Will California Overhaul Its Cap-and-Trade Program?
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Far from California on the flatlands of Central Arkansas, a group of four farmers are
applying themselves toward growing more climate-friendly rice. It’s a little-known issue:
Rice grows in a soup of standing water and microscopic organisms. The microbes feed
on plant matter and release methane. So the Arkansas farmers, instead of continually
flooding their crops, allow the fields to dry out before watering again. The process,
combined with water conservation that reduces the use of diesel pumps, cuts the
methane that rises from the rice fields as much as 87 percent.
Methane is a potent greenhouse gas. It doesn’t hang in the atmosphere as long as
carbon-dioxide does, and there isn’t as much of it. But in the short term it warms the
planet with as much as 87 times the force of carbon-dioxide. Rice and its flatulent
microbes contribute between 10 and 20 percent of global methane emissions. Which
means that the rice farmers’ efforts are meaningful and dramatic in the fight against
climate change — so much so that the farmers can sell their greenhouse-gas savings to
polluting industries struggling to meet voluntary or state-imposed reduction targets.
Last week, the Microsoft Corporation bought the first round of credits generated by rice
farmers, using them to “offset” their own greenhouse gas emissions, and thus reach their
goal of carbon-neutrality. (Methane, like all greenhouse gases, is measured for
regulatory purposes as a carbon-dioxide equivalent.) The California Air Resources
Board has approved rice offsets as a way for industries to meet their targets under its
cap-and-trade program, which means that soon, polluters in the state can buy them to
comply with their state-imposed caps.
“This is a great demonstration of how agriculture can participate in the larger carbon
market,” says Robert Parkhurst, director of agriculture greenhouse gas markets at the
Environmental Defense Fund. Agriculture hasn’t been included in the cap-and-trade
program before because it’s too complex. EDF has spent a decade working with
regulators, researchers and farmers trying to figure out how to quantify emissions from
methane emitters like manure and fertilized crops.
The rice offset experiment has moved that research forward. “It’s helped us understand
how to quantify agricultural emissions,” Parkhurst says, “so agriculture can participate as
a part of the cap-and-trade program” — in other words, be able to participate under the
state’s 2006 landmark climate law, Assembly Bill 32, along with oil refineries, milk
processors, and manufacturing plants.

Regulators of cap-and-trade programs split the caps they set for various industries into
“allowances,” permits to pollute a certain amount, typically one metric ton of carbon or its
equivalent. Offsets are sold in those increments, to “offset” greenhouse gas emissions
that individual polluters either can’t or won’t contain. They can come from reforestation
projects that sequester carbon, dairy digesters that turn methane into usable fuel, and
other climate-mitigating efforts, and they have a lot of upsides for industries that for
whom cutting emissions is a prohibitive challenge. “Here’s a really good example — milk
processing,” Parkhurst says. “In California, the number one dairy state, milk has to be
processed near where it’s made — near where the cows are.” Milk processors are in the
cap-and-trade program, which has forced them to adopt more efficient boilers and make
other adjustments, “but there’s only so much they can do,” Parkhurst says. To meet
near-term state goals without offsets, “we’d have to move whole industries out of the
state.”
But many public health and climate activists insist offsets are a poor substitute for actual
emissions cuts, and in fact, might be making pollution worse in some communities. They
point to examples like Chevron, which operates two oil refineries in California, and buys
offsets to compensate for eight percent of its emissions, the maximum allowed under
state law. Meanwhile, pollution builds up in the neighborhoods that surround the refinery,
sickening local residents. Investments in a Wisconsin forest do little to help.
“An offset is a decision to reduce emissions in a forest [in some other state], instead of
reducing emissions in Wilmington or Torrance or Richmond. It does nothing about the
toxics that make your kids sick, or the truck traffic that causes the pollution that makes
you sick,” says Michael Wara, an environmental law professor at Stanford University.
“They don’t actually reduce emissions. They change where emissions reductions
happen.”
Over the last six years that cap-and-trade has been in effect, “the big industrial emitters
in their communities have not changed their behavior at all,” Wara says. “There’s no
emissions response and no one would expect one.” Plentiful carbon allowances already
make compliance cheap; offsets make it cheaper.
The cap-and-trade program as the state air board developed it expires in 2020; whether
regulators can extend it without legislative action is an open question. Wara isn’t alone in
thinking the program needs fresh authorization from the legislature, preferably with a
two-thirds majority, as that’s what it takes to approve a tax under California law. (An
appeals court ruled in Aprilthat carbon-trading wasn’t a tax, but that decision may not be
the final word.)
Wara has been working with State Senator Bob Wieckowski (D-Fremont) and Senate
President Pro Tem Kevin de Léon (D-Los Angeles) on a bill, SB 775, that would not
simply extend cap-and-trade, but overhaul it completely. To reduce greenhouse gas
emissions to 40 percent of 1990 levels by 2030, the next milestone in the state’s climate
fight, the law would set a $30 minimum auction price for carbon allowances (the last
auction price was an alarmingly low $13.57). It would eliminate the allowances that
regulators give each polluter for free every year, and eliminate the “banking” of credits,
where industries can carry over unused credits from one year to the next. It would
prohibit offsets altogether.

Proponents of the bill realize it will be mean higher electric bills and gas costs, so to
sweeten the deal for consumers, a certain portion of the revenues from the program
would go to state residents as a per capita dividend. Wara compares it to Alaska’s
Permanent Fund. “If the carbon price is tied to that rebate check, it’s going to be hard to
mess with it,” he says. “Every politician in Alaska knows that you don’t mess with the
Permanent Fund.”
Environmental justice groups, such as California Environmental Justice Alliance and
Physicians for Social Responsibility, are solidly behind SB 775, largely because it holds
polluters to account more strictly than California’s current cap-and-trade system. Capand-trade has long been blamed for concentrating pollution in low-income communities.
Residential areas near greenhouse gas emitters have higher numbers of people living in
poverty and people of color. With SB 775 in place, the Chevron refinery can no longer
spew 4.4 million metric tons of carbon-dioxide and its equivalents into the air around
Richmond with impunity. The company will have to figure out a way to reduce emissions
at the source, instead of compensating for them elsewhere.
That constituency is crucial to passing any bill relating to cap-and-trade. “The reality in
the legislature,” Wara says, “is that the environmental justice community is a potent
political force. They don’t feel heard by the air board, even though they’re allowed to
speak.”
Air pollution, to paraphrase Hemingway, has two ways of killing people: Gradually, and
then suddently. Greenhouse gases might affect us globally, and over the long term, but
it’s the “criteria” pollutants, the components of soot and smog, that weaken lungs and
clog arteries in the short term, leading to what public health experts euphemistically call
“premature death.” Most people agree that Chevron and other oil companies that own
refineries in the state — Tesoro and Valero — ought to clean up their operations in both
categories, but not everyone agrees local pollution is so tightly connected to greenhouse
gas emission.
“It is indirectly, don’t get me wrong,” says Craig Ebert, president of the Climate Action
Reserve, which finds and verifies offsets for the carbon markets. “But if you shut down
all the regulated entities in California, everything covered under cap-and-trade, you only
cut criteria pollutants by five percent.” Transportation causes most of the local air
pollution in the state, particularly in industrial areas where diesel trucks idle.
A better way to address that problem is to go after the criteria pollutants themselves.
Ebert applauds a plan by mayors Eric Garcetti of Los Angeles and Robert Garcia of
Long Beach to move toward zero emissions at their cities’ twin ports, announced just as
the rice farmers were sending their offsets to market. “That’s the right way to deal with
the problem,” he says.
Ebert argues that there’s a certain irony in local environmental justice advocates
opposing offsets, when offsets were the original solution to international climate justice
back in the 1990s. They were a way for developing countries to contribute to climate
mitigation even though they contributed little to the emissions problem. Right now,
California regulators don’t allow polluters to buy offsets from international projects. But if
California wants to extend its influence over global climate, Ebert thinks they should.

“From a climate perspective, the climate doesn’t care, Ebert says. “A one-ton reduction
in carbon-dioxide emissions in South L.A. is the same as a one-ton reduction on the
other side of the planet. Politically they may not be the same, but from a scientific
perspective they are.”
Two other fixes to the cap-and-trade problem are currently floating in the state
legislature. One, by Assemblymember Autumn Burke, would establish a hierarchy of
offsets, prioritizing those that originate in underserved communities. Another bill in the
Assembly with similarities to SB 775 failed early this month, but could have another
chance next year.
Whatever happens, EDF’s Parkhurst says the rice farmers will continue their progress.
Their experiment wouldn’t have existed without the impetus of California’s climate laws
— “they needed some sort of signal to do it,” Parkhurst says. But they can continue to
sell credits to the voluntary market Microsoft bought from, or to the aviation industry’s
market.
“These four guys in Arkansas are looking to demonstrate their commitment to the land,”
he says. “They’re trying to get other people to follow their lead. We’re trying to open up a
market to make it economical for them. If it doesn’t work in the California market, they’ll
go another way.”

