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Background

Job generation has been a part of the national dialogue surrounding energy policy and renewable energy
(RE) for many years. RE advocates tout the ability of renewable energy to support new job opportunities
in rural locations and the manufacturing sector. Others argue that spending on renewable energy is an
inefficient allocation of resources and can result in job losses in the broader economy.

The report Study of the Effects on Employment of Public Aid to Renewable Energy Sources, from King
Juan Carlos University in Spain, is one recent addition to this debate. The report asserts that, on average,
every renewable energy job in Spain “destroyed” 2.2 jobs in the broader Spanish economy. The authors
also apply this ratio in the U.S. context to estimate expected job loss from renewable energy
development and policy in the United States (Alvarez et al. 2009).

The analysis by the authors from King Juan Carlos University represents a significant divergence from
traditional methodologies used to estimate employment impacts from renewable energy. In fact, the
methodology does not reflect an employment impact analysis. Accordingly, the primary conclusion
made by the authors — policy support of renewable energy results in net jobs losses — is not supported by
their work.

This white paper discusses fundamental and technical limitations of the analysis conducted by King Juan
Carlos University and notes critical shortcomings in assumptions implicit in the conclusions. The white
paper also includes a review of traditional employment impact analyses that rely on accepted, peer-
reviewed methodologies, and it highlights specific variables that can significantly influence the results
of employment impact analysis.

Summary of King Juan Carlos University Methodology

The authors of the King Juan Carlos study intend to relate the economic efficiency of renewable energy
jobs to those of the broader economy. To do this, they compare the government expenditure per
estimated RE job with the average private-sector resources expended per worker and the average
productivity per worker. Their quantitative approach is shown below.

Subsidy to renewables per worker

Calculation A: -
Average capital per worker

Annual subsidy to renewables per worker

Calculation B: —
Average productivity per worker

The Spanish report asserts that the results derived from the ratios above represent job loss as a result of
public investment in renewable energy. This is based on the assumed principle that every dollar spent
subsidizing renewables represents a reduction of one dollar in private-sector investment and that every
dollar spent in the private sector will generate jobs equally.

In contrast, traditional jobs analyses evaluate how changes in demand for specific goods and services
will affect economic activity and jobs within specific industries, their supply chain, and the broader
economy. The input-output tables applied in traditional analyses are derived from real inter-industry
transactions at a specific time. The most sophisticated analyses account for a reduction in demand where



substitutions occur (e.g., reduced demand for conventional electricity generation due to new renewable
generation), as well as the effects of government expenditures and changes in commodity prices (e.g.,
electricity).

Fundamental Limitations

e The metrics used in the Spanish study are not jobs impact estimates. The primary conclusion of
the report is that the Spanish economy has experienced job loss as a result of its RE installations.
However, comparing the RE subsidy per job with the Spanish economy’s average capital per job and
average productivity per job is not a measure of job loss. Traditional methods for estimating jobs and
economic impacts are discussed below.

e The comparison of RE jobs with average economy-wide metrics fails to recognize the
variability within the modern economy. The cost of job creation varies significantly among
economic sectors. For example, creating employment for legal or medical professionals costs more
than creating employment for clerical or administrative professionals. Applying a methodology that
compares renewable energy employment with an economy-wide average explains very little about
how RE job creation compares with comparable industries. A more informative analysis would
compare metrics relating to RE workers with metrics for workers in other electricity generating
industries. It would also show the range of metrics that exist across industries rather than economy-
wide averages.'

e The report fails to account for technology export potential. Robust RE technology exports can
greatly affect economic impacts of renewable energy (Lehr et. al. 2008).With its proactive RE
policies, Spain is already a major exporter of renewable energy equipment (David 2009).” If global
demand for RE technology increases, Spain’s early investment could allow it to capitalize on a
global market for RE technology, which would contribute further to the Spanish economy.

e The study ignores the role of government in facilitating growth of valued new industries.
Governments invest in renewable energy technologies to promote the growth of the industry as a
whole. Emerging RE technologies have not achieved levels of maturity and economies of scale that
traditional technologies have; nor have they benefited from years of public and private investment.
As a result, there may be a role for government to play in leveling the playing field between new and
old technologies and in supporting emerging technologies. In the United States, all conventional
energy technologies received government support in their early stages, and still benefit from
government investment today (EIA 2008).

Technical Limitations

e The calculation of average capital and average productivity per worker is based on jobs
resulting from economic activity at all levels (i.e., it includes direct, indirect, and induced jobs).

! These results could simply suggest that RE jobs require more highly trained — and, therefore, more costly — workers than the
Spanish economy, in general. Moreover, the deviation from the economy-wide average capital and productivity per worker
observed for renewables may be well within the statistical norms of a diverse and robust modern economy.

2 Spain was the second-largest supplier of U.S. wind turbine generator imports in 2007 and 2008, and its overall exports of
wind-powered generator sets reached $469.7 million in 2008 (David 2009).



However, the RE jobs estimate used to calculate the RE subsidy per job is based on a
quantification of direct and indirect impacts only. The RE employment data used in this analysis
is based on analysis of the direct and indirect job impacts from investment in renewable energy
(MITRE 2003). Yet the average capital per worker and average productivity per worker are based on
employment estimates that include jobs resulting from direct, indirect, and induced economic
activity. A more complete comparison would include induced jobs impacts in the total RE jobs
estimate that is used to estimate the average RE subsidy per worker.’

e The report relies on jobs estimates that were developed in 2003 and do not reflect Spain’s RE
industries in 2009. The total RE job creation estimate used by the authors was derived from two
hypothetical Spanish deployment scenarios conducted in 2003 (MITRE 2003). However, neither of
these projections reflects the actual deployment of renewable energy capacity in Spain. The authors
imply that these results are a valid approximation. This approach ignores the discrepancies between
assumptions that were reasonable in 2003 and the empirical reality that exists today.

e The report lacks transparency and supporting statistics. It is striking that the authors’
calculations with two very different economic metrics generate the same result. The authors claim
this increases their confidence in their result. However, because there is no statistical analysis, it
does not seem reasonable to draw conclusions regarding confidence in either result. The authors also
fail to justify their chosen methodology or cite others who have applied a similar methodology.

Shortcomings in Assumptions

e The authors assume that a dollar spent by the government is less efficient than a dollar spent
by private industry and that it crowds out private investment. Government spending may be
more or less efficient than private investment. To the extent that government spending is a correction
for market failures (e.g., existing fossil fuel subsidies, environmental externalities), it is less likely to
represent an inefficient allocation of resources. Furthermore, there is no justification given for the
assumption that government spending (e.g., tax credits or subsidies) would force out private
investment. This assumption is fundamental to the conclusion that Spain’s renewable energy policy
has resulted in job loss.”

Even if every public dollar spent on renewables does result in fewer jobs than the average dollar
spent in the Spanish economy, public investment in renewables will only result in overall job loss
when: there is full employment, all private-sector funds are spent on job-generating activity (i.e., not
on shareholder dividends or paying down debt), and there is no positive benefit for the society from
renewable energy in general. Without each of these conditions holding true, one cannot claim that
public investment has resulted in job loss, regardless of the efficiency of the public investment.

e The authors assume that results from Spain are reflective of the impact of RE technologies in
other countries. Countries have different regulations, policies, and incentives for renewable energy.

? Direct and indirect impacts include the impacts from expenditures in the industry of focus, as well as the various industries
that supply the industry that is the subject of the analysis. Induced economic activity results from spending income generated
through the original investments at the direct and indirect levels. A full social accounting matrix of economic activity
includes all three levels of economic activity.

* Government spending may result in reallocation of resources.



Minor policy differences can have great impacts on outcomes. Applying a single result derived from
a specific set of market and policy conditions to renewable energy, in general, is a distortion of real
differences in global market and policy conditions. For example, Spanish feed-in tariff (FIT) policies
require utilities to purchase all electricity generated by RE resources at a price that is often much
greater than the wholesale prices paid to conventional generators. This policy differs greatly from
U.S. incentives such as the production tax credit (PTC).

e The report relies on jobs as the sole metric to assess the value of renewable energy. The number
of jobs resulting from an impact analysis is an important metric. However, it is not the only value of
interest. An analysis of relative costs per job within a specific industry or economy fails to account
for the array of costs and benefits that are associated with any investment alternative. For example,
Spain relies on natural gas and coal for roughly 52% of its electricity production (IEA 2006).
Decreasing that dependence has a number of important energy and economic security implications
(NREL et. al. 2008).

In summary, the analysis performed in this recent study is not a jobs impact estimate and, therefore,
provides little insight into job creation or job loss from Spanish RE policy. Additionally, this analysis
has oversimplifications and assumptions that lead to questions regarding its quantitative results. Finally,
the authors fail to justify their implication that because of the jobs comparison, subsidies for renewables
are not worthwhile. This ignores an array of benefits besides employment creation that flow from
government investment in renewable energy technologies.

Nevertheless, the authors’ basic question regarding whether investment in RE provides a positive or
negative employment impact is a fair one. The following portion of this white paper briefly reviews
additional literature that considers this question.

Traditional Employment Impacts Analysis

Traditional methods applied in jobs and economic impacts analyses rely on input-output models to
estimate job creation or loss. These models measure how changes in demand for specific goods and
services affect economic activity and jobs within the specific area of study. At the most basic level, jobs
analyses rely on a straightforward estimate of gross economic impacts from new investments in specific
energy technologies under different scenarios. Such efforts in the United States suggest that, in some
cases, the project-level job creation impacts of wind power are greater than that of conventional energy
generation resources, including coal and natural gas (Tegen 2006, Lantz and Tegen 2008).

More sophisticated models allow for estimates of net jobs impacts. These models account for a reduction
in demand for conventional generation, the effects of government expenditures on RE in the economy,
and electricity price impacts.” The results of analyses applying these more sophisticated models are
mixed; however, with today’s cost projections, RE technology jobs and impacts generally have been
shown to be greater than business-as-usual scenarios. Some examples follow.

The Monitoring and Modeling Initiative on the Targets of Renewable Energy (MITRE) determined that
across Europe, as well as in Spain, renewable energy development would have a net positive impact on

> Such models typically use a combination of input-output and macroeconomic modeling capabilities.



employment (MITRE 2003).® Work focused on Germany, conducted in 2005, found that feed-in tariff
(FIT) policies in their country would result in a surge in employment between 2004 and 2008 as
deployment proceeded rapidly; but net employment would turn negative in 2010 as construction of new
facilities declined and the higher costs of renewable energy impacted the broader economy (Hillebrand
et al. 2006). More recent work finds that, in Germany, net employment remains positive for all
renewables deployment scenarios across a variety of sensitivities, and growing export markets greatly
increase the net employment impact (Lehr et al. 2008).” Finally, an April 2009 study conducted on
behalf of the European Commission’s Directorate-General Energy and Transport shows “[p]olicies that
support renewable energy sources (RES) give a significant boost to the economy and the number of jobs
in the EU. Improving current policies so that the target of 20% RES in final energy consumption in 2020
can be achieved will provide a net effect of about 410,000 additional jobs and 0.24% additional gross
domestic product (GDP)” (Ragwitz et al. 2009).

In general, comprehensive analyses show that net employment impacts are sensitive to assumptions
regarding future energy prices, strategies for addressing greenhouse gas (GHG) emissions reductions,
and the capacity to export technology. With increased awareness of potential energy price scenarios,
recent research has found that it is only when conventional energy prices are forecast to be very low that
net employment impacts from RE investments are negative.

Conclusions

The recent report from King Juan Carlos University deviates from the traditional research
methodologies used to estimate jobs impacts. In addition, it lacks transparency and supporting statistics,
and fails to compare RE technologies with comparable energy industry metrics. It also fails to account
for important issues such as the role of government in emerging markets, the success of RE exports in
Spain, and the fact that induced economic impacts can be attributed to RE deployment. Finally,
differences in policy are significant enough that the results of analysis conducted in the Spanish context
are not likely to be indicative of workforce impacts in the United States or other countries.

Energy policy has always been a politically charged subject. And in today’s economy, where job
creation is at a premium, questions pertaining to the impact of energy policy on employment magnify
the sensitive nature of this debate. Measuring long-term economic and employment impacts is a
complex task, sensitive to an array of unknowns, including future prices for both conventional fuel and
renewable energy. Because this work is highly sensitive to assumptions and the quality of research, it is
critical that policy makers seriously evaluate the work presented to them; and even after careful scrutiny,
place jobs estimates within the broader context of energy, the economy, the environment, and the future.

6 Remarkably, this is the same resource that the King Juan Carlos University authors use to argue that the Spanish economy is
losing jobs as a result of its policies promoting renewable energy.

" Even with conservative assumptions relative to today’s prices — where renewable energy is not expected to be wholly cost-
competitive until 2020 (at oil prices of $60 per barrel in 2020 and CO, at €15 per ton) — there is a net positive impact that is
further boosted by technology exports. It is only in the most extreme scenarios with very low energy prices ($30 per barrel oil
in 2020) and no exports of RE equipment, that the net employment impact of Germany’s feed-in tariff policies is negative
(Lehr et al. 2008).

¥ In most recent analysis, electricity-price increases from renewable energy deployment are minimal. The U.S. Energy
Information Administration’s analysis of two scenarios with a national 25% renewable energy standard (RES) showed that
national electricity prices are impacted by less than 1% by 2030 (EIA 2009). A similar NREL report showed that of the RES
proposals analyzed, no state experiences electricity price increases of more than 5%, and most states actually experience
electricity price decreases rather than increases (Sullivan et al. 2009).
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