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MIT Integrated Global System Model
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History of U.S. Cap & Trade

ÅHouse: Waxman-Markey (H.2454)
ïCap & trade and regulatory/subsidy features

ïPasses by narrow margin

ÅSenate: Kerry-Boxer (similar to H.2454)
ïRelease by Environment Committee

ïQuestion if over 50 votes (need 60/100)

ÅOther proposals (little prospect)
ïCap and dividend

ïUtility sector only

ïCarbon tax

Role of the EU ETS as a model
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Offsets Allowed
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Offsets: Allowed and Practical



Allowance Allocations 2016-2025
(Resolving distributional issues)

Å45% Consumer Price Protection
ïRegulated electric & gas distribution companies

Å15% Low Income & Worker Assistance

Å25% New Expenditure Programs, e.g.,
ïCO2 capture & storage, auto technology, efficiency, 

renewables

ïTropical deforestation, international tech transfer

ïInternational & domestic adaptation

Å15% Free, to Industry
ïTrade exposed, energy intensive

ïRefinery processing energy

ïMerchant coal generators



CO2-equivalent Prices
Waxman-Markey  - Full & Medium Offsets

CCS



Paltsev et al., 2009
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Models in the Policy Process

With Policy

Reference

ÅControversies

ïConsumer price of 

electricity

ïTax cost vs. the net 

cost to consumers

ïEffects on the coal 

industry

ïEffects of the offsets

ïEffects of regulatory 

provisions (lowering 

cost?)



Events along  the Way

ÅNot helpful
ïFinancial crisis and recession

ïAttempted health care reform

ïMassachusetts senate election

ïSupreme Court frees up corporate electoral 
contributions

ÅBut, other paths are opened
ïSupreme Court declares CO2 is a pollutant 

under the Clean Air Act

ïA state is granted the right to sue a 
powerplant for climate-related damages

ïState/regional actions



U.S. Prospects

ÅCongressional bills

ïCap-&-trade

ïSubsidies

ïRegulations

ÅEPA/Clean Air Act

ïAuto design (CAFE)

ïTechnology stds

ïFuel stds

ÅState and City

ÅFederal RD&D

5% prob.

Budget

Under 

way

ïEfficiency stds.

ïRenewable  

portfolio stds.

ïFuel stds.

Timing         

īProcedures

īLegal blocks

īCongressional

resistance
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Biggest Policy Effect is on the Tails

Thought 

experiment: 

NO POLICY

Even at 650 ppmv: 

lower odds

of EXTREMES


