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1. EXECUTIVE SUMMARY 

Overview and Context 

In 2009, ten Northeastern and Mid-Atlantic states began the Regional Greenhouse Gas Initiative 
(known as “RGGI”), the country’s first market-based program to reduce emissions of carbon dioxide 
(“CO2”) from existing and new power plants.1  Understanding the program’s performance and 
outcomes is important given that RGGI states account for one-sixth of the population in the US and 
one-fifth of the nation’s gross domestic product.  Through their development and implementation of 
the RGGI program, these states have gained first-mover policy experience and have collaborated to 
form a multi-state emission-control policy that has reduced CO2 emissions and operated seamlessly 
with well-functioning and reliable electricity markets.  Insights and observations gleaned from an 
analysis of the program’s performance will be valuable in evaluating past policy decisions and future 
policy recommendations, and may be relevant to other states and regions as they develop their own 
plans to reduce CO2 emissions in response to the Environmental Protection Agency’s (“EPA’s”) 
proposed Clean Power Plan. 

This Report analyzes the economic impacts of RGGI’s most recent three years, covering the years 
2012 through 2014.  This analysis follows on our prior November 2011 Report (hereafter “AG 2011 
Report”) that assessed the economic impacts of RGGI’s first three years (2009-2011).2  Since the time 
of our last economic review, the electric industry has experienced changes in power plant economics, 
emission-control requirements, and wholesale market structures in the RGGI region.  In addition, the 
RGGI states completed a comprehensive program review during 2012, and modified elements of the 
program including, most importantly, adopting a significantly lower overall cap on CO2 emissions in 
the RGGI region.   

In light of all of these changes, we not only examine the program’s performance in the 2012-2014 
period, but we also review whether and to what extent the lessons learned from our prior assessment 
should be altered to reflect the economic realities of the three most-recent years.  For this Report, we 
apply the same modeling approach as in the AG 2011 Report, but focus our analysis squarely on the 
economic impacts of the past three years.   

In this report, Analysis Group has tracked the path of RGGI-related dollars as they leave the pockets 
of competitive-power generators who buy CO2 allowances to demonstrate compliance, show up in 
electricity prices and customer bills, make their way into state accounts, and then roll out into the 
economy through various pathways.  Our analysis is unique in this way – it focuses on the actual 
observable flow of payments and economic activity: known CO2 allowance prices; observable CO2 

                                                      
1 The ten states are Connecticut, Delaware, Massachusetts, Maryland, Maine, New Hampshire, New Jersey, New York, 
Rhode Island, and Vermont.  New Jersey participated in the first three years of the RGGI program, withdrawing its 
participation at the end of 2011.   
2 Paul J. Hibbard, Susan F. Tierney, Andrea M. Okie, and Pavel G. Darling, The Economic Impacts of the Regional 
Greenhouse Gas Initiative on Ten Northeast and Mid-Atlantic States, November 2011.  The analytic method and structure of 
this Report were modeled closely on the prior report, and carry forward observations from RGGI’s first three years (to the 
extent still relevant), in order to ensure methodological consistency and provide continuity in focus, content and the 
consideration of lessons learned. 
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auction results; dollars distributed from the auction to the RGGI states; actual state-government 
decisions about how to spend the allowance proceeds; measurable reductions in energy use from 
energy efficiency programs funded by RGGI dollars; traceable impacts of such expenditures on prices 
within the power sector; and concrete value added to the economy.  By carefully examining the RGGI 
states’ implementation of the program to date, based on real data, we hope to provide a solid 
foundation for observations that can be used by others in the design of CO2 control programs going 
forward. 

This review is timely for several reasons.  First, as the RGGI states look forward to continued 
program administration in upcoming years, and to possible adoption of RGGI as the core of these 
states’ plans to meet EPA’s Clean Power Plan compliance requirements, they may benefit from more 
recent analysis of whether, and to what extent, past program and industry changes have affected the 
impact of power-sector carbon-control programs on the economies of the states in the Northeast.  
Such an analysis takes into account how changes in program design and the states’ allocation of the 
proceeds of CO2-allowance auctions has affected program pricing and the mix of economic costs and 
benefits. 

Perhaps more importantly, the lessons learned from the RGGI program’s implementation and impacts 
have potential usefulness beyond the RGGI states.  With the issuance of EPA’s proposed Clean 
Power Plan in June 2014 (and anticipating release of its final rule in mid-late summer 2015), states 
across the country have begun to consider compliance alternatives.  Over the next several years, states 
will have to decide how to approach their Clean Power Plan compliance, including: what control 
measures and approaches to adopt; whether to select rate-based or mass-based compliance 
mechanisms;3 whether to allow averaging or bubbling of emissions within states; whether to go it 
alone or enter into compliance agreements with other states; whether to join an existing (or create a 
new) regional CO2 mass-based market trading system, like RGGI; and whether to opt for the EPA to 
issue a federal implementation plan, rather than develop a state plan.  In this context, having historical 
real-world information on the economics and program-design features of an existing CO2 compliance 
program may be a valuable input into state decision-making.  Six years of successful administration 
of RGGI provides a wealth of data and insights into key decisional factors for states around prospects 
for collaboration, joint governance and administration, program design and evolution, electricity price 
changes, and impacts on state and regional economies. 

RGGI has now been operating for over six years.  In every year, the emission allowances – or rights 
to emit CO2 – have been almost entirely dispersed into the market through coordinated (centralized) 
regional auctions.  Owners of fossil-fueled power plants have spent nearly $2 billion to buy CO2 

allowances over the six years, and include the cost of allowances in their offer prices in wholesale 
electricity markets in New England, New York, and parts of the PJM region.  The grid operators in 
these regions take these offer prices – including allowance costs – into account as they dispatch the 

                                                      
3 “Mass-based” is the term used by EPA in its proposed rule to describe a compliance option whereby states convert EPA’s 
rate-based requirement (expressed in terms of a maximum rate of CO2 emissions in pounds per megawatt-hour (“MWh”) of 
electrical output (i.e., lbs/MWh)) into an equivalent total tonnage limit of CO2 emissions from power plants across the state 
during a particular time period (i.e., “cap” on total emissions in the state from affected sources).  The terms “mass-based” 
and “cap” refer to similar emission control program designs, and are both used throughout this document, depending on 
context. 
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plants on the system.  As a result, consumers now pay electricity rates that reflect a price on CO2 
emissions without grid operators superimposing any other dispatch rule to account for emissions.   

Throughout the RGGI program’s implementation, power system reliability has been maintained and 
CO2 emissions from power generation have decreased, affected by RGGI’s original design, 
subsequent alteration of the RGGI cap, and broader economic and industry factors.4  As shown in 
Figure ES-1, CO2 emissions (shown through 2014) have declined throughout the RGGI program life.  
Figure ES-2 provides additional information about cap levels and events during the first years of the 
RGGI program.   

Figure ES-1  
Actual CO2 Emissions in the RGGI States, Relative to the Emissions Caps in Different Periods 

 
Source:  RGGI Inc. 
 

                                                      
4 RGGI, Inc. has reported that electric generation from RGGI-affected electric generation sources decreased by 18.8 million 
MWh, or 10.6 percent on average between 2010 and 2012 (compared to the average generation between 2006 and 2008).  
Yet during that same time period CO2 emissions from RGGI electric generation sources decreased by 35.1 million short 
tons, or 25.4 percent. “CO2 Emissions from Electricity Generation and Imports in the Regional Greenhouse Gas Initiative: 
2012 Monitoring Report,” RGGI, Inc., August 11, 2014.     
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Figure ES-2 
RGGI CO2 Emissions Caps, Actual Emissions, and Other Events Since 2005 

 
Source: Energy Information Administration, http://www.eia.gov/todayinenergy/detail.cfm?id=14851 

 

Since 2009, the RGGI states have received and disbursed virtually all of nearly $2 billion in proceeds 
from CO2-allowance auctions back into the economy in various ways, including on: energy efficiency 
measures; community-based renewable power projects; credits on customers’ bills; assistance to low-
income customers to help pay their electricity bills; greenhouse-gas-reduction measures; and 
education and job training programs.  Figure ES-3 shows RGGI proceeds by state and region over the 
first two compliance periods.   

During the 2012-2014 period, how has the RGGI program affected electricity markets, power 
producers’ costs, electricity prices, and consumers’ electricity bills?  We examined this question in 
our 2011 AG Report, and we ask this same question again, along with others:  What happened to the 
roughly $1 billion in proceeds collected over the 2012-2014 period from the sale of CO2 allowances?  
Has the program continued to produce net economic benefits to these states in the second three-year 
period, or otherwise helped them pursue their goals for reliable electric supply and CO2-emissions 
reductions?  What has been learned to date?  Finally, in this Report we consider the implications of 
RGGI for states as they develop Clean Power Plan compliance approaches.    
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Figure ES-3  
RGGI Allowance Proceeds by State 

 

Results 

Over the last three years (2012-2014), the RGGI program led to $1.3 billion (net 
present value) of economic value to the nine-state region.    

Similar to our findings with respect to the first three years of the RGGI program, its implementation 
in the second three-year period generates $1.3 billion in net economic benefits across the region.5  
The region’s economy – and each state’s as well – benefits from the expenditures of RGGI auction 
proceeds on various programs, with benefits flowing to consumers and the broader economy.  When 
spread across the region’s population, these economic impacts amount to over $31 in value added per 
capita in the region, on average.  Figure ES-4 shows the net economic value broken out by the 

                                                      
5 All results for Compliance Period 2 are reported in 2015 dollars.  Results are reported using a 3 percent “public” discount 
rate.  Using instead a “private” discount rate of 7 percent, economic benefits still total almost $900 million.  See the 
Appendices for a discussion of public and private discount rates, and results calculated using both discount rates. 
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macroeconomic effects of RGGI on consumers and power plant owners, as well as effects that flow 
from direct spending of RGGI auction revenues.  

Figure ES-4 
Net Economic Impact to States in the RGGI Region (2015$) 

 

This recent positive economic outcome from the RGGI program results in large part from the states’ 
decision to sell CO2 allowances via a centralized auction and then use the proceeds from the auction 
in various ways that address state policy objectives, primarily by returning funds to electric ratepayers 
and funding local investment in energy efficiency (“EE”) and renewable energy (“RE”) resources.  
During the 2012-2014 period, the states received, programmed, and disbursed virtually all the $1.0 
billion in allowance proceeds back into the economy (shown in Figure ES-3).  The money has been 
spent on energy efficiency measures, community-based renewable power projects, assistance to low-
income customers to help pay their electricity bills, greenhouse gas reduction measures, and 
education and job training programs. The local investment keeps more of the RGGI states’ energy 
dollars inside their region, reducing the amounts that leave the region to pay for fossil fuel production 
outside the RGGI states.   

These economic benefits reflect the complex ways that RGGI dollars interact with 
local economies. 

The states’ use of RGGI auction proceeds on energy-efficiency programs, for example, leads to more 
purchases of goods and services in the economy (e.g., engineering services for energy audits, more 
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sales of energy efficiency equipment, labor for installing solar panels, dollars spent to train those 
installers and educators, and so forth).  Together, these dollar flows have direct and indirect multiplier 
effects locally and regionally.  

The size of RGGI’s positive economic benefits varies by state and region, in large part because the 
RGGI states spent their RGGI auction proceeds differently.6  Different expenditures have different 
direct and indirect effects in their economies and different impacts on their electric systems.  For 
example, a state’s use of RGGI dollars to pay for energy efficiency programs that reduce energy 
consumption in the electric sector, and to invest in renewable projects that have low operating cost, 
both served to lower electricity prices in wholesale power markets (compared to a ‘no-RGGI’ 
scenario). This mitigated the early-years’ cost impact for electricity consumers by turning the RGGI 
program into a down payment on lower overall bills for electricity in the longer-term.  

Local reinvestment of RGGI dollars in energy efficiency and renewable energy 
programs is offsetting the impact of increased electricity prices resulting from the 
cost of RGGI allowances. 

RGGI has also led to changes in consumers’ overall expenditures on electricity:  On the one hand, the 
inclusion of the cost of CO2 allowances in wholesale prices increased retail electricity prices in the 
RGGI region throughout 2012-2014.   But the near-term price impacts are more than offset during 
these years and beyond, because these states invested a substantial amount of the RGGI auction 
proceeds in energy-efficiency programs that reduce overall electricity consumption, and in renewable 
energy programs that displace higher-priced electricity generation resources.  In the end, consumers 
gain because their overall electricity bills go down as a result of state RGGI allowance revenue 
investments, primarily in energy efficiency but also renewable energy-focused programs.   

Energy consumers overall – households, businesses, government users, and others 
– have enjoyed a net gain of $460 million, as their overall energy bills drop over time. 

The net positive benefits to consumers are spread across residential consumers and commercial and 
industrial customers.  Consumers of electricity save $341 million, and natural gas and heating oil save 
$118 million.  Figure ES-5 shows the net bill reductions to consumers in each of the RGGI wholesale 
market regions.  

                                                      
6 Overall, the distribution of spending across the states was as follows: 59 percent on energy efficiency; 15 percent on 
renewable energy projects; 13 percent on bill-payment assistance to energy consumers; 12 percent on other greenhouse gas 
programs and program administration; and 1 percent on clean technology research and development.  Individual state 
expenditures ranged significantly across these categories. 
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Figure ES-5 
Net Bill Reductions to Consumers (2015$) 

 

The power system experiences changes under RGGI:  The order of power-plant 
dispatch changes somewhat; power plant owners recover the costs of CO2 in the 
short run but experience lower output (and lower revenues) in the long run; and 
plants with lower CO2  emissions have a competitive advantage. 

Including a price on carbon emissions in the dispatch decisions in the region shifts output to lower-
carbon-emitting sources of power.  Although RGGI requires power plant owners to purchase CO2 
allowances, power plant owners as a group recover all of their early expenditures through the increase 
in electricity prices during the 2012–2014 period.  In the near term, while all owners of emitting 
resources recover all of their costs to operate – including the cost of CO2 allowances – the net effect 
of the program can reduce profits for owners of plants with relatively high carbon emissions (e.g., 
coal-fired power plants).  On the other hand, owners of zero-carbon generating sources (e.g., nuclear, 
wind, solar, hydro) get the benefit of being paid higher market prices that reflect CO2 allowance costs, 
without having to buy allowances.  In the long run, however, RGGI-driven energy efficiency leads to 
lower demand for output from power plants as a whole, which ends up eroding power plant owners’ 
electric market revenues.  On an NPV basis, total actual and anticipated revenues to the power-
generation sector drop by roughly $500 million through 2025.  Figure ES-6 shows the net revenue 
impact on power plant owners.  Among the power plant owners, RGGI has afforded a competitive 
advantage to power plants with lower CO2 emissions in every year.  
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Figure ES-6 
Net Revenue Change for Power Plant Owners (2015$) 

 

Compared to RGGI’s first three years (2009-2011), the total amount of emissions 
allowed in the region has been lowered, and with it, economic effects of RGGI have 
shifted. 

The RGGI states decided in 2012 to lower the overall amount of CO2 emissions allowed to be emitted 
from power plants in the region.  (See Figure ES-2.)  This tended to increase the price of CO2 
allowances, and in turn increase clearing prices in the region.  With fewer CO2 allowances to sell, 
however, the auction proceeds have also changed, with varying impacts on revenues available to 
states.  These trends may continue as the cap continues to decline over time. 

Insights and Observations  

There are a number of observations that flow from the results described above, and others described 
in more detail in this Report.  Some are important for providing the RGGI states with information 
about how the policy is performing relative to its original goals. The observations are also relevant in 
the context of these states’ and other states’ consideration of how to design their State Plans to 
comply with EPA’s proposed Clean Power Plan.  In this section we summarize our observations 
based on the power sector and economic analyses described in this Report.   
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Relative to the first three years of the RGGI program, the RGGI states’ experience 
during 2012-2014 differed along a number of dimensions. 

− The RGGI states benefitted from having had three years of prior program administration 
experience, and throughout 2012 undertook a top-to-bottom review of RGGI, with major changes 
implemented – including a lowering of the overall emissions cap; 

− Many states adjusted how they spent RGGI auction proceeds over time, shifting the use of 
allowance revenues to reflect different program and state objectives; 

− New Jersey exited the program at the end of 2011, requiring an adjustment to the overall 
emissions cap to remove that state’s emissions’ allocation; 

− Fossil fuel prices (both relative and absolute) have changed significantly since the start of the 
program; 

− Energy efficiency and grid-connected/distributed renewable energy resources have continued to 
grow at a rapid pace in many of the RGGI states, with increasing influence on power sector 
demand and dispatch; and  

− Accelerated retirement of the regions’ legacy generating units has continued, with more to come.   

Each of these factors has had the potential to strongly influence the economic impacts of RGGI.  For 
example, the lowering of the overall cap both increases allowance prices (and thus the marginal costs 
of affected generating units) and decreases allowance quantities, with varying impacts on revenues 
available to states.  In addition, relatively low natural gas prices and increased energy efficiency and 
renewable energy in 2012-2014 relative to 2009-2011 affected the price of the marginal generator in 
these wholesale power markets and led to lower power prices.  This, in turn, tended to dampen 
electricity-cost benefits of RGGI-funded programs (like energy efficiency and renewable energy).    
The combined effect was that initial price impacts were higher, and subsequent benefits of RGGI 
programs lower, than we found for RGGI’s first three years. 

Implementation of RGGI during the past three years continues to generate substantial 
economic benefits for the RGGI states while continuing to reduce emissions of CO2. 

Economic value added 

Our analysis of RGGI impacts over the past three years took into consideration the program’s effects 
on power system dispatch, costs to consumers, revenues to electric generators, and overall state 
economic performance.  We found lower costs to electric consumers throughout the region, decreases 
in revenues to the owners of certain power plants, and positive economic impacts across all states, 
totaling approximately $1.3 billion in economic value added (in 2015 dollars) as a result of RGGI’s 
second three years (2012-2014).  This is on top of what we found for the first three years (2009-2011) 
of the program:  $1.6 billion of economic value added (in 2011 dollars).  Thus, considering results 
found in both our studies, the first six years of RGGI program implementation has continuously 
generated significant economic value for the RGGI states, while achieving the region’s collective 
objectives in terms of reducing emissions of CO2. 

Jobs 

Taking into account consumer gains, lower producer revenues, and net positive macroeconomic 
impacts, RGGI led to overall job increases amounting to thousands of new jobs over time.  RGGI job 
impacts may in some cases be permanent; others may be part-time or temporary.  But according to 
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our analysis, the net effect is that the second three years of RGGI leads to nearly 14,200 new job 
years, with each of the nine states showing net job additions.  This is on top of what we found for the 
first three years (2009-2011) of the program: 16,000 job-years.  Jobs related to RGGI activities are 
located around the economy, with examples including engineers who perform efficiency audits; 
workers who install energy efficiency measures in commercial buildings; or staff performing teacher 
training on energy issues.  

Fossil fuel production and imports 

Over the past three years, RGGI helped lower the total dollars these states sent outside their region in 
the form of payments for fossil fuels by over $1.27 billion.  Most of the RGGI states’ electricity 
comes from fossil fuels, even though these states produce virtually no coal, natural gas, or oil locally.  
Since the RGGI program lowered states total fossil-fired power production and lowered use of natural 
gas and oil for heating, RGGI reduced the total dollars sent out of state for these energy resources. 

Continuation of program benefits from the first three years 

Our findings on economic impacts of the second three years of the RGGI Program are consistent with 
previous findings and observations with respect to the first three years.  As noted earlier, analysis 
following RGGI’s first three years delivered net economic benefits to all of the states participating in 
the program, including growth in economic output, increased jobs, reinvestment of energy dollars in 
local/state economic activity, long-run electricity cost reductions, and successful emission reductions.  
Further, states found ways to reinvest auction proceeds through programs that distributed benefits 
broadly, across all classes of customers, including targeted investment in EE programs for low-
income customers.  States have demonstrated the ability to not only use allowance proceeds in ways 
that advance state policy objectives, but to do so with an eye towards fair distribution of reinvestment 
benefits across all customers. 

The RGGI program’s first six years (2009-2014) provides empirical evidence about 
carbon-control programs for the power sector that are useful in the current context.  

Review of the nation’s first multi-state, mass-based CO2 emission control program provides 
information for states considering Clean Power Plan compliance alternatives.  

EPA’s Clean Power Plan has focused industry and state policymaker attention on the various 
alternatives for reducing emissions of CO2 from the electricity sector, in part because EPA’s proposal 
is structured to provide a high degree of flexibility and choice for states, including the possibility of 
(and incentives for) multi-state compliance planning, and the use of a mass-based program with 
tradable allowances.7  Lessons learned in the six-plus years of RGGI implementation thus directly 

                                                      
7 A recent study performed by researchers at the University of Texas at Austin summarized the results of a survey of electric 
companies and state officials with respect to several key issues, including attitudes about mass-based versus rate-based 
program designs:   “The overwhelming majority of survey respondents favored the development of state compliance plans 
rather than federally-developed plans.  There was broad support, among survey respondents, for mass-based trading 
programs….Support was found in both Democratic- and Republican-controlled states but was higher in the former than the 
latter…. Most survey respondents favored market-based compliance options. 68 percent of respondents indicated that they 
preferred mass-based trading over other market-based options. 11 percent of respondents listed rate-based trading as their 
preferred option.  Almost two-thirds of survey respondents favored adoption of mass-based emissions targets, arguing that 
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relate to fundamental state economic, energy, and environmental policy questions tied to Clean Power 
Plan compliance choices.  The deep experience of the RGGI region affords highly relevant data 
points for states that now must grapple for the first time with the development of state plans to reduce 
CO2. 

The experience of the RGGI states over the past ten-plus years, from conception of a regional market-
based CO2 control program, through six years of program administration, provides a wealth of data 
and lessons.  Key themes that flow from a programmatic and quantitative economic analysis of RGGI 
include: the feasibility and value of multi-state approaches to controlling CO2; the ability of states to 
work cooperatively and effectively together; and the ability of market-based allowance trading 
programs with state-driven auctions and local reinvestment of auction proceeds to help states meet 
EPA’s Clean Power Plan requirements while generating positive economic benefits. 

The positive impacts of RGGI on state economies are additive to the purpose and expected 
benefits of the program. 

RGGI is not and was never meant to be an economic-development program.  The purpose of the 
RGGI program is to reduce emissions of CO2 from power plants in order to help mitigate the 
economic, social, and environmental risks of climate change, and to avoid the potentially substantial 
damages to human health and society that are expected to come with increasing concentrations of 
greenhouse gases in the atmosphere.  And as shown in Figure ES1, the RGGI program has 
contributed to significant reductions in emissions of CO2 across the RGGI region.  In our analysis, 
however, we do not attempt to quantify the potential long-term benefits of reducing the risks of 
climate change.  The focus of our analysis is specific and narrow – we review only the direct impacts 
of program implementation costs and state use of allowance revenues on state economies, in order to 
test the idea that controlling emissions of CO2 will somehow lead to negative consequences from the 
perspectives of state economic growth and jobs.  Our results – which instead reveal positive economic 
impacts – should be viewed as additive to whatever additional economic, social and/or environmental 
benefits flow from reducing climate change impacts.  

The RGGI model has successfully achieved CO2 reductions through a cooperative 
framework that preserves state authority. 

The states that comprise the RGGI region are highly diverse in many ways – the political setting and 
state policy objectives vary widely across the states, and have also changed significantly within states 
over the timeframe of the first six years; state electricity generating portfolios differ substantially in 
size, technologies, fuel mix, and age; state industrial and commercial profiles and the bases of 
economic activity cover a wide range of technologies, products and activities across the RGGI region; 
the degree of development interest in traditional power generation sources, renewables, and energy 

                                                      

they are easier to implement than the rate-based targets proposed by EPA. The bulk of survey respondents supported 
interstate cooperation on the Clean Power Plan, with 90 percent arguing that states should develop multi-state plans or 
single-state plans that preserve the option to trade across state lines.  Melinda Taylor and Romany Webb, “EPA’s Clean 
Power Plan:  Implementation Options – Survey Results: Insights from Industry Experts and State Officials on 
Implementation of EPA’s Clean Power Plan,” Kay Bailey Hutchison Center for Energy, Law & Business, University of 
Texas at Austin, June 2015.   
http://kbhenergycenter.utexas.edu/files/2015/06/Final_Report-EPA-Clean-Power-Plan-Implementation-
Options_6.23.2015.pdf.  
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efficiency differs; and states all have unique legal and regulatory structures that oversee energy, 
utility, and environmental policies. 

Despite these differences, the RGGI states have successfully navigated the complications that can 
arise from efforts to coordinate regulatory and policy objectives across state lines.  RGGI’s 
experience confirms the possibility that states can work together, particularly when doing so is likely 
to lower compliance costs and generate economic benefits.  Strong evidence of effective cooperation 
among politically and economically diverse states is found in RGGI states’ ability to:  successfully 
complete the nation’s first multi-state CO2 program consistent with sound economic principles; 
complete the stakeholder, legislative, and regulatory steps necessary over just several years; smoothly 
administer the program and integrate it with wholesale electricity markets; complete a top-to-bottom 
programmatic review mid-stream, complete with major changes, in just a year; and proactively work 
together on all design and administration issues, including potential adaptation of the program for 
compliance with the Clean Power Plan. 

Mandatory, market-based carbon-control mechanisms are functioning properly in wholesale 
markets and have not affected power system reliability. 

Based on six years of experience from the nation’s first multi-state, mandatory carbon control 
program, market-based programs can provide positive economic impacts and meet emission 
objectives in a manner well-suited for the operation of power systems.  The implementation of RGGI 
over six years has not adversely affected power system reliability in New England, New York, or 
PJM.  The pricing of carbon in Northeast and Mid-Atlantic electricity markets has been seamless 
from an operational point of view and successful from the perspective of efficient pricing of emission 
control in regional markets. 

The design of the CO2 market in the RGGI states allows for the creative use of public funds, 
supporting diverse state policy and economic outcomes. 

The joint decision by the RGGI states to make their CO2 allowances available to the market through a 
unified auction has generated substantial revenues for public use.  This approach transferred 
emissions rights from the public sector to the private sector at a monetary cost (rather than 
transferring them for free).  Had these allowances been given away for free, the states would not have 
had the benefit of the auction proceeds, and instead would have transferred that economic value to 
owners of power plants (which in the RGGI region are merchant generators, not owned by electric 
distribution utilities). The states’ use of allowance proceeds not only provides economic benefits, but 
also has helped them meet a wide variety of social, fiscal, and environmental policy goals, such as 
addressing state and municipal budget challenges, assisting low-income customers, achieving 
advanced energy policy goals, and restoring wetlands, among other things.   

How allowance proceeds are used affects their economic impacts: use of auction proceeds 
to invest in energy efficiency produces the biggest bang per buck, in terms of net positive 
benefits to consumers and to the economy   

The RGGI Memorandum of Understanding (“MOU”) fully anticipates – if not encourages – states to 
place different weights on economic, environmental, social, energy security, and other goals as they 
implement the program.  But from a strictly economic perspective, some uses of proceeds clearly 
deliver economic returns more readily and substantially than others.  For example, RGGI investment 
in energy efficiency leads to lower regional electrical demand, lower power prices, and lower 
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consumer payments for electricity.  This benefits all consumers through downward pressure on 
wholesale prices, yet it particularly benefits those consumers who actually take advantage of such 
programs, implement energy efficiency measures, and lower both their overall energy use and 
monthly energy bills.  These savings stay in the pocket of electricity users.  But positive 
macroeconomic impacts exist as well: the lower energy costs flow through the economy as collateral 
reductions in natural gas and oil consumption in buildings and increased consumer disposable income 
(from fewer dollars spent on energy bills), lower payments to out-of-state energy suppliers, and 
increased local spending or savings.  Consequently, there are multiple ways that investments in 
energy efficiency lead to positive economic impacts, and this reinvestment stands out as the most 
economically-beneficial use of emission allowance revenues.  Other uses also provide 
macroeconomic benefits, even if they do not show up in consumers’ pockets in the form of lower 
energy bills. 

 

 


