
RGGI References in Making Climate Policy Work 

 

Chapter 1:  A Turn Towards Markets 

RGGI’s vision is the most realistic and generally applicable precisely because it is the most 

pragmatic about what is able to be achieved. The program encompasses states with varied 

political interests around climate change, ranging from the highly ambitious to the cautiously 

engaged. It covers only the electricity sector – where the technologies for cutting emissions are 

most mature – with transparent and predictable program rules. Even in the power sector, 

however, RGGI is not the only or even main show in decarbonizing its participating states’ 

electric grids. Other policy programs are having a bigger impact, including state renewable 

portfolio standards; subsidies that keep nuclear power plants, which are prodigious suppliers of 

zero-carbon power, from shutting down; and other government-managed regulatory and 

procurement efforts all aimed at making the RGGI states’ power infrastructure less carbon-

intensive. In many respects, the RGGI system represents the high-water mark for what 

subnational markets can do: RGGI supports the broader goal of deep decarbonization, generates 

discretionary revenue streams for participating governments, and increases the static economic 

efficiency of a policy portfolio – all in a single sector. Its benefits are clear and relatively  modest. 

Among purists, RGGI is often mocked because its prices are low (about $5–6 per metric ton of 

CO2 emissions in 2019) and coverage is limited to just one sector. We see the experience 

through a completely different lens: RGGI works because its architects knew what they were 

doing and designed a system that is politically feasible and durable. 

 

Chapter 2: Ambition 

A similar set of patterns can be seen in the northeastern United States’ Regional Greenhouse 

Gas Initiative (RGGI). Originally comprised of ten states that set up a linked cap-and-trade 

program for electricity sector emissions, RGGI wobbled slightly when a Republican 

administration in New Jersey decided to withdraw. Litigation and public relations campaigns 

aimed to keep New Jersey in the trading program,1 but what eventually brought the state back 

in was the very force that precipitated its departure: political regime change.2 Firms and 

governments participating in RGGI know that states may come or go, with the consequences 

managed through an informal political process rather than a legal one. 

 

Chapter 3: Coverage and allocation 

RGGI is mentioned in the context of an electric-sector only market. 

 

Chapter 4: Revenue and Spending 

In other contexts, the politics are different. Under the RGGI program, the details vary by state 

since each controls its own revenue spending (Figure 4.3). Most states devote most of the 

resources to green spending, with the majority of funds flowing to state energy efficiency and 

clean energy programs. A few states – such as Maryland and New Hampshire – use a portion of 

their proceeds for revenue recycling purposes. As policymakers try to have a bigger impact on 

 
1 In re: Regional Greenhouse Gas Initiative (RGGI), Case No. A-4878-11T4 (N.J. Sup. Ct. App. Div. Mar. 25, 2014). 
2 H.J. Mai, “New Jersey adopts rules to rejoin RGGI, heading to 100% clean energy by 2050,” Utility Dive (June 18, 
2019). 



the status quo, they will be forced to find the revenues they will need to compensate more 

groups that are disrupted – which, over  time, may raise the use of revenue recycling and 

targeting to specific groups. However, at least in the early stages of implementation – when 

prices are low, revenues are small, and special interests are highly organized to capture them for 

green investments – the data show that revenue recycling plays only a minor player overall. 

 

 
Figure 4.3: Revenue uses in RGGI (million USD in 2017) 

Source: RGGI, “The Investment of RGGI Proceeds in 2017” (Oct. 2019), 

https://www.rggi.org/investments/proceeds-investments. We include reported spending on 

energy efficiency, clean energy, and climate mitigation in our “green spending” category. 

 

The RGGI program also reveals some of the political dynamics that can emerge when political 

leaders decide to re-purpose funds. The Governors of New York and New Jersey have both 

diverted RGGI revenues to the state’s general fund at points in the program’s history, raising 

concern from environmental NGOs and others who have supported a green spending agenda.15 

Similarly, California’s Governor borrowed $500 million from California’s green fund for the 

state’s general budget fund in 2016.16 That these experiences were noticed and generated 

some pushback suggests organized political support for green spending is resilient. 

 

 

The RGGI program provides a useful counterpoint, as the organizations that spend RGGI funds 

are better designed to provide more discipline and accountability on how those funds are spent. 

Because RGGI states use the vast majority of their funds to support utility energy efficiency 

programs or reduce customer bills, both of which are typically overseen by state utility 

regulators that have more robust systems of accountability anchored in public finance – the 

temptation is reduced for a climate policymaker to become political kingmaker or for a broad 

array of special interest groups to make the case for healthy forests, climate-resilient soils, or 

whatever green-flavored spin on their self-interest resonates at the moment. State clean energy 

programs are not without their complications and potential shortcomings, but a robust 

ecosystem of analysis has developed and is situated in a well-established regulatory context in 



which consumer,  environmental, and utility advocates can also express their views.3 Similarly, 

California’s climate dividend program to provide rebates to utility customers is overseen by the 

state utility regulator in a public process that is highly accountable. The contrast with green 

spending programs’ near-total lack of independent oversight is notable. 

 

Chapter 5: Offsets 

RGGI does allow but hasn’t relied on any significant number of offsets, perhaps because the 

carbon price is too low for offsets to make much of a difference to polluters’ bottom lines. 

 

Chapter 6: Market Links 

The institutional challenges of managing cross-border market governance are particularly acute 

for subnational governments. Of the three multilateral systems in existence, two are led by 

subnational governments in North America: the WCI and RGGI programs. Subnational 

governments are more aggressive on climate change than their respective national 

governments. The political forces that generate these outcomes are unlikely to change, but, as 

discussed in chapter 2, subnational governments lack the legal authority to sign treaties. The 

agreements they produce are voluntary, and therefore the market links they support are fragile 

and thin. 

 

RGGI faces similar institutional constraints and is even more decentralized than the WCI 

program, owing to its broader membership with more diverse state interests. As a legal matter, 

RGGI is largely a series of state-specific statutes and regulations that duplicate, with some 

unique state-specific accommodations, a model rule developed and periodically updated by 

participating jurisdictions. A 2005 Memorandum of Understanding and its subsequent 

amendments provide some specific provisions for the shared operation of the market and allow 

for states to withdraw on thirty days’ notice, but since then many of the program design details 

have been managed through the development and updating of the RGGI Model Rule.14 There is 

no real pretense of control beyond what participating states agree to do together. When New 

Jersey’s Republican Governor Chris Christie decided to withdraw from the program, for 

example, a state court found that legal challengers could not compel the state to retain its cap-

and-trade regulations following withdrawal.15 

 

Critically, what holds this system together is not law and the creation of robust, tradeable 

property rights, but rather a shared vision of parallel efforts at low levels of ambition. Design 

decisions are made according to the evolving political views of current and prospective 

participants. And because RGGI features so many parties – none of which hegemonically 

dominates the group’s overall agenda – the program  must be transparent and predictable. 

(Indeed, as we will discuss in the next chapter, RGGI may have a modest level of ambition and 

low carbon prices, but its market design anticipates and resolves many of the political challenges 

with allowance oversupply that hobble the WCI system.) The largely egalitarian cooperation of 

 
3 For context on state-level programs and the challenges with projecting costs and benefits, see Ian Hoffman et al., 
“The Cost of Saving Electricity Through Energy Efficiency Programs Funded by Utility Customers: 2009–2015,” 
Lawrence Berkeley National Laboratory (June 2018), https://emp.lbl.gov/publications/cost-saving-electricity-
through. 



RGGI states works because it is anchored in stability-oriented market design features that make 

market behavior more predictable and risk management more tractable. 

 

Given subnational governments’ limited institutional capacities and legal authorities, it’s no 

wonder that both the WCI and RGGI programs feature links between programs that are almost 

identical at the individual level. Each system features identical sectoral coverage: RGGI applies 

to the electricity sector in each of its members; WCI applies to the electricity, industrial, and 

transportation fuels sectors in each member. Similarly, each system applies the same system-

level architecture for auctioning or freely allocating allowances: RGGI relies primarily on 

allowance auctioning, whereas the WCI system relies heavily on free allowance allocation in the 

industrial sector. 

 

The primary variation in program designs within RGGI and WCI markets reflects the use of 

revenues – the one major area of market design where it is not necessary for each member of a 

linked market to follow similar procedures. Individual RGGI states choose how to spend the 

funds raised at auction, with most electing to fund clean energy programs overseen by state 

utility regulators and a handful including some element of customer rebating or even diversion 

of carbon revenues to the state’s general fund.16 The WCI program also displays substantial 

variations. California pursues a hybrid revenue recycling structure for its electricity sector; no 

such accommodation is needed in Québec, where low-carbon hydropower dominates and 

therefore carbon pricing has minimal impacts on customers’ bills. Similarly, the two WCI 

governments retain unilateral control over their respective revenues and prioritize different 

“green spending” outcomes. 

 

Why political actors overpromise the value of market links 

The case for linking markets has been made for decades on the view that trading between 

programs will lower the total cost of achieving climate goals via gains from trade. We don’t 

dispute that potential – the opportunities for cost-effective climate mitigation really do vary 

widely by sector and geography.17 Nevertheless, this framing reverses what matters in practice. 

Carbon offsets have indeed achieved cost reductions, but, as discussed in the previous chapter, 

they do so largely on the basis of false environmental benefits that weaken climate policy goals. 

Formal market links, meanwhile, have not delivered many significant economic benefits, as 

where they exist at all they are usually shallow.  That’s because deep market links that deliver 

gains from trade are possible if and only if there are substantial government capacities available 

to mitigate the consequences of capital outflows and other disruptions to the domestic 

accommodations made in every local market that links. 

 

Climate policy insiders know this. Rather than address these challenges head on, however, many 

policymakers tend to focus on the short-term reputational gains from announcing new market 

links. Nothing excites their NGO allies, philanthropic foundations, and the press like the prospect 

of another government joining forces with those bold leaders who dare to act when others shirk 

a global environmental crisis. These pressures are particularly acute for subnational 

governments whose national counterparts oppose climate policies. Subnational efforts in the 

RGGI and WCI programs were born under the Bush Administration in the United States and the 



Harper Administration in Canada, both of which opposed the international Kyoto Protocol and 

domestic climate policies alike. In the United States, Democratic governors announce that “we 

are still in” the Paris Agreement in response to the Trump Administration’s planned withdrawal, 

and stalwart supporters of clean energy leadership like California and New York trumpet their 

efforts to fight federal environmental rollbacks in court. 

 

California’s situation exemplifies the problem of focusing on political optics ahead of practical 

realities. At the behest of industry, state policymakers have maintained a large and growing 

bank of allowances that help keep market prices low.18 Notwithstanding Ontario’s unfortunate 

departure in 2018, many in the western United States hoped that California would welcome 

Oregon as a new entrant to the WCI program in 2019.19 California policymakers advertised their 

oversupply conditions as an enticement to others, like Oregon, who might want to set up their 

own markets to link with the WCI system – mostly in private, but occasionally in public, too.20 

By relying on a large number of surplus allowances in California, other programs, like Oregon’s 

planned market, could announce bold long-term goals supported by markets without worrying 

as much about near-term price impacts. But given that the California rules feature maximum 

prices that could range as high as $65 per ton in the near  term, and over $100 by 2030 – far 

above historical prices in the $15–18 per ton range – the political consequences of actually 

getting rid of excess allowance supplies are significant. These challenges remain unaddressed in 

current program rules, even if overallocation conditions in the WCI program show no signs of 

going away anytime soon. Time will tell whether Oregon, Washington, or other jurisdictions 

emerge with proposals to copy the market design seen in California and link to the WCI 

program. Meanwhile, not having enough linked partners to absorb some of that oversupply 

raises fundamental questions about the WCI program’s ability to achieve its existing 

participants’ climate policy goals.21 By putting public relations ahead of robust institutional 

designs, Californian policymakers are avoiding the more important conversation: whether it 

makes political sense to rely principally on markets to cut emissions. 

 

In contrast, RGGI is better positioned to accommodate new entrants without risking the stability 

of its program. As discussed later in chapter 7, its market is designed with a number of price 

containment mechanisms to ensure prices are neither too low nor too high, at least as far as the 

politics are concerned. As a result, new entrants and the firms in their electricity sectors have 

significantly more confidence about likely market prices than those considering membership in 

the WCI program. By developing stable market expectations through transparent, adaptive 

market rules, RGGI is able to expand the reach of its carbon price, providing a turnkey solution 

to periphery states whose political leadership decides to prioritize climate policy – however 

modestly. Because RGGI has proven highly adept at expanding (and occasionally contracting), it 

continues to attract new members. 

 

Because governments’ institutional capacity is the critical constraint on links between systems 

with different prices or different market designs, a lot of talk about deeper integration of 

markets is just that – talk. Australia and the EU made the most progress in negotiating what 

would have been the first link between systems with different origins and different market 

designs, with sophisticated considerations about cross-border governance on both sides. But 



those discussions fell apart when the political coalition supporting climate policy frayed under 

Australian PM Tony Abbot’s conservative government in 2014. Others consider the prospect of 

linking the RGGI and WCI programs into a bicoastal North American regime,4 but any such link 

would have to contend with cultural clashes between RGGI’s transparency-oriented, consensus-

building process and California’s tendency to  prefer hegemonic leadership. Consideration of a 

RGGI–WCI link would require navigating differences in sectoral coverage and would also 

highlight the contrasting ways the two programs manage prices, with RGGI employing explicit 

market design elements to guide prices within a modest range of acceptable outcomes, and 

California relying on excess allowances to keep prices from reaching the politically unacceptable 

maximums its market technically allows. These differences in philosophy and market design only 

heighten the challenge of developing shared institutional capacities to manage market links 

across subnational governments.5 

 

Chapter 7: Getting the Most Out of Markets 

How to increase program ambition 

The central problem with nearly all real-world market instruments for cutting carbon is that they 

lack ambition: that is, the carbon prices and emission reductions they produce are far smaller 

than what societies are willing to pursue via regulatory strategies. The compromises 

policymakers frequently make to accommodate the interests of emitting sectors end up 

producing markets that reflect the lowest ambition of all covered sectors. Worse, these markets 

are brittle and unable to respond when conditions change. When prices are low – as they are 

almost everywhere – these flaws aren’t particularly visible or problematic. They become an 

additional barrier to change, however, because any proposal  to tighten markets leads to two 

outcomes that undermine political support. One is prices that drift too far from what societies 

are willing to pay to tackle the global climate problem. The other is price volatility that could 

ensue if markets are reformed to do more without setting up price guardrails first. 

 

The good news is that two of the world’s three major cap-and-trade programs have 

demonstrated the capacity to acknowledge and address oversupply conditions, albeit with 

different levels of program ambition. Most notably, policymakers and researchers in the 

European Union have spent  years debating the causes of and remedies for the EU ETS’s 

significant oversupply condition.3 Reforms now underway show how the job can be done. The 

northeastern United States’ RGGI program has also made similar adjustments, although with far 

lower levels of intended program ambition – RGGI illustrates the kinds of reforms that work, 

but, like a concept car at a trade show, the program hasn’t really been put to use. 

Unfortunately, California and the Western Climate Initiative lag farther behind, illustrating how 

difficult politics can increase program opacity instead of creating clear expectations behind a 

workable policy agenda. 

 
4 Augusta Williams, “Linking across borders: opportunities and obstacles for a joint Regional Greenhouse Gas 
Initiative–Western Climate Initiative market,” Columbia Journal of Environmental Law 43 (2018): 227–67. 
5 Others have also warned, appropriately, about the potential for market links to propagate the problems of one 
linked partner to another – a challenge that would be central to any effort to link markets with different prices that 
can also reflect differences in program quality. See Jessica F. Green, “Don’t link carbon markets,” Nature 543 
(2017): 484–6. 



The northeastern United States’ RGGI program takes a similar approach through a pair of one-

time cap adjustments, as well as a dynamic intervention that resembles the Market Stability 

Reserve. Like the EU ETS, RGGI experienced market oversupply conditions and very low prices in 

the 2010s. The situation with RGGI was more extreme, however, because this cap-and-trade 

program only applies to the electricity sector and the United States’ electricity sector began a 

profound transformation alongside (but not because of) RGGI. Not only did many of its 

participating states implement aggressive renewable energy and energy efficiency regulations, 

but also the rise of cheap natural gas from fracking dramatically accelerated the replacement of 

high-emitting coal-fired electricity with relatively clean natural  gas and zero-carbon renewables. 

Emissions have been falling steadily, despite – not because of – anemic RGGI prices. As 

emissions fell owing to exogenous forces, the market became oversupplied. In response, RGGI’s 

two cap adjustments removed almost 140 million allowances – about two years’ worth of total 

emissions – from the supply of allowance budgets through program year 2020.6 

 

In addition to these one-time adjustments, RGGI also developed a dynamic mechanism to alter 

the supply of allowances.7 This additional market feature is triggered by observed market prices, 

rather than the EU ETS Market Stability Reserve’s measurement of excess allowance supplies. 

Like the EU ETS Reserve, RGGI’s approach is two-fold: RGGI features a Cost Containment 

Reserve that releases 10% of the program-wide allowance budget into the market if prices reach 

$13 per allowance in 2021; and if prices fall below $6 per allowance in 2021, an Emissions 

Containment Reserve will absorb 10% of the program’s annual allowance budget and remove 

these allowances from circulation. When the market remains in between the two triggering 

prices, allowances supplies are fixed – just as in the EU ETS, where supplies are fixed so long as 

the total number of surplus allowances stays within a specified range. (Both triggering prices 

increase at 7% per year to increase ambition over time, but not even the high-end prices are 

significant when compared to the policy incentives supporting renewable or nuclear energy in 

participating RGGI states.)8 

 

The RGGI and EU ETS market designs illustrate how dynamic, rule-based adjustments to 

allowance supplies can help policymakers push their markets to achieve greater emission 

reductions. There are important technical nuances between price- and quantity-triggered 

 
6 The Regional Greenhouse Gas Initiative, “Elements of RGGI,” https://www.rggi.org/program-overview-and-
design/elements; see also The Regional Greenhouse Gas Initiative, “RGGI Program Review: Summary of Proposed 
Changes to RGGI Regional CO2 Allowance Budget” (Nov. 21, 2013); The Regional Greenhouse Gas Initiative, 
“Second Control Period Interim Adjustment for Banked Allowances Announcement” (March 17, 2014). 
7 The Regional Greenhouse Gas Initiative (2014), supra note 11. 
8 New York and Illinois (the latter of which is not in RGGI) created the first zero-emission credit (ZEC) subsidy 
programs for nuclear energy in the United States. See Nuclear Energy Institute, “Zero-Emission Credits” (Apr. 
2018). These policies were challenged in court  and ultimately upheld in two parallel cases. Coalition for 
Competitive Electricity v. Zibelman, 906 F.3d 41 (2nd Cir. 2018) (New York); Electric Power Supply Association v. 
Star, 904 F.3d 518 (7th Cir. 2018) (Illinois). Following these favorable outcomes, New Jersey (once again part of 
RGGI) adopted a similar program. Robert Walton, “New Jersey moves ahead on nuke subsidies, approving ZEC 
application process,” Utility Dive (Nov. 21, 2018). For an overview of state renewable energy policies, see Galen L. 
Barbose, “US Renewables Portfolio Standards: 2019 Annual Status Update,” Lawrence Berkeley National 
Laboratory (2019), https://emp.lbl.gov/projects/renewables-portfolio. 



interventions, to be sure, but each approach provides its market regulator with the capacity to 

set clear expectations in the market and automatically adjust program rules to achieve those 

outcomes. In turn, careful modeling of the desired market outcomes enables regulators to set 

and update their desired triggering conditions and automatic program adjustments that follow. 

At the same time, the level and type of organized political pressure nevertheless affect policy 

ambition: RGGI is intentionally designed to be a low-priced market in a fast-evolving 

sector  driven primarily by regulation and technological change, not carbon prices, whereas 

Europe is increasingly leaning on the EU ETS to deliver a substantial component of its EU-wide 

climate commitments – even though many EU member states continue to push on clean energy 

mandates at home. 

 

The solution to these problems is to implement a market design that limits volatility and guides 

prices from low to high levels on a predictable schedule. In a price-oriented reform regime, such 

as the RGGI program, this can be done through mechanisms that automatically release or 

remove allowances in response to actual market prices. In a quantity-based reform regime, such 

as the EU ETS, this can be done through central-banking-like supply controls signaled far in 

advance of actual reforms taking place. In either system, explicit price or quantity guardrails 

must be based on politically realistic objectives that are informed by careful technical modeling 

exercises. Both can and should be combined with a minimum  price floor and maximum price 

ceiling that rise together from relatively low origins, with only a modest spread between the two 

price extremes. Decisions about where to set price or quantity guardrails should be revisited on 

a planned schedule to account for improved understanding of market conditions or to take 

advantage of new political opportunities to increase program ambition – after all, what seems 

implausible today may look different in a rapidly warming world. 

 

Chapter 8: Rightsizing Markets and Industrial Policy 

As these numbers illustrate, there is a huge mismatch between funds that can be readily 

appropriated from market mechanisms and the level of expenditure needed. Filling that gap will 

require richer market mechanisms and also direct government spending from the tax base – 

alongside leverage that can multiply these resources through private capital. This same 

mismatch is seen everywhere that is experiencing a rise in political seriousness about climate 

change and a struggle to turn that political pressure into action. In the RGGI system of the 

northeastern United States – the cap-and-trade system  whose design is most purely oriented 

around generating and spending revenue – the State of New York (the biggest revenue raiser) 

has mobilized just $100 million per year for green spending.9 

 

 

 

 

 

 
9 RGGI, “The Investment of RGGI Proceeds in 2017” (Oct. 2019), https://www.rggi.org/investments/proceeds-
investments. 


