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Could Renewable Energy be a Key Driver for Economic Recovery

 from the COVID-19 Shutdown? 
Introduction (Article #1)

Richard Corrigan, Senior Fellow Energy Policy
1. Overview
This series of articles will examine the opportunities to address renewable energy developments and deployments that might arise during the recovery from the COVID-19 pandemic and the severe economic downturn experienced over the past few months. In keeping with the objectives of the Northeast-Midwest Institute (NEMWI), the geographic focus will be the NE/MW region of the country. We will take a look at historical examples of pursuing recovery in severe economic downturns, initiatives that are currently underway or contemplated in addressing recovery with a focus on renewable energy, and some examples of successful renewable energy projects in the NE/MW region. Finally, we will examine current and potential tools available to the private and public sector to implement a robust renewable energy deployment program in the post-pandemic recovery period.

Many Americans are wondering what the recovery will look like as the country opens up and as economic activity accelerates alongside increased risk of new COVID-19 cases due to greater personal interaction. The current administration is betting on a “V” shaped recovery with the rapid decline over the last three months followed by an equally rapid return to activity levels seen at year end 2019. (1)  Indications from the first month following a general re-opening are positive with increased employment and a surge in retail sales. Whether this pattern continues will take several more months of observation. 

Other principals in the market, especially the investment class, are looking at a “U” shaped recovery profile with an upturn in the first quarter of 2021, probably commensurate with the approval and distribution of a vaccine for the virus.  This recovery pattern will inflict greater and more prolonged stress on all businesses and workers and require a more robust stimulus to achieve historic levels of prosperity.  There are likely to be significant shakeouts of traditional large businesses as well. Some bankruptcies of weaker firms have already occurred, and more are likely.  Similarly, state and local governments will experience a shortfall in tax revenues and increased strain on their budgets.  Some hedge funds have ascribed a 60% likelihood to this “U” shaped recovery scenario. 

Lastly, many economists are looking at a more extended recovery lasting well into 2021 and possibly beyond. This extended V shaped or “SWOOSH” recovery (named after the Nike logo) will likely cause severe dislocation in many industries and family units.  It also presents the best opportunity for some radical changes and upgrades to the way the U.S. economy operates and could include significant opportunities for renewable energy initiatives across the board. In fact, recent studies show that renewable energy could be a powerful component in generating an economic recovery.

Whatever shape the recovery actually takes, a sound mantra for those public and private leaders who will have to deal with the recovery is “Hope for the Best, Prepare for the Worst.” For purposes of this series, we will assume a “SWOOSH” shaped recovery in deference to the dismal science as opposed to the other recovery scenarios as proposed by the political and trading classes.  Before outlining some of the opportunities for investing in renewable energy as part of the recovery, it is worthwhile to take a look at some of the lessons from the worst economic downturns in American history, especially the Great Depression.
2. The New Deal

The New Deal has become the standard for how the Federal Government should respond to a major national emergency. In her article entitled "The Lessons of the Great Depression,” Lizbeth Cohen of Harvard University states, “By the late 1940s, the United States had exited economic calamity and entered into an unparalleled period of national prosperity --- with measurably greater income equality.  America did not only endure the Great Depression; its response transformed it into a richer and more equitable society.” Of course, the effort of WWII was a big factor in the ultimate recovery, and we would hope that a similar catastrophe doesn’t intervene into the existing crises; but substitute “essential workers” for the returning GIs and elevate the aspirations of people of color to the advancements achieved by women workers in the war effort and there are significant parallels as to how American society might change for the better during the recovery. 
The New Deal had two key arms that it used to stimulate the economy. First, public spending at the Federal level on programs such as the Public Works Administration, the Civilian Conservation Corp, and the Works Progress Administration was successful in getting Americans working again. Second, public/private partnerships were also established; the Reconstruction Finance Corporation (RFC) established lending programs to mobilize private capital into publicly desirable investments.  The RFC was able to repurpose excess bank funding into these investments, often shifting the focus of existing companies into new lines of business. Similarly, the Federal Housing Authority (FHA) and the Rural Electrification Program (REA) served as innovative ways to mobilize private capital towards new home construction nationwide and electricity for forgotten areas of the American heartland. Parallel opportunities exist in renewable energy in residential construction, or all construction, to LEED standards for commercial buildings or mandates for affordable housing to be built to high energy conservation standards. Similarly, the challenge that faced the REA exists in the need to deliver reliable broadband service to remote or underserved urban areas.  Some of the programs from the New Deal still exist such as the TVA or the REA and some of the principles from other programs have been adopted to federal government lending or stimulus undertakings over the past 90 years.  What may be lacking in these new initiatives is the willingness to experiment with solutions, try, fail, restructure and try again, which was central to many of the New Deal programs. As Richard Walker, Director of the Living New Deal, explains in discussing the transition from the New Deal to the Green New Deal: "Combating climate change is a worthy centerpiece of a new New Deal, but it must be part of a program of national reconstruction and renewal for all. This great nation can rise to the challenge if it has the right vision and good leadership. We did it before and we can do it again.” (3)

3. The Green New Deal and Current Congressional Action

As we turn from the New Deal to the Green New Deal, we see a series of objectives articulated without specific programs attached.  This is unlike its New Deal namesake, which as noted, introduced a flurry of programs in the early 1930s designed to stimulate the economy and generate employment.  The Green New Deal was developed prior to the onslaught of the COVID-19 virus and the related economic slowdown, so it cannot be faulted for being only a set of objectives. However, serious thinking as to how to put together programs to achieve those objectives is needed. 

Focusing specifically on the energy related objectives of the Green New Deal, they include:  

· “making public investments in the research and development of new clean and renewable energy technologies and industries”
·  “directing investments to spur economic development, deepen and diversify industry and  business in local and regional economies, and  build wealth and community ownership, while prioritizing high-quality job creation and economic, social, and environmental benefits in frontline and vulnerable communities, and deindustrialized communities, that may otherwise struggle with the transition away from  greenhouse gas intensive industries” (4)

In an effort to expand on these objectives, Speaker Pelosi created the Select Committee on the Climate Crisis in 2019 to craft a framework for climate legislation going forward.  Complementing and expanding on the work of the House Natural Resources Committee and the Senate’s Energy and Natural Resources Committee, the Select Committee was scheduled to release its recommendations in March 2020 but decided to delay the release of the report due to the pandemic. The report was finally released on June 30th. (5)

A quick review of the Select Committee’s recommendations show that the report provides clear direction for a broad range of initiatives led by the Federal Government in areas such as energy efficiency for residential and commercial buildings, vehicle manufacturing, tax credits and expansion of the Advanced Research Projects Agency (ARPA-E). In summary, Select Committee member Kathy Castor (D-FL) states, “We are looking for solutions to the climate crisis that provide multiple benefits- that reduce carbon pollution, that protect communities and provide good jobs.” A natural extension of those objectives, in an economic recovery program, will be a focus on renewable energy as a driver for economic expansion. 

Even more recently, on June 22, Speaker Pelosi announced the passage of the $1.5 Trillion (est.) Invest in America Act, or the so-called Moving Forward Act (H.R.2.) as developed by the Committee on Transportation and Infrastructure. The bill is now with the Senate. This broad infrastructure-oriented bill touches areas from Health Care Infrastructure to the U.S. Post Office and addresses Clean Energy with the following emphasis: 

“Clean Energy: 

· Modernizes our energy infrastructure for a clean energy future by investing more than $70 billion to transform our electric grid to accommodate more renewable energy, expand renewable energy, strengthen existing infrastructure, help develop an electric vehicle charging network, and support energy efficiency, weatherization, and Smart Communities infrastructure.

· Reinvigorates our commitment to renewable energy and combating the climate crisis by building on current successful tax incentives that promote the deployment of green energy technologies while providing new incentives for activities that reduce carbon pollution.

· Encourages “greening the fleet” by supporting widespread adoption of zero emission cars, vans, and buses through tax credits for purchasing vehicles, supporting zero-emission vehicle manufacturing, and deployment of publicly accessible electric vehicle charging infrastructure including underserved communities. 

· Promotes green energy and efficiency projects that adopt high-road labor practices.”  (6)
The work of the Select Committee on the Climate Crisis, the Moving Forward Act, and other future Congressional initiatives will most likely be consolidated in the Democratic platform as we prepare for the 2020 elections. Some of the work may even leak over to the Republican platform as well. At a minimum, the notion that clean energy will play an important part in the economic recovery is gaining traction. 
4. How to Pay for It?

The Moving Forward Act and many other initiatives can get in line for appropriations as Congress and the Administration struggle with the best approaches to reinvigorate the economy, provide supplements to unemployment and to flailing small businesses, and deal with a host of other demands for funding.  With $3 Trillion already approved, the Administration already calling for an additional $2 Trillion, the needs of state and local governments to supplement their budgets (which largely have a fiscal year beginning July 1) due to tax shortfalls, and a host of other demands for fiscal stimulus, there is likely to be an interesting debate between progressive voices and budget hawks over the next several months. 

Just as John Maynard Keynes and Keynesian economics became key ingredients in the debate over government spending during the Great Depression, at least one new economic approach, Modern Monetary Theory (MMT) may become the flashpoint of debate in addressing the extent of the stimulus programs being advanced. Briefly described, “MMT argues that governments create new money by using fiscal policy. According to advocates, the primary risk once the economy reaches full employment is inflation, which can be addressed by gathering taxes to reduce purchasing power.” (7)

Professor Stephanie Kelton of Stony Brook University is a leading advocate of MMT and her theories are outlined in her new book. “The Deficit Myth” as well as several recent articles including “Learn to Love Trillion-Dollar Deficits” in The New York Times. (8) 
Whatever the debate, the reality is that there will be a several Trillion dollar deficit if the “V” shaped recovery does not materialize. Even with a “V” shaped recovery, there will be a need for funding beyond the $3 Trillion already committed to cover fiscal aberrations like the state and local government budget shortfalls. Congress has approximately one year to obligate these trillion dollar packages as the U.S. Debt Ceiling has been suspended until July 2021 as a result of last year’s budget compromise.

One certainty however is that there will be an abundance of liquidity in the U.S. in the coming months.  The Federal Reserve seems to be willing to buy every debt instrument in sight to inject liquidity into the market (except municipal debt so far), and American savings in April rose 33%. The question, if these savings remain in checking and savings accounts, is, "Are the banks capable of fulfilling their classic role of recirculating these savings into loans?” With appropriate government guarantees, they did so during the Great Depression when there was also excess liquidity. Can they do it again? The current business models of the money center banks do not focus on commercial loans as a key income source although regional and community banks are still capable. At a minimum, certain generations like the Baby Boomers are likely to significantly reduce spending, after the May surge, as they remember tales from their mothers on gas rationing, scrap rubber drives and all the other conservation programs of WWII. Rebounds in the travel industry, especially cruises, table dining, new automobile sales, and similar larger ticket items are unlikely, as Boomers, with the largest share of disposable income among the generational strata, prepare for a transfer of wealth to their children and grandchildren who may have lost jobs or faced other economic hardship. 
5. Next: Drivers for an Economic Recovery

Based on the background in the preceding sections, the next installment in our series will turn to looking at the opportunity for renewable energy to be a key driver in recovery of the U.S. economy. Examining a key study from Oxford University as well as several other studies on recovery prospects, we will do a dive into the methodologies and conclusions of these studies.  
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