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July 15, 2010 
 
The Honorable Harry Reid 
Senate Majority Leader 
S-221, The Capitol 
Washington, DC 20510 
 
Dear Senator Reid: 
 
On behalf of the American Iron and Steel Institute (AISI), I am writing to express our 
opposition to proposals to establish a cap-and-trade program for the electric utility sector 
in an effort to develop a “compromise” climate change bill.  In our view, such a program 
would not be limited in its economic impact.  In particular, we are deeply concerned that 
an electric utility cap-and-trade program would threaten the international competitiveness 
of the domestic steel industry.  By putting a price on utility greenhouse gas (GHG) 
emissions, it will increase costs to energy-intensive trade-exposed manufacturers such as 
the steel industry, undermining our ability to compete in global markets and causing the 
leakage of jobs and emissions to unregulated jurisdictions.  Indeed, the expected transfer 
of electric utility compliance costs to industrial customers would likely be just as 
substantial as under an economy wide cap-and-trade program.   
 
The results of the European Union’s 2005 EU Emissions Trading Program provide a 
cautionary example in this regard.  When the European Union implemented its cap-and-
trade program in 2005, it applied to only a few industries, including electric utilities.  The 
theory behind the program was that the cost of complying with caps on carbon emissions 
would be low because the most efficient facilities would trade surplus emissions credits 
with the least efficient plants.  What happened in reality was that utility companies priced 
their electricity based on their marginal unit of production (the most expensive unit under 
a carbon constrained model), passed along huge cost increases to consumers, sold their 
surplus emissions credits on the open market, and pocketed huge windfall profits.  
European natural gas prices also skyrocketed as this policy was imposed, because the 
demand for cleaner fuel sources was instantaneous, yet supply remained relatively 
constant. 
 
The expected cost impact on steel manufacturers from an electric utility cap-and-trade 
system in the United States will likewise be substantial.  First, the costs of utilities’ 
emissions would be passed on to both industrial and individual consumers.  Furthermore, 
other energy costs associated with imposition of renewable energy mandates, 
infrastructure expenses, and fuel-switching would also be transferred to industrial 
customers.  These higher costs stem from the hundreds of billions of dollars to be spent  
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on carbon capture technologies, new generation and transmission technologies for 
renewable energy, and stranded costs as coal plants are shuttered.  To avoid adverse 
impacts on U.S. industrial competitiveness and jobs, it is essential that climate legislation 
include provisions to offset these expected significant increases in energy costs that 
manufacturers, such as steel facilities, will face.  Unfortunately, an electric utility cap-
and-trade approach is unlikely to include sufficient resources to address these substantial 
costs to energy-intensive manufacturers.   
 
Another significant concern is that an electric utility cap-and-trade approach will not 
include any of the other key measures to prevent the leakage of jobs and emissions that 
were identified by Senator Sherrod Brown and nine other Senators in their April 15, 
2010, letter to Senators Kerry, Graham and Lieberman.  These include: 
 

 A strong and effective border adjustment provision that ensures that imported 
energy-intensive goods bear the same climate policy-related costs as competing 
U.S. goods, in order to ensure that the environmental objective of climate 
legislation is not undermined by imports from countries that do not have in place 
GHG emissions regulations.   

 
 Full and immediate preemption of State and Federal regulation of GHGs from all 

stationary sources, as such regulation will only impose an additional layer of 
costs on top of the energy-related cost increases that manufacturers will be forced 
to bear. 

 
 Federal support for research and development into breakthrough technologies 

that will allow manufacturing industries to transition to low-carbon and low-
energy industrial processes.   

 
As an energy-intensive industry facing fierce competition from abroad, the U.S. steel 
industry understands the value in reducing energy consumption and improving efficiency.  
As of 2009, steel producers in the United States have collectively reduced their energy 
intensity per ton of steel produced by 30 percent, and reduced their GHG emissions by 35 
percent, compared to 1990.  At the same time, our companies must compete in a global 
marketplace with products from countries that are not subject to GHG reduction 
obligations.  A cap-and-trade approach that directly regulates the electric utility sector 
will have a substantially negative impact on the international competitiveness of the steel 
industry.   
 
As a more effective alternative, AISI urges the Senate to consider incentive-based 
policies that will enable manufacturing industries to lower energy intensity and reduce 
their GHG emissions without risking a loss of jobs and manufacturing competitiveness in 
the United States.  In the steel industry’s case, this will require the research, development,  
and deployment of new industrial processes that do not rely on carbon fuels or emissions.  
The steel industry has already begun this long-range research.  Cost-sharing, tax 
incentives and favorable depreciation schedules are needed to continue to develop these  
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breakthrough technologies, implement them at industrial facilities, and also to transform 
the energy sector. 
 
For the past several years, AISI and our member companies have worked to provide 
analysis and insight to Congress on various legislative proposals to reduce GHG 
emissions and increase energy efficiency.  In particular, we lauded the group of ten 
Democratic Senators for their comprehensive letter of April 15, 2010, that focused on the 
critical aspects that must be included in climate change legislation from the 
manufacturing sector perspective.  We urge the Senate to refocus its attention on these 
proposals, and we continue to stand ready to work with the Senate on these issues of 
shared priority in coming weeks. 
 
Sincerely, 

 
Thomas J. Gibson 
 


