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Incentives needed
to kick the oil habit

By Barry Raleigh

| began with the premise that the decline of global oil production is at hand, with all
the economic dislocation that will entail. It is hard to overestimate the impact on our
lives that the shift to a new energy economy will have.

The question is, to what extent will we simply wait for the marketplace to decide how

we make the change vs. intervening, both public and private, to help soften the
Inevitable economic shock?
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There are arguments on both sides of this issue that
will keep economists wrangling for years, but
globa warming and Middle Eastern resource wars
are problems of a magnitude that transcend
economics. Legislatures here and around the
country are aready taking the initiative to reduce
our dependency on oil.

Thed of

IL

BY JAN. 1, 2006, 85 percent of all gasoline sold in Hawaii will be required to contain
10 percent ethanol from renewable sources. To make it easier for Hawaii to supply its
own ethanol, tax credits for ethanol production are now available to a maximum of $12
million ayear. The current sugar cane crop in Hawaii would supply about three-
quarters of the ethanol that the mandated new gasoline blend will require, and work is
already under way to see how best to meet the entire demand from local sources.

Despite generous state and Hawaiian Electric Co. tax credits and subsidies for solar
water heaters, about 130,000 homes still heat their water with the nation's most
expensive electricity.

A state-backed loan program to help homeowners leap the hurdle of the high capital
cost would help to reach much of the remaining market.

At today's price for electricity, the savings would pay back the loan in less than 10
years and provide the homeowner with net savings of afew hundred dollars ayear for
the future.

The same tax credits apply to other renewable technologies, including wind and solar
photovoltaic power.

The credits apply also to equipment that reduces the usage of energy relying upon
fossi| fuel for its generation.

State agencies have been given incentives to enter into performance contracts to
retrofit their buildings for energy conservation. The agencies are allowed to keep their
pre-contract energy budgets as a stimulus.

Several states, including Hawaii, have enacted |egislation mandating a gradually
increasing component of renewables in the generation of electricity. Hawaii's
Renewable Portfolio Standard calls for 15 percent renewable energy by 2015, with a
goal of 20 percent by 2020.

The additional cost of the electricity, if any, will be borne by the ratepayer. But an
analysisin Wisconsin of asimilar law shows that the home electricity billswould
increase by less than a dollar a month.

http://starbulletin.com/2004/08/08/busi ness/bizcol .html (5 of 7)9/16/2004 2:08:52 PM



Honolulu Star-Bulletin Business - Think Inc.

A tax credit to benefit the purchasers of fuel-efficient cars could be offset by atax on
gas guzzlers. Such aproposal died in last year's Legislature, but could be reconsidered
in 2005.

As unpopular as new taxes on gasoline would be, we are paying less than half of
European prices of $5.50 per gallon.

To help pay for arail system on Oahu, atax on gasoline would place the burden where
it belongs, rather than on those who don't drive. It would also encourage fuel-efficient
autos and use of an improved bus service. The alternative -- an increase in the state
excise tax -- spreads the burden, but lessfairly.

A tax on gasoline has the added virtue that it would encourage purchase of fuel-
efficient autos and use of an improved bus service.

Hawaii's Legislature has been aleader in promoting energy conservation and the use of
alternatives. However, the temptation by legislators to pick winners among the array of
technologies should be avoided.

These measures, while a struggle to adopt, would add up to real progressin kicking the
oil habit. By 2015, we might expect to see areduction in oil imports of, optimistically,
25 percent. That amounts to savings of $500 million at today's prices.

Isit enough?

Probably not. By 2015, unless the rest of the world has similarly curbed its appetite for
oil, the rising price of oil will swallow our savings and then some. We must plan for
$100 abarrel ail inthe next 10 years, and to face it unprepared will lead to economic
stagnation.

Hawaii must look to its own resources of energy, wind, sunlight, geothermal power,
and, especially, biofuelsif we are to emerge from the coming oil crisis as strong aswe
are now.

Barry Raleigh is executive director of the Center for a Sustainable Future and a researcher at
the Hawaii Natural Energy Institute at the University of Hawaii.

To participate in the Think Inc. discussion, e-mail your comments to
business@star bulletin.com; fax them to 529-4750; or mail them to Think

Inc., Honolulu Star-Bulletin, 7 Waterfront Plaza, Suite 210, 500 Ala Moana,
Honolulu, Hawaii 96813. Anonymous submissions will be discarded.
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