding the problem because nobody has
he slightest ideawhat will happen in 2050. To me, the goal
of 80 percent carbon-free by 2050 is absurd. Actually, 17
percent by 2020 is pretty absurd, too.

Yergin: So if you were in the Senate today, Bennett, what
would you be doing?

Johnston: | would demonstrate technologies. | would put
emphasis on the grid, on carbon capture and sequestration,
and nuclear energy. These are the three things that most need
to be done. You can mandate an electricity company to use
renewables, but without a grid to bring it in, the company
can’t do it. You can mandate the company to sequester car-
bon, but if there's no technology out there to choose from,
and no company already doing it, then the mandate doesn’t
mean anything. We' ve got to demonstrate technologieson a
commercia basis.

Getting back to the electric car, that also isaquestion of
cost. It's a question of how to recharge and how you build
that big system.

Yergin: Thereisalot of excitement about electric cars,
though.

Johnston: They are what Congress has chosen as their
energy innovation du jour, but really Congress can’'t make
those choices very well. | would put money into demon-
strations of the big things, then let the market choose
whether electric cars or hybrids or whatever are the way to

go.
Yergin: Why not natural gas vehicles?
Johnston: Natural gasvehicles are apossibility.

Yergin: So we're telling our enfeebled auto industry that
we want electric cars, and we want these cars to be a lot
more efficient. We also want natural gas vehicles. But wait,
we may need alot of this gas for new capacity in electric
generation.

Deutch: Well, you can haveit both waysthen. You can have
flex generation cars fueled by natural gas.

Yergin: |n other words, these cars would be fueled by nat-
ural gasthrough electricity generation?
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Dense haze covers eastern China, looking
eastward acrossthe Yellow Sea towards Korea.

(1 The Chinese get it when it comes
to air pollution. It's just terrible
there, and controlling air pollution

relatesto carbon control. But the stability of
the regime depends upon providing lots of
jabs. ... The Chinese have already proposed
atarget of 15 percent or energy from renew-
ables and nuclear. They’re going to plant a
lot of forests and they’ re going promote effi-
ciency. But in terms of controlling carbon,
they can't, even if they want to. Even if they
think global warming will eventualy inun-
date the city of Guangzhou, that won't hap-
pen for along time and these two hundred
million people are looking for jobs right
now.”

—Senator Bennett Johnston

Deutch: My time horizon goes out ten yearsfor severa rea
sons. | suspect that we'll be seeing more natural gas vehicles
than electric vehicles. Why shouldn’t al your buses and fleet
cars and mid-range trucks be fueled be natural gas?

Johnston: Wetried to promote aternative fuelsfor fleet vehi-
clesinthe Energy Policy Act of 1992. That'sthe way to start
with the natural gas vehicles.

Yergin: We did a seminar recently in Washington on what
the effect of unconventional gas was going to be for the
national energy dialogue. One thing we find isthat the indus-
trial consumers and utilities who have been through so many
of these cycles are much more cautious about adopting natural
gas than the producing community.

Johnston: Actualy, there was an MIT study that says there
will be vast supplies of natural gasat $4 or less.

Deutch: Bennett, that worries me. Look at both the demand
and supply sides of it. If you tell the producersthat gas prices
will stay in the mid-$3 range, they’ |l have problems produc-
ing enough. A lot of people say the price of gasis going to
stay low, but asfor production costs—I wouldn’t be surprised
to see them go back up some.
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Yergin: How about the energy legidation going through the
Congress now, what's your sense about the direction it’sgoing?

Johnston: My guessisthat cap-and-trade will not pass this
year. There's dmost no chance. Healthcare is taking all the
time, and the President doesn’t want to risk abad vote before
he goesto Copenhagen. And | don’t think the votes are there
right now—not sixty votesfor sure, and maybe not fifty votes.
Congress will return around January 20, and between then
and April, this being an election year, there’'s awindow in
which to try cap-and-trade, but | don’t think it will happen.
Many senatorsin particular are being told it will increase
the cost of energy. They will have aready walked the plank
for health care and they do not want to increase the cost of
electricity, natural gas, or gasoline, which cap-and-trade
would likely to do. | think there's a very good chance that
we'll have an energy bill, hopefully with demonstrations,
renewable energy standards, an energy bank and so forth.

Deutch: Bennett, my view iswhen Congress gets presented
with these complicated and politicaly difficult choices, what
they doispassabad bill. They will passabad bill with alit-
tle bit of cap-and-trade, alittle bit of renewable energy stan-
dards, alittle bit of mandated efficiency improvements. But
these may be in some sense contradictory steps—for exam-
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ple, arenewable electricity portfolio standard which leaves
out nuclear would compete with the carbon charge and be
basically very bad for capture and sequestration. My worry
isthat they will passabill that givesthe impression of being
important, but in fact is contradictory and weak and does
not resolve these problems so that industry and the private
sector know where to make their investmentsthisyear. I'm
much more pessimistic than you are.

Yergin: So Bennett, asamaster legidative strategist, how do
you respond?

Johnston: | think it is possible to pass a good hill that
doesn’'t include cap-and-trade. You can't require compa-
niesto plan long-term for coa plants or carbon capture and
sequestration without first demonstrating what the cost is
and showing them what can be done. Then they can go to
the markets and raise the capital to do it.

Yergin: Bennett, one of your successors was at our round-
table on theimpact of unconventional natural gas|last week
and | was struck when this Senator said that with health care
redoing 17 percent of GDP, it'salready very unsettling since
the ultimate impact is unknown. On top of that, the Senator
added, reorganizing the energy sector would be pretty unset-
tling, too.

Johnston: Exactly. Particularly when they hear it may raise
the cost of energy without dealing with coal and not doing
anything about Chinaor India. It makes American industry
non-competitive.

Yergin: Let'sturn to the international dimension. First, we
have the upcoming round of international climate talks this
December in Copenhagen. What happens with the Chinese,
and with the Europeans, if we haven't passed a cap-and-
trade bill, or other specific climate legidation?

Deutch: The Chinesewill berelieved. They are not prepared
to make any commitments themselves, and even if the United

When Congress gets presented with these
complicated and politically difficult

choices, what they do is pass a bad bill.

States had astrong cap-and-trade bill, they’ re not going make
commitments. | think Copenhagen may be less a political
problem of recriminations between north and south than it
will be asigh of relief that the problem has been put off.

Yergin: | hear two different versions of Chinese thinking.
Some say the Chinese have become completely and deeply
alarmed about climate change and what it will do to China,
while others say the real issue has more to do with trade.

Johnston: The Chinese get it when it comesto air pollution.
It'sjust terrible there, and controlling air pollution relatesto
carbon control. But the stability of the regime depends upon
providing lots of jobs. | heard the China's President Hu Jintao
speak recently, and he said China has two hundred million
under-employed people. That means two hundred million
peasants coming into the cities looking for jobs. So while |
think Chinawould like to control carbon, they simply can’t
doit and till have a stable regime. The Chinese have aready
proposed atarget of 15 percent or energy from renewables
and nuclear. They’ regoing to plant alot of forestsand they’re
going promote efficiency. But in terms of controlling car-
bon, they can't, even if they want to. Evenif they think global
warming will eventually inundate the city of Guangzhou,
that won't happen for along time and these two hundred mil-
lion people are looking for jobs right now.

Yergin: \What happenswith our relations with the Europeans
for whom thisis such a primary issue? We just say, “Don’t
be mad at us’?

Deutch: That'sright. So what? The Europeans are able for
many reasons to crow a little about their carbon reduction
efforts, but the problem iswhat to do with the large emerg-
ing economies like China, India, Brazil, Indonesia, and
Mexico. The Europeans have no proposal except an import
tax on that front.

Yergin: How do you react to the proposals for aborder tax
on imports from countries that avoid climate standards?

Deutch: | can't tell you how silly | think that is.
Johnston: | agree.

Deutch: Thefactiswedon't have an answer yet about how
to put these emerging economies on a path to carbon emis-
sions reductions.

Yergin: If we do go back to the 1970s, the last period of

really high energy prices, the trigger for alot of what hap-
pened was of course events in Iran, and thirty years later
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Even if the United Sates could
achieve energy independence,
our closest partners can't, including

Japan, Germany, and France.

Iran is back on the agenda. What are you both think about
the geopolitics of oil, and what surprises and semi-surprises
do you worry about?

Johnston: There's areasonable chance that we can strike a
deal with the Iranians on nuclear and have alittle more energy
peace in the Middle East. That said, the situation is still
unknowable and unpredictable, and aso tremendoudly dan-
gerous. If wedid asilly thing like bomb Iran then all betsare
off in the Middle East. Oil at $200 per barrel would then be
very possible.

Deutch: Iran is avery complicated subject. With Iran, it's
not just the issues of nuclear and ail. It's aso their sponsor-
ship of terrorism in the Middle East, and their activities in
Irag. The situation is much more difficult than it was at the
time of the Shah'sfall.

Yergin: That'sapretty strong statement. Thelikelihood of totdl
misunderstanding is pretty high, isn't it?

Deutch: | don't think it'sthat. | don’t think that it'sareluc-
tance to interact with the world or have a dialogue, but that
there are some difficult issues including the way they talk
about Israel, and of course oil and weapons. It's going to be
very hard to sort out.

Johnston: Andtherearealot of competing bodieswithin Iran.
Deutch: And competing bodies on our side of the table, too.

Yergin: Do you worry about the potentia for another oil cri-
siswith Iran?

Deutch: Bennett put his finger right on it. If there's an air
strike on Iran by the Israglis, who knows what the resulting
action will lead to? It's not entirely in our hands.

64 THE INTERNATIONAL ECONOMY  FALL 2009

_________________________________________________________________________________________________________________________|
YERGIN, JOHNSTON, AND DEUTCH

Yergin: “Energy independence” is today a much-vaunted
phrase. The other day at Brookings, Vice President Joe Biden
said energy independence is not a very apt concept. | was
quite surprised. What do you think about the role of this
phrase in American politics?

Johnston: It's the same now as it was in 1973, when
President Nixon announced Project Independence and said
that the United States was going to be energy-independent in
1980. It can’t be done to begin with, and why should it be
done? We import everything in this worldwide economy.

Deutch: First, evenif the United States could achieve energy
independence, our closest partners can't, including Japan,
Germany, and France. Second, the issue is managing this prob-
lem, not trying to eliminate it. It would be terrific to reduce
dependence to the point where it doesn’t influence the foreign
policy of the United States or limit our choices, and also that
it doesn’t influence the foreign policy of our alies and limit
their choices, for example with respect to Iran. But reducing
import dependenceis probably too difficult to achieve. Soit’s
really aquestion of intelligently managing these problems as
they occur, whether with respect to Russian gas exports to
Europe, or nuclear proliferation in Iran, or Chinese oil interests
in Angola and the Sudan.

Yergin: A final question. Thiscurrent recession isnot exclu-
sively the result of the credit problems. Commodity prices
played arole aswell. How do you see these energy questions
we' ve discussed interacting with the global economy?

Johnston: All | can tell you isthat the major oil companies
say trying to predict the price of crude is afool’s errand. It
simply can’t be done. That said, | think demand is going to
continueto rise, particularly when the world economy recov-
ers, and therefore the price of crude will also rise over time.

Deutch: | agree. The demand for petroleum will continue to
increase. Advancesin technology may moderate the quantity
needed, but looking at it decade by decade, the real price of
oil has got to increase. And that will open the door to ater-
native ways of making liquid fuels, whether from shale or
coa or whatever.

Yergin: And so whenwe retalking about alternativesto con-
ventional energy, aternatives are not a separate issue from
what happens. They will be affected by world GDP, but will
also be afactor in future economic growth.

Johnston: Whatever we do, remember my two immutable
rules: It's going to cost more, and it’s going to take longer
then anyone thinksit will. L 2



