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When it comes to energy and the environment, most of us feel conflicted. On the one hand, we 

depend on affordable energy for almost everything—from traveling across town or across the 

world, to cooking our food, to running Google searches and talking to friends on cell phones. We 

like heating and air conditioning and don’t like expensive gasoline and airline tickets. 

 

On the other hand, we’re concerned about using too much energy, depriving others of the same 

luxury and degrading our natural environment in the process. Our prosperity, we’re often told, is 

unsustainable. It’s a Ponzi scheme in which we rob from future generations by using up all the 

limited resources now. We reap the benefits; our children, the costs. 

 

Add to this dilemma the fear that we’re too dependent on foreign sources of oil, especially when 

it comes from countries hostile to the United States. 

 

As a result of these concerns, many of us end up pulled in contradictory directions. We want 

abundant and affordable energy, but we promote energy and environmental policies that make 

energy more and more expensive, especially for the poor. Still worse, many of these policies, it 

turns out, do little to help to the environment. 

 

It’s easy to lose sight of what is at stake. Access to energy is not just about modern conveniences. 

Our health and long life expectancy ultimately depend on it. And in the developing world, access 

to affordable energy often means, quite literally, the difference between life and death. 

 

The good news is that our worries are based more on misperceptions than reality. Affordable, 

abundant energy is within our reach—if we pursue the right policies. And we don’t have to destroy 

the environment to get it. 

 

 

 

Some Fake Solutions: Cap and Trade and Its Cousins 
 

Unlike plans that are frankly designed to restrict emissions by government control, others are said 

to be “market-based.” Despite this good branding, however, these plans (such as cap and trade) 

are coercive attempts to limit carbon emissions, which, for the foreseeable future, means limiting 

our energy use. In effect, cap and trade is a tax on productivity. 

 

In a real market, our use is limited by a price that reflects supply and demand. So-called cap-and-

trade plans would force businesses and consumers either to use less fossil fuel-based energy or 

buy credits from businesses that do. This would give immense power to unelected bureaucrats, 

who would be in charge of deciding how much carbon certain industries would be allowed to emit. 

 

 

 



 
By imposing limits on emissions, these 

plans would artificially inflate prices for 

the purpose of weaning us off of fossil 

fuel. So by design (if not description), 

they’re intended to increase the cost of 

using fossil fuels. 

 

The effects are easy to predict: suppressed 

economic growth, job losses, and higher 

energy prices. Increases in energy costs 

especially hurt lower-income Americans, 

since fuel costs are a higher portion of their 

expenses.  Since cap-and-trade proposals 

have been less than popular with voters, 

Congress is now debating alternatives. 

Some of these new schemes are as simple 

as placing a tax on carbon emissions, while 

others, such as “cap and dividend” or “cap 

and invest,” are really variations of the 

original. 
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Americans will have to find $2,979 a year more in the family budget if Congress passes a cap-

and-trade bill to counter global warming, according to a Heritage Foundation study. The annual 

cost per family of four would increase to more than $4,600 by 2035, accumulating to more than 

$71,000 from 2012 to 2035. For comparison purposes, here are some average annual household 

expenditures: 

  
 

 

 
Under a cap-and-trade program, each power plant, 
factory, refinery, and other regulated entity would 
be allocated allowances (rights) to emit specified 
levels of six greenhouse gases. However, only a 
certain percentage of the allowances would be 
allocated to these entities. The remaining 
percentage would be auctioned off or distributed 
to other emitting entities. Emitters who reduced 
their emissions below their annual allotment could 
sell their excess allowances to those who did not. 

 
Since it would create a “market” for trading carbon 
credits, cap and trade is often mistakably called a 
“market-based” approach. But this is just slick 
marketing. Over time, the cap would be ratcheted 
down, requiring greater cuts in emissions and more 
harm to the economy. 
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Take cap and dividend. Under this plan, customers would receive dividend checks from auctioning 

their carbon credits. You might think these checks would offset the costs of the plan. As carbon 

prices rise, so do the dividend checks. But so do the energy prices that consumers must pay. 

 

Further, rebates or not, the higher energy prices would reduce economic activity by forcing 

businesses to cut costs elsewhere, possibly by reducing their workforce and thus doing damage 

that no check would cover. 
 

 

Of course, if these policies really helped to prevent 

environmental disaster, the benefits might outweigh the 

costs. Unfortunately, even if carbon emissions are 

damaging the environment, these schemes would do 

little to reverse the damage. Assuming that our carbon 

emissions are causing warming, an Environmental 

Protection Agency analysis has shown that if the U.S. 

reduced those emissions by 60 percent by 2050, we 

might reduce the global temperature by 0.1–0.2 degrees 

Celsius by 2095. That’s miniscule, and a 60 percent 

reduction is enormous—far larger than any cap-and-

whatnot scheme can accomplish—and would destroy 

the American economy. 

 

It’s easy to see how these carbon-cap plans would 

increase the cost of fossil fuels—gasoline, coal, and 

natural gas. But they also would inflate the price of non-

carbon sources of energy, since such sources would be 

more competitive at higher prices than they would be 

without a carbon-cap. Subsidies and special tax breaks 

for renewable energy sources along with caps on carbon 

provide little incentive for renewable energy source 

companies to reduce costs. Instead, these policies would 

stifle innovation and lead to more dependence on 

government for handouts. In other words, the plans 

could actually delay our transition to newer forms of 

energy. 

 

The bottom line? The costs of capping carbon emissions 

are real, large, immediate, and ongoing. The benefits, in 

contrast, are small, theoretical, and remote. 
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The Best Solution to Energy and Environmental Problems:  

Economic Freedom 
 

 

Environmental policy is a costly good. Societies start to worry about the environment once they 

have solved basic problems of survival. Americans with four-bedroom houses, three square meals 

a day, two cars, and one dog are much more likely to fret about recycling, topsoil erosion, and the 

plight of the fish in the local reservoir. Africans who live in shanty towns have more immediate 

priorities. So prosperity is actually a prerequisite for environmental concern, not its cause. 

 

Further, those of us who are comfortable enough to fret about such things should not forget  

those who are less fortunate. We should take care not to impose unnecessarily costly measures that 

disproportionately burden the poor and hamper the economic growth they need to lift them out of 

poverty. 

 

It’s only by characterizing carbon dioxide as a pollutant that we’ve missed all the good news about 

long- term environmental improvement in modern societies. On almost every measure, we are 

healthier and our environment is cleaner than it has been even in the recent past.9 Much of this has 

come not from government control of the economy, but from the prosperity created by free people 

in free economies. 

 

In the developed world, most of the really important trends—wealth, infant mortality, life 

expectancy, nutrition—and leading environmental indicators such as air and water quality, soil 

erosion, and toxic releases have improved enormously, not grown worse, in recent decades.10 In 

general, the wealthier a country is, the more environmentally sustainable it is.11 

 

We’ve long since solved and forgotten about the most devastating environmental problems that 

still plague the poorest parts of the world. They’re the ones caused by bacteria, viruses, insects, 

and particulate matter. Free of such problems, we now complain about mysterious chemicals in 

our food that kill no one and fret about the clean water that comes out of every tap in the U.S. 

because it doesn’t taste as good as bottled water from a well in France or Fiji. 

 

Innovations made possible by societies that enjoy political and economic freedom have increased 

life expectancy worldwide in the past 50 years, even in poor countries. The trends decline only in 

countries with wide-spread war and extremely corrupt and despotic governments.12 

 

Of course, just because things are getting better doesn’t mean the environment is as good as it can 

be. We should continue to seek solutions to real, well-known, tangible pollution problems, 

especially at the local level. Sometimes environmental regulation is in order, but more often than 

not, there are market-based solutions that work better. For instance, strong private property laws 

are often the best ways to encourage people to act in environmentally friendly ways. We tend to 

act less responsibly when we are not directly affected by our actions. We’re more likely to keep 

our own bathroom clean than to keep the airport bathroom clean. 



 

Going Forward: Affordable Energy and Environmental Stewardship 
 

The general principles to follow for environmental stewardship and energy use are pretty simple. 

We should conserve energy in ways that make economic sense, as individuals and as a country, 

and we should work to free energy markets both at home and abroad. 

 

The following are some specific ideas that ought to shape future energy and environmental 

policies. 

 

1.Seek out and develop likely sources of energy within U.S. borders. 

 

We should explore all U.S. lands and waters, using technologies that are far safer and more 

efficient than those of the past. The federal government has placed far too many restrictions on 

domestic oil and natural gas production. 

 

For example, it has prohibited the exploration and use of oil reserves in the Arctic National 

Wildlife Refuge (ANWR) in northern Alaska. We have the technology to access this oil with very 

little environmental impact. Drilling would take place on a mere 2,000 acres of the  

19 million-acre reserve, and there’s no reason to think that any wildlife would be harmed. 

 

By not using such domestic sources of energy, we make ourselves more vulnerable to drastically 

fluctuating prices and supplies caused by foreign political disruptions. Oil cartels such as OPEC 

intentionally manipulate the supply and therefore the price of oil. The less domestic oil we pro- 

duce, the more dependent we are on such providers. 
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2.  Avoid counterproductive regulations, mandates, and red tape. 
 

When it comes to energy and the environment, many federal policies are all pain and no gain. The 

full cost of current and proposed regulations and mandates should be evaluated and compared with 

the likely environmental benefits. Red tape has restrained the expansion of refineries, construction 

of new pipelines and electricity transmission lines, and construction of new power plants. 

 

3.  Seek energy independence that makes economic sense. 
 

Freely buying competitively priced oil from a foreign producer is not a mere “transfer of wealth.” 

Free trade is a win-win game for all participants, and that holds for oil as well as for consumer 

goods. Tariffs and protectionism won’t help us in the long run. 

 

If we can buy energy from friends less expensively than we can produce it ourselves, then we 

should follow Adam Smith's advice: 
 

What is prudence in the conduct of every family can scarce be folly in that of a 

great kingdom. If a foreign country can supply us with a commodity cheaper than 

we ourselves can make it, better buy it of them with some part of the produce of 

our own industry, employed in a way in which we have some advantage.13 

 

Raising taxes on gasoline while mandating or subsidizing expensive or unproven alternative fuels 

and vehicles leads to large costs with marginal—or even negative—results. 

 

The best way to diversify our fuel use away from petroleum, foreign or otherwise, is to let the 

private sector, following real market incentives, develop alternatives that can compete in their own 

right. Domestically, the federal government’s role should be limited to conducting basic research 

and removing regulatory and tax barriers that impede innovation in the private sector.  

In addition, we should eliminate artificial restrictions on international growth in alternatives, such 

as the tariffs that limit ethanol imports into the United States. 

 

4.  Develop real alternatives. 
 

There are several fashionable alternative energy sources that, for the fore-seeable future, can’t 

replace fossil fuels. Wind, solar, and hydroelectric sources can contribute around the edges, but 

they simply don’t produce enough reliable energy to drive our modern economy. Their limits are 

based on the laws of physics, and those laws can’t be waived by Congress. 

 

Ethanol in some forms also might carry a bit of the load, but at the moment, domestic ethanol 

doesn’t make much economic sense. It competes for price with oil only because its production is 

subsidized by the taxpayer. If it were competitive, it wouldn’t need such subsidies. It also has harsh 

unintended consequences, including driving up prices for the foodstuffs such as corn on which the 

poor are most dependent. And Ethanol is not even that environmentally friendly, despite the slick 

advertising. 

 

We can’t yet switch completely to alternatives to oil. For producing large amounts of electricity, 

however, there already is one technology that is cost-competitive with fossil fuels: nuclear power, 

which relies on fission reactions using uranium rods. France now gets over 70 percent of its energy 

from nuclear power plants. 
 



 
 

 

Regrettably, because of bad government policy and misleading environmentalist scare tactics, the 

nuclear industry all but died in the U.S. Although we still get 20 percent of our electricity from 

nuclear power, the fact is that no one has committed to building a new nuclear plant in this country 

for some 30 years. 

 

Despite its bad press, however, nuclear energy is safe and environmentally friendly. It emits 

nothing into the atmosphere, and no one has ever been injured as a result of commercial nuclear 

power in this country. A rational energy policy should therefore allow for the construction and use 

of more nuclear power plants.14 
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Nuclear Power’s Safety by the Numbers 
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Let’s Keep Our Heads 
 

Just as our ingenuity gives rise to new resources and technologies in a market economy, it can also 

forge solutions to real environmental problems caused by energy consumption. Harnessing private 

property, economic freedom, and prosperity to improve the environment is infinitely wiser than 

accepting counterproductive and coercive government regulation of the economy. 

 

If we consider long-term past trends rather than just our little slice of time, we should expect 

scarcity and creativity to conspire in the future as they have in the past. We will eventually move 

away from fossil fuels as a dominant source of energy. For electricity, there are already live 

alternatives like nuclear power—if we will use it. Looking forward, we can only guess at the other 

resources and technology that will replace oil once it becomes too expensive. Given what we know 

historically about how prices and inventors work in a free economy, however, we should expect a 

solution rather than a disaster as long as we don’t ignore what we already know. 

 

In short, we should rely on markets and American ingenuity, not counterproductive government 

coercion, to gain access to unused sources of energy and drive our transition to new sources of 

energy. This will not only protect America’s long-term energy interests. It will also promote good 

stewardship of resources. 
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