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Building A Renewable Bridge To Nowhere 

By GILBERT E. METCALF

In a recent speech at George Mason University, then-President-elect Obama said he wanted to build a "smart" electric grid that would deliver "clean, alternative forms of energy to every corner of our nation." Government appropriations by themselves, however, will not get us there.

It is in fact the tax code that is the single largest source of federal support for energy in the United States, equaling nearly two-thirds of all federal spending for energy. Unless it is amended so that it encourages — or at least stops discouraging — investment in a modernized and truly nationwide electric grid, much of the investment in remote wind farms and solar power plants will be for naught.

Such a grid would allow us to make the shift from cars powered by petroleum fuels to vehicles you can plug in, another goal of the President, who said during the campaign that he wanted to see 1 million hybrid cars on the road by 2015.

Breakthroughs in battery technology could lead to a major substitution of electricity for the oil we consume, 70% of which goes to the transportation sector.

Federal energy tax policy is already doing many things right. Research I recently completed reveals that tax credits, deductions and other tax benefits are available for new capital investments in technologies that could help launch us into a carbon-free future.

The effective tax rate on coal plants that can capture and store carbon emissions is "negative," meaning that investment in this new energy capital receives a subsidy at the margin. Subsidies are even larger for new solar, wind and other renewable investments.

But if the investments actually made correspond to the tax code's pattern of incentives, the 21st century system of electricity-generating plants we're about to build will be plugged into an outdated grid.

Already many wind and solar plants aren't being used to their full potential because the electricity they generate can't be moved to where it is needed. With wind, solar, and other non-hydro renewables accounting for only 2% of the nation's electricity, the consequences are not yet being felt. But if we are to reach penetration levels of 15% to 20%, a smart grid will be necessary.

How, precisely, does the tax code treat investments in electric transmission and distribution? According to my estimates, they face the highest effective tax rates of all the forms of energy capital that I studied. With effective rates of 34% to 39%, transmission and distribution lines are at the bottom of the pecking order.

When electricity was deregulated in many parts of the country, policymakers were forced to grapple with the legacy of stranded energy projects — power plants built before deregulation that could not recover their costs in the newly deregulated market. We are now creating a new form of stranded energy.

Wind farms and solar thermal plants are best built in areas with plentiful and reliable amounts of wind and sun. These tend to be in areas far from population centers, where the electricity is needed. Without major improvements in and expansions to the current grid, those projects will be stranded, too.

A power grid that can't transport green electricity to the nation's growth centers is the ultimate bridge to nowhere.

Many of the elements are in place to support a transition to a green energy system that promotes economic growth. But the backbone of the system is weak. More R&D and careful scrutiny of state and federal policies that govern new grid investments are essential, but not as essential as a tax code that offers the right financial incentives.

• Metcalf is an economics professor at Tufts and a research associate at the National Bureau of Economic Research. He is the author of the report "Taxing Energy in the United States: Which Fuels Does the Tax Code Favor?," just issued by the Manhattan Institute.
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