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Highlights

* Climate policy is set to take a major U-turn under Donald Trump’s second term. The president-elect will likely priori-
tize rolling back regulatory powers and direct spending that expanded significantly under President Biden.

* The Inflation Reduction Act’'s marquee tax credits are also on the chopping block. There are several executive and
procedural tools available to the incoming administration to roll these back as well, including rewriting tax guid-
ance, leveraging the Congressional Review Act and existing legal challenges to agency rulemaking.

* There will be, however, legislative challenges to cutting tax credits in that 82% of estimated investments related to
the Inflation Reduction Act have gone to districts held by Republicans.

* The potential for the Trump administration to open fiscal room by cutting the IRA could be significant, however.
Updated estimates of total climate spending under Biden now top $1 trillion over the next decade - funds that
could be re-prioritized to tax cuts and other preferred policy measures.
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In the lead-up to President-elect Trump’s inauguration
next year, discussionis already occurring around where
climate policies and spending will be cut. Republicans
have pushed against climate spending repeatedly
since the passing of President Biden’s marquee Infla-
tion Reduction Act (IRA), with multiple attempts by the
house and senate to block or repeal certain aspects
of the legislation. For his part, Trump has consistently
promised to divert funding to other priority areas and
undo as much of the legislation as possible.

Even during Biden’s term, there were already 30 indi-
vidual attempts’ at repealing parts of the IRA by repub-
lican members of congress using a variety of proce-
dural tools - leveraging control of house committees
to introduce bills at either the house or senate, Con-
gressional Review Act resolutions, and amendments
to appropriations bills. While these efforts ultimately
failed, it does show a relatively unified front in undoing
key parts of the IRA since some of the bills did at least
pass the house.

So what do we think is going to be on the chopping
block in the coming months?

Exhibit 1: IRA Regulations & Key Spending

Key examples

Breaking down climate spending and regula-
tion during Biden’s term

The centrepiece of Biden’s climate policies was obvi-
ously the IRA, a mammoth piece of legislation that
allocated hundreds of billions into production and in-
vestment tax credits for greening the electricity grid,
carbon capture, clean technology manufacturing, and
rebates for electric vehicles and green home retrofits.
However, while those big-ticket items made most head-
lines, much less discussed were direct spending initia-
tives, loan & financing programs, and most notably, a
significant expansion of regulatory powers for govern-
ment departments and agencies. The IRA was also ac-
companied by the Bipartisan Infrastructure Law - a key
piece of legislation that had some elements of the en-
ergy transition baked in, including the National Electric
Vehicle Infrastructure program.

The Joint Committee on Taxation (JCT) originally scored
the IRA at approximately $370 billion in total spending
over a 10-year timeframe (later updated by the CBO to
$393 billion). More than two years have since passed
and it is clear that their original scoring was woefully
insufficient. There are two reasons for this. First, the in-
vestment and production tax credits were uncapped,
and the original scoring underpredicted demand. A

Original scoring (CBO
estimate), $ Billions

Updated scoring (Goldman
Sachs estimate), $ Billions

EPA methane emission reduction program - -
EPA source performance standards for fossil fuel power plants - -
Regulations EPA multi-pollutant emissions standards for light- and medium-
duty vehicles i i
SEC climate disclosure requirements - --
Clean electricity 161 274
Energy efficiency 37 44
Clean vehicle & Monufoctur.ing 37 193
energy tax Electric vehicles 14 393
Srovisions Clean hydrogen 13 49
Biofuels 6 43
Carbon capture and sequestration 3 34
Total tax credit spending 272 1030
Agriculture and forestry 21 -
Direct spending |Energy grants and loans 28 -
(loan programs & DOE Loan and Grant Programs 10 -
financing Air pollution 30 -
initiatives) Other grants and loans 41 --
Total grants and loans 121 120
Total IRA spending 393 1150

Source: Congressional Budget Office (CBO) Sept. 2022, Goldman Sachs (Carbonomics, Mar. 22, 2023).
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total of 354 clean energy and manufacturing projects
alone have been announced since passage of the IRA,
with investment dollars alone totaling $130 billion2. Giv-
en a preference for production tax credits with payout
over the life of a given facility, the financial liability for
the government has increased significantly.

Moreover, the interaction between regulation and tax
credits has also become clearer. A key example of this
is the Environmental Protection Agency’s (EPA) recent
multi-pollutant emissions standards for light- and me-
dium-duty vehicles, which strictly limits tailpipe emis-
sions through 2032. The EPA estimated that automak-
ers would require approximately 72% of sales to be
BEVs and hybrids to reach that target®. This resulted in
a significant increase in the estimated federal liability
for EV rebates.

In thinking about what Trump then might reverse and
its broader fiscal impact, we can broadly break down
climate policy under the Biden Administration into
three buckets: Regulation, clean vehicle & energy pro-
visions (tax credits), and direct spending, including
loan & financing programs.

What is and isn’t on the chopping block?
Regulations

The regulatory environment is one that will almost
definitely change under Trump. The Environmental
Protection Agency, for example, has experienced a
roller coaster between Trump and Biden. As already
discussed, Biden significantly expanded the EPAs pow-
ers, dllowing them to establish a suite of key regula-
tions covering the power sector, methane emissions,
and tailpipe emissions. But prior to that, Trump’s first
term saw their regulatory authority carved out. By the
end of his term, he had rolled back over 100 regula-
tions related to air pollution, oil & gas exploration, and
other environmental protections®.

Trump has already made it clear that he intends on
reversing big ticket regulations such as the EPAs multi-
pollutant emissions standard for vehicles, methane
regulations that would have mandated an 80% reduc-
tion in projected emissions in the oil & gas sector®, and
fossil fuel power plant rules that would have required
carbon capture systems. The Department of Transpor-
tation corporate average fuel economy standards are
also likely to shift under a new cabinet head.

Exhibit 2: Major Clean Energy Projects since Passage of the IRA

Share of IRA investments going to republican-held districts: 82%

Nevada
Project count: 7
Investment: $6.6 B

Arizona
Project count: 12
Investment: $6.7 B

Source: E2, TD Economics.

Michigan
Project count: 33
Investment: $12.1B

Ohio
Project count: 18
Investment: $7.1B

Indiana
Project count: 12
Investment: $8.3 B

Tennessee
Project count: 19
Investment: $5.4 B

North Carolina
Project count: 23
Investment: $21.1B

South Carolina
Project count: 29
Investment: $15.5 B

Georgia
Project count: 33
Investment: $15.4 B

Project count: 26
Investment: $8.0 B
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What is less clear is what will happen to the kind of
regulatory reform under Biden where the Trump admin-
istration has less ideological opposition. These include
accelerating permitting and environmental assess-
ments for clean energy and manufacturing projects,
lowering fees for renewable energy development on
federal lands, hard-capping federal review processes
for electricity transmission project assessments, critical
mineral permitting, among a slew of others aimed at
more efficient government processes. President Trump
can and likely will still reverse course on some of these
regulations and can issue executive orders either stop-
ping any rulemaking that has not yet been finalized or,
for any regulation that is currently being litigated, pre-
vent further defense in court and remand the regulation
back to the agency where it could die on the vine.

Direct spending

These programs are also likely to be chopped in the
early stages of Trump’s term. Direct rebates, such as
the $7,500 direct rebate for electric vehicle purchases
and those to homeowners for heat pump adoption or
home efficiency measures, are obvious candidates.

Key spending in this category also included a signifi-
cant boost to the Department of Energy Loan Program
Office that originated low-cost loans or provided loan
guarantees through a number of streams, including
the Title 17 Clean Financing Program, the Title 17 En-
ergy Infrastructure Reinvestment program and Ad-
vanced Technology Vehicles Manufacturing program.
These programs were already in existence prior to the
IRA and the Biden Administration expanded their loan
authority, provided additional funding for guarantees
or credit subsidies, and expanded project eligibility.
Authorizations not yet used could be clawed back -
the DoE reported® remaining loan authority of close
to $400 billion as of November. All of these are easy
cuts given that they are not obligated and could have
a massive fiscal impact, particularly given the size of
expected spend on electric vehicle rebates.

The Greenhouse Gas Reduction Fund - Biden’s “Green
Bank” initiative - is also likely to be in the crosshairs,
but could be challenging to reverse. The fund was pri-
marily used as a lending vehicle for low-income and
disadvantaged communities that would otherwise
face difficulty in accessing funding for adopting clean
technologies. Managed by the EPA, the fund has al-

ready obligated all $27 billion of its original budget
authority to grant recipients - primarily non-profits in-
volved in local financing, affordable housing, residen-
tial decarbonization, and community reinvestment. If
the Biden administration is able to dole out the funding
in time (a key priority for the agency right now), then
clawing funds back will be difficult.

Tax credits

The elephant in the room. The bulk of IRA money ob-
ligated is in the form of uncapped production and in-
vestment tax credits (PTC/ITC), most of which has yet
to actually be spent. According to the CBO, most of the
spending related to these credits (which skew towards
PTCs) occurs beyond 2025 when the bulk of new facili-
ties are projected to come online. Trump has stated he
intends on rescinding any unspent funds and a raft of
tools would allow his administration to reverse course.

A bit of procedural background: after a bill becomes
law, federal agencies and departments are then tasked
with issuing guidance on the law’s specific scope, eli-
gibility, and implementation. Proposed guidance is is-
sued, followed by public consultation, revisions, and
final guidance. The Treasury department along with the
IRS have reportedly issued 75 pieces of individual guid-
ance as of October, with several more since then. Final
guidance for the 45X advanced manufacturing produc-
tion tax credit, for example, was issued on October 24th.
Final guidance for direct pay rules for the clean energy
tax credit, allowing state and local governments, non-
profits, and other public entities that have no federal
tax liability to still receive the credit, was only finalized

Exhibit 3: Increases in Projected Deficits From Technical
Factors Affecting Energy-Related Tax Provisions
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on November 19th. There are also elements of the IRA
that have yet to receive final guidance at all, including
the 45V tax credit for clean hydrogen production.

The Trump administration can use several tools to un-
wind the IRA’s tax credits:

- As mentioned above, executive order that stops
any further progress on rulemaking that is not yet
finalized or preventing any agency from further de-
fending rules currently in litigation and remanding
the rule back to the agency. This would be followed
by either rewriting guidance that heavily restricts
eligibility or delaying new guidance outright.

+ A notable development here is the Supreme
Court overturning the Chevron Doctrine in
July. This longstanding rule, also referred to
as Chevron deference, applied in situations
where statutes in law were vague - if a rule
was ever litigated, courts would defer to the
expertise of the agency or department. The
doctrine’s overturning opens up the IRAs tax
credits and regulations to litigation even af-
ter the rule has been finalized, which is why
notionally any tax credit could be on the
chopping block if the agency is sued over
that particular rule.

« The Congressional Review Act (CRA) has a look-
back mechanism that allows congress to review
any agency rule issued within the previous 60
senate session days to be reviewed. The Congres-
sional Research Service has highlighted August 1,
20247 as the cutoff date for the next congress to
use the CRA. A simple majority disapproval vote by
both houses on any rule that was not finalized by
that date would vacate the rule and prevent fur-
ther drawing from the tax credit.

«  Through budget reconciliation, the Trump adminis-
tration could add sunset clauses to tax credits and
use appropriated budget for other fiscal priorities.

In short, there are tools that put essentially everything
on the table. There is but one defense: that there sim-
ply is not sufficient support in Congress to eliminate
everything given that most of the obligated tax credits
and spending related to the IRA has gone to areas con-
trolled by republicans.

Of the clean energy & technology projects announced
since mid-20228, 82% of estimated investments have
gone to districts held by republicans. By state, the top
10 receiving IRA dollars are all republican, including 4
that flipped to Trump in the election: North Carolina
($21.1 billion), South Carolina ($15.5 billion), Georgia
($15.4 billion), Michigan ($12.1 billion), Indiana ($8.3 bil-
lion), Texas ($8 billion), Ohio ($7 billion), Arizona ($6.7
billion), Nevada ($6.6 billion), and Tennessee ($5.4 bil-
lion). As such, even removing individual tax credits that
would mothball those investments could be a chal-
lenge given slim margins in the house®.

Fiscal impact & what to watch

The potential fiscal impact of unwinding the IRA (or
at least large portions of it) and its associated regula-
tions are large. In their February budget and economic
outlook, the CBO estimated that technical revisions to
their understanding of the IRA led to an increase in the
budget deficit by $428 billion through 2033, with more
than half of the increase due to the EPAs multi-pollut-
ant emissions standard (Exhibit 2). Of the $224 billion
estimated impact, $151 billion is attributable to reduc-
tions in revenues due to lower excise taxes on gasoline
sales.

In testimony to the Senate Committee on the Budget
in August, the director of the CBO indicated that, in
the 11-year period between 2024-2034, the IRA’s clean
vehicle and energy provisions will add approximately
$840 billion to the deficit. This is consistent with Gold-
man Sachs estimates for total IRA spending exceeding
$1 trillion (Exhibit 1). President-elect Trump has made
it clear that extending the TCJA tax cuts will be a top
early priority for his administration - rescinding regula-
tions by the EPA and others would open plenty of fiscal
space for those other priorities.

All said, the battle for the IRA will be fought behind the
scenes. Look to individual CRA motions, court cases,
executive orders, and rewritten guidance that test the
support for each individual tax credit and how many
house representatives and senators step up to defend
it along with estimates of the fiscal impact of new tax
measures in order to assess where Trump will prioritize
cutting in order to free up fiscal space.
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