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The The Regional Green-
house Gas Initiative (RGGI)

is a consortium of northeast-
ern U.S. states that have agreed
to limit carbon dioxide (CO2)
emissions from electricity genera-
tion through a regional emissions
trading (cap-and-trade) program.
Since the initiative came into ef-
fect in 2009, CO2 emissions have
dropped precipitously, while the
price of emission allowances has
also fallen. The authors inves-
tigate why emission reductions
were achieved so quickly and so
inexpensively.

A number of external factors
may have led to the drop in
emissions and emission allowance
prices. Specifically, the post-2008
recession, new natural gas dis-
coveries, and the interaction of
complementary policies (like re-
newable portfolio standards and
Federal Clean Air Act regula-
tions) may have played a role in
the outcome of the RGGI mar-
ket. Another potential explana-
tion is that generation and emis-
sions may have shifted to non-
RGGI states. Similar studies
of other subnational policies have
found this effect (called “leakage)

in other contexts. If the rate of
leakage is large, the effectiveness
of a policy may be called into ques-
tion since the little or no aggregate
benefit may be derived from im-
plementing a policy.

The authors develop a statis-
tical model of electric generation
and emissions for RGGI states.
The statistical model uses data to
simulate the baseline level of emis-
sions without RGGI and test the
impact of individual components
on emissions. The authors find
that the success of the RGGI is
due to a combination of predicted
factors, including the emissions
trading program itself, comple-
mentary environmental programs,
lower natural gas prices, and pos-
sibly some regional spillover ef-
fects.

• Controlling for all other fac-
tors, the RGGI program ap-
pears to be the dominant
factor in the emissions de-
cline.

• Power sector emissions
would have been 50% higher
by 2011 if not for the combi-
nation of policy, natural gas
market, and macroeconomic

factors.

• Natural gas markets were re-
sponsible for more than one-
third of the emissions de-
cline due to low natural gas
prices.

• The post-2008 economic re-
cession had very small influ-
ence on the decline in emis-
sions.

• The reduction in emissions
from RGGI may be coun-
tered by generation and
emissions leakage to sur-
rounding states. Non-RGGI
states may have picked up
generation, especially from
coal, that was diverted due
to the RGGI program.

The results suggest that regional
strategies can be effective in cut-
ting emissions within a region, but
the leakage analysis suggests that
policies in one region may shift
problems to other regions. Since
GHGs are a global pollutant, na-
tional or global policies will reduce
the likelihood of leakage and make
emission reduction policies more
effective.
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