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EXECUTIVE SumMARY

his report recommends ways to overcome obstacles to co-

operation between the United States and China on climate

change. The report is intended for senior leadership in
each country, with the goal of helping them:

* understand relevant conditions in the other country

* appreciate the priorities and constraints of counterparts
across the Pacific

* take action to control greenhouse gas emissions at
home

* develop specific avenues of bilateral cooperation

* facilitate agreement in multilateral negotiations on
these topics

Opportunities for collaboration in fighting climate change
are plentiful, but moving forward at the scale needed will re-
quire high-level political support in two very different societ-
ies, each with considerable suspicion of the other. This report
recommends ways to win such support and sustain it for the
long term.

Chapter 1 of the report provides a primer on two topics: climate
change and U.S.-China relations. It describes the climate change
threat, concluding that every year of delay in responding to it
puts both countries—and the planet—at greater risk. Because
the United States and China are the world’s top two greenhouse

JoHN L. THornTON CHINA CENTER AT BROOKINGS



gas emitters, together accounting for more than 40% of annual
emissions, any solution requires both countries to transition
to low-carbon economies. U.S.-China cooperation on climate
change would have not only bilateral but global benefits.

In this connection, U.S.-China relations have evolved and
grown enormously since the Nixon visit to Beijing in 1972.
But despite this progress, underlying mutual distrust over
long-term intentions has grown and can over time make mu-
tual antagonism a self-fulfilling prophecy. U.S.-China relations
should now advance to a new stage that has the two countries
consult and cooperate to address the most critical global issues
of the 21st century. Climate change and clean energy, along
with the global economic crisis, offer turning points. Coopera-
tion on climate change can help move U.S.-China relations to
a new stage; failure to cooperate can introduce significant new
tensions.

Chapter 2 describes the climate change policies and politics in
each country. It explains that, in the United States, attention to
climate change has exploded in the past five years. Many state
and local governments, as well as U.S. companies, have taken
significant action to address this issue. President Obama iden-
tifies energy policy and climate change as top priorities. Sig-
nificant action by the federal government on climate change is
likely in the years ahead.

In China, energy efficiency has received serious attention, with
significant national goals reflected in the current Five-Year
Plan as well as various laws and regulations. Growth in renew-
able energy is also an important objective of national leaders.
These and other policies, taken mainly to promote economic
growth, energy security and clean air in China’s cities, have
significant benefits when it comes to cutting greenhouse gas
emissions.
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Chapter 3 offers nine recommendations to U.S. and Chinese
leaders on ways to cooperatively fight climate change. The rec-
ommendations embody the principle that cooperation must
serve the interests of both sides.

RECOMMENDATION $1: ACKNOWLEDGE LEGITIMACY OF EACH OTHER'S PERSPECTIVES

* The U.S. and China bring very different perspectives to
the climate issue, reflecting their different histories and
circumstances

* Neither side is likely to abandon its perspective, but
each can recognize the legitimacy of the other’s view-
point and avoid making these differences barriers to
pragmatic cooperation

* Handling different perspectives well bilaterally can help
promote the success of multilateral climate change ne-
gotiations

RECOMMENDATION #2: BUILD A CLEAN ENERGY FRAMEWORK FOR COOPERATION

* “Clean energy”’—a key component of addressing cli-
mate change—provides a more politically attractive
framework for U.S.-China bilateral cooperation than
does climate change per se

* Clean energy evokes fewer ideological differences and
nests cooperation in better-established policy and bu-
reaucratic communities

* A focus on clean energy can help highlight benefits in
related areas, from economic growth and recovery to
local air pollution reduction to national security

RECOMMENDATION #3: HIGHLIGHT ONE OR TWO MAJOR HEADLINE INITIATIVES

* When it comes to cooperation on climate change, the
U.S. and China should think big and aim high
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* It is important to capture the public’s imagination

* Candidates for headline programs include efforts to
electrify vehicle fleets, maximize the energy efficiency
of buildings, launch pilot projects in carbon capture and
storage, and/or bring together millions of volunteers from
each country to work in a new “Clean Energy Corps”

RECOMMENDATION 4 EMPHASIZE CO-DEVELOPMENT OF TECHNOLOGY

* The U.S. and China have complementary strengths in
technology development

* The U.S. and China should announce one or more ma-
jor technology co-development projects

* Each side will need to help meet the concerns of the other
on difficult issues including intellectual property protec-
tion, enforcement of contracts and concessional financing

RECOMMENDATION H5; PROMOTE LOCAL"TO-LOCAL COOPERATION

* Local initiatives in both countries are numerous, dy-
namic and creative

* National-level cooperation should include as a high pri-
ority specific measures to enhance the capacities for lo-
cal programs in the two countries to link up

RECOMMENDATION $6: PROMOTE CAPACITY BUILDING

* The United States has technical capabilities in areas such
as standards setting, regulation and law drafting, large-
scale database management, and instrumentation that
can contribute significantly to Beijings capacities to
monitor and evaluate energy policy outcomes

* Currently, insufficient capacity in these areas is a serious
impediment to achieving the desired outcomes from
China’s national government initiatives

Overcoming 0BsTACLES TO U.S.-CHiNA CooPERATION ON CLIMATE CHANGE



* Washington should assist in enhancing Beijing’s capac-
ity to monitor and evaluate its energy policy outcomes

RECOMMENDATION #7: SEEK COMMON GROUND ON THE NATURE OF FUTURE COMMITMENTS

* This is one of the most challenging issues in multilateral
climate change negotiations, typically dividing develop-
ing countries from industrialized countries

* U.S.-China bilateral discussions cannot resolve this is-
sue, but agreement on approaches could help signifi-
cantly to shape broader multilateral agreements to fight
global warming

* U.S.-China dialogue on the nature of future greenhouse
gas emissions commitments can thus help promote
agreement on this topic in multilateral negotiations

RecoMMENDATION $8: USE AND IMPROVE EXISTING STRUCTURES FOR COOPERATION

* Build on existing agreements and programs

* Create a new dialogue on climate change and clean en-
ergy to parallel the existing Strategic Economic Dialogue

* Form a “U.S.-China Clean Energy Partnership”

RecOMMENDATION H9: HIGHLIGHT CLEAN ENERGY IN A U.S.-CHINA SuMMIT

* Hold a U.S.-China summit meeting as soon as it can be
fully prepared

* Make cooperation on climate change and clean energy
a key pillar of this summit

* Agreement between the senior leaderships is a criti-
cal step toward serious U.S.-China climate change and
clean energy cooperation

* Have the declaration of a clean energy partnership and
affirmation of shared deep concern about climate change
mark the inauguration of a new stage in U.S.-China
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relations, one that promotes the capacity of both coun-
tries to consult and cooperate on the most critical issues
on the changing global agenda of the 21st century

Chapter 4 summarizes much of the foregoing in the form of
a memo to the presidents of both countries, highlighting the
key points in the report as a whole. The memo identifies four
principal obstacles to successful cooperation between the U.S.
and China on climate change and clean energy:

* mutual distrust

¢ different expectations on technology
* different expectations on finance

* common expectations of high costs

The memo recommends six guiding principles to shape activi-
ties of senior leaders on these topics:

* Respect and work with each other’s concerns

* Think big

* Select several flagship projects

* Build for the long-term

* Do not start with efforts that require substantial new
budgetary appropriations

* Focus on economic opportunity

Together, the U.S. and China can make important progress in
fighting global warming by cooperatively promoting clean en-
ergy. This can become an important foundation for the U.S.-
China bilateral relationship in the years ahead. Wise leaders
working together can produce great benefits for their own
countries and the world.

Overcoming OBsTACLES TO U.S.-CHINA CooPERATION ON CLIMATE CHANGE



INTRODUCTION

limate change is an epic threat. Concentrations of green-

house gases in the atmosphere are higher than at any time

in human history and rising sharply. Predicted conse-
quences include sea-level rise, more severe storms, more in-
tense droughts and floods, forest loss and the spread of tropi-
cal disease. Each of these phenomena is already occurring.
Every year of delay in reducing greenhouse gas emissions puts
the planet at greater risk.

The United States and China play central roles in global warm-
ing. During the past century, the United States emitted more
greenhouse gases than any other country—a fact often noted,
since carbon dioxide, the leading greenhouse gas, remains
in the atmosphere for roughly 100 years. However, in 2007,
China may have surpassed the United States as the world’s top
annual emitter of carbon dioxide.! Together, the two countries
are responsible for over 40% of the greenhouse gases released
into the atmosphere each year.

For the world to meet the challenge of global warming, the
United States and China must each make the transition to a
low-carbon economy. Far-reaching changes will be needed. To
date, however, each nation has used the other as one reason
not do to more. Enormous benefits would be possible if this
dynamic were replaced with mutual understanding and joint
efforts on a large scale.
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Yet cooperation will not be easy. The U.S. and China are sep-
arated by different histories, different cultures, and different
perspectives. Opportunities for collaboration in fighting cli-
mate change and promoting clean energy are plentiful, but
moving forward at the scale needed will require high-level po-
litical support in two very different societies and systems that
have considerable suspicion of the other. This report identifies
major barriers to cooperation and recommends ways to over-
come them.
(==0

The time for large-scale U.S.-China cooperation on climate
change and clean energy is now. Unless both countries change
course soon, ongoing investments in 20th century technologies
will commit the world as a whole to dangerous levels of green-
house gases in the atmosphere in the decades ahead. Recent
political and technological developments make the benefits of
such cooperation especially compelling.

Furthermore, thirty years after normalization and with the
start of a new administration in the United States, the U.S.-
China relationship is ready to move to a new stage. This new
stage will initiate full bilateral consultation and cooperation
where possible on the most critical global issues of the era.
Climate change and clean energy are at the top of the list.

This “new stage” does not envision a U.S.-China condominium
or alliance. Any U.S.-China agreements must be supplements
to—not substitutes for—other relationships and obligations. If
handled properly, such agreements will increase bilateral and
global capacities to manage critical world challenges.

The major failing in U.S.-China relations to date is that, de-

spite much progress over the past 30 years, mutual distrust over
each other’s long-term intentions remains deep—and perhaps
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has even grown in recent years. By making active cooperation
on critical global issues a centerpiece of the relationship, both
countries’ governments can increase trust over long-term in-
tentions and thereby reduce the chances of slipping into mu-
tual antagonism over the coming 10-20 years.

In particular, U.S.-China cooperation can make each side less
inclined to point to the other as a reason to do less at home to
fight global warming. It can also contribute to the success of
multilateral climate change negotiations. Having the U.S. and
China successfully manage issues that have divided industri-
alized and developing countries in the global climate change
negotiations can help shape acceptable multilateral climate
change agreements for the post-Kyoto period.

Finally, U.S.-China cooperation on climate change and clean
energy can also help each country enhance its energy security
and pursue a sustainable economic path that will create jobs
and promote economic recovery.
)

At present, there is considerable cooperation among U.S. and
Chinese technical specialists on climate change and clean en-
ergy. Other excellent reports set forth thoughtful and detailed
proposals for expanding this cooperation.” However, without
a strong commitment from the senior leaderships in both
countries, implementing these proposals will not be possible.
Expanded cooperation will require political support at high
levels.

This report, therefore, addresses the building blocks needed
to gain and sustain support for greatly enhanced cooperation
among leaders in both countries. The report keeps the analy-
sis at the level of national leaders—proposing ways to handle
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difficult issues, not describing individual programs in detail.
Specifically, the report seeks to help both U.S. and Chinese se-
nior leaders:

* Understand the relevant conditions and issues in the
other country;

* Appreciate the other senior leaderships key pertinent
priorities and constraints;

* Develop specific avenues of cooperation that “work” for
both leaderships; and

* Consider how those avenues of cooperation can pro-
mote action in each country to control emissions and
facilitate global discussions in the lead up to the De-
cember 2009 Copenhagen meeting and beyond.

The report focuses on steps to be taken to put U.S.-China co-
operation on climate change/clean energy on track in 2009
and build a strong foundation for such cooperation in the
years ahead. Chapter 1 sets the stage by providing brief prim-
ers on two topics—climate change and U.S.-China relations.
Chapter 2 describes climate change policy and politics in each
country, to help senior leaders understand the situation facing
their counterparts. Chapter 3 provides nine recommendations
for senior leaders in both countries on ways to reduce barriers
to large-scale cooperation. Chapter 4 summarizes the forego-
ing in the form of a memo to the presidents of both countries,
highlighting the key points in the report as a whole.
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CHAPTER 1

SETTING THE STAGE

Climate Change: A Short Primer

THE Basics

The build-up of greenhouse gases in the atmosphere is fun-
damentally altering the Earth’s climate. According to the
world’s leading scientific authority on global warming, the
Intergovernmental Panel on Climate Change (IPCC), warm-
ing of the climate system in recent years is “unequivocal.”
More specifically, the IPCC found that:

* 11 of the warmest 12 years on record have occurred
since 1995;

* Glaciers are receding all over the world; and

* Average Northern Hemisphere temperatures from
1950-2000 were likely higher than at any time in last
1300 years.

The IPCC also found that human activities are “very likely”
the cause of this warming.* Carbon dioxide emissions from
combustion of coal, oil and natural gas are the most impor-
tant cause. When these “fossil fuels” are burned, carbon that
has been stored beneath the Earth’s surface for millions of
years is converted into carbon dioxide, a greenhouse gas. This
carbon dioxide remains in the atmosphere, trapping heat, for
roughly 100 years. Clearing forests has similar impacts.
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For more than 600,000 years before the modern era, carbon
dioxide concentrations in the atmosphere remained below
300 parts per million. During the last century, concentrations
climbed above that level and have increased steadily ever since.
Today, carbon dioxide concentrations are roughly 385 parts per
million and growing by at least 2 parts per million per year.

The IPCC predicts with “high confidence” that, if concentrations
continue to increase at current rates:

* Droughts and heavy rainfall will increase;

* Hurricanes and typhoons will become more intense;

* Rainfall patterns will shift, in some cases dramatically;
and

* The health of millions of people will suffer.

All of these effects are already in evidence.

According to the IPCC: “The last time the polar regions were
significantly warmer than the present for an extended period
(about 125,000 years ago), reductions in polar ice volume led
to 4 to 6 meters of sea level rise.”

Alarmingly, newer studies find that actual rates of accumula-
tion have accelerated considerably faster than those anticipated
by the IPCC, primarily due to the very rapid growth in China’s
greenhouse gas emissions since 2002. The IPCC’s “worst case”
trajectory has, therefore, already become the middle scenario

in one recent comprehensive study.®

Although the basic science of climate change is well-estab-
lished, there are considerable uncertainties on some matters.
No one knows with complete confidence, for example, the ex-
act amount of temperature increase that will result from any
specific concentration of greenhouse gases in the atmosphere.
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Nor does anyone know with complete confidence how many
more droughts or floods will occur. The climate system is cha-
otic, so impacts at any one location or any one time are dif-
ficult and often impossible to predict. Climate scientists can
make confident predictions about broad trends—storms will
become more intense, droughts will increase—but not about
the weather on any given day or season. Furthermore, some
feedback loops that could accelerate or decelerate climate
change are poorly understood.

Yet in considering these uncertainties, three points are key. First,
uncertainties regarding climate change science do not lie in
one direction. Impacts could end up being more serious than
predicted as well as less serious. Second, the climate system is
discontinuous, filled with threshold effects that are poorly un-
derstood. Small changes can produce dramatic shifts, sometimes
beyond the capacity of human systems to adapt. Finally, scientific
consensus on the most fundamental points—including the im-
pact of carbon dioxide emissions on the climate—is overwhelm-
ing and not in serious dispute. In the words of Donald Kennedy,
editor-in-chief of Science magazine, “consensus as strong as the
one that has developed around this topic is rare in science’”

[MPACTS OF CLIMATE CHANGE IN THE UNITED STATES

In recent years, the United States has experienced weather
extremes consistent with predictions of global warming by
climate scientists. The hottest year ever recorded in the conti-
nental United States was 2006. The second-hottest was 1998,
and six of the ten warmest years on record have occurred since
then.® Hundreds of U.S. cities set new temperature records in
the past several years.

The impacts reach well beyond heat waves. In the past decade,
major droughts have plagued both the western and southeast
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United States. In 2007, Los Angeles had its driest year in 130
years, with just over three inches of rainfall, as compared to
the average of 15. In the southeast in the same year, rainfall
levels were 20 or more inches below the average of 32, caus-
ing a loss of nearly 80% of the region’s crops. More rainfall is
coming in storm events than a century ago. Hurricanes in the
Atlantic Ocean have become stronger.

These changes have had devastating impacts. Across much of
southern Alaska, the bark beetle is destroying vast areas of for-
est. (The cold night temperatures that once killed these beetles
have disappeared.) Across much of the American West, wild-
fires have become more frequent, bigger and longer, due to
higher spring and summer temperatures, earlier spring snow-
melts, and increased lightning strikes. From glacier melt in
Alaska and Montana, coral reef bleaching in Florida, to ani-
mal range shifts in California and marshland loss in Chesa-
peake Bay, global warming is already leaving its mark across
the United States.

Yet scientists warn that much more serious impacts could lie
ahead. Water supplies in the western United States are threat-
ened by the loss of snowpack on which those supplies depend.
Sea-level rise could threaten highly populated low-lying areas
in Florida, Louisiana and elsewhere. Forest loss could plague
the southeast, the Rocky Mountains and other regions. Cit-
ies will face greater and more severe heat waves. Coastal com-
munities and habitats in North America will be increasingly
stressed by climate change impacts interacting with develop-
ment and pollution.’

IMPACTS OF CLIMATE CHANGE IN CHINA

Many of these impacts in the United States have parallels in
China. In recent years floods have become more frequent in
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the South. Droughts have become more frequent in the North,
with attendant risk of accelerated desertification.'® Glaciers in
northwestern China have shrunk by 21% and the thickness of
frozen earth on the Qinghai-Tibet Plateau has been reduced
by up to 5m in the past 50 years. This shrinkage is negatively
affecting the water supply in areas fed by the “water tower of
Asia,” the Himalayan Hindu Kush ice mass glacier melt, on
which hundreds of millions of Chinese (as well as Indians and
others) depend." In 2006, the Yangtze River fell to its low-
est levels in a century, as the southwest region’s most severe
drought in 50 years affected at least 320 million acres (130
million hectares) of cropland. Their crops destroyed, the gov-
ernment transported 100,000 farmers from drought-stricken
Chongqing more than 2,000 miles (3,330 km) to pick cotton
in neighboring provinces.

In the decades ahead, sea-level rise could threaten hundreds
of millions of people on China’s coasts. The Bohai Gulf Area,
the Yangtze River Delta and the Pearl River Delta are the most
vulnerable of such coastal regions in China.'> These three re-
gions produced 38% of China’s total GDP in 2002 and are an-
ticipated to capture 65% of national GDP by 2020."

Climate change will exacerbate the instability of water resourc-
es distribution and the gap between water demand and sup-
ply throughout the most densely populated areas of China."
North China already suffers from severe water shortages, while
South China suffers from rapid runofts and flooding problems.
China’s climate models anticipate that global warming will very
substantially decrease river runoffs in northern China and in-
crease them in the south in the next 50-100 years.

China’s Climate Change Program anticipates that the glaciers

in western China will be reduced by over 27% by the year
2050, and the spatial distribution pattern of permafrost will be
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altered significantly on the Qinghai-Tibet Plateau. This gla-
cier shrinkage will further affect water supply for hundreds of
millions of people. Experts also anticipate serious impacts on
agriculture as a consequence of climate change. The produc-
tion of wheat, rice and corn could decline by as much as 37%
by the end of the century.*®

The combination of coastal flooding, reduction in usable wa-
ter and spreading desertification in North China, increased
incidence of natural disasters in South China, and greater
difficulties in sustaining crop yields means that the carrying
capacity of currently densely populated regions of China will
likely decline significantly. As these problems unfold, they may
trigger complex interactions that will, moreover, make future
mitigation and remediation even more difficult. As China’s
October 2008 report on its climate change efforts highlights,
the People’s Republic of China (PRC) is especially vulnerable
to the destructive effects of global warming."”

U.S.-China Relations: A Short Primer

The potential for U.S.-China cooperation on climate change
can be best appreciated in terms of the broader context of the
evolution of U.S.-China relations. Since the famous Nixon vis-
it in 1972, the U.S.-China relationship has grown and evolved
in major ways. The early ties were based on a shared concern
about the Soviet Union and therefore placed security issues at
the core of the relationship. Under the Reagan administration,
America began a program of military sales to China. Although
economic ties grew gradually too, they remained very modest
throughout the 1980s and suffered, along with the rest of the
relationship, in the wake of the events of 1989.

With the Soviet bloc collapse and the strong revival of reforms
in China after Deng Xiaoping’s “southern journey” in 1992,
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economic ties became increasingly important to the overall
relationship. This trend increased throughout the Clinton ad-
ministration and, especially, in the wake of the recovery from
the Asian financial crisis at the end of the decade and China’s
accession to the World Trade Organization in 2001. Since
2001, U.S.-China bilateral trade and investment have grown
very rapidly, in part because China has increasingly become
the point of final assembly in a newly-formed, regionally in-
tegrated East Asian manufacturing system that draws in parts
and components produced around the region, assembles them
in China, and then ships the final products in large volumes to
the United States and Europe.

Over the course of three decades—and especially in the past
decade—the political leaderships in both Beijing and Wash-
ington have made great progress in putting U.S.-China rela-
tions on a relatively mature, wide-ranging, constructive and
candid basis. The two countries have learned how to deal with
each other across a very substantial set of issues—indeed, it
is not an exaggeration to assert that most cabinet agencies
in each capital deal with their counterparts in the other on a
regular basis. This extends well beyond the traditional foreign
policy and economic/trade agencies. It includes, for example,
the major national agencies in charge of public health and
communicable diseases, environment, housing, and energy,
among others.

To be sure, there are numerous points of friction between the
United States and China, and that is hardly surprising in view
of America’s global position and China’s rapid rise. Perhaps
because the two countries’ economies are now tightly inter-
dependent, there are various concerns on each side regard-
ing pertinent policies and actual practices on the ground. As
China’s military grows rapidly and the U.S. military continues
to invest heavily to improve its capabilities, inevitably those
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focused on future security issues in both countries harbor
doubts about the intentions of the other. In these and other
spheres, greater familiarity has produced better capacities to
manage the immediate relationship but has not decreased
concerns about longer-term intentions and potential conse-
quences.

In fact, U.S.-China relations currently face a paradox: even as
the relationship has become relatively mature and effective
across a broad spectrum of issues, underlying distrust of the
long-term intentions of each toward the other has neverthe-
less actually increased. Many Chinese believe that the United
States is too zero-sum in its view of the world to accept China’s
rise as a beneficent development. They assume that the United
States will at some point take serious steps to constrain that
rise and preserve Americas leadership position globally, and
they tend to interpret American blandishments on everything
from currency values to reducing carbon emissions as part of
this underlying American objective to hold China back and
disrupt its progress. Many Americans assume that a strong,
wealthy China will naturally seek to marginalize the United
States in Asia. But since Asia is the most important and dy-
namic region of the world, having China marginalize America
in that region would strike directly at America’s most vital
long-term national interests.

U.S.-China relations are now entering a particularly impor-
tant period. President Barack Obama is in the early stages of
shaping his foreign policy. Superficially, it may appear that the
pattern for handling U.S.-China ties that was set during the
George W. Bush administration can relatively easily be con-
tinued. Over the past eight years, the two countries have ex-
panded cooperation, become more sensitive to each other’s
perspectives and concerns, and brought even the very difficult
cross-Strait issue to a more stable and hopeful stage. The reality,
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however, is that new issues are likely to shape the relationship
over the coming years, and it is essential to understand the spe-
cial importance of the coming two years in this context.

The current global economic crisis will remain a major item
on the global, national, and inevitably on the U.S.-China bilat-
eral agendas for the coming year or more. The United States is
at the center of this worldwide crisis and will wrestle with its
aftermath for years to come. China is also feeling the crisis’s ef-
fects, and its huge holdings of foreign exchange and extensive
international investments inevitably make Chinese policy an
important factor going forward. The reactions of each govern-
ment—and the ways in which they deal with each other con-
cerning the various dimensions of this financial earthquake—
can have significant repercussions on the level of trust each
develops concerning the long-term capabilities and intentions
of the other.

The issue of cooperation over climate change/clean energy will
unfold in this context. As explained below, the politics of this
issue are changing rapidly in the United States, and President
Obama has made clear that he seeks to move the United States
from being a laggard to a leader on this global challenge. The
single most important step in the change is likely to be adop-
tion of cap-and-trade legislation by the next U.S. Congress
(2009-2010), using $150 billion of the resulting proceeds over
the next ten years to invest in developing clean energy tech-
nologies. The overall economic and financial crises will, of
course, affect the politics of this.

This new American attitude holds both potential and peril for
U.S.-China relations. A new President who is committed to
fighting global warming and promoting clean energy will in-
evitably turn to China to seek greatly enhanced cooperation
on this issue.

JoHN L. THorNTON CHINa CENTER AT BROOKINGS



16

Should the United States and China through full consultation
be able to find approaches that “work” for both countries, co-
operation on clean energy and related climate change issues
should become a major pillar in U.S.-China relations. This is,
after all, a long-term issue, of vital importance to both coun-
tries, and one that impacts core interests in each society.

But the opposite is also true. Should the United States take
this set of issues far more seriously, but prove unable to find
ways to enhance cooperation and mutual trust with China on
them, the level of suspicion regarding long-term motives and
sincerity is likely to grow considerably. On the Chinese side,
such discord may well contribute to the perception that the
United States is using climate change/clean energy primarily
as a way to put obstacles in the path of China’s rise. The specif-
ics of moving toward a low-carbon economy are too central
to each country’s domestic politics and interests to have the
United States and China follow truly incompatible approaches
without damage to mutual perceptions and bilateral relations.
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CHAPTER 2

CLiMATE CHANGE PoLicy ToDAY IN THE
UNITED STATES AND CHINA

U.S. Climate Policy

(This section primarily is intended to bring the Chinese side up to
date on developments in the United States.)

The politics of global warming in the United States are chang-
ing rapidly. Five years ago, the issue was rarely discussed at
the White House, in Congress, by state and local govern-
ments or in corporate boardrooms. Today, a new President
calls for strong federal legislation to address the problem as
a top priority, Congress is seriously considering such legisla-
tion, states and cities have passed hundreds of measures to
address the problem (including the United States’ first bind-
ing cap-and-trade program), corporate boards are routinely
considering climate risks, and “clean tech” has become one of
the hottest new fields for U.S. investors. The change is breath-
taking.

What accounts for this change? In part, the science of global
warming has become indisputable. The broad consensus on
this topic among the world’s leading scientists is shaping both
public commentary and elite opinion. Second, unusual weath-
er events—including heat waves, sustained droughts and dam-
aging hurricanes (in particular Katrina)—have left millions of
Americans with the strong impression that disturbing changes
in the climate are underway. Third, Al Gore’s Oscar-winning
movie An Inconvenient Truth and several other extremely
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effective public outreach efforts have increased the salience of
the issue with many members of the public. Fourth, the steady
run-up in energy prices from 2003 - late 2008 put energy is-
sues front and center on the American political agenda. Fifth,
the foregoing factors have combined to convince many top
business leaders that clean energy offers tremendous potential
profits in the years and decades ahead.

President Obama often lists energy policy as one of his top
priorities. In stark contrast with his predecessor, he supports
strong “cap-and-trade” legislation to limit greenhouse gases
and promises to engage vigorously in international climate
change negotiations. The Congressional leadership—includ-
ing House Speaker Nancy Pelosi (D-CA) and Senate Majority
Leader Harry Reid (D-NV)—support strong action to combat
global warming as well. President Obama and the Congressio-
nal leadership both emphasize the potential for clean energy
programs to contribute to economic recovery in the period
ahead.

In this section, we first describe the response of the American
political system to date on global warming and then focus, in
particular, on the role of China in the American political dia-
logue on this topic.

STATE AND LOCAL ACTION

The past several years have seen an explosion of state and local
government activity to address climate change in the United
States.

In September 2008, for example, 10 northeastern states
launched the United States’ first mandatory cap-and-trade
program for carbon dioxide. (Participating states are Con-
necticut, Delaware, Maine, Maryland, Massachusetts, New
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Hampshire, New Jersey, New York, Rhode Island and Ver-
mont.) The program, known as the Regional Greenhouse Gas
Initiative (“RGGI”), caps carbon dioxide emissions from the
power sector in these states by 2014 and requires a 10% reduc-
tion by 2018. A successful auction was held in mid-September
2008, at which companies subject to the program paid $38.5
million for emissions allowances.

On the other side of the United States, California has also en-
acted legislation to establish a statewide cap-and-trade pro-
gram for greenhouse gases. (California is the largest state by
population. Its economy is larger than all but seven countries
in the world.) California Governor Arnold Schwarzenegger
has made global warming a signature issue, supporting path-
breaking legislation and hosting foreign heads of state for
several high-profile conferences. Meanwhile, six Midwestern
states and the Canadian province of Manitoba have commit-
ted to form a regional cap-and-trade program for carbon di-
oxide. Seven Western and Southwestern states'® are doing the
same.

These cap-and-trade programs are just one of many tools state
governments are using to fight global warming and promote
clean energy. In 2006, for example, California adopted stan-
dards limiting carbon dioxide emissions from automobiles
sold in the state. Sixteen other states have followed California’s
lead on this. (The Bush administration used federal author-
ity to block implementation of these “tailpipe standards,” but
President Obama has criticized this decision and called for al-
lowing these standards to move forward.)

State governments play an especially important role in pro-
moting renewable energy in the United States. Today 30
states'” and the District of Columbia require electric utilities
to use a minimum percentage of renewable energy (known as
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a “renewable portfolio standard”) now or in the years ahead.
Twelve states® require minimum percentages of biofuels to be
included in motor fuels. California has adopted a “low-carbon
fuel standard,” requiring a 10% reduction in carbon intensity
by 2020 for fuel sold in the state (which can in practice be met
mainly by increasing use of renewable fuels).

States also play an important role in promoting energy effi-
ciency. California’s innovative approach to utility regulation,
known as “de-coupling,” has helped to make that state the
most energy-efficient in the United States. Twenty-three states
include “public benefits charges” on electric bills to help fund
energy efficiency programs. More and more states are offering
time-of-day pricing for electricity and net metering (which al-
lows customers who generate their own power to sell electric-
ity back into the grid).

Local governments have taken dramatic action to fight global
warming as well. More than 800 U.S. mayors from all 50 states
have pledged that their cities will meet or exceed the Kyoto
targets. These mayors have pledged to take steps such as:

* Adopting land-use policies that reduce sprawl, preserve
open space and create compact urban communities;

* Promoting transportation options such as bicycle trails,
commute trip reduction programs, incentives for car
pooling and public transit; and

* Making energy efficiency a priority through building
code improvements and retrofits of city facilities with
energy-efficient lighting.

Some localities have produced notable results. Houston, for
example, has cut energy use by 6% in the past five years, even
as its population has increased by 10%. Seattle reduced its car-
bon emissions by 8% below 1990 levels, surpassing its own goal
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of meeting Kyoto targets. Salt Lake City has reduced emissions
from its municipal buildings and vehicle fleet by more than
30% since 2001. And by capturing the methane gas released
by its landfills, San Diego has prevented the emission of more
than 700,000 tons of carbon dioxide.

This groundswell of action on climate change highlights the
extent to which the U.S. system encourages and allows for
creative initiatives at the state and local levels. Yet on an is-
sue with global implications such as climate change, action
at the federal level is widely viewed as preferable. The federal
government is much better equipped than state and local gov-
ernments to set national goals, establish uniform regulatory
frameworks and foster international cooperation.

FeperaL AcTioN

In recent years, action to address global warming at the fed-
eral (i.e., national) level in the United States has been modest
at best. In large part, this is because of the Bush administra-
tion, whose policies have been described as a “macabre dance
of climate change denial, skepticism and finally delay”*
Throughout his years in office, President Bush consistently
refused to support strong measures to address global warm-
ing, even as many leading members of his Republican party

did so.

Under President Obama, this is changing sharply. The Ameri-
can President has considerable ability to set national priori-
ties and make them the focus of attention. That is especially
true in the first year of a new presidency. President Obama has
placed climate change/clean energy—along with economic re-
covery and the wars in Iraq and Afghanistan—at the top of
his priority list. He brings considerable political and oratorical
skills to this task, with the potential to dramatically affect the
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politics of this issue in the United States. President Obama has
emphasized the benefits of restoring the United States’ cred-
ibility around the world and revitalizing U.S. diplomacy. Work
on climate change/clean energy offers a superb platform for
both.

Under the U.S. system, Congress generally shapes the details
of complex and far-reaching statutes. Cap-and-trade legisla-
tion—both complex and far-reaching—looms as one of the
major items on the Congressional agenda in 2009. There is
considerable momentum behind such legislation, with sup-
port from the President, Congressional leadership, major
businesses, the environmental community, portions of the
powerful evangelical religious lobby, and others.

At the same time, the hurdles facing such legislation remain
high. Economic recovery will be the top priority of most
Americans in 2009. Many large companies, including some
utilities and manufacturers, are concerned that climate legis-
lation could erode profits, especially during a period of overall
economic distress. Key issues—such as the way in which per-
mits will be distributed—are very far from being resolved.

Significantly, progress on this legislation is likely to shape
the United States’ international negotiating position with
regards to global warming in fundamental ways. At the
Kyoto conference in 1997, U.S. negotiators agreed to tar-
gets without a clear basis for implementing those tar-
gets in domestic law. The fact that the United States had
joined with other countries to adopt the Kyoto Protocol
did not—in the years that followed—help shape a domes-
tic political consensus in favor of implementing legislation.
(Arguably, the opposite is more nearly true.) One lesson
many U.S. observers draw from this experience is that, in
climate negotiations, the United States should only agree
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abroad to what can clearly be implemented at home. This
lesson will likely shape the positions of U.S. negotiators at
the Copenhagen conference in December 2009 and beyond.

CHINA'S ROLE

China is a frequent topic of conversation in the political dis-
course on global warming and clean energy in the United
States. This is for two reasons. First, there is concern that any
emissions reductions within the United States will be rendered
meaningless by increased Chinese emissions. Second, many
Americans are concerned that efforts to control emissions
within the United States will cause manufacturers to shift op-
erations elsewhere, leading to widespread job loss. No country
receives more attention in this regard than China. At the same
time, the interest in cooperative work with China on energy
and climate runs high.

Academic analyses cast doubt on the second concern.”” En-
ergy costs are not a major determinant in plant location, ex-
cept in a few industries. Other factors—such as labor costs, the
availability of skilled labor and regulatory predictability—are
generally more important. However, in industries where ener-
gy costs are a substantial percentage of total costs—including
aluminum, steel, cement, glass and paper—concerns about
the potential competitive impacts of poorly-designed global
warming programs are both substantial and real.

The salience of these concerns was underscored by the wide-
spread support for a proposal offered by American Electric
Power (AEP) and the International Brotherhood of Electric
Workers (IBEW) in 2007. Under the AEP/IBEW proposal,
legislation to control greenhouse gases in the United States
would require the president to determine, eight years after en-
actment, whether major trading partners each had programs
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“comparable” to the U.S. program for controlling emissions.
(The criteria for determining “comparability” were left un-
stated and could presumably include differences in stages of
development and other factors.) If the president determined
that a major trading partner lacked a comparable program, the
president would be authorized to require importers of goods
from that country to purchase U.S. emissions allowances to
accompany any energy-intensive goods.

Notwithstanding concerns that the AEP/IBEW proposal
would be illegal under the WTO, it gained widespread support
in the U.S. Congress. A version of the proposal was included
in the Boxer-Lieberman-Warner cap-and-trade legislation
considered by the U.S. Senate in June 2008. In that version,
the president was required to make a determination two years
(not the originally-proposed eight years) after enactment.
Similar provisions—with widespread support—will certainly
be considered as Congress shapes cap-and-trade legislation in
2009.

China’s prominence in the American political dialogue on
global warming dates back at least a decade. Nothing about
the Kyoto Protocol was more controversial in the United States
during the 1990s than its lack of emissions controls on devel-
oping countries, in particular China. Opponents of the Kyoto
Protocol created a television commercial that showed China
being cut out of a map of the world with a pair of scissors, as
a voice said “the Kyoto Protocol—it’s not global and it won’t
work” President George W. Bush mentioned China often in
explaining his administration’s rejection of the Kyoto Protocol
in 2001.%

The dialogue on this topic in the United States has, however,

shifted significantly in recent years, with many politicians now
emphasizing that the “United States should lead” when it comes
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to global warming. Politicians as diverse as Senator John Kerry
(D-MA) and former Governor Mike Huckabee (R-AK) have
both spoken out strongly in this regard, along with many oth-
ers.” Governor Arnold Schwarzenegger (R-CA) has explored
ways his state might cooperate with China on global warming,
without waiting for the federal government. Influential New
York Times columnist Tom Friedman has written and spoken
about the economic benefits to the United States of leading on
this issue.”

As Congress considers cap-and-trade legislation in the months
ahead, China will likely be a topic of conversation. Some mem-
bers of Congress will complain that China is not doing enough
to address global warming; some will say “the United States
should lead”; some will say both. Chinese clean energy pro-
grams—and potential cooperation between the United States
and China in this area—will receive attention in Congress in
the course of the legislative debate.

These developments present Chinese leaders with an impor-
tant opportunity in 2009. Climate change and energy will be
high on the U.S. political agenda. These issues will be embed-
ded in a group of interrelated problems that will command the
attention of the president and Congress. These include eco-
nomic recovery, passage of cap-and-trade legislation, reduc-
ing dependence on oil, setting the framework for U.S.-China
relations for the new administration, and meeting the Ameri-
can people’s enormously high expectations for major new
beginnings with a charismatic new president after what are
perceived to be the dramatic failures of the Bush Administra-
tion. If the new American president sees China as adopting a
posture that is helpful in addressing these key issues, the basis
for good U.S.-China relations will be substantially strength-
ened as the new administration develops its foreign policy and
overall priorities.
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Chinese Climate Policy
(This section primarily is intended to bring the American side up to
date on developments in China.)

China in recent years has paid serious attention to the linked
issues of climate change and clean energy.* The official mantra
is that the country’s current economic trajectory is unsustain-
able, and China must therefore adopt a more sustainable mod-
el—dubbed “scientific development.” Climate change itself is
increasingly a focus of attention, but issues such as economic
development, energy security and excessive particulate matter
in the air have provided the primary rationales for most Chi-
nese clean energy policies to date.”

MEASURES TO LIMIT GREENHOUSE GASES

Regardless of the rationale for their adoption, many of the
clean energy measures that have been put in place are directly
relevant to limiting the country’s greenhouse gas emissions.
When considered in this context, China actually has very seri-
ous clean energy legislation on the books and implementing
programs in train. Few Americans realize this.

The major initiatives are:

* Seeking a 20% reduction in energy intensity for all GDP
during the 11th five-year plan, which covers 2006-2010.*
According to Chinese authorities, total carbon emissions
would decline by roughly a billion tons of CO, over the
course of the plan as against a “business as usual” (BAU)
model, if this target were fully met. However, at present,
progress toward the target is behind schedule.

* Adopting the target of having renewable fuels account

for 10% of China’s total energy consumption by 2010
and 15% by 2020.* As part of this:
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o Establishing major programs to improve technol-
ogy in solar and wind power. China has rapidly be-
come the world’s leading producer of solar panels,
although solar power’s installed generating capac-
ity is to increase to only 300,000 kW in 2010. For
wind power, tax breaks and other forms of govern-
ment support are already in place as of 2008. The
installed generating capacity of wind power is to
increase from 1.26 million kW in 2005 to 10 million
kW in the year 2010.

© Enhancing Chinas hydropower generation (de-
spite the fact that the country already has the great-
est concentration of hydropower facilities in the
world). The installed hydropower generating capac-
ity is to increase from 117 million kW in 2005 to
190 million kW in 2010* and will provide 6.8%%
of the country’s anticipated energy consumption in
the latter year.

* Taking serious measures to reduce the emissions from
highly polluting power-generation facilities. Coal re-
mains king in China, and about 70% of power still
comes from coal-fired plants. Over the past five years
China has built the equivalent of America’s entire coal
power generation system. These plants will stay on line
for another 30-50 years while 60% of U.S. coal-fired
power plants will be over 50 years old by 2025. The
technologies involved in generating power in these new
plants are thus very important, and fortunately, China is
building many of these plants to be relatively clean®® and
is investing in development and deployment of clean
coal technologies.”® Despite these measures, specific
problems often result in emissions far above the level
that would be anticipated from plant technology alone.
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This is the unintended result of economic pressures at
the power plant level that lead many operators to pur-
chase and burn low-quality coal that undermines the
efficiency capabilities of the advanced technologies in
their plants.”

* Aggressively expanding nuclear power capabilities, with
a target of building nine new generators in the next two
years and at least thirty over the coming decade. Nu-
clear is slated to provide 5% of China’s total installed
power-generating capacity by 2020.* There have been
recent suggestions that the nuclear output target has
been raised from 40 GW to 70 GW by 2020.”

In sum, Beijing is taking many initiatives that will potentially
reduce its carbon emissions when measured against a BAU
model. These are being undertaken under the broad guideline
of pursuing what the Chinese refer to as “scientific develop-
ment,” which is an overarching term that encompasses many
different components of sustainable development. Global cli-
mate change has come onto the Chinese policy agenda and
is generating increasing official and public attention. But the
major impetus for most of the relevant energy policies stems
more from concerns to reduce energy consumption, increase
efficiency, and expand the use of renewables in order to im-
prove energy security and reduce pollution. Increasingly, the
country is supporting indigenous research to advance these
goals.

COMPETING PRIORITIES
Scientific development is only one of a number of the lead-
ers’ high priority goals. China’s leaders feel they must first and

foremost strive to maintain rapid economic growth, which
they regard as necessary to sustain job creation, meet popular
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expectations of an improving standard of living, and there-
by maintain social stability. Rapid growth, in Beijing’s view,
means at least 8% real GDP growth per year. All other goals are
premised on the basis of maintaining rapid economic growth.
This inevitably has serious consequences for China’s carbon
emissions growth curve.

China is now trying to change the trajectory of this growth. It
is shifting out of low-end assembly and other labor-intensive
manufacturing for export and trying to develop indigenous
higher technology, higher value-added products for world
markets. It is concerned both that comparative advantage on
low-end production is shifting to Vietnam and elsewhere and
that it has gotten locked into being the site of the most pol-
luting and least profitable segment of the international value
chain. This transition is in its early stages, with the govern-
ment investing heavily in technology development and tak-
ing measures that give low-end producers very little comfort.
Although some aspects of this effort are potentially beneficial
from a greenhouse gas emissions perspective, at this point the
strategy is imposing additional strains on the economy and
the political system without as yet making a major difference
in China’s production profile.

China is also focused on managing perhaps the greatest mi-
gratory flow in human history as its urbanization proceeds on
an almost unimaginable scale. Since 1992, roughly 200 million
Chinese have shifted from rural to urban life, and the current
pace of migration of about 15 million people moving into cit-
ies every year is likely to continue for another 15-20 years. The
resulting requirements for new power generation, construc-
tion (half of all new floor space in the world is built in China
in the typical year), transportation, education, health services,
etc., is a major driving force in the economy and a major factor
in maintaining social stability. Effectively, China has to build
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urban infrastructure and create urban jobs for a new, relative-
ly poor city of 1.25 million people every month, and that will
likely continue for the better part of the next two decades.”®
There will be deep reluctance to take any measures that make
meeting these demands more difficult, especially during an
economic downturn. The key industries that support the re-
lated infrastructure development—cement, steel, petrochemi-
cals, and aluminum—have been the fastest-growing industries
in China over the past half decade and are also the most im-
portant sources of greenhouse gas emissions.

Chinas leaders also have competing environmental con-
cerns, and the environmental community there is not unani-
mous regarding giving priority to climate change. The most
pressing immediate environmental problems are enhancing
the amount of usable water and reducing suspended particu-
late matter in the air. Both issues are causing major health
problems,*” and inadequate usable water is seriously impact-
ing production. While addressing climate change is a long-
term part of the solution to the water issue, the leaders and
environmental community are more focused on the immedi-
ate tasks of enhancing water treatment and controlling water
use and flows. In China’s environmental community, there-
fore, there are many who feel that climate change should not
be at the top of the agenda and that it is an issue of concern
but not immediate urgency.

The above issues become more difficult to manage well in a
period of economic stringency, when accelerating housing,
promoting exports, and infrastructure development become
attractive policies to stimulate economic growth. Some voices
in China argue that the government should use the slack in
sectors like energy during the current economic slowdown to
refocus on improving the energy mix, now that the country has
some breathing room after years of enormous efforts simply to
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grow energy output rapidly enough to keep up with demand.
But even if there were complete agreement among the lead-
ers on this idea, it would be difficult to implement rigorously
given the flexibility local officials typically have to affect vari-
ous expenditures.

AN ADDITIONAL PROBLEM: POLITICAL CAPACITY

China is in some ways the mirror image of the United States.
Whereas in the United States the most serious efforts to date to
address climate change have been made at the state and local
levels and in the private sector, in China the major initiatives
have come from the national-level party and government and
have often been blunted by conflicting interests among local
officials and enterprises.

China’s political system is highly centralized and disciplined
only in certain unusual circumstances: i.e., when all the top
leaders not only agree on an issue but also agree to give the
issue overriding priority and are able to determine reason-
ably well in real time whether their directives are being car-
ried out. Very few issues in recent years have met all these
criteria.

China’ political system interacts massively with its economic
system at every political level —from the national to provincial,
municipal, county, and township. In addition, the fundamen-
tal structure of the political system allows leading officials at
each of these five levels large latitude to act entrepreneurially
to assure GDP growth in their own bailiwicks each and every
year, and it rewards them for doing so. Despite increasing ef-
forts to build environmental and energy efficiency concerns
into the incentive structure all the way down the line, most
local officials still regard meeting GDP growth expectations as
their primary objective.
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Not only do the internal complexity and operational rules of
the system allow for considerable flexibility at each of the five
levels, but authority is divided among agencies in a way that
typically requires extensive consensus building to implement
major initiatives. One recalcitrant player can often slow things
to a crawl for long periods of time. And distortions in report-
ing of accomplishments as information travels from local to
national levels also plague the system.

The above characteristics have contributed on the whole
mightily to China’s record of extraordinary growth over the
past thirty years. They have enabled a one-party political sys-
tem to nevertheless enjoy enormous dynamism and entrepre-
neurial creativity, with different localities often competing with
each other to attract foreign investment and other resources.
But these same characteristics inhibit effective action on most
types of environmental issues.

The leadership is trying to change incentives for officials so
that environmental concerns and performance on energy is-
sues become more significant in the reward structure, but this
is far from fully developed. Beijing today still has serious dif-
ficulty in making its decisions regarding clean energy issues
effective in localities around the country. To change this sig-
nificantly, the leadership will have to not only give the clean
energy issue exceptionally high priority but also expend enor-
mous domestic political capital to change the incentives that
have guided the conduct of officials over recent decades.

China always describes itself as a developing country. It is
more than half right. China is most easily understood if one
envisions a set of relatively developed islands with a cumula-
tive population of over 400 million that are located in a sea
of over 800 million people who live very much in developing
country conditions. The interaction between the developed

Overcoming OBsTACLES To U.S.-CHiNA CooPERATION ON CLIMATE CHANGE



areas and the developing regions is pervasive and affects every
dimension of economic, social, and political life. No Chinese
leader can act as if the developing part of the country is less
than a constant and pressing reality.

This distinctive mixture of developed and developing coun-
try contexts means that China encounters more fundamental
problems regarding human capital, infrastructure, social mal-
aise, and technical capabilities than most foreigners appreci-
ate. The reality is that the Chinese leaders lack the institutional
and technical capabilities to achieve many of the improved
energy outcomes that they seek. Indeed, the issue of capacity
building is one of the arenas where U.S.-China cooperation
might prove especially fruitful.

In sum, a dearth of adequately trained manpower, counter-
vailing systemic incentives and practices, and technical defi-
ciencies often render it very difficult for Beijing either to pre-
cisely understand what is actually happening on the ground
in the energy and environmental arenas or for it to vigorously
enforce its own laws and regulations.*” Beijing well recognizes
these problems but must contend with difficult political con-
straints in trying to make significant changes.

THE INTERNATIONAL DIMENSION

China’s leaders are now constantly confronted with concerns
about climate change in their international contacts and meet-
ings. Whether at Bali in 2007, the 2008 G-8 Summit in Hok-
kaido, or myriad other meetings, top Chinese officials must
discuss climate change and listen to the statements of others
leaders about the importance of China’s doing more to con-
trol greenhouse gas emissions. This international dimension
has grown sufficiently important that in 2007 the Ministry of
Foreign Affairs established a leading group and subordinate
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office to focus on handling climate-related issues in interna-
tional talks.

China’s rise has been so rapid since the turn of the century
that there is great attention both in Beijing and abroad to the
way China is positioning itself on major international issues.
China’s leaders seek to be seen as constructive international
players, protecting China’s own interests while also reducing
international instability, enhancing prosperity, and contribut-
ing to the capacity of the international system to manage the
global issues of the 21st century. This mix of goals makes the
Chinese leadership both desirous of contributing to progress
on the climate change issue and wary about obligations that
might negatively impact China’s own growth prospects.

China positions itself as a developing country in international
relations. As noted above, while retaining some merit, this po-
sitioning does not nearly capture the full reality of the PRC,
which both confronts the problems of developing countries
and has many of the attributes of an industrialized nation.
China is now in a somewhat uncomfortable transition period,
where the balance is shifting toward more explicit acceptance
of its rights and obligations as a major power but where the
most comfortable and internationally acceptable posture is
not yet clear. This situation complicates China’s role during
2009 in addressing the global economic crisis, and it also has
a complicating effect on China’s posture in climate change ne-
gotiations leading to Copenhagen and beyond.

China is a leader in articulating the three major framework is-
sues that developing countries in general raise with the advanced

industrial countries on climate change obligations. These are:

* Countries should be held responsible not only for their
current emissions but also for their cumulative historical
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emissions, given that greenhouse gases accumulate in
the atmosphere over many decades.

* Metrics should not focus on total national emissions and
neglect to account for per capita emissions in densely-
populated countries.

* Developed countries have already gone through high-
emissions stages of development (such as building out
their infrastructure), while developing countries still
have much of this work to do. International agreements
should recognize this fundamental reality.

The above three issues have the intended effect of placing
the major burden for global warming and its mitigation on
the industrialized countries and of laying down a concep-
tual framework to permit ongoing increases in greenhouse
gas emissions by developing countries even as industrialized
countries assume cap and reduction obligations. China spe-
cifically points to provisions in the UN Framework Conven-
tion on Climate Change, reaffirmed in the 2007 Bali Road-
map, which obligate advanced industrial countries to aid the
transfer of pertinent technologies and to provide financial
support to developing countries to meet their climate obli-
gations. The current international economic malaise makes
the demand for financial support likely to be politically more
difficult to achieve.

THE U.S. RoLE

The United States plays into the politics of addressing climate
change in China in several palpable ways. First, many Chinese,
including many among the leadership, are deeply suspicious of
American motives. They believe that the United States is deter-
mined to find some set of measures that will knock China off
its current trajectory of rapid economic growth and increasing
international influence because they regard America as simply
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too zero-sum in its outlook to comfortably contemplate the
ongoing rise of China. These Chinese suspect that American
statements about the need for China to address global warm-
ing are simply the latest in a series of efforts to derail China’s
growth machine,* especially since they believe that nobody
with a deep understanding of China’s stage of development
could reasonably demand that China commit to firm targets
for greenhouse gases during the coming decade.

China sees the United States as the country most responsible
for the greenhouse gases currently in the atmosphere. Yet, it is
well aware that the United States has rejected the Kyoto Pro-
tocol and that the Bush Administration came very reluctantly
to an acknowledgement that climate change is occurring and
that human actions are contributing to it. It recognizes that
the Bush White House never moved significantly away from
its deep antipathy to taking measures against climate change
beyond hoping for technological solutions developed primar-
ily in the private sector.

The United States is enormously richer overall and per capita
than China, has a far more developed scientific community,
and enjoys far greater institutional capacity. It has already con-
structed most of its infrastructure and completed its urbaniza-
tion and is now primarily a service economy. All these facts
make it particularly galling to the Chinese when the United
States refuses to take on serious national obligations to con-
front global climate change and explicitly bases that reluctance
in part on the fact that China has not agreed to accept com-
parable obligations. In China, the U.S. record thus provides
strong cover for officials who prefer to maximize growth and
minimize international obligations to expend more effort to
get onto a lower carbon path of development. It weakens those
who advocate more forward-leaning Chinese postures on
these issues.
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In sum, Beijing harbors very serious concerns about the Unit-
ed States on the climate change issue and distrusts American
motives when Washington stresses the importance of greater
Chinese efforts.

The United States plays into China’s climate change/clean ener-
gy posture in another more subtle way. Becoming a truly mod-
ern country is a core goal of almost all Chinese, and most Chi-
nese view the United States as the world’s most modern society.
There is, therefore, a very strong tendency among the growing
middle and wealthier classes in China to benchmark and emu-
late American lifestyles. If Americans were to shift from being
profligate energy consumers to instead reducing carbon emis-
sions and becoming world leaders in clean energy technology,
the ripple effects in Chinese popular perceptions could reduce
some of the difficulties China’s leaders have in shifting their
country onto a lower-carbon path of development.

Beijing sees the potential for substantial cooperation with the
United States on climate change/clean energy issues. There
is great admiration in China for the United States’ technical
capabilities. In addition, China recognizes that it shares key
energy-related concerns with the United States: they are the
world’s two largest oil importers, both use coal very extensive-
ly for power generation, and neither relies on nuclear power
to the extent that most advanced industrial countries do. In
addition, American and Chinese technical specialists in issues
relevant to greenhouse gas emissions deal with each other fre-
quently, American companies already have an extensive pres-
ence in China, and most U.S. national government agencies
(along with many state government agencies) have regular
working ties with their Chinese counterparts.

The core task is to devise ways to engage China’s leaders to
lay out a conceptual framework that will promote far greater
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U.S.-China cooperation on climate change and clean energy
along lines that realistically take into account Chinese lead-
ers perceptions and concerns, and enhance their capabilities
to achieve their goals.

Chinese leaders are concerned that enhanced bilateral coop-
eration with the United States be compatible with and prefer-
ably contribute to broader regional and global initiatives on
climate change. This approach should also maximize benefits
of U.S.-China cooperation for the United States in its global
climate change posture.

China’s bottom line on this set of issues is quite clear, at least
in principle. Beijing sees an imperative to reduce carbon emis-
sions per unit of GDP but does not believe it can credibly com-
mit to reduce total levels of carbon emissions in the coming
few years, given its goal of achieving sustained rapid increases
in GDP itself. More broadly, China is extremely reluctant to
accept binding international legal obligations that it fears it
will not be able to meet. It therefore prefers to keep formal
obligations below the level it believes can be achieved and then
to reap the prestige of exceeding its commitments, rather than
risk international embarrassment over unmet targets.

China does, though, recognize that developing countries must
begin to accept real fixed obligations in a post-Kyoto regime,
and it supported the Bali Declaration that called for transpar-
ent and verifiable targets. China’s leaders also aspire to having
the country set a good example, but they are very cautious in
what they currently feel they can commit to.
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Climate Change Policy in the U.S. and China
Today - Conclusion

This chapter provides background information on climate
change policy today in the United States and China in order to
help senior leaders in each country better understand the oth-
er. In both countries, there is considerably more activity un-
derway than is widely understood across the Pacific. In both
countries, there is considerable suspicion of the other. These
snapshots suggest that greater mutual understanding may fa-
cilitate greater cooperation and more serious domestic efforts
in both countries to address the climate problem.
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CHaPTER 3

RECOMMENDATIONS

The Issue: A Summary

Because the United States and China are the world’s largest
emitters of greenhouse gasses, any solution to global warming
requires substantial activity in each country. Yet today each
country uses the other to justify not doing more to address
this problem. Many voices in the United States highlighted
China’s lack of commitments under the Kyoto Protocol as the
principal failure of the treaty. Many Chinese feel that the Unit-
ed States has greater historic responsibility for climate change
and therefore greater obligations now to address this issue. In
both countries, there is fear that moving ahead without com-
parable initiatives from the other will create economic disad-
vantage. Until very recently, Chinese officials were somewhat
insulated from international pressure to do more on this issue,
as the Bush administration’s posture focused the ire of the in-
ternational community on the United States.

Each side has, nevertheless, taken important steps to cut emis-
sions. As noted in Chapter 2, China has adopted many na-
tional policies and regulations to advance energy efficiency,
renewable energy and clean energy more broadly. In the Unit-
ed States, state governments, municipalities and many compa-
nies have adopted numerous measures to address the climate
change threat. Yet to respond to a threat of this magnitude,
much more will be needed in each country.
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Circumstances have reached the point where joint efforts by
U.S. and Chinese national leaders could facilitate significant
steps forward. Yet the barriers to cooperation between the two
countries are substantial. Suspicions between the two coun-
tries run high. Positions on key issues—such as technology
transfer and finance—are starkly different. Lack of mutual un-
derstanding and a common vocabulary impedes progress.

This chapter offers nine recommendations to help U.S. and
Chinese senior leaders overcome these barriers. The goal is to
facilitate large-scale cooperation between the two countries
on these issues.

The focus on advice to senior leaders is not based on the
premise that they alone can dictate necessary changes. Nei-
ther country’s political system allows that degree of concentra-
tion of power on this type of wide-ranging issue. But in both
China and the United States, national leaders shape national
priorities, offer vision, help generate resources, make key per-
sonnel appointments and encourage adoption of specific laws
and regulations—all of which create significant momentum to
move in the desired direction.

Each national leadership, of course, faces difficult domestic
constraints and many priorities. Especially with the ongoing
global economic crisis, resources are scarce and issues beyond
climate change and clean energy loom large. Job preservation
and growth are key concerns of each senior leadership. Enor-
mous fluctuations in the price of oil—such as the rapid fall in
oil prices in fall 2008—could make the politics of switching to
low-carbon fuels more difficult.

But in many ways the situation in each country is also ripe

for further action. In the United States, numerous state and
municipal governments are clamoring for a stronger federal
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role, many members of the business community are doing
the same and NGOs have put this at the top of their agenda.
In China the theme of scientific development has penetrated
popular consciousness, there is widespread understanding of
the need to improve energy efficiency and programs to accom-
plish that objective, and promotion of renewable energy alter-
natives is national policy and has produced some important
technological advances.

The time is ripe to shift the U.S.-China relationship on climate
change and clean energy to a positive track that promotes the
agenda of each national leadership. Both sides aspire to changes
in energy production and efficiency that will, among other ben-
efits, reduce overall carbon emissions and put each economy in
a better position to thrive in the future. Both are engaged in
negotiations on post-Kyoto accords to address global warming
and U.S.-China cooperation can contribute conceptually and
politically to the process of developing those agreements.

Importantly, U.S.-China relations, for all their progress to date,
now require a shift to strategic cooperation on the most criti-
cal 21st century issues to realize the full beneficial potential of
the relationship and to avoid slipping into increasing distrust,
with policies dominated by hedges. These new issues promi-
nently include cooperation on climate change/clean energy,
which may prove critical for shaping U.S.-China relations both
in the immediate future and over the coming decades.

Other excellent reports set forth detailed proposals for spe-
cific elements of large-scale U.S.-China cooperation on cli-
mate change/clean energy.*” These proposals depend on sup-
port from senior leaders in both countries.This report seeks to
identify the approaches to make that support more likely and
enduring. The necessary first step is to figure out how to make
U.S.-China cooperation on global warming/clean energy a
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positive development for each leadership. Otherwise, the ob-
stacles to such cooperation will remain very high.

Nine Recommendations

1. ACKNOWLEDGE LEGITIMACY OF EACH OTHER'S PERSPECTIVE

U.S. and Chinese leaders start from different places when think-
ing about climate change. For China, key considerations include
the facts that the United States’ cumulative historic emissions of
greenhouse gases vastly exceed those of China; that the United
States’ per capita emissions are about five times those of China;
and that the United States is at a stage of development where ur-
banization, industrialization and basic infrastructure develop-
ment have already taken place. For the United States, key con-
siderations are that China is the largest emitter of greenhouse
gases in the world; that Chinese greenhouse gas emissions are
on a steep upward curve, unlike U.S. emissions; that the United
States” legacy infrastructure could be expensive to reconfigure
and retrofit; that lifestyles in the United States are deeply em-
bedded and would be hard (and politically costly) to change;
and that, regardless of other considerations, China must reduce
its projected emissions very substantially for the world to keep
carbon levels in the atmosphere low enough to avoid risk of
considerable danger for the world as a whole.

These different perspectives have been exceedingly difficult to
resolve because each has objective merit and because each has
a potentially great impact on responsibilities for addressing
the problem. Unfortunately, neither side’s perspective, if nar-
rowly adhered to, provides a foundation for bilateral coopera-
tion or multilateral agreement on these topics.

Asking either country to give up expressing its perspective
on these issues is unrealistic. The views are too grounded in
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objective realities and too deeply entrenched. However each
side can respect the points the other is making and not seek
to delegitimize those points. The operable principle should be
that each side should not only state its own views but also ex-
plicitly recognize the other’s perspective, validating it to the
extent possible. Both sides should agree that, within this con-
text, it is important to find practical ways to achieve a set of
win-win-win (domestic, bilateral, global) outcomes.

The different perspectives of industrialized and developing
countries have shaped multilateral dialogue on global warming
since the 1980s. Compromises have been struck as far back as
the 1992 Rio Earth Summit and as recently as in the 2007 Bali
Action Plan. Yet fundamental divisions remain very significant.
If the United States and China, as the world’s major industrial-
ized country and largest developing country, can start by rec-
ognizing and accepting different perspectives, and proceeding
from there to constructive action, it could reduce obstacles to
developing more widespread multilateral agreements. Including
such an approach in U.S.-China bilateral agreements on climate
change and clean energy could contribute to shaping post-Kyo-
to agreements to control greenhouse gas emissions globally.

2. BUILD A CLEAN ENERGY FRAMEWORK FOR COOPERATION

“Clean energy” provides a more politically attractive frame-
work for U.S.-China bilateral cooperation than does climate
change per se. Clean energy evokes fewer ideological differenc-
es, more clearly highlights issues that provide economic oppor-
tunities and nests cooperation in better-established policy and
bureaucratic communities.

The term “clean energy” has been used in a variety of ways.*

We use the term in this report to refer broadly to measures
to increase energy efficiency, make greater use of renewable
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energy and promote the overall transition to a low-carbon
economy.* Such measures in general promote the related ob-
jective of energy security (that is, secure energy supplies). They
also are central parts of any program to fight climate change.

In both the United States and China, greenhouse gases come
primarily from the use of energy. While sectoral distributions
differ significantly between the two countries, with the Unit-
ed States emitting a greater percentage in transportation and
China emitting a greater percentage in manufacturing, more
than 90% of emissions in each country come from energy us-
age in power generation, transportation, manufacturing and
residential/commercial real estate.” The transition of these
sectors to a low-carbon, clean energy economy is the key to
fighting global warming in both countries.

A focus on clean energy can help highlight benefits in related
areas, from local air pollution reduction to economic recov-
ery to national security. Bilateral cooperation can very use-
tully, therefore, focus on clean energy—potentially taking an
expansive approach to the term to include energy efficiency/
intensity, renewable energy, urban design, transportation de-
sign and products, natural gas distribution, clean coal, carbon
capture and storage, capacity building and more.

To be sure, there are topics related to climate change that do
not fit within the topic of “clean energy” Some emissions in
both countries come from non-energy sources, such as for-
est clearing. Perhaps most importantly, any bilateral programs
should also address the critical issue of adaptation to inevi-
table climate change, such as the potential need to build sea
walls to cope with rising ocean levels and prepare agriculture
for changes in rainfall patterns.*

Yet in both the United States and China, there are already rela-
tively well developed policy communities around many clean
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energy issues and support for clean energy is widespread. In
each country, it is likely less difficult (but by no means easy!)
to manage a cooperative agenda with substantial attention to
clean energy than it would be to manage one with “climate
change” as the sole focus.

3. HIGHLIGHT ONE OR TWO MAJOR HEADLINE INITIATIVES

When it comes to cooperation on climate change and clean
energy, the United States and China should think big and aim
high. They are two great nations addressing one of the great
challenges of our time. Talking about small measures only will
not suffice. Furthermore, capturing the public’s imagination
with easily understood and transformational programs can
help leaders in both countries address these issues on a politi-
cally sustainable basis.

In both the U.S. and China, public support can play an impor-
tant role in promoting climate change and clean energy pro-
grams. Public support requires visibility. Today, opinion polls
make clear that Americans are more likely to support bold
steps than small ones when it comes to clean energy and most
want their country to play a leadership role in fighting climate
change. In China, bold steps can capture the public imagina-
tion as well.

Thereare many candidates for headline programs. Theyinclude
effortstotransformvehiclefleets, maximize energyefficiency of
buildings, launch projects to capture and store carbon dioxide
emissions from coal plants and/or bring together millions of
volunteers from each country to work in a new “Clean En-
ergy Corps” Leaders in both countries should identify and
shape the most promising among these, to become an eas-
ily understood symbol of the two nations’ work together on
these issues.
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4. EMPHASIZE CO-DEVELOPMENT OF TECHNOLOGY

The United States and China have complementary strengths
with regards to technology development. The U.S. has a rela-
tive lead in terms of human capital, basic science research, and
the ability to move breakthroughs from research to commer-
cialization. China has a keener grasp of what will work in de-
veloping countries, has its own substantial technical capabili-
ties, and can provide good conditions for test beds and scaling
up. It is also often able to manufacture products more rapidly
and cheaply than the United States.

Technology cooperation between the two countries has tre-
mendous potential to help advance clean energy and fight glob-
al warming. Technologies are typically developed to optimize
outcomes under particular circumstances. Co-development
linking U.S. and Chinese efforts would be a powerful approach
to reducing emissions of greenhouse gases in each country.

Many joint technology projects will primarily entail the private
sector and private research labs, think tanks and universities.
The two governments can, nevertheless, take measures to en-
courage and enable the link-ups that will produce results. First,
the two governments should find methods to build bridges be-
tween pertinent people and projects on both sides. This might
entail funding databases and research, promoting public-private
partnerships, and encouraging specific exchanges. All of this
will work better if the two governments explicitly agree to make
co-development of emissions reduction technologies a major
sphere of joint initiative. Both sides can contribute funds to
these efforts, and it should be possible, with government assis-
tance, to mobilize international financial support at some level.

The nature and scale of technology cooperation will depend
on the ability of each side to meet the concerns of the other.
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U.S. partners will ask questions about the ability of Chinese
partners to protect intellectual property and enforce contracts
setting forth rules with respect to the use of technology. Chi-
nese partners will ask questions about concessional financing.
There is ample room for the United States and China to work
together to answer these questions and address concerns.

If the senior leaders of the United States and China agree on this
approach, they should seek to announce a few major joint projects
that would highlight the commitment to the new effort and cap-
ture the public’s imagination. Possibilities include pilot projects to
capture and store carbon dioxide emissions from coal plants and
joint efforts to develop and promote electric vehicles.”

Under the UN Framework Convention on Climate Change,
the United States and other industrialized countries assumed
specific responsibilities with respect to technology transfer to
developing countries. These responsibilities were re-affirmed
under the recent Bali accord. One challenge in meeting these
obligations is that, in the United States, much of the poten-
tially relevant technology belongs to private sector companies.
Projects of the kind described above can help fulfill obliga-
tions under the Framework Convention while reducing emis-
sions and spurring economic growth.

5. PROMOTE LOCAL-TO-LOCAL COOPERATION

Local initiatives and programs in both the United States and
China are numerous, dynamic and creative. This is a rich part
of each country’s overall climate change and clean energy ac-
tivities. China often encourages local experimentation to gain
experience and then popularizes approaches that prove effec-
tive. In the United States, the political system produces nu-
merous local initiatives, and climate change and clean energy
have been the focus of literally thousands of these.
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Cooperation among national leaders on climate change/clean
energy should enhance the capacities of local projects and
programs in the two countries to link up with each other and
with those in other countries.*® This should be a high prior-
ity. A major problem is simply the lack of convenient ways to
share information about problems, projects, and prospects,
along with resulting best practices. Overcoming information
barriers, providing limited targeted funding to help foster dia-
logues and link-ups, and making available some staft to foster
cooperation can provide rich dividends to all sides at mini-
mum cost. This amounts to having the two central govern-
ments consider how most effectively to cooperate to foster and
leverage local-level cooperation for the climate change/clean
energy issues.

The United States and China should be able to nurture this
type of exchange among local actors—including governments,
companies, research institutes, universities, and NGOs—in
both countries on a far larger scale. Ideally, this will also draw
in participants from other countries, but the United States and
China can focus initially on how best to facilitate this through
national level coordinated action and to scale it up. This could
include ideas such as a “Green Cities Program” to work between
local municipalities—and bringing in companies, universities,
etc.—in both countries. The potential for impact is large.

6. PROMOTE CAPACITY BUILDING

One potentially fruitful sphere of U.S.-China cooperation is
for the U.S. to contribute to enhancing China’s capacity to im-
plement and monitor its own policies to reduce greenhouse
gas emissions. As noted in Chapter 2, Beijing encounters vari-
ous kinds of systemic difficulties in assuring that wide-rang-
ing initiatives such as improving energy intensity of GDP are
faithfully and effectively implemented.
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The United States has technical capabilities in areas such as
standards setting, regulation and legal drafting, large-scale da-
tabase management, and instrumentation that can contribute
significantly to enhancing Beijing’s capacities to monitor and
evaluate energy policy outcomes. Part of this can be accom-
plished through government-to-government programs; other
aspects will require private and university sector participation.
But this is an extremely important sphere that is not terribly
costly and therefore is potentially even more attractive during
the current period of great economic uncertainty.

1. SEEK COMMON GROUND ON COMMITMENTS

Neither China nor the United States has accepted internation-
ally binding commitments to control emissions of greenhouse
gases.” The nature and extent of such commitments loom
among the most important issues in the global negotiations
to reach a post-Kyoto accord. U.S.-China bilateral discussions
cannot resolve this issue—that will necessarily occur during
the course of the global negotiations. But to the extent possible
the United States and China should address the positions they
will assume in principle, especially as this is potentially im-
portant in the considerations in each capital about enhancing
cooperation on energy and climate change with the other.

As an industrialized country, the United States should be pre-
pared to accept a cap on emissions as of a specified date with
commitments to substantial reductions over time. As a rapidly
developing country that is the world’s biggest source of green-
house gases, China should be prepared to accept commitments
as well, reflecting China’s state of development and the im-
perative of controlling emissions that threaten the planet as a
whole. Such commitments might include a binding “intensity
target” (limiting emissions per unit of GDP); renewable energy
requirements; emissions limits in specific sectors; or “policies
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and measures” such as shutting down old inefficient plants or
adopting and enforcing appropriate building efficiency stan-
dards, each with metrics to gauge level of effort and results.
These commitments should reduce the growth in Chinese
emissions substantially below business-as-usual levels and help
build China’s capacity to play a central role in addressing this
global problem, even as they allow room for additional overall
Chinese emissions of greenhouse gases for a period of time.

These commitments should be effective for a minimum of five
years. Predictability is important to planning in both countries.
Subsequent commitments should be determined based upon the
science of climate change, as it evolves in the years ahead, and
changes in the economies of both countries. Scientific assess-
ments, technology development, rates of growth of both coun-
tries’ economies, and the sectoral composition of that growth will
all change in somewhat unpredictable ways in the years ahead.
Subsequent commitments should be shaped by these factors.

These commitments should impose significant obligations on
both the United States and China—befitting the gravity of the
consequences of global warming, the economic opportunities
that come from pursuing innovation to shape solutions, and the
importance of each side’s making its best contribution to the so-
lution. Reaching agreement will require substantial negotiations
that go far beyond the U.S.-China dialogue on cooperation on
energy/climate change. But if the senior leaders of the United
States and China can announce agreement on an approach for
each side in principle, that could help significantly to shape
broader multilateral agreements to fight global warming.

8. USE AND IMPROVE EXISTING STRUCTURES FOR COOPERATION

Cooperation between the United States and China on these
issues is not new. Substantial work on these topics took place
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at high levels during the 1990s under the leadership of Vice
President Al Gore and Premiers Li Peng and Zhu Rongji. After
a hiatus during the Bush administrations first term, high-level
cooperation was reinvigorated in recent years by Treasury Sec-
retary Henry Paulson and Vice Premier Wang Qishan. Under
the auspices of the Strategic Economic Dialogue, co-chaired by
Secretary Paulson and Vice Premier Wang, the U.S. and China
adopted a “Ten-Year Energy and Environment Cooperation
Framework” in June 2008. The Framework is useful, although
it gives too little emphasis to climate change and does not con-
template sufficient action overall by each side.

Starting in 2009, the U.S. and Chinese governments should
have three ongoing senior dialogues of a strategic nature: the
Strategic Economic Dialogue on economic matters broadly
defined; a “Senior” or “Strategic” Dialogue headed by the State
Department and the Ministry of Foreign Affairs for diplomat-
ic issues broadly defined; and a new Climate Change/Clean
Energy Dialogue, whose leadership will have to be agreed by
both sides. Each of these dialogues can initiate related activi-
ties, and none of them will displace other regular consulta-
tions such as those that already exist in the form of the Joint
Committee on Commerce and Trade, the Defense Consulta-
tive Talks, and so forth. These three major dialogues, though,
are to provide firm pillars for mutual strategic understanding
on the economic, diplomatic and climate change/clean energy
dimensions of the U.S.-China relationship.

We recommend capturing this new initiative under the title of
a new “U.S.-China Clean Energy Partnership” It should not
replace any other issues in the relationship but rather add a
critical dimension to what both countries seek to accomplish
together. It should explicitly be based on the principles of
“common but differentiated responsibilities” and of equality
and mutual trust.
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In explicitly agreeing on principles and visible first steps,
moreover, each leadership should adopt economic recovery
measures that contribute to shifting toward a lower-carbon
economy.

9. HIGHLIGHT CLEAN ENERGY IN A U.S.-CHINA SUMMIT

U.S. and Chinese leaders should hold an early summit high-
lighting cooperation on climate change and clean energy. This
declaration of a partnership and affirmation of shared deep
concern would mark the inauguration of a new stage in U.S.-
China relations, one that promotes the capacity of both coun-
tries to consult and cooperate on the most critical issues on
the changing global agenda of the 21st century.

The global economic crisis inevitably makes timing and imple-
mentation more complicated than they would have been even
in mid-2008. The new U.S. administration must focus enor-
mous attention on putting the American economy aright and
on contributing to the global effort to reform international fi-
nancial institutions, regulations and practices. The recession in
the United States will focus public expenditures on programs
that directly contribute to economic recovery. In 2009, China
too, will be deeply concerned with headwinds in its own econ-
omy and therefore inclined to undertake new programs that
contribute to economic development and job growth.

But energy policy and climate change join the economic crisis
as the major issues on the global agenda for 2009, and neither
can wait. Each year without effective action on climate change
raises the costs of future action and increases the risks that
catastrophic changes may be set in motion. U.S. and Chinese
leaders should seek during 2009 to lay a firm political ground-
work for cooperation, addressing the above recommenda-
tions.
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To provide the necessary visibility to jump start a new level of
cooperation—and to galvanize the government bureaucracies
in both countries to focus on how best to optimize coopera-
tive opportunities—the two presidents should hold a summit
meeting as early as possible. This summit should be in addi-
tion to other opportunities the two leaders will have to meet
on the side of various international meetings such as the UN
General Assembly in September, the APEC Leaders Meeting
in November, the G-20 in March, and the G-8. Two consider-
ations should govern the actual timing of the U.S.-China sum-
mit: the need for very substantial staff coordination in prepa-
ration for this meeting, and the urgency of moving forward to
address financial and energy issues.

Presumably, any such summit will have four agenda items: to
put U.S.-China relations on a strong footing by affirming the
basic desire of each country to continue to build a constructive
overall relationship; to discuss positions and actions regard-
ing the international financial crisis and related investment/
trade issues; to discuss as necessary issues such as cross-Strait
relations; and to agree in principle on the promise, principles,
goals and basic modalities of a “U.S.-China Clean Energy
Partnership”

The objective of the summit would be to set relations
firmly on a constructive track early in the new U.S. ad-
ministration. This includes prominently having the sum-
mit lay out a bilateral U.S.-China commitment to fully
consult on and cooperate wherever possible to address
the 21st century’s most pressing issues, of which clean
energy/global warming is a major part. Summit results should
therefore include announcement of a rigorous, high profile
process for following up on the new U.S.-China Clean Energy
Partnership and statements that both convey the Partnership’s
rationale and specify some initial actual efforts.
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Before the summit, both sides will need to decide the future
of the Strategic Economic Dialogue (SED). This report recom-
mends continuation and strengthening of the SED but mov-
ing the climate change/clean energy cooperative effort into
another venue.

Very likely, three types of meetings will be necessary before
the summit takes place. First, pertinent staff in each govern-
ment will have to consult on all aspects of the summit pro-
gram and arrangements. Second, if the past is a guide, it will
be helpful to have a very high-level Chinese official visit Wash-
ington to convey China’s views on the issues that a summit will
take up and to contribute to the comfort level on both sides in
the period before a summit can occur. Third, some carefully
developed Track II (or Track 1.5) diplomacy may provide a
useful supplement as the two sides test out ideas on the cli-
mate change/clean energy issue, and receive feedback that is
relatively authoritative but not necessarily directly attributable
to the other government. Such Track II or Track 1.5 venues
also provide a potentially excellent vehicle for bringing in par-
ticipation of other very interested parties, such as Japan, the
EU, and Australia.

Conclusion

This chapter has focused on the issues that can and should be
directly resolved at the level of the most senior leadership. It
therefore concentrates on directions for forward movement,
principles to guide cooperation, and articulation of goals. The
purpose is to enable American and Chinese leaders to agree
to extensive cooperation in the related areas of climate change
and clean energy because that cooperation is structured in a
way that meets the core goals and domestic conditions of each
side.
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Such agreement at the senior leader level is, of course, only an
initial—but critical—step toward realizing the actual potential
for U.S.-China cooperation on climate change and clean ener-
gy. It should produce the structures, resources, guidance, and
political momentum that propel the enormous additional ef-
forts required of local governments at all levels, corporations,
research institutes, universities, and NGOs on both sides in
order to respond to the climate change/clean energy challenge
at alevel commensurate with the vital interests of the people of
both countries and of the international community.

Without this initial step among senior leaders, the other req-
uisite measures are very unlikely to occur in nearly sufficient
depth and scale. With this first step, the future is open both to
critical bilateral cooperation and to having the United States
and China play a more helpful role in multilateral negotiations
to meet the threat of climate change.
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MEMO TO THE PRESIDENTS OF
UNITED STATES AND CHINA

his memorandum recommends a historic new program
-|-for large-scale bilateral cooperation on climate change/
clean energy. The program would involve a major head-
line initiative and broader program of bilateral cooperation.
If both sides agree, the program could be highlighted at your

upcoming summit.

Ideally, this program would be a part of a broader U.S.-China
agreement to cooperate to address the most pressing 21st cen-
tury global issues, starting with both the international financial
crisis and associated economic recession and the challenges of
climate change/clean energy. This memo addresses only the
climate change/clean energy program.

BACKGROUND

The United States and China are the world’s largest energy
consumers. The United States uses more oil than any other
nation, with about 25% of the global total. China is second,
with 9%. China uses more coal, with roughly 40% of the global
total. The United States is second, with roughly 16%. Energy
efficiency in each country lags behind many others.

The United States and China are also the world’s leading emit-

ters of CO,, with each emitting more than 20% of the global
total.
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Clean energy industries are exploding in both countries. In the
United States, wind power provided 35% of new installed elec-
tric capacity in 2007. In China, solar entrepreneurs have made
fortunes in recent years and solar hot water heaters are wide-
spread. Both countries have seen important energy-efficiency
gains in recent years (though not uniformly across all sectors).

The U.S. and Chinese governments have a long history of work-
ing together at senior levels on these issues. In 1997, Vice Pres-
ident Al Gore and Premier Li Peng launched the U.S.-China
Forum on Environment and Development at a conference in
Beijing. The Forum provided a venue for cabinet-level dialogue
between the two governments on energy and environmental
issues, with formal meetings at the Vice President-Premier
level held again in 1999 and 2000. In 2008, Treasury Secretary
Henry Paulson and Vice Premier Wang Qishan announced a
Ten-Year Energy and Environment Cooperation Framework
as part of the Strategic Economic Dialogue. This Framework
provided a venue for cabinet-level dialogue on similar issues,
setting many long-term goals. Reflecting the ideological pre-
dispositions of the Bush administration, the Framework did
not include specific goals with respect to climate change.

On climate change, mutual suspicions between the United States
and China run high. In the United States, there is a widespread
concern that controls on greenhouse gases would cause businesses
to relocate to China if Beijing does not adopt similar controls. In
China, there is a widespread concern that Western complaints
about climate change are a subterfuge intended to stifle China’s
economic development. These suspicions are a significant bar-
rier to efforts to cut emissions in each country.

THE PrRoPOSAL

A successful program would have two components—one or
two major headline initiatives and a much broader program of
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bilateral cooperation.The headline initiatives could help cap-
ture the public’s imagination and generate enthusiasm for the
overall effort. The broader program would address the wide
range of technical issues that are vital to progress on these is-
sues.

Selecting and shaping a headline initiative will involve pre-
summit bilateral staff discussions and consultations on both
sides with key domestic stakeholders. Candidates include:

Electric Car Program. As the world’s two largest oil con-
sumers, the United States and China share powerful secu-
rity and economic interests in ending oil’s overwhelming
dominance as a fuel for cars and trucks. No technology is
more promising in this regard than “electric drive” The
United States’ vast infrastructure for distributing electrici-
ty could be an enormous asset in reducing oil dependence,
if cars and trucks on the market could connect to it. The
rapid growth of the market for electric two wheelers in
China—with more than 30 million now on the road*—
demonstrates the potential there. Major companies—in-
cluding General Motors, Ford, Nissan and Toyota—are
planning to introduce plug-in electric vehicles soon. The
challenge for both countries is to rapidly jumpstart the
market for electric cars and trucks.

Green Buildings. Buildings use 30-40% of all primary
energy resources globally, and energy-efficiency improve-
ments in the life-cycle of buildings provide major oppor-
tunities for employment and for the reduction of carbon
emissions in developed and developing countries. The
IPCC Fourth Assessment Report estimated that by 2020,
CO, emissions from building energy use can be reduced
by almost 30% at no net cost (that is, the financial ben-
efits are expected to offset the cost of investment). The
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building sector therefore holds the single largest poten-
tial of any sector for reducing emissions. But governments
must play a key role in creating mandates and standards,
increasing research and development funds, and provid-
ing financial incentives. The most modern, tightly sealed
buildings are not always the most energy-efficient. The
United States and China waste prodigious amounts of en-
ergy in the building sector. In both the United States and
China, unemployment in the construction trades is high
due to the softness in the real estate market. A high-profile
program to optimize the energy efficiency of buildings in
both countries would pay short- and long-term economic
and employment dividends.

Clean Coal Technology Co-development Program. The
United States and China rely on coal for the majority of
their power generation. Developing ways to burn coal
without releasing CO, into the atmosphere is a pressing
concern. The U.S. and China bring complementary capa-
bilities to this task. The U.S. has a stronger basic science
infrastructure, as well as more experience in moving from
basic science to applied science to commercial applica-
tion. China has relevant scientific capability, considerable
engineering talent, a regulatory environment that makes
test beds and subsequent scaling up more rapid and less
costly, and generally less expensive costs for building new
projects. A major joint public-private partnership pro-
gram to accelerate actual tests and further refinement of
carbon capture and storage technology, with others invit-
ed to participate, could be of enormous value.

U.S.-China Clean Energy Corps. A US.-China Clean
Energy Corps could become an inspiring program and
symbol of the commitment of a younger generation to
transform energy profiles and reduce greenhouse gas
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emissions in the United States, China and elsewhere. The
Corps could start as a bilateral exchange, with U.S. citizens
traveling to China and Chinese citizens traveling to the
United States to work on clean energy projects. The Corps
could also grow into a unique bilateral foreign assistance
program, sending teams of U.S. and Chinese experts and
volunteers to bring clean energy to poor villages around
the world.

This headline initiative would lay the groundwork for a much
broader program of bilateral cooperation. Such cooperation
might include joint development, testing, and commercializa-
tion of low-carbon technologies; dialogue to address intellec-
tual property and financing concerns that impede joint tech-
nology development; joint projects to improve energy efficien-
cy, promotion of renewable energy and cutting emissions of
greenhouse gases; capacity-building programs to strengthen
monitoring and regulatory capabilities; targeted efforts to fa-
cilitate clean energy cooperation among both countries’ local
governments, companies, research institutes, universities, and
NGOs; and scientific exchanges. Work already underway in
several of these areas could provide a foundation for a much
larger effort.

POTENTIAL BENEFITS

Such a program could advance bilateral interests in many ways.
First, it could provide a positive foundation for the broader
U.S.-China bilateral relationship, helping the two countries
manage other more contentious issues. Second, it could make
an important difference in the fight against global warming,
helping to avert catastrophic consequences predicted by the
scientific community if the United States and China remain
on their current course. Third, it could reduce oil dependence
in both the United States and China and around the world,
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enhancing U.S. and Chinese national security and transform-
ing geopolitical relationships in the decades ahead. Fourth, it
could contribute to economic recovery, both providing U.S.
and Chinese businesses with export opportunities and helping
to cut energy costs. Finally, it could enhance both American
and Chinese standing in the world as countries that are posi-
tive forces for dealing with the most critical global issues.

Indeed the benefits of such a program would be quite substan-
tial:

Diplomatic. Over the course of three decades, political leaders
in Washington and Beijing have made great progress in put-
ting U.S.-China relations on a relatively mature, wide-ranging,
and candid basis. However, even as the relationship has be-
come relatively mature and effective across a broad spectrum
of issues, underlying distrust of the long-term intentions of
each toward the other has nevertheless increased. Many Chi-
nese believe that the United States is too zero-sum in its view
of the world to accept China’s rise as a beneficent develop-
ment. Many Americans assume that a strong, wealthy China
will naturally seek to marginalize the United States in Asia.

Charting a course of cooperation on climate change/clean en-
ergy could help build trust in the bilateral relationship. This is
even more the case if this is seen as a key pillar of a broader
U.S.-China agreement to fully consult on and where possible
to cooperate to address the most pressing 21st century glob-
al issues. The benefits of climate change/clean energy coop-
eration could thus extend beyond the energy/environment
sphere to many other topics on which the two countries will
engage in the years ahead. Without such cooperation, there is
a risk that the opposite occurs and climate change/clean ener-
gy issues become a significant irritant in the bilateral relation-
ship, increasing mutual distrust of underlying intentions.
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Such cooperation could offer broader diplomatic benefits
as well. Both the United States and China will be criticized
around the world if they are unable to deliver significant com-
mitments to address global warming at the Copenhagen con-
ference of the UN Framework Convention on Climate Change
in December 2009. Cooperative work between the United
States and China on climate change/clean energy may make it
more possible for each country to help shape the final agree-
ment and make joining such an agreement more attractive.

Climate/Air Quality. One commentator labeled the current
relationship between the United States and China on global
warming a “mutual suicide pact”! Given the gravity of the
global warming problem, the United States and China must
find ways to overcome the deadlock that discourages each
from taking action. A wide-ranging agenda of cooperation
could do just that. First, joint programs and projects could
have a direct effect in cutting emissions. Second, those proj-
ects in combination with diplomatic dialogue could build con-
fidence in each capital, encouraging more complete steps to
solve this problem.

On the US. side, many members of Congress consider-
ing cap-and-trade legislation have significant concerns
about the potential for China to undercut that legisla-
tion. A joint program between the United States and China
could help respond to these concerns. In addition, there is
widespread support on Capitol Hill for “competitiveness”
provisions proposed as part of cap-and-trade legislation. Un-
der this legislation, the president would be authorized to re-
quire border payments in connection with the import of any
energy-intensive good from a country whose domestic cli-
mate change program is determined not “comparable” to the
U.S. program. Many observers believe the main target of these
provisions is China. Their inclusion in federal law could draw
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WTO challenges and other international controversy. A base
of bilateral cooperation could help the United States and Chi-
na manage difficult interactions over such issues.

Cooperation could also help to clean the air in Chinese cities.
Soot and smog pollution in urban China is the worst in the
world, imposing extraordinary costs on the Chinese people.
U.S. technical assistance on emissions controls, emissions
trading and related programs could help significantly.

Security. The United States’ and China’s near-total dependence
on oil to power vehicles empowers enemies and threatens se-
curity for both countries. Traditional oil diplomacy focused
solely on securing suppliers, but 21st century oil diplomacy
must also focus on alternative fuels and fuel efficiency in all
consuming nations. Joint efforts to break the grip of oil on our
transportation system and improve fuel efficiency in the Unit-
ed States and China could do as much to protect U.S. and Chi-
nese national security as securing additional supplies of oil.

Economic. Economic recovery will be at the top of the agen-
da in both countries for the year ahead. A U.S.-China clean
energy program could increase economic activities and cre-
ate jobs, foster additional bilateral trade, reduce certain mar-
ket barriers, and enhance cooperation between companies in
both countries. The program could also help improve energy
efficiency and cut energy costs, helping to improve corporate
profits and save households money.

OBSTACLES
Success in launching this program is not assured. The United
States and China are separated by different histories, different

cultures and different objectives. Global warming is an un-
usually difficult problem, involving invisible gases from every
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corner of the globe and requiring changes in deeply-entrenched
economic patterns. The benefits of bilateral U.S.-China coop-
eration are potentially great, but a realistic approach must take
full account of the following obstacles to success:

1. Mutual suspicions. As noted above, the legacy of mistrust
between the two nations on this issue runs deep. Many
people in each country suspect the other of using the cli-
mate change agenda to gain hidden economic advantage. It
will take serious decisions on cooperative efforts to begin to
overcome this mutual distrust.

2. Different expectations on technology. The Chinese side of-
ten identifies technology transfer as a priority when it comes
to clean energy. However, most clean energy technology
in the United States is owned by private businesses, which
have little incentive to transfer it on concessional terms. U.S.
businesses identify lack of intellectual property protection as
a significant barrier to technology cooperation with China.
While these issues must be addressed, there is also major
opportunity to engage in co-development of clean energy
technologies, as each side has considerable complementary
capabilities in this sphere.

3. Different expectations on finance. Chinese officials cite the
need for additional financing to support the shift to a clean
energy economy. Significant U.S. federal appropriations
for this purpose in the years ahead are extremely unlikely,
as any proposal to spend U.S. tax dollars in China would
meet with stiff resistance on Capitol Hill. In practice, good
projects tend to generate necessary funding, and that will be
even truer as the economic crisis is resolved over time.

4. Widespread expectations of high cost. In both countries,
much of the dialogue about climate change has focused on
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the cost of cutting emissions instead of the economic oppor-
tunities from doing so. But the next industrial revolution will
be the green revolution, and enhanced U.S.-China coopera-
tion on climate change/clean energy will position the com-
panies in both countries to lead that transformation.

GUIDING PRINCIPLES

In light of the foregoing, we recommend that work on this
topic be shaped by the following principles:

First, respect and work with each other’s concerns. Both sides
have serious and legitimate concerns, and cooperation re-
quires that each seek to understand and take into account the
concerns of the other.

Second, think big. Both the United States and China are going
through periods of historic change. The clean energy indus-
try is exploding. This is a decisive moment in the world’s fight
against climate change. Major steps forward are possible in
both U.S.-China relations and promoting clean energy world-
wide.

Third, build for the long term. Every new opportunity is matched
by a significant short-term constraint. Funds are scarce, at-
tention spans are short and competing priorities abound. Fur-
thermore, global warming will be defeated not in months or
years, but in generations. We should help build the platform
for long-term cooperation on these issues.

Fourth, do not depend on substantial new budgetary appropria-
tions. They won't be there. With budgets tight and both na-
tions working their way out of economic difficulties, the initial
focus should be on initiatives that do not require major bud-
getary outlays.
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Fifth, focus on economic opportunity. Can each country pro-
vide an important new market for the other’s clean energy
products? Can both countries’ engineers, architects and oth-
ers contribute to rapid development and commercialization of
clean energy products and buildings? What can each nation
teach the other about ending energy waste?

Sixth, select several flagship projects. The United States and Chi-
na are already cooperating on dozens of clean energy projects.
This is a moment to identify several projects for high-profile
attention in the years ahead. Obvious candidates include
work on electrification of the vehicle fleet, energy efficiency
of buildings, solar power, a smart electric grid and perhaps a
U.S.-China clean energy corps.

NExt StePS

We recommend that you initiate bilateral planning for a U.S.-
China summit meeting, to convene as quickly as full prepara-
tions can be completed, that will be based on the above is-
sues, perspectives, and goals and will initiate a new era of full
U.S.-China consultation and cooperation on the vital issues of
climate change and clean energy.
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Demonstration (Washington, DC: National Governors
Association, n.d.); U.S. Environmental Protection Agency
Website: http://www.epa.gov/cleanenergy/; and the
Government of Canada Website: http://www.cleanenergy.
gc.ca/faq/index_e.asp#whatiscleanenergy.

Efforts to reduce local pollution are a co-benefit of some clean
energy initiatives.

Specifically, in 2004, CO, emissions came 99.1% from the energy
sector in the United States and 90.7% from energy sector in
China. Here, the energy sector is calculated as the sum of
electricity/heat generation, manufacturing, construction,
transportation, other fuel combustion and industrial
processes.

China’s Policies and Actions for Addressing Climate Change, op
cit, particularly highlights the importance of adaptation
measures.

For additional suggestions and supporting details, see U.S.-
China Cooperation on Energy and Climate Change: A
Roadmap, op cit.

The Ten-Year Framework Agreement under the SED has made
a start along this path but to date amounts to only an initial
step.

The United States joined the consensus at Kyoto, which included
emissions targets for the United States. However the Kyoto
Protocol did not gain suflicient support to be ratified by the
U.S. Senate, and the Bush administration later rejected the
treaty.

Jonathan Weinert, “The Rise of Electric Two-wheelers in China:
Factors for Their Success and Implications for the Future,”
UC-Davis Institute of Transportation Studies Research
Report (December 2007). http://pubs.its.ucdavis.edu/
publication_detail.php?id=1125

Joseph Romm, Hell and High Water: Global Warming - the
Solution and the Politics — and What We Should Do. See also:
http://climateprogress.org/2007/02/13/chapter-nine-excerpt-
the-us-china-suicide-pact-on-climate/
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