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Common Assets in Public Budgeting

Consider, for example, our atmosphere.  It’s not just today’s pollution that hurts, it’s the accumulation of fumes we’ve been pouring into the air for centuries.  This has already caused ice caps to melt, hurricanes to gain ferocity, and the Gulf Stream to weaken.  Almost universally, the world’s scientists warn that far worse lies ahead.  The question our generation faces is: will we change our economic system voluntarily, or let the atmosphere change it for us?
--Peter Barnes, Capitalism 3.0
Greenhouse gas emissions from heating of residential and commercial buildings and emissions from transportation constitute 27% and 44% of total Vermont emissions, respectively.  Global climate change and its impacts can be traced back to these emissions and their sources.  As Vermont and neighboring states take proactive steps and collaborate to curb emissions from the industrial sector through the Regional Greenhouse Gas Initiative, the need to curb emissions from the residential, commercial, and transportation sector remains unfulfilled.  This paper will examine potential ways to protect our common asset, the air, through economic incentives.

The Regional Greenhouse Gas Initiative: An Overview

The Regional Greenhouse Gas Initiative (RGGI, pronounced ReGGIe), which began in April 2003, is an agreement among the Governors of ten Northeastern and Mid-Atlantic States (Connecticut, Delaware, Maine, Maryland, Massachusetts, New Jersey, New Hampshire, Rhode Island and Vermont) to reduce the emissions of greenhouse gases from power plants.  The RGGI model was developed through the collaborative efforts of energy and environmental agencies, research organizations, stakeholder participation, and state officials. The program components included in the Memorandum of Understanding (MOU) signed by the ten states set a start date for the cap-and trade-program of January 1, 2009.  The program covers fossil fuel fired electric generating units of 25 megawatts and larger and consists of a two-phase cap: to stabilize current emissions through 2014, and reduce emissions by 10% thereafter by 2018.  It should be noted that the stabilizing cap point starts at 4% above the average 2000-2004 annual emissions.  The program also includes a comprehensive review in 2012.

The RGGI action plan also established guiding principles for the program design, including: emphasizing uniformity across the participating states; building on existing successful cap-and-trade programs; ensuring that the program is expandable and flexible, allowing other states or jurisdictions to join in the initiative; starting the program simply by focusing on a core cap-and-trade program for power plants; and focusing on reliable offset protocols (i.e., credits for reductions outside of the power sector) in a subsequent design phase.  The MOU includes the allowance of price triggers and offsets for project-based emissions reductions outside the capped sector to provide compliance flexibility of the program.  Offsets allowances (or “credits”) are certified emissions reductions or carbon sequestration that take place outside the electric generating sector in eligible project areas that meet the program requirements.   A GHG emitting source may not rely entirely on offsets to meet its obligation.  Initially, a source will be permitted to cover up to 3.3% of its emissions with offsets—an amount that is approximately 50% of the projected average emission reduction obligation under the program.  This means that a significant portion of the reductions under the program must occur at the power plants. 

 The program is designed to allow sources to use more offsets allowances if the cost of carbon allowances exceeds prescribed thresholds.  If the cost of allowances reaches $7 per ton on a sustained basis, for example, sources will be permitted to cover up to 5.0% of their emissions with offsets allowances.  If the cost per ton exceeds $10, then sources may cover up to 20% of their emissions with offsets allowances.

Initially, offsets allowances may be issued to verified reduction projects anywhere in the United States in the following areas: natural gas, heating oil and propane energy efficiency; landfill gas capture and combustion; methane capture from animal operations; forestation of non-forested land; reductions of sulfur hexafluoride (SF6) emissions from electricity transmission and distribution equipment; and reductions in fugitive emissions from natural gas transmission and distribution systems.  Offsets from non-participating states may be awarded a one ton credit for each two tons of verified reductions.    

The states have agreed that sources should cover their emissions with allowances every three years.  The three-year compliance period will allow weather-related “spikes” in emissions to be smoothed out over a longer averaging time.  Because the impacts of carbon dioxide emissions are primarily long-term in nature, this temporal flexibility is possible. 

In addition, the states have provided for a “safety valve” that would further extend the compliance period by one year at a time if the allowance price reaches $10 for a sustained period.  This safety valve is designed to help prevent allowance price spikes while at the same time ensuring emissions reductions. 

The emissions allowances under RGGI will be distributed to sources, or otherwise into the open emissions market, by each participating state, as the state deems appropriate.  The states have agreed that at least 25% of the emissions allowances will be allocated to a “consumer benefit or strategic energy purpose.”  This means that revenue from the sale of 25% of the allowances will be used to support energy efficiency, renewable energy, innovative energy technologies or consumer rebates.  This sale of allowances may be achieved through an auction, although states will have discretion in the specific method used for distributing this portion of allowances.

In March 2008, RGGI released the “Design Elements for Regional Allowance Auctions.”  The initial auction is currently planned for September 10, 2008 with a second auction scheduled for December 17, 2008.  Allowances will be made available for sale on a quarterly basis in lot sizes of 1,000 allowances.  The initial auction will offer allowances through a single-round, uniform-price, sealed-bid auction format.  All market participants will be eligible to participate in the initial auction, provided they meet applicable qualification requirement, which will include provision of financial security.  A reserve price of $1.86 per allowance will apply to the first auction.  Any unsold allowance will be made available for sale in future auctions in which a reserve price based on the current market price is being used.  The participating states will retain a professional independent market monitor to monitor auctions and subsequent market activity.


The RGGI program is expected to have modest price impacts.  Using natural gas price projections widely accepted by industry analysts, regional average retail price increases range from 0.3% to 0.6% in 2015, across all rate classes.  Even under a “high gas price” scenario using gas prices that are higher than mainstream analysts expect, projected retail electricity price impacts range from 1.7% to 3.2% in 2015, across all rate classes.  Projected direct electricity bill impacts due to RGGI range from $3 - $16 per average household annually in 2015.

In the future, RGGI may be extended to include other sources of greenhouse gas emissions, and greenhouse gases other than CO2. After the cap-and-trade program for power plants is implemented, the states may consider expanding the program to other kinds of sources.
 Currently, the Vermont State Legislature is reviewing bill S. 350, which proposes, among other things, to expand the RGGI cap-and-trade program to include all significant sources of greenhouse gases, ideally in coordination with comparable efforts in surrounding states. 
 
Managing Transportation Emissions to Protect our Common Asset

From the age of the dinosaurs

Cars have run on gasoline

Where, where have they gone?

Now, it's nothing but flowers

--Talking Heads, “Nothing But Flowers”
Currently, Vermont captures revenue from the transportation sector through the gasoline tax, the diesel fuel tax, motor vehicles fees, purchase and use taxes, and various other small revenue mechanisms (there is also a gas tax collected at the national level and redistributed to the states through the Federal Highway Administration and Mass Transit Account).  In 2005, the total revenue collected from these fees was $209 million dollars.  But these revenues do not capture the amount of rent collected by oil companies who made a reported $123 billion in profits in 2007.  Nor do these revenues go toward protecting the air from transportation emissions, and the subsequent consequences associated with emissions as previously discussed.  Revenues are placed in the Vermont Transportation Fund and allocated for costs such as road, bridge, and culvert maintenance and repair, overhead for the Vermont Transportation Agency, and road, bridge, and culvert construction.

Structure of a Cap and Dividend Program for Transportation Emissions

In order to have a successful cap and dividend program for transportation emissions and ensure public buy-in, the Regional Greenhouse Gas Initiative is an excellent model to follow.  It has already resolved questions regarding what a model would look like, how to maximize stakeholder participation, and how a cap on industrial emissions would work best on a regional level.  The RGGI cap-and-trade program has been well supported by the 10 states participating in RGGI and was created through a multi-year planning process with representation from each RGGI state.  And, perhaps most importantly, RGGI recognizes the necessity of implementing a carbon emissions reduction plan on a collaboratively to protect the states from economic, political, and social repercussions. It is logical, then, that other air emissions programs would follow a similar design, both for ease of implementation and to ensure support from participating states. 

Upstream rent collection is the most efficient and encapsulating point, and in Vermont, the distributors are the most upstream point for rent collection because they bring the fuel Vermonters use into the state and are the highest level of revenue collectors accessible to administrators.  Therefore, it makes sense that the auction participants would be mainly distributors, although the auction would be open to the general public, just like RGGI. 

In Vermont, the gasoline and diesel taxes are collected from distributors who import gas or diesel fuel into the state.  Distributors must receive a license from the Department of Motor Vehicles, and then each month report the number of gallons distributed to retailers and the respective tax collected.  The gas and diesel taxes are passed from the distributor to the retailer to the consumer.  In Vermont, there are 142 licensed diesel fuel distributors and 100 licensed gasoline distributors.  The 10 largest gasoline distributors in terms of sales during calendar year 2007 were A. R. Sandri Inc., Champlain Oil Co. Inc., Cumberland Farms Inc., D&C Transportation Inc., Irving Oil Terminals Inc., Midway Oil Corp., R. L. Vallee Inc., S. B. Collins Inc., Summit Distributors LLC, and Wesco, Inc.  Sales from these 10 distributors accounted for approximately 74% of the fuel tax revenues in Vermont.  30 of the distributors licensed to do business in Vermont reported no sales in 2007.



In order to ease the public and private sectors into the cap-and-dividend system, the initial emissions cap on transportation should be similar in structure to the RGGI system.  It would initially determine the current emissions from transportation and then keep emissions at that rate in the initial years.  Permits would determine how many gallons of gasoline and diesel could be brought into the states and region for retail consumption. Then, after a review process, administrators and working groups could determine the appropriate decrease of permits available to distributors in the region. (It is important to note that while permits would regulate the number of gallons brought into and sold in Vermont or the region, the number of permits available would be based on the tons of GHG emissions allowed as determined by scientists, economists, and administrators.  But because emissions are coming from mobile source points, we must trace emissions up the ladder to the actual gallon amount of fuels sold.) From there, the auction structure for permits would be similar to the RGGI model, with quarterly auctions.  One question working groups would have to consider would be the possibility for offsets— would distributors be able to allowed more fuel permits if there was an offset option involved as in RGGI?  How would this affect the regional attempt to curb emissions?  These questions are outside the scope of this paper, but will be important questions to consider in the future.

One question that might concern consumer and citizens is that a cap on transportation fuels would cause the price of gas and diesel to skyrocket, hurting not only their pocketbooks, but also local and regional businesses, as transportation is a cornerstone of our economy.  The answer to this is no.  Because the rent collected from the permit auction would be invested in a trust fund much like the Alaska Permanent Fund, consumers would receive a monthly dividend to offset any increased costs, and ensure that the auction does in fact reflect rent collection and not an increased tax.  A cap on fuels would encourage drivers to drive less, because by reducing their own consumption, they will be able to use their dividends for other purposes (and subsequently spur the economy).  Furthermore, the permit system would have wide public support because as the number of permits is ratcheted down, the money permits fetch in the auction will increase, and so too will the dividends citizens receive.

Another concern might be that a cap on fuels leads to gas rationing.  This is a valid concern, but I would first note that a ratcheting down of available fuels would not occur for several years, and as the current price of gas steadily increases, many consumers are taking action on their own to decrease their consumption because transportation fuels are simply unaffordable.  But I would counter that gas rationing is going to happen at some point, one way or the other.  Fossil fuels are a renewable common asset, but the renewal rate is millions of years.  That means it will take generations before fossil fuels are a viable energy source again, and we are currently running out.  Whether a gas ration happens in 5, 10, or 15 years because we are running out of fuel, if it happens because oil companies keep oil in the ground for speculation purposes, or because of a cap on emissions, gas rationing may very well be in our future.  By putting a cap on fuels now, we not only take a proactive stance on how we use our fuel, we also prolong the length of time we will be able to use fossil fuels.  

Still, our current transportation system relies on personal vehicles and trucking to move people and goods.  As the cost of maintaining our current transportation infrastructure is increasing, the gas tax is predicted to be a viable funding source for transportation only until 2025.  We face a transportation crisis on many levels, and the current structure is not sustainable.  Another benefit of the transportation trust fund is the numerous consumer benefits that can be derived from it.  For example, we could use the rent collected in the permit auction to invest in alternative transportation options.  Is a light rail system in Vermont a possibility?  Could our region increase the number of smart growth communities? Improved mass transit systems?  What about yearly tax rebates for people who drive low-emission, hybrid vehicles?  Car-share services?  What other innovative transportation systems can we create if only we have the means to do so?  These possibilities could be researched, developed, and funded through the transportation trust fund.  

Transportation Emissions in Vermont (January- December, 2005)

	
	Total Gallons Sold
	Carbon Dioxide (million metric tons, mmt)
	Other Greenhouse Gases (mmt)
	Total Emissions (mmt)

	Gasoline
	361,189,501
	3.024
	. 126
	3.15

	Diesel
	67,958,216
	.64
	.03
	.67

	Total
	429,147,717
	3.664
	.156
	.382


Potential Rent Collection from Permit Auction


	
	RGGI ($1.86)
	British Columbia ($10)
	European Union
 ($40)

	Gasoline Emissions: Carbon Dioxide (3.024 mmt)
	$5,624,640
	$30,240,000
	$120,960,000

	Gasoline Emissions: Other GHG (.126 mmt)
	$234,360
	$1,260,000
	$5,040,000

	Diesel Emissions: Carbon Dioxide (.64 mmt)
	$1,195,980
	$6,400,000
	$25,600,000

	Diesel Emissions: Other GHG (.03 mmt)
	$49,848
	$300,000
	$1,200,000

	Total Rent
	$7,104,828
	$38,200,000
	$152,800,000


Through RGGI, Vermont received 1,225,000 permits for the cap-and-trade auction.  Of this, Vermont only “needs” 50,000 to cover our own power plant emissions, or 4% of the total allotment.  Under this same structure, if Vermont received enough through a regional cap-and-dividend program to cover our total emissions from transportation, we would receive 3,820,000 permits.  However, if this were only 4% of our total permits (as with the power plants), our total permits allotment would be 95,500,000, and with a minimum price of $1.86 per permit (assuming all permits are sold), Vermont would potentially collect $177,630,000 in rent.  Of course, this is not an accurate number because many of the permits secured for RGGI were through back door “horse trading” as described by David Farnsworth, Staff Attorney at the Vermont Public Service Board; additionally, Vermont’s industrial emissions are significantly lower than the other states involved in RGGI which is the not the case for our transportation emissions (the transportation sector accounts for 44% of emissions in Vermont compared to 26% nationally, and continues to grow by 1.1% per year with a largely rural population and no major mass transit planning in the near future
).  We also do not know how many permits would be available.  On the other hand, with the steady rise of gas prices, decreasing numbers of vehicle miles traveled per capita, increased fuel efficiency of cars, and a growing number of fuel efficient car sales, it is difficult to predict what will happen with transportation emissions.  But, just as a prediction based on the RGGI model, $177 million in rent collection from transportation sector permits is an interesting number to ponder.

So how do you change paradigms? ...In a nutshell, you keep pointing at the anomalies and failures in the old paradigm, you keep speaking louder and with assurance from the new one, you insert people with the new paradigm in places of public visibility and power.  You don’t waste time with reactionaries; rather you work with active change agents and with the vast middle ground of people who are open-minded.

Donella Meadows, “Leverage Points: Places to Intervene in a System”
The absorptive capacity of the air is quickly reaching a tipping point, and the health and environmental consequences will be catastrophic, as we have seen from events like Hurricane Katrina, and the rise of asthma rates among children.  The transportation infrastructure in the United States is at a crossroads on many levels, as well.  Whether because of our infrastructure conditions, our failing ability to maintain the infrastructure, our unsustainable use of fossil fuels, or other, we are at a focusing point in history to envision the future of transportation.  The transportation cap-and-dividend system, and the creation of a trust fund to manage it, should be integral parts of this future.  In doing so, these programs will revolutionize the way we think about the air, the atmosphere, and their relationship to transportation.  It will create a realistic and practical way to curb emissions from the transportation sector, and it will have huge buy-in from the community who will also begin to take responsibility for their contribution to pollution.
Emissions from Heating of Residential and Commercial Buildings

Heating of residential and commercial buildings are responsible for 27% of greenhouse gas emissions in Vermont.  There are two main fuel sources used for heating, the first being natural gas.  Natural gas is carried throughout the United States through an intricate system of pipelines that cross state borders and connect in regions to major distributors.  Unlike almost anywhere else in the country, Vermont has only has one pipeline crossing into its territory. This pipeline enters in across the Vermont-Canada border and only travels as far south as Chittenden County.  Therefore, only residential and commercial buildings in Chittenden County and locations north of it have the option of using natural gas to heat their business or home.  Additionally, there is only one provider in Vermont from which an individual or business can receive their natural gas from: Vermont Gas Company.  Vermont Gas owns the rights to the pipeline that enters from Canada and therefore has full claim to the distribution of the heating source.

In the remaining areas of Vermont, individuals heat their home or business through some form of heating oil.  These heating oils are brought into the state by over 120 retail distributors who can sell heating oil to various commercial and residential buildings directly.  The retail distributors may have a tanker truck or storage tanks that have the capacity to hold fuel, and can buy the oil from wholesale distributors such as Valero (who is the largest distributor to Vermont).  If retailers do not have tanker trucks or storage tanks, they contract out to “jobbers” who go to the distributor for the retailer and bring oil to the retailers, who can then sell heating oil to residential and commercial buildings.  It is often difficult to determine which wholesalers, retailers and jobbers to go to in order to obtain heating oil.  In fact, it can be the case that a retailer is also a wholesaler, and wholesalers can be anyone from Morgan Stanley (who currently has the largest tanker storage for the Northeast region) to Exxon-Mobil.  The industry is largely unregulated when it comes to distribution, as there is no formal governmental permitting or licensing process for distributors.  While the Vermont retailers are fairly well known, it is near impossible to determine all the wholesalers they buy from without conducting interviews with each individual retailers, especially when wholesalers can be in any state.  

Current Management and Revenue of Heating Oil

Currently, there is no real management structure in place for distributing or selling heating oil.  Besides the regulation of what steps a trucker must take before getting into the truck or how the truck should be labeled, heating oil has minimal oversight requirements.  People in the business of distributing heating oil, or in other words the 120-plus retailers, are required to register with the state of Vermont and get a resale number.  The retailer receives a booklet of “coupons” which have information about their distribution on it and gives them permission to sell heating oil.  

Two taxes are levied on heating oil.  The first is a half-cent per gallon tax on storage tanks, which goes directly to the petroleum clean up fund.  The other tax is a half of one percent of the fuels gross receipts tax, which goes directly to a weatherization subsidy program for lower-income individuals.  Otherwise, all heating and electricity used for the direct or indirect manufacturing of goods, farming, or residential buildings, are exempt from all sales and use taxes.  
Future Management of Heating Oils

As the system is structured currently, the unearned income we call rent is being left in the hands of the polluters.  Two options seem feasible to shift the rent and reduce pollution.

Option One

The first option is to capture the rent as far upstream in the pollution ladder that is possible.  In the case of heating oil in Vermont, this would have to be the 120-plus retailers of heating oil.  Capturing rent at the wholesale level would prove to be ineffective because we currently have a system that does not regulate or keep track of wholesalers.  Rather, we should require retailers of heating fuels to purchase carbon permits.  Since the retailers already are required to purchase permits to sell the fuel, a management structure will not need to be created.  When retailers purchase sale permits, they would also be required to purchase carbon permits.  The cost of the carbon permits would be based on the profits they earned from the number of gallons of fuel they sold to residential and commercial buildings for heating in the previous year.  Peter Barnes, the well-known advocate of carbon emissions reduction, indicated that 3% of Gross Domestic Profit would be an appropriate percentage of unearned income to consider a rent collection.  Therefore, it seems reasonable to require that 3% of last year’s earnings for each retailer be the price of the carbon permit.  When the retailer registers with the state, they will have to bring evidence of their past years earnings and produce 3% of those earnings to purchase the following year’s carbon permit.

The same model could be used for natural gas as well.  Vermont Gas would have to purchase a carbon permit also based upon 3% of their last year’s earnings.  For example: if a retailer earned $100,000 last year from the sale of heating fuel, they would be required to pay $3,000 for the carbon permit for the next year.  This would encompass the rent on the unearned income above the reasonable earnings profit.  

As may be obvious, the advantage to this form of rent is that it is progressive rather than regressive.  For those retailers who did not sell as much heating oil as their competitors, they will not be required to pay the same amount.  Additionally, the carbon would be based on real earnings rather than speculation since it will be collected for the year that just passed.  

Option Two

Replicate the British Columbia (B.C.) model in which a carbon tax is levied on consumers and businesses.  In B.C., the tax on heating oil is expected to start at 2.7 cents per litre and increase to 8.2 cents per litre over the next five years.  The revenue from the tax will return to taxpayers in the form of income and business tax cuts, as well as a one-time $100 dividend for every citizen and an annual dividend of $100 per adult and $30 per child for lower-income citizens (Canadian Press, 2008).

In Vermont, a carbon tax would be based on a set amount per gallon of heating oil.  Since a 0.5% fuel gross receipts tax, a .3% utilities gross receipts tax, and a 5% sales tax on commercial energy is already levied on commercial and residential heating fuels and natural gas, the rate could just be increased by an amount deemed suitable and appropriated as rent collection.  It may even be fitting to consider the B.C. model for the calculation of rent in Vermont.  If two and a half litres equals one gallon and B.C. has a 2.7 cents per litre rate on heating fuel, it would be logical to multiply the 2.7 cents by two and a half, thus equaling one gallon at 6.75 cents, eventually resulting in a carbon tax of 20.5 cents per gallon of heating oil or natural gas within five years.   The hope is that with the increase in cost to pollute, residents and businesses will be more aware of their contributions to polluting the air and reduce the types of consumption that lead to pollution.

Protecting our Air as a Common Asset

Since any rent collected is certain to be shifted through costs to the consumers, it is especially important to consider how the consumer will benefit from a reduction of carbon emissions. Regardless of whether the appropriate avenue to take in Vermont is option one or option two, a portion of the rent, potentially 50% of it, should be shifted back to the consumers in the form of a quarterly dividend for every individual.  Additionally, the other 50%, split 25% by 25%, should be invested in the research of alternative fuels and the subsidization of using those alternative fuels for residential and commercial heating.  The ultimate goal is to reduce carbon emissions and therefore, not only do we need to provide an incentive to reduce personal footprint, but we must also prepare for the day when these various heating sources are no longer sustainable.  Using a portion of the rent to shift behavior to alternative fuels that eliminate pollution is ideal.  

One reoccurring concern throughout this attempt to calculate rent is that there are gaps in the information available to consumers and government alike.  The lack of regulation overall who the heating oil wholesalers are creates a system in which uncertainty is guaranteed to create a gap in capturing the true amount rent.  Before we can begin to capture rent, we must have full access to information on this industry.  Without knowledge of all the wholesalers selling to Vermont, we are surely losing some of the unearned income that they put into their pockets.

Next Step: Pass S.350

Currently, the Vermont legislature is considering bill S.350, which includes two major components that will improve our ability to manage the air as a common asset.  The first is to “establish an inventory of greenhouse gas emissions and sinks, and to require reporting of certain emissions and the development of a regional greenhouse gas registry” in order to track the balance of greenhouse gas emissions and sequestration in Vermont.  The second major component of the bill “proposes to expand the RGGI cap and trade program to include all significant sources of greenhouse gases, ideally in coordination with comparable efforts in surrounding states.”  

S.350 also proposes to amend Act 250 (The Land Use and Development Act) to support multimodal transportation capabilities; to support alternative modes of transportation including passenger, rail, and public transit; to upgrade the state’s residential and commercial building codes; and to require the development of minimum building efficiency standards that must be met at the time of property sale.

The bill proposes to increase registration fees for new cars that get a low number of miles per gallon, to decrease the purchase and use tax for certain efficient vehicles, and to assess a surcharge on the purchase of certain inefficient new vehicles. 

We recommend that the Vermont legislature pass S.350, especially those components that extend the scope of RGGI to all sources of all greenhouse gases on a regional level.

Conclusion
Any program that would protect the air as a common asset must be politically feasible.  Legislators must be able to go back to their constituents certain that they did the right thing.  It is easy to say that RGGI is beneficial for everyone and that consumers will feel the benefits of this cap-and-auction system through a subsidized weatherization program; but it will not matter if citizens do not see tangible results, and ultimately hold the benefits in their hands.  If we change the current RGGI structure to include a dividend for each individual, then we are physically producing the benefit for each individual to hold in his/her hand, providing the opportunity for legislators to show that they have done something for their district, but we are also eliminating the cost-shifting reaction of polluters.  If the rates consumers must pay increase, the regressive effects can be mitigated as long as there is a dividend to offset the cost to the consumer.  In a cap-and-dividend system, we are regaining our property, reducing air emissions, putting money back into the hands of the consumers, and ultimately, continuing to stimulate our economy.
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