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EXECUTIVE SUMMARY

On November 30, 2015, the United Nations (U.N.) will convene its annual Conference of

the Parties meeting in Paris to discuss solutions for addressing climate change and

reducing greenhouse gas (GHG) emissions. That same day, the Environmental

Protection Agency (EPA) is expected to issue updated rules mandating that greater
wpmvnft!pg!cjpgvifmt!tvdi!bt!dpso!fuibopm!cfl!b
mandate that proponents say creates jobs, spurs economic growth and reduces GHGs.

Ten years removedfrom when the Renewable Fuel Standard (RFS) was first
implemented, the science has never been clearer on whether forcing billions of gallons
of corn-derived ethanol into our fuel tanks is an environmental winner: It is not. In fact, a
study* published in the Proceedings of the National Academy of Sciencedast year
found that ethanol -fueled vehicles damage air quality up to 80 percent more than
vehicles fueled by gasoline.

Increasingly challenged on environmental grounds, proponents of the RFS often attempt
to make the case that increased corn production, driven by the RFS mandate, ha
benefited the country economically. Indeed, one recent study? commissioned by the
Renewable Fuels Association, a leading ethanol industry group, found that more than
86,000 direct jobs were created thanks to the RFS, with an additional 300,000 jobs

dsfbufe!joejsfdumz-!ps! Tjoevdfe/ U/ Bmm! upme-"!u
dpousjcvuf e! %55! csjgmesfdomesticipoduct (GDP) th the year 2043
alone.

But while some®i bwf ! rvftuj pofeluif!nfuipepmphz!cfijoe
reports, empirical evidence supports the general contention that the RFS, which forces

motorists to consume ever -increasing volumes of ethanol in their fuel, has likely

contributed to positive economic outcomes for the six or seven states that produce
between 60 and 70 percentpg! ui f ! obuj pott! dpso! dspgq/

But what about everyone else? Howhave the RFS andfederal corn consumption

mandates impacted non-corn states, and the small businesses struggling to stay

competitive in the global economy? According to a new study commissioned by the

Center for Regulatory Solutions (CRS), a project of the Small Businessand
Fousfgsfofvstijqg!Dpvodj m!) TCF! Dpvodj m*-1ui f! S

! Christopher Tessum- ! Kbt po! | j mm-! boe! Kvmj bo! Nbsti bmm-! TMj gf! dzddnfy! bj s!rvbmjuz
usbotgpsubujpo!joluif!Vojufe! Tubuft-U! Qspdffejoht!pg!uifldpbuj pobm! Bdbefn
http://www.pnas.org/content/111/52/18490.full

’Sfofxbcmf! Gvimt! Bttpdjbujpo-!TOfx! Tuvez! Tipxt! Qpxfsgvm!JIJngbdu! pg! Fu
February 18, 2014 ,http://www.ethanolrfa.org/2014/02/new -study-shows-powerful -impact-of-ethanol-industry-on-jobs-energy-

independence/.

SObui bobfm! Hsffoby! gPpspuf unpopmfuyqgf ot | Switdhbohrd(Natupel RésoudrcesiDefensep ct | f wf s @U!
Council Staff Blog). April 7, 2010. http://switchboard.nrdc.org/blogs/ngreene/corn_ethanol_tax_credit_most_e.html .

‘Spc! Dppl -! TTubuft! Uibu! Qspevdf! Ui f ! NhpttplokelRfve.com/std @-tdteg-prodjucef - | Tf quf ncf s

corn-0-107129.


http://www.pnas.org/content/111/52/18490.full
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http://www.ethanolrfa.org/2014/02/new-study-shows-powerful-impact-of-ethanol-industry-on-jobs-energy-independence/
http://switchboard.nrdc.org/blogs/ngreene/corn_ethanol_tax_credit_most_e.html
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nNnboebuft!bsf!ivsujoh! Of x! Fohmboett!fdpopnz-1gq
driving up transportation costs for millions of people who live in Massachusetts,
Connecticut, Vermont, Rhode Idand, Maine and New Hampshire.

To quantify the drag on the New England economy created by the RFS, SBE Council
commissioned an analysis of the costs that have already been imposed on New
England residents since the RFS mandate began in2005. It also took a look at what
future costs might be over the next decade based on projected ethanol consumption in
the six states.

At its core, the analysis finds that New Englanders were shortchanged nearly $6.29

billion in output from 2005 to 2014 due to the RFS, and should expect toto be deprived

of $13.67 billion in future lost opportunity fr om 2015 to 2024. In other words, the RFS,
cz!uiflujnfljuljtlgjobmmz! epof-!xj)mm!fyusbdu!
economy and transfer that wealth directly back to ethanol producers in the Midwest.

The negative impact on household budgets and businesses that this wealth transfer
precipitates will manifest itself in myriad ways 2 starting with lower demand for labor,
costing the New England economy thousands of jobs every year. According to the
analysis, the RFS willreduce labor income by $7.3 billion, and labor demand by 141,000
job-years, from 2005 to 2024. That is the equivalent of 7,050 lost jobs per year, each and
every year over a 20year time period.

Most of these economic harms derive from the fact that ethanol and gasoline are priced
similarly, but ethanol provides consumers with only two-thirds of the energy content®
per gallon compared to gasoline. In other words, New Englanders are paying the same
price for ethanol as gasoline, but are getting one-third less mileage for each gallon of
ethanol they consume. From 2005 to 2014, corn ethanol mandates, in the form of higher
fuel prices, cost New England consumers anywhere from $200 million to over $2.5
billion, depending on the state in which they live. The 10-year cost across all six states
totaled more than $5.6 billion.

In addition to higher fuel costs, RFS mandateshave driven up corn prices over time°
While this increase in prices may benefit agribusinesses and farmers that produce and
sell corn, those in the livestock farming sector who depend on corn and corn -related
products for animal feed have seen the increase in prices affect their bottom lines. Take
New England dairy farmers for example, who make up 64 percent of the livestock
industry in New England. In just 2012 alone, New England farmers spent over $3.4
million more for animal feed than they otherwise wo uld have as a result of increased
corn prices due to RFS mandates.

SV/ T/ 1 Ef gbsunf ou! phitpsHverviubleconomly.Gov/fedlethanel sHiml .
Usbejoh! Fdpopnjdt-! TDpso-Uliuuqg; 00xmx/ usbejohfdpopnjdt/dpnOdpnnpeju
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Until recently, the debate over the RFShas predominantly been driven by political
considerations, rather than factual or scientific ones. But that is now beginning to
change, with evencitizens of corn states increasingly concerned about both the
environmental and economic damage that aggressive ethanol mandates have caused in
their communities.

Recently,U.S.Rep. Peter Welch(D-Vt.) was joined by 184 of his House colleagues on
both sides of the aisle, and from corn states like Ohio, to urge’ EPA notto breach the
so-called Tblend wallUby increasing ethanol mandates.

Residents of New Englandstates, to their credit, have been skeptical of the RFS from
the start. But until now, very little analysis has been produced that quantifies in real
terms how the national corn ethanol mandates have actually affected New England
families.

This report sheds new light on these overlooked impacts and clearly shows that the RFS
is, was, and will continue to be a bad deal for New England.

" Bill Flores and Peter Welch et al., Letter to Gina McCarthy, November 4, 2015ttp://flores.house.gov/uploadedfiles/rfs -letter-to-
admin-mccarthy-11-4-2015.pdf.


http://flores.house.gov/uploadedfiles/rfs-letter-to-admin-mccarthy-11-4-2015.pdf
http://flores.house.gov/uploadedfiles/rfs-letter-to-admin-mccarthy-11-4-2015.pdf
http://flores.house.gov/uploadedfiles/rfs-letter-to-admin-mccarthy-11-4-2015.pdf

The Center For

Regulatory SOhltiOIlS www.centerforregulatorysolutions.org

INTRODUCTION

On November 30, 2015, the U.S.Environmental Protection Agency (EPA) isexpected® to
mandate an increase in the volume of of corn ethanol that must be blended into our

0 b u | fpebsupply. EPA is acting underthe authority of the Renewable Fuel Standard
(RFS) which has been a drain on the New England economy, siphoning off billions since
it was established by Congress in 2005. Since that time, the RFS hastransferred billions
of dollars out of the New England economy, hurting households and small businesses,
and shifted that wealth instead to a handful of states known as the TCorn BeltUresulting
in high costs but little environmental gain. This has impacted household budgets and
small businesses throughout the New England region, ranging from dairy farmers, to
restaurants owners, to truckers, to retail outlets and mom and pop stores. The money
drained from the region due to the RFSmandate could have beenused to grow New
England businesses and jobs, orto invest in better roads, infrastructure and other
essential services.

The Center for Regulatory Solutions (CRS)a project of the Small Business and

Entrepreneurship Council® (SBECouncil), has long advocated for a reduction in year-by-

year RFS targets until it can be phased out completely. In comments to the EPA in 2014,
CRSpresident Karen Kerriganstated: TDmf bsmz -1 ui f! SGT! nboebuf! nbl
especially given the substantial costs imposed on businesses and our economy, the

environmental doubts, and the revolutionary changes in the energy position of the

Vojufe! Tubuft/ U!

This report builds on SBE CouncillCRS t ! q s f wjapdvatvbcacy enlthe RFS and

examines the economic impact of ethanol mandates across New Englandand on the

sf hj pot t I2tCpnpecticul, Mainfe,tMassachusetts, New Hampshire, Rhode Island

and Vermont. The report also takes a closer look at some of the more recent scientific
sftfbsdi!uibutt!cffol!qgqspevdfel!tqf dneagigdd! up! ui f
guestions about its previously assumed benefits.

THE RFSA BAD DEAL FOR NEW ENGLAND

To quantify the drag on the New England economy created by the RFS, CRS
commissioned an analysis of the costs the RFS has already imposed on the region as
well as additional costs projected for the next decade. The analysis shows the RFS has
cost $6.29 billion in lost output from 2005 to 2014, and is set to cost an additional

5V/ T/ ! Fowj sponfoubm! Qspufduj po! Bhfodz-! T TSfofxbcmf! Gvfm! Tuboebse! Qsph
Cbhbtfel! Ejftfm! Wpmvnf ! gpttpst/@vinXeRlerdlidgikier.gofv/artlesf2018/A6A&2015 -13956/renewable -fuel-standard-
program-standards-for-2014-2015-and-2016-and-biomass-based-diesel-volume-for.

Lbsfol!Lfssjhbo-! T TFQB! Dpnnfout:;! Qspgptbm!up! Sfevdf! Fui bopm! Cmfoe! gps
http://www.sbecouncil.org/2014/01/27/comments  -to-epa-on-proposal-to-reduce-ethanol-blend-for-renewable-fuel-standard-in-2014/ .


https://www.federalregister.gov/articles/2015/06/10/2015-13956/renewable-fuel-standard-program-standards-for-2014-2015-and-2016-and-biomass-based-diesel-volume-for
http://www.sbecouncil.org/2014/01/27/comments-to-epa-on-proposal-to-reduce-ethanol-blend-for-renewable-fuel-standard-in-2014/
http://www.sbecouncil.org/2014/01/27/comments-to-epa-on-proposal-to-reduce-ethanol-blend-for-renewable-fuel-standard-in-2014/
https://www.federalregister.gov/articles/2015/06/10/2015-13956/renewable-fuel-standard-program-standards-for-2014-2015-and-2016-and-biomass-based-diesel-volume-for
https://www.federalregister.gov/articles/2015/06/10/2015-13956/renewable-fuel-standard-program-standards-for-2014-2015-and-2016-and-biomass-based-diesel-volume-for
http://www.sbecouncil.org/2014/01/27/comments-to-epa-on-proposal-to-reduce-ethanol-blend-for-renewable-fuel-standard-in-2014/
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$13.67 billion in lost output over the next 10 years. In other words, the RFS will extracta

total of almost $20 billion inlostoutputgs pn! Of x! Fohmboett! fdpopnz!t
wealth to corn farmers and ethanol producers in the Midwest. The negative impact on

household budgets and businesses across the economy reduces demand for labor,

costing the New England economy thousands of jobs every year. These serious

consequences contradict the claim s of RFSproponents, who argue the mandate is an

unqualified economic success story.

FUEL COSTS

While ethanol and gasoline are priced similarly, ethanol provides consumers with only
two-thirds of the energy content per gallon compared to gasoline.*° In other words,
New Englanders are paying the same price for ethanol as gasoline but are getting one
third less mileage for each gallon of ethanol they consume. This translates into an
economic loss for motorists. As Table 1 illustrates, over the 10-year period between
2005 and 2014, corn ethanol mandates have cost consumers (in the form of higher fuel
prices) anywhere from nearly $200 million to over $2.5 billion, depending on the state.
All told, the RFS has cost New England motorists morethan $5.6 billion over the past 10
years.

Table 1: Additional Fuel Costs in New England
due to RFS Mandates (millions of 2014 $)

State 2005-2014 2015-2024 Total
CT 1,440 2,812 4,252
MA 2,571 5,383 7,953
ME 431 1,366 1,797
NH 560 1,366 1,926
RI 404 723 1,127
VT 196 562 759

Total 5,602 12,212 17,814

Unfortunately, this hemorrhaging of resources is projected to continue into the next
decade, and actually accelerate the extent to which New England motorists are forced

Yv/ T/ 1 Efgbsunf ou! phitpsHwenivsublecenbniy gav/fedethprol-shtl .


https://www.fueleconomy.gov/feg/ethanol.shtml
https://www.fueleconomy.gov/feg/ethanol.shtml

The Center For

Regulatory SOhltiOIlS www.centerforregulatorysolutions.org

to pay for the privilege of filling their tanks with an inferior fuel source. The CRSanalysis
shows that RFS mandates could costu i f ! s fchngumerg nhore than $12 billion
between 2015 and 2024, as shown incolumn 2 of Table 1 above. The bulk of these
costs are borne by consumers in Connecticut and Massachusetts, whose share is $8.2
billion, or two-thirds of the New England total.

Thisregional Tf ui bop m! uby U! jHigheo fpel dogtsadcrgsshNey Enplahte o u /

due to ethanol mandates averaged roughly $890 million annually. Needless to say, this

significant sum of money could have been put to better use in myriad ways by

households and businesses, or been used to support essential public services such as

education. Forexample, had the $890 millonc f f o! ej sf duf e! upxbset ! ufb
eachof Of x ! Fohmboet t ! 27 212 publit $chobld abuldfhave rgdean L

extra $5,500. But instead of being invested back into the New England economy 2

whether by businesses or in public services, this money was lost to the RFS.

At the state level, the size of these higher fuel costs may be better understood by
comparing them with significant state budget expenditures. The higher fuel costs in
each state, made possible by federal corn ethanol mandates, are roughly equivalent to:

Y 55 percent of Connecticut state funding on highways and bridges in fiscal year
2016.

Yy 91!' qgf sdf ou! pg! Nbjoftt! Tdsjujdbm!qgsjpsjujft!l
nursing homes, primary care access and mental health services.

Y 150 percent of Massachusetts state funding for community colleges for fiscal
year 2016.

Y 200uj nft! Of x!' I bnqtijsftt!tqfoejoh!poluif! Pgc
year 2016.

Y 57 percent of Rhode Island funding for natural resources agencies, including the
Department of Environmental Management and the Coastal Resources
Management Council.

Y 84 percent of Vermont spending on traffic and safety operations in 2016 and
2017 combined.

Again, the loss of hard-earned capital as a result of the RFS means New Englanders
suffer in numerous ways. Precious capital is being drained from the region that smal |
buisnesses need to invest in their firms or to stay afloat. Public services potentially lose
out when resources are artificially diverted.

In New England as a whole, RFS mandates have cost consumers an additional £00
million to $900 million annually bet ween 2005 and 2014 (as shown in Figure3). New
England experienced a dramatic increase in ethanol consumption between 2005 and
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3117! evf ! updecisionftd brunbnuethanpl loxygenates from entering the fuel
stream ' explaining the large shift in consumer fuel costs between those years.

Figure 3: Annual & Cumulative Additional Consumer Fuel Costs (Direct)
in New England due to RFS Mandates
2005-2014
(millions of 2014 $)
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Drawingondatafromui f ! V/ T/ ! Fof shz! Jogp EWMAanugtEnéridenj o t |
Outlook (AEO) Figure 4 demonstrates the consistent trend of increasing consumer
costs from 2015 to 2024.

Figure 4: Annual & Cumulative Consumer Costs (Direct)
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Most of the additional fuel costs that come from the RFS mandate (just over $17.8
billion) between the years 2005 and 2024 will be felt by households and businesses. But
the analysis reveals significant impacts in both the commercial and industrial sectors

as well, asdepicted in Table 2.

Table 2: Share of Total Additional Consumer Costs Associated
with RFS Mandate between 2005-2024 (millions of 2014 $)

Sector At % of Total
Cost
Commercial $21 0.1%
Other $172 1.0%
Industrial $251 1.4%
Transportatl_on - $911 5 1%
Commercial
Transportation - 0
Household $16,459 92.4%
Total $17,814 100.0%

TCombine a rising and rigid volumetriethanol mandate with
declining gasoline use, and the result is that this year refiner:
I jului bu!21!'gfsdfou!lcmfoel!
means consumers pay more at the pump*\J

Jason Bordoff
Ej sfdups! pg! Dp m\

Center on Global Energy Policy
July 26, 2013

Kbt po! Cpsepgg-! ITXfmm!joufoujpofel cvul! gmbxiily262013, T/ ! cjpgvfml gpmjdz!j
http://www.reuters.com/article/2013/07/26/us  -column-bordoff -mcnally-idUSBRE96P13N20130726
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AGRICULTURE

IMPACTS TPvs!sftfbsdil!ibt! bmt
The RFS has impacted agriculture 2005, the mgor drivers of increased food

costs in the six New England states. prices are conversion of corn to ethanol and
Predictably, rising prices for corn g J obod J bm! t q f dv mbu J p o
beget increased prices for corn- o S
based animal feed. Animal feed Dominic Albino
accounts for the largest share of New England Complex Systems Institute
agricultural production expenses, April 10, 2014

according to the U.S. Department of

Bhsj dv uSDA (12 Gensys of

Agriculture Farm Economics report.** Accordingly, increases in feed prices can have a
tjhojgjdbou! | nqb duemannbgsmess FosfarmersindNewinglaad! u
just a small increase in corn-related feed prices could collectively amount to several million
dollars lost annually.

The dominant livestock industry in New England is the dairybusiness. Using the year 2012
as an example, livestock farming and its products contributed $1.2 billion to the New
England economy. At $800 million in sales, or 64 percent of total cash receipts for New

Fohmboett! mjwftupdl!joevtusz-!ebjsz!gbsnjoh! sf
sector and is a major contributor to the overall regional economy (as shown in the chart
below).*®

BEpnjojd! Bmcjop-! TSt ate( IXjf mdji o h Flug tmipdnLed 4y ite: thehill.com/policyehergy -
environment/203186 -rep-welch-ethanol-mandate-hurts-farmers-small-engines.

“v/ T/ 1 Efgbsunfou! pg! Bhsjdvmuvsf-1T3123! DfotvttpgNBzSBARHUuVYSsT ;! Voj uf
http://www.agcensus.usda.gov/Publications/2012/Full_Report/Volume_1,_Chapter_1_US/usv1.pdf.

Byv/ T/ 1 Efgbsunfou! pg! Bhsjdvmuvsf-1T3124! Gbsn! Dbti! Sfdfjqut!vg!5!qfsd:
http://www.nass.usda.gov/Statistics_by_Sta te/New_England_includes/Publications/cashreceipts.pdf.
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Figure 5: Cash Receipt by Livestock Industry Sector in New England (2012)

m Cattle and calves
W Hogs

@ Dairy products
m Poultry and eggs
@ Other livestock

Source: 'News Release- 2013 Farm Cash Receipts up 4 percent in New Englandf! V/ T/ ! Ef gbauluref ou! pg! Bhsj

National Agricultural Statistics Service, January 26, 2015.

Among the New England states, Vermont ranks first in production, accounting for
roughly $501 million in total dairy sales in 2012.°

According to the USDA feedise b j s z ! g b s ifjgedt grdductjorn dxpefise,
costing New England farmers $292.6 million in 2012, or about 38 percent of their
operating expenses.!” Using an USDA dairy feed price formula and 2012 average
commodity prices, we estimate that corn purchases accounted for approximately 54
percentofe bj sz ! gb s nf s%Theltaplé Helew sthqws how this value is derived.

'6 See Technical Appendix for regional breakdown of farming industry cash receipts by state.

v/ T/ 1 Efgbsunfou! pg! Bhsjdvmuvsf-1T3123! Dfotvt! pg! BhnicajAgpemdixvsf ;! Voj uf
for regional breakdown of dairy farming feed cost by state.

BTffluiflUfdiojdbm! Bgqgqfoejy!gps!npsf!jogpsnbujpo!po!uiflgpsnvmb/! Ub
the feed expense.
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Table3; ! Ft uj nbuf! pg! Dpsott! Dpousjcvujpo!up! 312:
Protection Program Feed Price Formula *°
2012 average

Contribution to

price (USD) Multiplier feed cost (USD) Contribution to
[A] [B] [A] x [B] feed cost (%)
Corn 6.65 per bushel 1.07280 7.14 54%
Soybean meal 439.87 per ton 0.00735 3.23 25%
Alfalfa hay 205.33 per ton 0.01370 2.81 21%
Feed cost 13.18

Source: Cornand alfalfa prices are the average monthly prices published in "Agricultural PricegJU.S. Department of

Agriculture, National Agricultural Statistics Service, published monthly for 2012. Soybean meal price is average of
ebjmz!3123!qgsjdft!gspn! TTpzcfbo! Nf bm- ! Bvvouardl.cdnmmWall Stedtj m- ! upo!
Journal database.

Assuming the averagf ! Of x ! Fo h mb o e stagchrsadefup qf at legst 58 petcent
corn by value (see calculation in Table 3 above), then cornaccounted for $158 million of
New England dairy farmerst feed costs in 2012 and $100 million to Vermont farmers t
costs.

To determine how much extra New England dairy farmers paid for their corn feed

thanks to the RFS, the CRS analysigelied on a recent University of Tennessee study,

which determined that x j ui pvu! ui f! SGT! ps! uif! Cmfoefsgtt! |
prices would have been 40 percent lower on average between 2008 and 2014 J u { t !

worth noting that other reports have come up with similar conclusions. That is, the RFS

and the associated corn ethanol boom have directly increased corn prices anywhere

from 22-36 percent.*

Based on the data presented in those analyses, the RFS cost New England dairy farmers
approximately $63.4 million more than they might have otherwise had to pay undera
non-RFS scenaria Vermont dairy farmers in particular get hit hard under the mandates,
spending an extra $40 million on feed in 2012 alone.

9 This formula derivation is discussed further in the Technical Appendix.

XEbojfm! Eft Mb! Upssf! Vhbsuf!boe! Cvsupo! Fohmj t i ddavRejiewbfshej uz! pg! Uf oof t
Renewable Fuels Standard: Impacts to the Environment,theEpopnz - ! boe! Bewbodfe! Cj pgvfmt! Ef wif mpgnfou/ U! Pc
http://beag.ag.utk.edu/pub/TenYrReviewRenewableFuelStandard_1015.pdf, Figure 9, page 9.

ATdpuu! Chjfs-1! Nbsl ! Dmf nf Biafuels Im@act bnsCnop antl Fbedj Pgegs;: Wsing ah teractven/ - | T
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http://www.federalreserve.gov/pubs/ifdp/2009/967/ifdp967.pdf
http://www.federalreserve.gov/pubs/ifdp/2009/967/ifdp967.pdf
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Inother words, a 40 percent increase in corn prices 2 which is at the upper end of the
scale 2 would lower farm margins by at least $63.4 million. The bottom line is that
higher corn prices due to the RFShave increased costs for livestock farmers. Vermont
and Maine see the largest losses under this policy, with costs increasing $40 million
and $10.5 million, respectively, under a 40percent corn price increase scenario.

Table 4: Calculation of Potential Savings in Feed Expenses by State
(millions of 2012 $)
New England CT ME MA NH RI VT
No RFS/BTC (40% reduction in corn price) 63.4 50 105 33 43 0.2 400

These results are consistent with general industry trends since the early 2000s. As
sfgpsufelcz!ui f!VTEB-! Tmjwftupdl!gspevdfstt!f
gspn! %35/ 9! cj mmjpo! j o! FFdrtRermore, réddsH fibrh lojammj p o ! ]
Tubuf!Vojwfstjuztt! Df oufs! gpsfihdBaspbdVmuvsbmspd
dpso!jtluif!nptu!jngpsuboul! gbdups! j®Soefufsnjo
while farmers in the Midwest are benefiting from higher corn prices, livestoc k farmers in

New England are paying the pricefor that expensive commodity in the form of

expensive feed.

My view is that food should be put in your belly, not in your gas tank. We
should try to solve our energy crisis in a way that we don't cause another
gspecmfn/ ! 2! Xfloffelup!csfbl!xjui!ui
route, one that doesn't cause another problem like raising food price3U

Rep. Jim McGovern (D)
August 26, 2008

2Jaysoo! Cfdl nbo-! Bmmjtpo! Cpsdifst-!boe! Dbspm! B/ ! Kpoft!)V/T/!Efgbsunfou
Fofshz!boe! Fofshz! Qspevdut-U! Nbz!3124-!1ijuuq; 0O0xxx/ dbse/jbtubuf/fevO0Oqvcmj

BCbhbcdpdl -1 Csvdf!)Jpxb! Tubuf! Vojwfstjuz*/! T TIJngbdu! po! Fui bopm-!Dpso-! I
November 2010. http://www.card.iastate.edu/public ations/dbs/pdffiles/10pb3.pdf .
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OVERALL ECONOMIC IMPACTS

In the previous sections, the analysis explored how higherfuel costs impacted the
region and how more expensive corn-based feed raised cost for New England farmers.
In this section, the overall economic impact of these higher costs is further explored. To
do that, the CRS analysisapplied the IMPLAN input-output economic model. The
IMPLAN model is licensed by IMPLAN Group LLC a firm which works with
governments, universities and other public and private organizations to assess the
impacts of policies and programs across all industry sectors, along with government
data and forecasts compiled by the EIA.

Bddpsejoh! up! DSTt t thé adrputaie gosts! ohtipedRFSTrpno2005 to
2024 amount to a stunning $20 billion in lost output in New England. In other words,
New England lost the opportunity to produce $20 billion of goods and services because
of the ethanol tax! This huge economic blow equates to a loss of $7.3 billion in labor
income and over 7,000 jobs annually (141,000 job-years total). These findings are
presented together in Table 5.

Table 5: Aggregate Economic Impacts due to
Reduced Household Spending in New England, 20052024

Aggregate Economic Lost

Economic Impact

Opportunity
Output $19.96 billion
Labor Income $7.28 hillion

Annual Employment 7,050 jobs
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As shown in Figure 6 below, the losses in household income associated with higher fuel

prices contribute to a cumulative loss in output of $6.29 billion over the past 10 years.

This output loss results from household spending on a fuel that originates outside of

New England instead of goods and services originating in New England, which would

i bwf!l cpptufeluif!sfhjpott!fdpopnz/!'Jg! FQB! dpo
region can look forward to a much bigger cumulative lost output of $13.67 billion over

the next decade.

Figure 6: Cumulative Lost Output in New England, 2005-2024 (billions of 2014 $)
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Fbdi !t ubuf { tostoutphtssfroughly prapertiodal to its population. Figure 7
csfblt!pvu! fbdi! nhearty20 bilioh impabt sofNéwpEgdlandt butput
from 2005 to 2024.

Figure 7: Breakdown of Output Impact in New England by State (2005-2024)
(millions 2014%)

RI, VT, $734
$1,22

As the chart demonstrates, Massachusetts paystheliont ' t i bsf ! pg! ui f! SGT¢{t
(%$9.3 billion), while Connecticut ($4.6 billion) and Maine ($1.9 billion) round out second
and third place on this ignominious list, respectively.
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Using IMPLANt t ! n p etlier@RDamalysis alsoexamined how these output losses
would be felt across a number of important industry sectors. Figure 8 shows the top 10
most impacted sectors and the lost output each sector will experience between 2005
and 2024. For example, the real estate sector (including owner-occupied dwellings)
would be forced to endure a $2.39 billion hit, while healthcare (hospitals and physician
offices of physicians) would lose over $2 billion. In other words, New England residents
would have spent the money that went towards corn ethanol on local real estate and
better local health care.

Figure 8: Breakdown of Output Loss by Industry Sector (Top 10) in New England from
2005-2024 (millions of 2014 $)
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All Other Sectors Total Output Impact: $10,396 million
*Includes depository credit intermediation
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CRS also used IMPLANmModeling to project the size and distribution of the loss of labor
income due to the RFS mandate.As previously described, IMPLAN modeling suggests
that the RFSresulted in a $2.3 billion loss in labor income over the last 10 years. If EPA
enforces the RFS targets set by Congress themodel shows another $4.98 billion in lost
labor income across New England. Over 20 years, this adds up to a $7.28 billion loss for
the regionts workers.

Figure 9: Labor Income Impact in New England due to RFS Mandates
(billions of 2014 $)

($ billions)
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As with output impacts, the distribution of these losses varies across New England
states, as illustrated in Figure 10.

Figure 10: Breakdown of Labor Income Impact in New England by State (2005-2024)
(millions 2014$) Total $7.28 billion

RI. $a2gVT $241
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The CRSanalysis also used IMPLAN to forecast the lost employment due to repressed
economic growth and reduced labor demand. The model shows an annual loss of more
than 141,000 jobs over the 20-year period between 2005 and 2024. On average, tlose
costs translate roughly into 7,050 lost jobs per year. But, as Figure 11 shows, the bulk of
the job loss impact has yet to be realized 2 it will spike in 2017 and stay close to 10,000
lost jobs annually thereafter unless the RFS is fundamentally reformed.

Figure 11: Labor Loss in New England by Year
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WEALTH TRANSFER

As the CRS analysisdemonstrates, the RFShas assessed major costs on the six New
England states, and, at least heretofore, has provided very few benefits Higher fuel
prices, more expensive agricultural and farming inputs, and upward pressure on food

gsjdft!ibwf! of hbuj wf mecdbnbnyy gviiilel hefiefitihgQHe ethaRob h mb o et t
industry in the handful of corn states, as Figure 12 demonstrates.

Figure 12: lllustrative Wealth Transfer from New England to Corn & Ethanol Producing
Regions












































































