
 

CHAPTER 4: 

Transnational Green Economic Regions in  

North American: Three Case Studies 

 

INTRODUCTION 

As mentioned in previous chapters, there are tight economic links among local 

governments (LGs), where regional experiences have served as basis for integrating 

important parts of their economies, such as energy and climate policies. Nonetheless, 

integration varies from region to region,
1
 as environmental impacts and GHG emissions. 

Certain jurisdictions tend to produce more GHG emissions because of their dependence on 

fossil fuels for producing energy; others tend to decrease fossil consumption by developing 

clean energy options.  

The economic diversity and difference in emissions of GHG have drawn LGs to 

develop three main strategies for addressing climate change and achieving energy 

efficiency. The first one has been to participate in international climate change fora 

directly. It is not recent the participation of LGs in global climate-change institutions. 

Derived from the inertia of the Montreal Protocol to protect the ozone layer in 1988, some 

multilateral institutions, based on local governments, have been created. For example, the 

International Council for Local Environmental Initiatives (ICLEI) was formed in 1989 by 

35 local government leaders from Canada and the U.S. They joined together to discuss the 

depletion of the ozone layer and to coordinate local-government responses to global 

                                                 
1
 Fry, 2004 
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environmental problems.
2
 The creation of this initiative was led by the city of Irving, 

California, funded (at that time) by the United Nations Environmental Program. ICLEI has 

been present in different Conferences of Parties (COPs) in the UNFCCC governance 

framework. In the COP 15 in Copenhagen, LGs participated in the Local Government 

Climate Change Leadership Summit, organized by the Government of Denmark, in close 

cooperation with many global and regional LG associations and international 

organizations.
3
 Their participation pledged that local climate action were a consistent part 

of national climate strategies. In this sense, if thinking about any future multilateral 

agreement “decisions or agreed efforts on limiting global warming and combating climate 

change must therefore highlight the need for a partnership between national and local 

governments so as to ensure consistent planning and implementation at appropriate 

authority.”
4
 In spite of these efforts, local governments have no vote in the COPs’ process. 

Another example is the international forum Governor’s Global Climate Summit, 

whose objective is to expand their “network of subnational collaboration to stimulate 

economic growth, create green jobs, and increase the use of clean energy while reducing 

greenhouse gas pollution,”
5
 with the leadership of ex Governor Arnold Schwarzenegger of 

California. Another forum in which LGs participate is the Global Compact, which is a 

world-wide organization sponsored by the United Nations to gather all sorts of actors. 

Some LGs (provincial and municipal), companies, NGOs, and other actors do participate in 

this global forum. 

                                                 
2
 This meeting counted with the participation and advice of some atmospheric scientists. See International 

Council for Local Environmental Initiatives,  2010 
3
 International Council for Local Environmental Initiatives, 2009  

4
 International Council for Local Environmental Initiatives, 2009 

5
 Governor’s Global  Climate Summit 2009  
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The second strategy that LGs have developed is cooperation or competition with 

national decision makers.
6
 In this sense, federalism can encourage cooperation or 

competition between different orders of governments in certain circumstances. In general, 

the absence of serious national leadership regarding climate change has pushed LGs to 

develop their own strategies.
7
 As mentioned in Chapter 3, Canadian LGs had participated in 

the establishment of goals for the country at the KP. When this national path failed, they 

simply started developing their own climate strategies. The U.S. LGs have also developed 

their own schemes in the absence of national commitments. The Mexican states have 

started to adopt their own strategies, too. The Northern states and others, such as Veracruz 

and D.F., have started to develop their own climate action plans in a cooperative effort with 

the Federal Government. Northern States have developed inventories and action plans 

through cooperation with the BECC derived from NAAEC. 

 The third strategy has been a regionalization process through the integration of 

green economic trans-regional schemes. In North America, there are various efforts in this 

sense. For example, there is the Western Climate Initiative, the Midwest Greenhouse Gas 

Reduction Accord, the Conference of New England Governors and Eastern Canadian 

Premiers, the 20 Region Club, the Network of Regional Governments for Sustainable 

Development, or the Cities Climate Leadership Group, among others. In most of them there 

is leadership of one of the LGs. 

The main instrument for regionalization has been the cap-and-trade scheme. In this 

scheme, TGERs use a multi-sector approach that includes electricity, industry, 

transportation, and residential and commercial fuel use; they also involve forestry and 

                                                 
6
 Other forms of federal arrangements include collaboration and autonomy. For a detailed discussion of this 

concepts, refer to Elazar, 1987; see also Brown, 2002 
7
 McKinstry et al, 2008 
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agriculture. They use compensation among regional members, emulating the model of the 

European Union at the KP. As this chapter will detail, when a cap-and-trade program is put 

to work, its approach tends to be complementary to each member, either with allowances, 

offsets, or with secondary markets.  

 The goal of this Chapter is to discuss how the three TGERs’ initiatives in North 

America, the Regional Greenhouse Gas Initiative (RGGI), the Western Climate Initiative 

(WCI), and the Midwestern Greenhouse Gas Reduction Accord (MGGRA) work to address 

climate change without sacrificing local development. These initiatives link several LGs of 

the three countries of North America and, as mentioned in Chapter 3, they have trans-

regional elements that turn them into innovating building blocks for addressing energy and 

climate policies. The first part will deal with a general presentation on how carbon markets 

work, and several mechanisms that are common to all individual members of the RGGI, the 

WCI, and the MGGRA. 

The second part will explore the RGGI, the WCI, and the MGRAA separately, their 

origins, the integration of policies, the linking mechanisms in a multi-layered approach, the 

type of convergence they have with other levels of governance, and the integration of 

infrastructure. I will exemplify this integration by presenting the example of the electricity 

sector (production and consumption). The electricity sector is one of the most emitting ones 

in North American economies. Projections for the three countries reveal that there will be 

an increase of consumption to 2035.
8
 The three regional initiatives, being aware of this fact, 

have designed mechanisms to incorporate cleaner sources of energy into the electric 

portfolio to move towards energy efficiency. The last part of this chapter will deal with the 

                                                 
8
 Energy Information Administration,  2010b  
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comparison of the three trans-regional strategies in terms of integration of rules, linking 

mechanisms, and infrastructure. 

 

 

4.1 REGIONAL CARBON MARKETS AND CAP-AND-TRADE 

 

The goal of a carbon market is to set a price to carbon (or CO2e) and give business 

incentives to reduce and manage their emissions. 9  This goal is achieved by commoditizing 

GHGs and putting a price of exchange. There are voluntary markets, where no law 

enforcement is established and the relation among market participants is totally private and 

informal. The most common of these markets are based on voluntary carbon credits. Some 

examples of this situation are when some airlines offer to neutralize the carbon footprint to 

customers or when companies choose to get certificates to become socially responsible 

companies. The main reasons for this are reputation and social benefits.
10

  

There are other markets that are mandatory in the sense that they involve 

governmental enforcement and generally hold formal governance relations. In this system,  

governments place a cap, or limit, on the total amount of emissions allowable, and 

then require firms to account for their emissions by obtaining emission ‘allowances’ 

for every tonne of carbon dioxide they emit. Firms can obtain the allowances when 

the allowances are first allocated and later by buying and/or trading allowances with 

other firms.
11

  

                                                 
9
 These types of markets are called “carbon” markets, although they include a variety of GHGs. In general, 

“carbon equivalent” or “CO2e” refers to the equivalence of other GHGs into CO2 units. 
10

 For details about these types of markets, see Seeberg-Elverfeldt, 2010  
11

 Ministry of the Environment-Canada, 2009:23 
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In general, the cap for emitting GHGs is controlled by governance institutions. For 

example, in RGGI, WCI, and MGGRA, the cap is managed by either the general council of 

each region or established by each partner. The logic of these carbon markets is that, in the 

long term, allowances (or polluting permissions) given to the companies are expected to be 

more expensive and scarce. In addition, pricing GHGs will limit energy production and 

consumption,
12

 heading towards energy efficiency, technological transformation, and 

environmental conservation.  

There are two variable conditions in mandatory carbon markets. The first one deals 

with the number of allowances a company can have. In some carbon markets, the number 

of allowances given to the companies has no limit. This is a double-edge situation. In one 

hand, it appears to provide incentives to business to enter into the environmental dynamic; 

yet, the price does not really rely in the companies but in the final consumer. In other 

words, in free-allowance markets, the consumer usually pays the price of business GHG 

emissions.  

The second variance is whether or not these allowances are given for free or sold in 

auctions. Selling allowances guarantees that at least one specific percentage of the revenue 

goes to public funds for energy conservation, GHG reduction, and research and 

development of clean technology.
13

 If allowances are given for free, companies will only be 

making a very profitable business without managing or reducing GHG. The following 

figure presents existing carbon markets and the type of condition they perform. 

 

 

                                                 
12

 Only if there are some incentives to consumers for paying high prices for GHG emitting energy sources.  
13

 New York State, 2010 
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Figure 1. Type of carbon markets
14
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The cases studies in this research are categorized into the most controlled scheme, limited 

number of allowances and sold at auctions. RGGI, WCI and MGGRA are compounds of 

LGs commitments, which have developed several individual mechanisms that try to build 

up into trans-regional policies and instruments. Some of these instruments are instituted by 

governments, and others by markets in the forms of third-party incentives. Among the first 

ones are performance standards, renewable portfolio standards, taxes, public funds and cap-

and-trade. Third party incentives can be achieved through labeling schemes, green pricing, 

net-metering, etc.
15

 TGERs generally set the basis on government-instituted instruments, 

and complement with the others.  

 In another kind of classification, these instruments can be categorized under sectors. 

There are climate strategies, where climate action plans are cornerstones. The process 

starts with the development of GHG inventories. “A portfolio of policy actions is then 

                                                 
14

 Author’s elaboration with data from Ellis and Tirpak, 2006:10. See also Lee, 2011.  For the case of the UK, 

see CRC Magazine, 2009. For a comparison of world carbon-markets see Flachsland et al. (2008). 
15

 For a detail of each of these mechanisms, see Zachary and Carpentier, 2003 
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Allowances 

SOLD 

Allowances 
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selected from a menu of more than 250 measures.”
16

 The design of climate action plans is a 

necessary condition to join any of the regional initiatives, because it represents a 

harmonized measurement of GHGs and a reporting and inventory system. There are the 

energy sector mechanisms that deal with the mix of energetic resources necessary to 

accomplish climate goals and efficiency. Among the most popular are the ones focused on 

energy production, the Renewable Portfolio Standards. These require setting a minimum 

percentage or amount of electricity generated from eligible renewable or clean sources on 

specific dates.
17

  

Other mechanisms are related with energy consumption, such as the public benefit 

funds. These funds “are allocated either through a small charge on the bill of every 

customer or through specified contributions from utilities.”
18

 Some of these include funding 

for renewable development and/or for efficiency goals, such as carbon capture and storage, 

subsidies for efficiency in appliances low-income household energy assistance, or 

investment in renewables. Some of the members of TGER initiatives often count with 

green-pricing and net metering systems. These mechanisms transit from consumption to 

production in that they allow customers to sell electricity back to the grid (net metering) 

and to pay a special fee to electric companies to assure that certain percentage of the 

electricity they receive comes from renewables (green pricing).
19

 

 In the same sense, there are mechanisms dealing with energy consumption in the 

transportation sector. For example, we find financial incentives for biofuels or alternative 

fuels to implement performance standards and lower the carbon content of the fuels used in 

                                                 
16

McKinstry et al, 2008: 4 
17

 Zachary and Carpentier, 2003; Pew Center on Global Climate Change, 2009a  
18

 Pew Center on Global Climate Change, 2009a : 3-7 
19

 Pew Center on Global Climate Change, 2009a: 3-7 
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transportation. In other words, the gasoline sold must contain certain percentage of 

renewables. Also, some count with vehicle GHG and renewable standards that require that 

vehicles comply with certain GHG goals.
20

 

 The combination of these strategies implies a whole set of policies that are designed 

either from the individual members to be applied to the regional institution, or the other 

way around. Some of these mechanisms and elements of the carbon markets also leave the 

door open to link with national and global climate strategies. In the next section of this 

chapter, I will detail how the carbon markets work in TGER in North America, as well as 

the mechanisms each of them utilizes.  

  

                                                 
20

 Pew Center on Global Climate Change, 2009a: 3-7 
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4.2 REGIONAL GREENHOUSE GAS  INITIATIVE 

 

The Regional Greenhouse Gas Initiative (RGGI) is a trans-regional corporation that works 

in the region of the Nor-Atlantic coast in North America. RGGI started in December 2005 

through the signature of a Memorandum of Understanding among 7 U.S. States 

(Connecticut, Delaware, Maine, New Hampshire, New Jersey, New York and Vermont).
21

 

Two years later, Massachusetts, Rhode Island and Maryland were incorporated. To 

February 2011, the RGGI counted with several observers such as Pennsylvania, 

Washington D.C., Ontario, New Brunswick and Quebec.
22

 It is worth to note that the 

Governor of New York led the creation of this initiative.
23

 This regional program was “built 

on state policies enacted earlier in Massachusetts and New Hampshire, and it was launched 

via strong leadership from New York and former Governor George Pataki in making the 

case for a regional collaboration.”
24

 

 

 

 

 

 

 

                                                 
21

 The Memorandum of Understanding was signed by Governor M. Jodi Rell (R), Connecticut; Governor 

Ruth Ann Minner (D), Delaware; Governor John Elias Baldacci (D) Maine; Governor Martin O’Malley 

(D), Maryland; Governor Deval Patrick (D), Massachusetts; Governor John Lynch (D), New Hampshire; 

Governor Richard J. Codey (D), New Jersey; Governor George E. Pataki (R), New York; Governor 

Donald Carcieri (R), Rhode Island; Governor James H. Douglas (R), Vermont. In June 2011, the House 

and Senate of New Hampshire had passed a law for withdrawing from the RGGI. However, Governor John 

Lynch (D) has expressed that he will veto the bill. For further detail see Danish, 2011. 
22

 Regional Greenhouse Gas Initiative, 2011 
23

 The headquarters of RGGI are located in New York City.  
24

 Rabe, 2010:4 
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Map 1. Geographic Location of RGGI Members
25

 

 

 

RGGI represents 10% of the CO2 emitted in the U.S. It also represents 16% of population 

and 24% of GDP in the United States.
26

   

 

Integration of policies, mechanisms, and institution building 

The logic of the RGGI integration is to add up individual members’ efforts in a bottom up 

scope. In this sense, individual mechanisms tend to reinforce the trans-regional strategy of 

RGGI. The chart below depicts the set of mechanisms each member of RGGI develops. 

 

 

 

                                                 
25

 Author’s elaboration with data from Regional Greenhouse Gas Initiative, 2011  
26

 See World Resources Institute, 2010; Western Climate Initiative 2010a; and Pew Center on Global Climate 

Change, 2009a. See also the database of the Bureau of Economic Activities of the Department of Commerce, 

2009, and Bureau of the Census-U.S., 2009. See also the Inventory of U.S. GHGs at Environmental 

Protection Agency 2008b.  
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Table 1. Type of individual mechanisms of members of RGGI
27

 

 Climate Action Energy Sector Transportation 

Sector 

 

 

Climate 

Action Plans 

(individual 

emission 

targets) 

GHG 

Inventories 

and 

Registries 

Renewable 

Portfolio 

standards 

Public 

Benefit 

Funds 

Green-Price 

and  Net 

Metering 

(electricity) 

Financial 

incentive 

for 

Biofuels 

Vehicle 

GHG and 

Renewable 

Standards  

CT 

CT: 10% below 

1990 levels by 
2020 

X CT: 27% by 

2020 

Renewables 

& 
Efficiency 

X X X 

DE  

None  X DE: 20% by 

2019 

Renewables 

& 

Efficiency 

X None None 

ME 

ME: 10% below 
1990 levels by 

2020 

X ME: 30% by 
2000 

Efficiency X X X 

MD 

None X MD: 20% by 

2022 

Renewables 

& 
Efficiency 

X X X 

MA 

MA: 25% 

below 1990 

levels by 2020 

X MA: 15% by 

2020 

Renewables 

& 

Efficiency 

X X X 

NH 

NH: 10% below 
1990 levels by 

2020 

X NH: 23.8% by 
2025 

Efficiency Net Metering None  None 

NJ 

NJ: 1990 levels 

by 2020 

X NJ: 22.5% by 

2021 

Renewables 

& 
Efficiency 

X None X 

NY 

NY: 10% below 

1990 
levels by 2020 

X NY: 25% 

by 2013 

Renewables 

& 
Efficiency 

X X X 

RI 

RI: 10% below 

1990 levels by 

2020 

X RI: 16% by 

2020 

Renewables 

& 

Efficiency 

X X X 

VT 

VT: 25% below 
1990 levels by 

2012 

X VT: equal to 
load growth 

2005-2012 

Renewables 
& 

Efficiency 

X None X 

 

 

The main goal of the RGGI is to develop a carbon market based on the cap-and-trade 

scheme for CO2 emissions coming from the electricity sector.
28

 The goal was divided into 

two phases. The first one would be to stabilize CO2 emissions for 2014; the second one 

would be to reduce 10% for 2018 in 200 electric plants that work with fossil fuels and that 

                                                 
27

 Author’s elaboration with data from Knige and Bausch 2006; Western Climate Initiative, 2010a; Pew 

Center 2009a; Pew Center 2010b. See also Government of Massachusetts 2010. 
28

 Federal Energy Regulatory Commission, 2010 



Chapter 4 – Three Case Studies 
 

 

163 

 

generate more that 25 megawatts. This calendar started January 1st, 2009, and it will be 

revised in 2012.  

Different actors participated in the process of developing the RGGI. Some of them 

were local energy and environmental agencies, experts from the International Standards 

Organization (ISO), research institutes, business corporations, and civil society.
29

 New 

rules and institutions have been created in this process. In March of 2006, the “Model 

Rule” of the institution was presented. It was put to discussion by public opinion, 

participants, and more than 100 non-governmental organizations. The results were some 

modifications and the draft of the Memorandum of Understanding to be enforced that same 

year.
30

  

The basis of the RGGI is the cap-and-trade. To facilitate its implementation, the 

RGGI established programs called “CO2 Budget Trading” (CO2-BTP), where it established 

that 25% of revenues will be destined for public benefit funds towards energy efficiency 

strategies or to control prices of energy. The remaining 75% will be used as the LGs decide 

will be best suitable.
31

  

There is fear that with carbon markets, the price of electricity would increase or that 

companies would not be able to purchase allowances in time when they become more and 

more expensive. According to the RGGI’s estimates, the increase in the electricity price 

will only be of 1.6% monthly (USD $78c) for residential use for 2015, and 2.4% to 2021, 

taking into account the increase of the allowance prices.
32

 To control the price increase, 

there are certain compensation mechanisms called “offsets”. Examples of offsets are the 

                                                 
29

 Farnsworth, 2010:3 
30

 Farnsworth, 2010:3-5 
31

 Fransworth, 2010 
32

 The Price of the allowance for 2009 was USD$2 per ton of CO2. See Regional Greenhouse Gas Initiative, 

2010a, Regional Greenhouse Gas Initiative, 2010b; see also New York State, 2010. 
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recovery of biogas, methane, reforestation, etc. Within the RGGI framework electricity 

companies could occupy up to 3.3% to fulfill their caps.
33

 These will start functioning when 

the allowance reaches USD$7.00. In this way, “[e]lectricity generators will be able to plan 

for and invest in lower-carbon alternatives and avoid dramatic electricity price impacts.”
34

  

The regional limit is regulated by the CO2-BTP, and it was established 4% above 

the average annual emissions of 2000-2004.
35

 For 2009, the limit was set at 188 millions of 

tons annually.
36

 In other words, it is expected that electricity plants emit in this time period 

a total cap of 188 million tons of CO2. For 2015, this cap will be reduced 2.5% each year 

until it reaches 10% in 2019. 

This regional CO2 cap is divided among participating LGs, previous negotiation 

based on their historic emissions trend.
 37

 For example, of the 188 millions of tons, the State 

of New York received 64.3 millions of tons of CO2 as its limit. This means that New York 

would get that same amount of allowances that would be sold to its electricity plants.
38

 

 

 

Linking to other initiatives and levels of governance 

Auctions sell the allowances. In 2008 and 2009 the RGGI’s carbon market offered the first 

auctions. During the process, some of the electricity plants participating in this carbon 

market achieved CO2 reduction. They did not use all the allowances, so they are permitted 

to participate in secondary carbon markets. However, some of them needed more 

                                                 
33

 New York State, 2010 
34

 New York State, 2010 
35

 Fransworth, 2010 
36

 Federal Energy Regulatory Commission, 2010 
37

 According to David Farnsworth, attorney of the State of Vermont for RGGI, one of the most difficult topics 

during the RGGI negotiations was to determine the caps of every state. For states wanting to adhere to this 

initiative, emissions of CO2 from 2000-2002 will need to be averaged to establish its potential cap.  
38

 New York State, 2010. For RGGI, one allowance equals one tonne of carbón.  
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allowances, which could also be obtained in other RGGI auctions or in secondary markets. 

It is important to mention that secondary markets can be from other trans-regional 

initiatives, some recently created national markets or even the Kyoto Protocol’s market 

through its Clean Development Mechanism—even though the U.S. is not part of it.
39

  

The RGGI can use the Chicago Futures Climate Exchange, the Montreal Climate 

Exchange, the European Climate Exchange, etc. In other words, the RGGI allows 

versatility to its members to link with other different levels of government, regional, 

national, and global. To guarantee that all members can participate within RGGI or other 

markets, one of the main tools is accurate measuring instruments for emissions. The RGGI 

counts with a database of CO2 emission of all of its member states. This database offers 

society the chance to know the reports and activities of the regional market, that grant 

legitimacy and transparency.  

This database is called “CO2 Allowance Tracking System,” best known as “RGGI-

COATS” (RGGI, 2010). In this system, the way of measuring and reporting CO2 has been 

harmonized. RGGI regulations for measuring CO2 are the same as the ones used by the 

Division of Markets of Clean Air of the Environmental Protection Agency.
40

  The reports 

that each state presents to the EPA are transferred directly to the RGGI-COATS, and it can 

be consulted in both databases.
41

 In spite that the EPA only established guidelines for 

reports on emissions at the federal level,
42

 it recognizes that “the Regional Greenhouse Gas 

                                                 
39

 Ellis and Tirpak, 2006:9 
40

 Guidelines for the emissions report of each state can be consulted in Rule 40 CFR Pare 75 in Environmental 

Protection Agency, 2009. 
41

 Regional Greenhouse Gas Initiative, 2010b and 2010c 
42

 Federal programs that it regulates are Acid Rain Program and Clean Air Interstate Rule.  
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Initiative, which is the first mandatory cap and trade program in the U.S. for CO2, is 

exclusively a State program.”
43

  

Besides assuring data transference with EPA, the CO2-BTP informs about 

allowance trade, establishes the auction grounding, monitors the market carbons, and gives 

advice to member states. This system informs of each of the CO2 emissions of every 

electricity plant within each member state. In the same sense, it monitors the offset system.  

The offsets projects are registered and verified by RGGI-COATS in each of the member 

states. This performance made the RGGI become the first working carbon market in North 

America. The carbon market works on the reciprocity of the members. For example,  

[r]egulated power plants can use a CO2 allowance issued by any of the ten 

participating states to demonstrate compliance with the state program governing 

their facility. Taken together, the ten individual state programs function as a single 

regional compliance market for carbon emissions.
44

  

 

Trans-regional regulation of RGGI impacts the design of local policies, but each state 

establishes its goals according to their needs. These needs are based on the kind of 

electricity generation plants in each state.  

 

 

 

 

 

                                                 
43

 Environmental Protection Agency, 2009:3 
44

 The Transportation & Climate Initiative of the North-East and Mid-Atlantic States, 2010 
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Table 2. Income of the RGGI States for its participation  

in the “CO2 Budget Program” for 2009
45

 

 

 

CO2 Tons 

emmitted  

No. 

Registered 

Plants  

Total Revenue 

from Aucitons 

Connecticut 7,322,363.83 21 $35,909,414.71 

Delaware  3,708,331.13 9 $16,033,344.08 

Maine 18,661,075.54 31 $20,472,517.89 

Maryland 26,568,682.67 18 $128,120,105.79 

Massachusetts  3,643,492.68 6 $106,277,813.29 

New 

Hampshire 6,337,055.87 5 $24,354,582.09 

New Jersey 16,359,443.06 41 $72,876,799.47 

New York 37,700,660.56 83 $243,250,364.83 

Rhode Island 3,416,782.91 6 $10,643,379.60 

Vermont 1,965.30 2 $4,906,282.97 

Totals 123,719,853.55 222 $662,844,619.72 

 

Table above portrays the number of plants that each participant has registered under the 

RGGI, CO2 emissions, and the total revenue from auctions. In spite of these results, RGGI 

had its second quarterly auction of CO2 allowances in June 2010. The total result was 

$80,465,566.78USD. For the first phase (2009-2011), 30.8 million allowances of CO2 were 

offered at an average price of $3.23USD per allowance. This price is down from the $3.51 

achieved in the March auction.
46

 However, the legitimacy of RGGI was questioned in the 

last two auctions (September and December 2010), where the price dropped to USD$1.86 

per ton.
47

 In this sense,  

the 188million-ton cap set by RGGI is too high to have much effect. The cause 

appears to be an epic miscalculation in RGGI’s projection of carbon emissions. In 

                                                 
45

 Author’s elaboration with reports of each of the RGGI member States. See Regional Greenhouse Gas 

Initiative, 2010b and 2010c. 

 
46

 Environmental Leader,  2010  
47

 Potomac Economics, 2010  
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2005, utilities released 184.4 million tons of CO-2. However, emissions plummeted 

by one-third—60million tons—between then and 2009, when the cap began.
48

 

 

 Federal proposals for a national cap on CO2 emissions are not very welcome by RGGI 

members, since they won’t provide a smooth transition for regional allowances scheme. In 

this sense, the relation with the federal government is one of competition, where “RGGI 

states stand to lose nearly $3 billion in revenue if the Senate climate bill sponsored by John 

Kerry and Joseph Lieberman, which would eliminate regional or state cap-and-trade 

programs in favor of a national program, becomes law.”
49

 

 

Integration of Infrastructure and Production of Electricity  

In general, RGGI produces electricity with little carbon. That is the reason why there has 

not been so difficult to incorporate this caps and new investments to their markets.  As 

shown in Table below, with the exception of the states of Delaware and Maryland, the 

majority of the electricity sources in the region are different from coal, highlighting the 

importance the nuclear energy as well as natural gas. This fact has impacted the cost of 

electricity in the region, causing it to be the most expensive of North America.  

 

 

 

 

 

 

 

 

 

 

                                                 
48

 Lagerkvist, 2010  
49

 Environment Northeast 2010  
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Table 3. Production of Electricity by Type of Source (%)  

in RGGI Member States (2009)
50

 

 

 Nuclear Hydro Natural 

Gas 

Renewables Coal Other Cost 

Kw/Hr 

Connecticut 53.9 2 30.5 2.4 7.9 3.2 18.21 

Delaware 0 0 30.7 3.1 63.9 2.4 12.17 

Maine 0 32.6 44.7 18.6 0.3 3.9 12.89 

Maryland 33.3 4.5 4 0.8 55.4 2 13.11 

Massachusetts 13.7 3.2 52.3 3.2 25 2.6 15.53 

New 

Hampshire 

44.2 7.9 26.7 5.6 14.5 1.1 15.20 

New Jersey 55.7 0 33 1.5 8.6 1.1 14.80 

New York 32.5 21.1 31.7 2.9 9.6 2.2 15.66 

Rhode Island 0 0 97.7 2 0 0.3 14.24 

Vermont 72.5 22.2 0.1 5.2 0 3.8 12.75 

 

In general, the region used 43.1 million tons of coal to produce 55,400 million of KW/Hr 

(7.78 coal/KWhr). The rest of the U.S. states used 938.1 million tons of coal to produce 

1,764,500 million of KW/Hr (1.88coal/KWhr). These results support the process of de-

carbonization that occurs in the RGGI. According to the White Paper presented in 

November 2010 by the New York State Energy Research and Development Authority, in 

2009, a decrease of 60.7CO2 tons was registered.
51

 There are several reasons for this that 

are summarized in the figure below. 

 

 

 

 

  

 

                                                 
50

 Author’s elaboration with data of the National Mining Association, 2009 and of the Energy Information 

Administration, 2010b. 
51

 New York State Energy Research and Development Authority, 2010  
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Figure 2. Emitted factors causing CO2 reduction – RGGI (2005-2009)
52

 

 

 

This figure demonstrates that the most important incentive to decarbonize was the decrease 

of energy demand (specifically of electricity), where uncontrollable events such as the 

weather played an important factor. However, the 7% decrease in demand of electricity 

from 2005 to 2009
53

 had to do with energy efficiency, where RGGI’s strategies seem to 

work. In the part of the fuels, as well, the change from carbon and petroleum to other 

sources appears to be the main reason, because of prices or of substitution. In general, the 

shift was to natural gas (due to its lower prices).  

Another key element is energy efficiency in electricity production. For example, the 

state of Massachusetts, produces only 4,300 KW/Hr though it uses 9.9 million tons of coal, 

                                                 
52

 New York State Energy Research and Development Authority, 2010  
53

 New York State Energy Research and Development Authority, 2010    
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whereas the state of Maryland using almost the same amount of coal (10 million tons) 

produces 24,000 KW/Hr. In general, the RGGI performance in decarbonization of their 

electricity production is the highest in the country. A clear explanation is the use of cleaner 

technology, especially hydropower. However, the use of nuclear power is very important 

for some states. Although the electricity produced is clean, there are very pollutant 

chemicals that are emitted during the process. 

Another important factor related with electricity and its regulation is infrastructure.  

According to the Federal Energy Regulatory Commission, almost all RGGI states are 

regulated under the Northeast Power Coordination Council. This Council also includes the 

Canadian provinces of Ontario, Quebec and the Atlantics, but it leaves outside states as 

Maryland, Delaware and New Jersey—part of the Reliability First Corporation.
54

  

The RGGI states that do belong to the Northeast Power Coordination Council have 

infrastructure connections. An example of this is the electric corridor that is being 

developed between Maine and New Brunswick. The first part of this project includes the 

transmission of 1,200-1,500 megawatts to both states based on wind energy and natural 

gas. Also, electric integration has the goal of including mechanisms for carbon capture and 

storage, as well as creating portfolios that account for renewables.
55

 Another example of 

local electric strategy is Hydro-Québec. This company is in charge of providing most of the 

electricity in this region through its hydro-electric plants, being the state of New York its 

most important commercial partner.
56

 Hydro-Québec counts with different interconnections 

                                                 
54

 Energy Information Administration- U.S. , 2008   
55

 Government of New Brunswick, 2009 
56

 Press Republican, 2009 
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among RGGI states as shown in Map 2. This is the case of the interconnection of the 

continuous current of high voltage that has Hydro-Québec with New England since 1986.
57

  

 

Map 2. Interconnections of the Electricity Network  

from Hydro-Québec to U.S. States
58

 

 

 

 

Historically, from 1999 to 2008, Canada has exported electricity to the U.S. In this sense, 

integration of the electric sector among these countries has started in the area of the 

Northwest Atlantic. For the RGGI area, Canadian provinces of Ontario, Quebec and New 

Brunswick export 37,000 gigawatts.
59
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 Duckert, 2009:170 
58

 Hydro-Québec, 2010 
59

 Canadian Electricity Association, 2009 
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4.3 WESTERN CLIMATE INITIATIVE 

 
The Western Climate Initiative (WCI) built on the Western Governors’ Association and in 

some blocks already working on GHG reduction efforts in the individual states or at 

regional schemes. This partnership started in 2003 with the West Coast Global Warming 

Initiative (California, Oregon and Washington). In February 2007, the Southwest Climate 

Change Initiative (Arizona and New Mexico) was integrated to the first one to create the 

WCI.
60

 Since then, some other U.S. states and Canadian provinces (Utah, Montana, British 

Columbia, Manitoba, Ontario, and Quebec) joined the initiative.  

 

Map 3. Members of WCI in 2010
61

 

 
 

 

 

                                                 
60

 Original 5 signatories were Governors Arnold Schwarzeneger (CA-R), Janet Napolitano (AZ-D), Bill 

Richardson (NM-D), Christine O. Gregoire (WA-D), Theodore R. Kulongoski (OR-D).  
61

 Author’s elaboration with data from Western Climate Initiative 2010a; Knigge and Bausch 2006. 

Largest Source of 

Emissions: 

 

AZ – Electricity 

BC – Transportation 

CA – Transportation 

MB – Transportation 

MT – Electricity 

NM – Electricity 

ON – Transportation 

OR – Transportation 

QB – Transportation 

UT – Electricity 

WA – Transportation 
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WCI represented 13% of GHG, 19% of population and 20% of GDP in the United States.
62

 

WCI accounted for 50% of Canadian GHG, 79% of population and 76% of GDP.
63

 This 

numbers would have represented that WCI had the greatest coverage of any GHG regional 

initiative. It is worth noting that if members of WCI had chosen for business as usual, their 

joint emissions in 2020 would have increased 54%. However, since 2010, some U.S. states, 

as Washington, Oregon, Arizona, Utah, Montana, Manitoba and New Mexico, withdrew 

from the initiative arguing that they would not be ready to participate in the first auction in 

2012.
64

 To April 2011, five WCI partners worked together to implement the regional 

emissions trading program. As each of the jurisdictions assess its options to move forward, 

California, British Columbia and Québec work towards a 2012 start date. Ontario and 

Manitoba will join after the program starts.
65

  

WCI’s regional specific commitment is to reduce GHG emissions 15% below 2005 

levels by 2020.
66

  However, this regional goal is lower than those established by some of its 

individual members, for example California and British Columbia.
67

 This shared goal 

would be achieved with market mechanisms and integrating infrastructure and policies, 

where harmonization and convergence will perform within the region. WCI is clearly 

encouraging GHG reductions through market mechanisms speeding the transition to a clean 

                                                 
62

 See World Resources Institute, 2010; Western Climate Initiative 2010a; and Pew Center on Global Climate 

Change, 2009a. See also the database of the Bureau of Economic Activities of the Department of Commerce, 

2009, and Bureau of the Census-U.S., 2009. See also the Inventory of U.S. GHGs at Environmental 

Protection Agency 2008b. 
63

 British Columbia Ministry of Environment, 2010; see also, Statistics Canada, 2010 and 2009; Pew Center 

on Global Climate Change, 2009a, Western Climate Initiative 2010a, and Lee, 2011. 
64

 New Mexico had even taken the case to court. Local Department of Environment presented a lawsuit 

against Gov. Susana Martinez because she was trying to put on hold the enacting of environmental legislation 

that would enable N.M. to participate in WCI. Although the court granted the approval of the environmental 

enactment of rules for GHG management, the State will still be part of WCI but won’t participate in the first 

auction. For getting details of this case, see Danish et al, 2011b.   
65

 Western Climate Initiative, 2011 
66

 Western Climate Initiative Statement of Regional Goal, 2007  
67

 Lee, 2011 
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energy economy.
68

 This supports the premise of the UNFCCC of differentiation of 

responsibilities regarding common environmental problems. Yet, it goes beyond when 

searching for a cost-effective emissions reduction strategy. As mentioned before, there are 

several strategies to achieve this general goal. The WCI addresses three strategies. 

As established in Chapter 2, one of the causes of the failure of global climate 

change governance had been the lack of true leadership without the commitment of the big 

polluter at the time, the U.S. (and nowadays of China). In this sense, California has been 

the leader of the WCI. In fact, “the WCI program has been evolving in tandem with 

California’s efforts to develop programs to meet its statutory commitment to reduce 

greenhouse gas emissions to 1990 levels by 2020, and the California Air Resources Board 

has recommended a cap-and- trade system link with the WCI trading program.”
69

 

California, a founding member of the WCI, has proven that leadership could profit,  

whether it’s the $56 billion it has saved since passing groundbreaking energy 

 efficiency standards in the mid ‘70s or the $9 billion in clean energy venture capital 

 that has been invested in the state over the last few years. If 23 of the leading 

 policies being implemented in states were taken national, the U.S. could reduce its 

 carbon pollution to 27% below 1990 levels by 2020, far surpassing President 

 Obama’s short-term commitment of 17% below 2005 levels by 2020.
70

  

 

In Canada, the leadership is held by British Columbia, place where it was the last meeting 

of the WCI in March 2010. This was the first carbon-neutral meeting where the Pacific 

                                                 
68

 Western Climate Initiative, 2009a 
69

 Milne, 2008 
70

 Walker, 2010  
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Carbon Trust (PCT) participated in granting offsets to the participants.
71

 In general, the 

WCI estimated to save the region about $100 billion (U.S. dollars) between 2012 and 

2020.
72

  

 

 

Integration of policies, mechanisms, and institution building 

WCI integration’s logic is to add up individual members’ efforts in a bottom up scope.  

The most common of the individual (state/province) mechanisms developed by the 

members of the WCI are greenhouse-gas inventories, climate action plans, public benefit 

funds, inventories and registries, renewable portfolio standards, and green pricing 

programs. The following table accounts for the most relevant mechanisms by members of 

the WCI. 

 

 

 

 

 

 

 

 

 

                                                 
71

 The Pacific Carbon Trust is a Crown corporation established in 2008 to deliver B.C.-based greenhouse gas 

offsets to help clients meet their carbon reduction goals and to support the growth of BC’s low-carbon 

economy. By 2011, the Pacific Carbon Trust expects to deliver up to one million tonnes in carbon offsets to 

its public sector and corporate clients, making it one of North America’s largest offset providers. For more 

information, see Pacific Carbon Trust, 2011.  
72

 Walker, 2010 
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Table 4. Type of individual mechanisms of members of WCI
73

 

 Climate Action Energy Sector Transportation Sector 

 

 

Climate 

Action 

Plans 

(emission 

targets) 

GHG 

Inventories 

and 

Registries 

Renewable 

Portfolio 

standards 

Public 

Benefit 

Funds 

Green-Price 

and  Net 

Metering 

(electricity) 

Financial 

incentive 

for 

Biofuels 

Vehicle 

GHG and 

Renewable 

Standards  

AZ 2000 levels by 

2020 

X 15% by 2025 

(mandatory) 

For renewables 

& efficiency 

X None X 

BC
74 10% below 1990 

levels by 2020 

X 13.4% by 2020 

(mandatory) 

For renewables 

& efficiency 

X X X 

CA 1990 levels by 

2020 

X 33% by 2010 

(mandatory) 

For renewables 

& efficiency 

X X X 

MB
75 6% below 1990 

levels by 2012 

(mandatory) 

X None None X X X 

MT 1990 levels by 

2020 

X 15% by 2015 

(mandatory) 

For efficiency X X None  

NM 10% below 

2000 

Levels  by 

2020 

X 20% by 2020 

(mandatory) 

For efficiency X  X X 

ON
76 15% below 

1990 levels by 

2020  

X 67% by 2020 

(mandatory) 

For renewables 

& efficiency 

X X X 

OR 10% below 

1990 levels by 

2020 

X 25% by 2025 

(mandatory) 

For renewables 

& efficiency 

X X X 

QB
77 

 

6% below 

1990 levels by 

2012 

X 94 million tons 

avoided each year 

(from 2006 to 2015) 

(mandatory) 

For efficiency 

& renewables 

X X X 

UT 2005 levels by 

2020 

X 20% by 2025 (goal) None X None X 

WA 1990 levels by 

2020 

X 15% by 2020 

(mandatory) 

None X X X 

 

 

 

For the WCI, the design of climate action plans is a necessary condition to join the 

partnership. These plans link individual members to the regional strategy through the WCI 

registry policies (which will be developed in the former section). In general, the majority of 

                                                 
73

 Author’s elaboration with data for U.S. States from Knigge and Bausch, 2006;  Pew Center on Global 

Climate Change, 2009  
74

 British Columbia is the only member to have a carbon tax (since 2008) combined with market mechanisms, 

individual or regional. The BC’s Clean Energy Act, where all commitments will be enforced, is still in debate. 

For further detail see Duff, 2008.  Data for British Columbia’s strategies on climate action was taken from 

Government of British Columbia, 2008. For data on Renewable Portfolio Standards see Ethree.com, 2007a 

and 2007b. For data on Net Metering, Biofuels, and Vehicle Renewable Standards see Perkins Coie & Fasken 

Martineau, 2008. For Vehicle Standards data see Government of British Columbia, 2002. 
75

 See Government of Manitoba, 2008. Most of Manitoba’s power production is already from renewable 

sources. It is unlikely that the province wants or needs a Renewable Standards Portfolio. Manitoba currently 

generates 5000 MW of electricity, over 95% of which is hydro from the Nelson, Winnipeg and Saskatchewan 

Rivers and which reflects only half of Manitoba’s hydro potential.  For further detail on this topic, see The 

Canadian Bioenergy Association, 2005 Government of Manitoba 2008b.   
76

 See Government of Ontario, 2008. For information about Renewable Portfolio Standards of Ontario, see 

The Energy Roundtable, 2010. For data on Transportation sector, see Government of Ontario, 2007.  
77

 For data on climate change, see Government of Québec, 2008. For data on energy and transportation 

sectors, see Government of Québec, 2007.  

http://www.fasken.com/home/
http://www.fasken.com/home/
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the WCI members have a balance among multi-sector instruments that hold together the 

climate goals.
78

  

The most relevant elements that speak of this trans-regional approach are the 

reporting systems and the cap-and-trade. As the RGGI, the WCI counts with its own 

reporting system for GHG emissions, based on the methodology of The Climate Registry. 

This is so important for WCI that if a new member wants to join the association, it has to be 

already participating in The Climate Registry. To avoid overlapping, reporting systems are 

harmonized and facilities can send almost the same report
79

 to The Climate Registry, the 

Environmental Protection Agency for U.S., Environment Canada for Canadian provinces,
80

 

and ISO 14065.
81

 Reporting, in this sense, is voluntary and accounts for the seven GHG 

specified in the Kyoto Protocol. These reports are the main instruments for participating in 

carbon markets. Also, WCI reporting allows this institution to participate in the 

Environmental Atlas of North America (CEC). 

WCI ensures the necessary conditions for the regional carbon market to operate. 

Institutional building is another element that expresses the trans-regional logic. Thus, WCI 

creates trans-regional institutions such as a tracking system to guarantee the compliance of 

the cap-and-trade program in areas such as standardized databases, individual member 

records, consistency with other markets, and generation of public reports. Other created 

institutions deal with verification and enforcement processes. Although the management 

and penalties of the cap-and-trade program perform within the jurisdiction of each member, 

                                                 
78

 Pew Center on Global Climate Change, 2009a: 3-7 
79

 Some of the reporting systems are not for carbon markets, but for other purposes. However, WCI asks for 

more detail in order to comply with its own cap-and-trade mechanism. Canadian federal and provincial 

governments are working in a joint reporting system, too. 
80

 See Western Climate Initiative, 2007 and 2010f. 
81

 See Western Climate Initiative, 2009b.  
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the WCI suggests that in case of non-compliance, the member should pay a fine.
82

 WCI has 

proposed that another trans-regional organization would be needed to manage auctions and 

give other services. In this sense, it is being considered the example of a corporation 

established by RGGI, the RGGI, Inc.
83

 

 

The WCI Cap-and-Trade Program 

When fully implemented in 2015, the cap-and-trade mechanism will cover up to 90% of the 

WCI’s GHG.
84

 “The WCI cap-and-trade program will cover emissions of seven greenhouse 

gases (carbon dioxide, methane, nitrous oxide, hydrofluorocarbons, perfluorocarbons, 

sulfur hexafluoride, and nitrogen trifluoride) from electricity generation, including 

electricity imported into the WCI region, industrial fuel combustion, industrial processes, 

transportation fuel use, and residential and commercial fuel use. The first phase of the cap-

and-trade program begins on January 1
st
 of 2012, covering emissions from electricity, 

electricity imports, industrial combustion at large sources, and industrial process emissions 

for which adequate measurement methods exist. The second phase begins in 2015, when 

the program expands to include transportation, residential, commercial, and industrial fuels 

not covered in the first phase. By including features such as allowance banking, offsets, and 

three-year compliance periods, the WCI cap-and-trade program provides a strong and 

balanced approach capable of reducing greenhouse gases where they are most cost-

effective.
85
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 Western Climate Initiative 2010a: 24 
83

 Western Climate Initiative 2010a: 25 
84

 Western Climate Initiative 2010h  
85

 Western Climate Initiative 2010c  
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The cap will be implemented by issuing a limited number of emission allowances to 

entities and facilities covered by the program (called “jurisdictions’ allowances budget”). 

Considering the two phases of the program, each partner will need to calculate their 

allowance budget, and then chose whether the allocation will be free or sold.
86

 In this sense, 

the WCI cap-and-trade “will be composed of the individual jurisdictions’ programs 

implemented through state and provincial regulations. Each of the WCI members will 

report their emissions annually and issue emission allowances to meet their emission 

goals.”
87

 Nonetheless,  

the choice of allocation method [free or auctioned] will have profound distributional 

impacts. There are potential gains for low-to middle-income households if permits 

are auctioned and revenues spent in a progressive manner…However, existing high 

emitters should be expected to lobby hard for free permits based on current levels of 

pollution, and if successful they would reap an enormous financial windfall.
88

 

 

The WCI will also prevent emissions leakage. This occurs when production activity shifts 

from WCI members to non-partner ones, so that emissions reductions in the WCI are 

transferred to other jurisdictions. This is addressed by the faculty of each member to 

establish its own allowance budget, by free distribution of allowances to energy-intensive 

or trade-exposed industries based on benchmarking, and by a system of calculating imports 

into the WCI region (especially for the electricity sector).
89

 

                                                 
86

 Western Climate Initiative 2010c  
87

 Western Climate Initiative 2010a   
88

 See Lee, 2011:24. However, as some partner-governments have withdrawn from the first phase of the 

market, California will be in need to give away most of its allowances to polluters in the early years of the 

plan to push for participation. For further detail see Gardner and Henderson, 2010 
89

 Benchmark is an “indicator of efficiency to compare the facilities or operations to an industry standard or 

best practice metric…Use of common benchmarking would facilitate harmonization among similar facilities 
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The total number of allowances (of each member) serves as the cap on emissions for 

the region. In other words, although each LG has the right of negotiating its goals and 

number of allowances, the general cap will be established as a region. The way WCI found 

to make emissions scarce and more expensive over time is that “[a]t least once each three 

years, covered entities [for example companies] are required to turn into the state or 

province one emission allowance for each metric ton of CO2e emissions they emit and 

report.”
90

 In the WCI scheme, entities that emit less than the cap, can sell or hold their 

allowances. Selling excess allowances permits members to get back some of their 

emissions reduction costs while holding allowances to use them later will only increase 

future compliance costs.
91

 

As the design program of WCI establishes, those facilities and companies covered 

by cap could trade their allowance budget at regional auctions (where there is a purchasing 

limit). They can also buy and sell them on secondary markets, or bank them for future use. 

In this sense, auctioneers can purchase a limited number of offsets (of sources not covered 

by the cap).
92

 The WCI members had agreed that  

a minimum percentage of the value of each member’s allowance budget will be 

dedicated to energy efficiency and renewable energy incentives and achievement; 

research, development, demonstrations and deployment for carbon capture and 

sequestration projects; renewable energy generation, transmission and storage; and 

                                                                                                                                                     
within the same industry addressing potential competitiveness concerns.” See Western Climate Initiative 

2010a:14   
90

 Western Climate Initiative 2010a: 6 
91

 Western Climate Initiative 2010a: 6 
92

 Western Climate Initiative 2010c  
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energy efficiency; and promoting emission reductions and sequestration in 

agriculture and forestry and other uncapped sources.
 93

  

The remaining percentage will be distributed by members to reduce consumer impacts, to 

transit to energy efficiency, to create green economies and green jobs, and to adaptat to 

climate change impacts.
94

 

 It is important to note that each auction will have a price floor, which helps to 

correct over-allocation (and that the prices go below the environmental standards). WCI 

offers three compliance mechanisms: early reduction allowances (for the period prior to 

2012), offset certificates, and approved “outside” mechanisms (such as participation in 

other carbon markets). However, the last two cannot exceed 49% of the aggregate required 

emission reductions within the WCI.
95

 This flexibility intends to avoid overlapping, 

especially with other trans-regional mechanisms. It also intends to reduce compliance costs 

and allowance prices. 

  The WCI recognizes that costs for mitigation can increase if technology develops 

slower than planned; weather affects energy production; or uncertainty impacts in 

emissions estimates for the short term compliance periods (2012 and 2015).  As mentioned 

before, the starting date of the cap-and-trade program and thus the first auction will start on 

January 1, 2012. Prior to this date, the cap will be established. For these situations, the WCI 

is evaluating certain instruments such as establishing allowance reserves, using allowances 

                                                 
93

 Midwestern Accord 2010  
94

 Midwestern Accord 2010  
95

 The 49% Emissions reduction “outside” WCI translates into a very small percentage when calculating the 

total emissions of the region. For example, if an emitter of 100,000 MTCO2e uses them, only 5,000 offset 

certificates or approved outside mechanisms could be permitted. 



Chapter 4 – Three Case Studies 
 

 

183 

 

of different compliance periods, or even allowance pools in case there is local disruption in 

any member of the partnership.
96

  

 

 

Linking to other levels of governance 

WCI projected work includes “to work closely with federal governments to promote 

national and international action and ensure coordination among state, provincial, regional 

and national programs.”
97

 There have been different efforts to collaborate among 

transregional GHG initiatives. One example is the offset scheme program that resulted in 

the creation of the Three-Regions Offsets Working Group (WCI, RGGI, and MGGRA). 

This program “represents a consensus among the three regional programs on key offset 

policy design and implementation components that are necessary to ensure high quality 

offsets in a regulatory greenhouse gas cap-and-trade program.”
98

 In other words, the joint 

collaboration is focused on mitigation mechanisms.
99

 Emission offsets,
100

 representing 

emissions reductions projects from sources or sectors not regulated by the program of cap-

and-trade, can be used for compliance in limited quantity, along with allowances from other 

trading programs.
101

  

Offsets are considered for reducing GHG emissions with projects that are real, 

additional, permanent, verifiable and enforceable;
102

 they need to reduce GHG emissions 

outside the cap. The offset program is a clear example of a trans-regional approach. First, it 

                                                 
96

 These instruments are being evaluated at the time of this research. 
97

 Western Climate Initiative, 2010h   
98

 Three-Regions Offsets Working Group, 2010  
99

 Western Climate Initiative 2010a 
100

 For the Western Climate Initiative, one offset certificates equals one MTCO2e. 
101

 Western Climate Initiative 2010a:6 
102

 For definitions of all of these conditions, see Western Climate Initiative 2009a 2010b 
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addresses the issue of linking with other regional initiatives, national ones, or even with the 

KP. Second, it establishes that “offset projects can be located in Canada, the U.S. or 

Mexico”
103

 meaning that the concept of region is including the de facto NAFTA members 

and observers. This emphasizes the argument that economic integration in North America 

could also be understood as trans-regional integration, especially for energy and climate 

change topics. Linking programs with other initiatives or governments multiply the 

opportunities to grant cost-effective lower emissions, to expand the geographic scope to 

maintain competitiveness, to enlarge the size of the market, and to share operations costs.  

In this sense, the linking goes beyond other trans-regional carbon markets in North 

America to national strategies. As mentioned in previous chapters, climate policies at the 

federal level in the U.S., Canada, and Mexico have faced a lot of obstacles. What would 

happen if the federal governments or congresses develop comprehensive climate laws? If it 

is a voluntary carbon market, trans-regions would have to choose in which to participate.
104

 

The linking policies developed by the WCI (and other trans-regions) are starting to operate 

and harmonize among themselves, as mentioned before with the offset program. In general, 

national initiatives are being built on local efforts.  

 

Integration of Infrastructure and Production of Electricity 

Physical integration of energy sources is not new for WCI region. It has been part of the 

motor of NAFTA, and it has been pushed forward by former trilateral agreements as 

NAEWG and trans-regional de facto integration. This integration accounts for production 

and consumption of fossil fuels and recently of renewables. Geographical factors are 

                                                 
103

 Western Climate Initiative 2010a:17 
104

 De Place, 2008  
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important for this integration. Usually, infrastructure integration is located in neighboring 

states or provinces, with similar geographical and climatic diversity. In this sense, the WCI 

establishes the importance of a broad geographic scope that will also reduce overall 

compliance costs and help mitigate leakage risks.
105

 

In the case of electricity infrastructure, physical integration is evident. To assure 

that infrastructure integration is reliable, the North American Electric Reliability 

Corporation (NERC) was established. The WCI is inscribed into the Western Electricity 

Connection region.  

This electric integration is the reason to include in the WCI the possibility to 

incorporate GHG emissions associated with electricity imports. In other words, “emissions 

from electricity generated outside the WCI but consumed within them are included in the 

program of offsets.”
106

 This means that regulation goes indirectly to the first entity that 

delivers electricity. Imports allowances can serve to keep them for reserves in order to 

cover other compliance periods.  

 The electric connection between British Columbia and the neighbor U.S. states, 

members of the WCI represents 730KW into the region’s grid.
107

 The western 

interconnection links the grid into the northern Mexico cities in the states of Baja California 

and Chihuahua that amount for 1,000MW
108

 In general the U.S. state members provide 

some Canadian provinces and Mexican States with electricity through the integrated 

transmission lines, as shown in the following map. 

 

 

                                                 
105

 Western Climate Initiative 2010a :6 
106

 Western Climate Initiative, 2010a:15 
107

 Canadian Electricity Association, 2006  
108

 North American Energy Working Group, 2006  
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Map 4. The Integrated North American Transmission Grid
109

 

 

 
 

 
 
 
This region produces electricity by several sources. In general, members of WCI perform 

their activities with less coal generation in comparison with the rest of the country. None of 

the top 10 carbon-intensive states belong to the WCI. However, states of WCI like Arizona, 

Utah, and New Mexico use significant amount of coal to produce electricity.  

One important element to take into account is the strategy to compensate low 

energy-efficiency rates among members. As shown in Table 5 below, there is a diversity of 

                                                 
109

 Canadian Electricity, Association 2009  
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electricity sources, which allows compensating emissions among members. For example, 

the state of Utah, although using 16.7 million tons of coal produces 35,700 KW/Hr, 

whereas the state of New Mexico uses almost the same amount of coal but produces 29,000 

KW/Hr. In general, the WCI performance in de-carbonization of their electricity production 

is higher than the rest of the country.  

Table 5. Production of Electricity by Source in WCI Member States – 2009 (%) 

(Residential Average Prices in USD) 
110

 

 

 Nuclear Hydro Natural 

Gas 
Renewables Others* Coal Price 

Kw/Hr 

AZ 27.5 5.7 31.1 0.2 0.2 35.3 9.57 

BC 0 91 7 2 0 0 6.63 

CA 17 14.8 53.3 13 1 0.8 13.58 

MB 0 98 0 0.1 0 0.1 7.40 

MT 0 35.5 0 3.1 2.6 59 7.44 

NM 0 0.8 21.6 3.91 0 74 8.20 

ON 54 23 7 0 0 16 12.32 

OR 0 59.2 28.3 6.7 1 5.8 7.63 

QB 3 96 0.6 0.3 0 0 7.45 

UT 0 1.6 14.7 0.9 1 82.6 6.78 

WA 6.4 71.4 10.7 3.9 0.4 7.2 6.63 
*Others: refined petroleum products 

 

The U.S. Supreme Court determined that, since 2007, CO2 is a pollutant regulated by the 

Clean Air Act and the Environmental Protection Agency. In this sense, the development of 

clean technologies is necessary. Technologies for the use of coal to generate electricity fall 

into two general categories: combustion-based processes and gasification-based processes. 

The most common combustion-based processes are pulverized-coal and atmospheric 

fluidized bed combustion systems. In gasification-based systems, coal is converted into a 

gas that is burned in a combustion turbine to generate the steam necessary to drive a steam 

                                                 
110

 Author’s elaboration with data from U.S. States from the Energy Information Administration 2010c, and 

the National Mining Association, 2009; data for Canadian provinces, from the National Inventory Report-

2008 at Environment Canada, 2008b and from British Columbia Hydro Regulatory Group, 2009. For 

Canadian provinces the exchange rate from January 10, 2010 was used to calculate the price of electricity.  
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turbine; it is known as “integrated gasification combined cycle” (IGCC). Gasification 

systems also afford the opportunity to convert part of the coal-derived gas into hydrogen, 

into other fuels including transportation fuels, and chemicals.
111

 Although the general 

approach of the WCI states is towards de-carbonization, the coal-electricity producers could 

in the near future clean up power generation by introducing the IGCC process or capture-

and-store the CO2 produced by other processes. On this matter, some of the WCI members 

are taking advantage of federal legislation. For example, the “Clean Coal Power Initiative 

Program”, which focused on capture and sequestration of GHGs, has allocated by 2009 a 

total of $408 million to two projects—the Basin Electric Power Cooperative’s Antelope 

Valley Station in North Dakota and the Hydrogen Energy Project in California—to 

demonstrate the capture capability of 3 million tons of CO2 per year. These strategies are 

perceived as an inflation of electricity prices. However, only California ranks above the 

national average cost of electricity in the U. S., which is USD9.89 KW/Hr.
 112
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 National Mining Association, 2009b 
112

 Energy Information Administration-U.S., 2010d   
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4.4 MIDWESTERN GREENHOUSE GAS REDUCTION ACCORD (MGGRA) 

This regional cap-and-trade initiative was built on the basis of the Midwestern Governors 

Association. MGGRA was established in 2007, and it was integrated by six U.S. LGs 

(Illinois, Iowa, Kansas, Michigan, Minnesota, Wisconsin), and one Canadian province 

(Manitoba). By 2010, others had joined as observers (Indiana, Ohio, South Dakota, and the 

province of Ontario).
113

 The MGGRA represents 14% of GHG, the 16% of U.S. GDP, and 

15% of the country’s population.
 114

 It also represents the 33% of GHG emitted by Canada, 

the 42% of its population, and 40% of the country’s GDP.
115

  

Map 5. Members of MGGRA
116

 

 

                                                 
113

 Midwestern Greenhouse Gas Reduction Accord, 2007. To August 2011, when this dissertation was 

finished, the MGGRA was still operating. However, in November of that same year this initiative 

disappeared.   
114

 See World Resources Institute, 2010; Western Climate Initiative 2010a; and Pew Center on Global Climate 

Change, 2009a. See also the database of the Bureau of Economic Activities of the Department of Commerce, 

2009, and Bureau of the Census-U.S., 2009. See also the Inventory of U.S. GHGs at Environmental 

Protection Agency 2008b. 
115

 Environment Canada, 2008; Statistics Canada, 2010 and 2009  
116

 Midwestern Greenhouse Gas Reduction Accord, 2010b  

Original Members 

Added Members 
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Integration of policies, mechanisms, and institution building 

The MGGRA establishes that because of the lack of federal policies in GHG management, 

LGs “have the obligation to establish a policy framework for reducing emissions of the six 

recognized greenhouse gases (GHG) while maintaining reliability and enhancing the cost 

competitiveness of the Midwest’s energy supply.”
117

 The main goal of MGGRA is to create 

a carbon market with a multi-sector approach, similar to the other two regional 

initiatives.
118

 The proposed goal for GHG reduction in the long run was set in 20% 

reduction by 2020 and 80% to 2050 with 2005 as a base year.
119

 This regional market will 

focus on facilities that generate more than 25,000 metric tons of CO2e per year.
120

 As 

shown in the graphic below, in general, three energy sectors--electric generation, 

transportation, and industry are the largest emitters of the region.  
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 Midwestern Governors Association, 2007 
118

 Midwestern Governors Association, 2007 
119

 Wennberg, Jeffrey 2010; and Pew Center on Global Climate Change, 2009a  
120

 The Regulatory Agency will take into account the annual average of the last three years of operations. It 

will include the 6 GHG listed in the KP. For further detail, see Midwestern Greenhouse Gas Reduction 

Accord, 2010a  
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Graphic 1. Total GHG Emissions of Midwest U.S. States by Economic Sector (2003)
121

 

 

 

The MGGRA focuses in energetic transition to open the energy mix to renewables. The 

region covered by the MGGRA has high potential for developing renewable energy, such 

as solar, biofuels, wind-hydro, wind-biomass, wind-compressed air and biomass power 

with affordable costs adjustable to the FERC tariffs.
122

  

The main reason is that nowadays, the Midwest has intensive manufacturing and 

agriculture sectors, making it the most coal-dependent region in North America, followed 

by nuclear energy.
123

 In developing the renewable projects, the geographical approach is 

important. MGGRA has designate several high-capacity renewable energy zones in each 

state.
124

 

To accomplish MGGRA goals, it has proposed several scenarios. Some incorporate 

individual complementary policies, and some others include a combination with a cap-and-

trade scheme. It is estimated that if they set the price per ton at USD$11 for 2020 and at 
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 Larsen et al, 2007  
122

  Midwestern Greenhouse Gas Reduction Accord, 2009  
123

 See Caldwell, 2009  
124

 Midwestern Greenhouse Gas Reduction Accord, 2009  
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USD$23 for 2030, members would be earning between USD$5 to USD$11 billion.
125

 

Nonetheless, this optimistic scenario would be achieved by designing complementary 

policies individually and regionally. Four of the main policies that MGGRA has proposed  

are shown in Table 6 below: 1) energy efficiency, 2) renewable energy for electricity, 3) 

change to an “integrated gasification combined cycle” that includes carbon 

sequestration/storage, and 4) biofuels and low-carbon standards for transportation sector.
126

 

All these policies were considered to integrate individual efforts to a regional scheme and 

to create and expand infrastructure throughout the region. 

The first set of complementary policies deals with energy efficiency. The goal is to 

save 2% of energy to 2030. The second one deals with incorporating up to 30% of 

renewable energy into the electric transmission lines to 2030.
127

 The last one deals with 

biofuels and a goal of 10% intensity reduction within 10 years.
128

 This strategy also 

proposes to develop a common standard for smart-grid.
 129

 The third one includes the 

change towards integrated gasification combined cycles (IGCC), as well as carbon capture 

and storage. By 2010, MGGRA had achieved a consistent state/provincial statutory and 

regulatory framework across the Midwest for CO2 transport, injection, storage, liability, 

and long-term site stewardship. MGGRA will also develop a commercialization scheme to 

capture CO2 at key demonstration projects between 2012 and 2015.
130

 The MGGRA will 

create a “clean-fuel retailers program” that will include mechanisms to expand retail 

distribution of biofuels and advanced low-carbon fuels throughout the region.
131
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 Midwestern Greenhouse Gas Reduction Accord, 2010c  
126

 Midwestern Greenhouse Gas Reduction Accord, 2010c  
127

 Caldwell, 2009  
128

 Caldwell, 2009 
129

 Midwestern Greenhouse Gas Reduction Accord, 2009  
130

 Midwestern Greenhouse Gas Reduction Accord, 2009  
131

 Midwestern Greenhouse Gas Reduction Accord, 2009 
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Table 6. Type of individual mechanisms of members of MGGRA
132

 

 Climate Action Energy Sector Transportation 

Sector 

 

 

Climate 

Action 

Plans 

(emission 

targets) 

GHG 

Inventories 

and 

Registries 

Renewable 

Portfolio 

standards 

Public 

Benefit 

Funds 

Green-Price 

and  Net 

Metering 

(electricity) 

Financial 

incentive 

for 

Biofuels 

Vehicle 

GHG and 

Renewable 

Standards  

IL 
 X X Renewables & 

Efficiency 
X X None 

IA None X X None X X None 

KS None X None none None X None 

MI 
none X X Renewables & 

Efficiency 
X X None 

MN 
x X X Renewables & 

Efficiency 
X X None 

WI None X X Efficiency X X None 

MB
133

 

6% below 

1990 levels 
by 2012 

(mandatory) 

X None None X X X 

IN None X None none X X None 

OH 
none X None Renewables & 

Efficiency 
X X None 

SD X X None none Green Pricing X None 

ON
134

 

15% below 

1990 levels 

by 2020 

X 67% by 2020 

(mandatory) 

Renewables & 

Efficiency 
X x X 

 

Alongside with complementary policies, MGGRA acknowledges that to accomplish its 

general goals, it is necessary to incorporate a cap-and-trade scheme. It is important to note 

that the institutional design of this carbon market finished in April 2010. However, this 

market will start operations in January 2012. The operation rules establish that each of the 

members should follow a special institution created to manage the initiative policies. The 

Regulatory Agency of the MGGRA will be the one in charge to deal with any processes of 

partners’ GHG registries and inventories. This agency will also determine the allowance 

                                                 
132

 Author’s elaboration with data for U.S. States from Knigge and Bausch, 2006 and Pew Center on Global 

Climate Change, 2009a.  
133

 See Government of Manitoba, 2008. Most of Manitoba’s power production is already from renewable 

sources. It is unlikely that the province wants or needs a Renewable Standards Portfolio. Manitoba currently 

generates 5000 MW of electricity, over 95% of which is hydro from the Nelson, Winnipeg and Saskatchewan 

Rivers and which reflects only half of Manitoba’s hydro potential. For further detail, see The Canadian 

Bioenergy Association, 2005 and Government of Manitoba, 2008b. 
134

 Government of Ontario, 2008. For information about Renewable Portfolio Standards of Ontario, see The 

Energy Roundtable, 2010. For data on Transportation sector, see Government of Ontario, 2007. 
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distribution, giving from 2 to 5% of them to commercialization projects of low-carbon 

technology. These projects would work as incentives for early reduction and co-generation 

of electricity.
 135

 In 2009, the MGGRA Advisory Group recommended that “the initial 

auction was of 50% of emission allowances, with the remaining allowances sold for a small 

fee of $2-$4, and a limit on offset credits of 20 percent of a capped source’s compliance 

obligation.”
136

 

Another institution created by MGGRA is the Regional Administrative 

Organization (RAO), which would include a board staffed by representatives from each 

participating jurisdiction. The RAO would serve as a technical assistance organization and 

would have no regulatory or enforcement authority itself. The member jurisdictions would 

continue to serve as the regulatory and enforcement authorities.
137

 

MGGRA has presented also an offset system. Initially, the Midwestern Accord 

Advisory Group recommended that offset projects be limited to Midwestern Accord 

participating jurisdictions and those states and provinces that have signed a Memorandum 

of Understanding with the Midwestern Accord. States and provinces not part of the 

Midwestern Accord must agree to carry out certain administrative tasks related to the 

evaluation of offset projects, and may be required to have a GHG regulatory program 

comparable to the Midwestern Accord.
 138

 The offset projects will cover 15% of cap in each 

year and 4/5’s of offsets must originate in capped region; the other 1/5 could be from the 

rest of U.S.
139
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 Midwestern Greenhouse Gas Reduction Accord, 2009 
136

 Danish et al, 2009  
137

 Stockholm Environment Institute  2010  
138

 Stockholm Environment Institute, 2010  
139

 Caldwell, 2009. It is worth to note that participation of international offsets beyond the U.S. and Canada is 

to be determined, yet.  
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Linking to other initiatives and orders of government 

As other initiatives, the MGGRA proposes the offsets as a linking mechanism to other 

schemes. Its Advisory Group recommended that the participating states and provinces look 

forward to link the Midwestern Accord to the Regional Greenhouse Gas Initiative (RGGI), 

the Western Climate Initiative (WCI), the European Union Emissions Trading Scheme (EU 

ETS), and other mandatory GHG reduction programs as appropriate. In this sense, 

MGGRA analyzes the possibility to accept offset credits generated under the Clean 

Development Mechanism and Joint Implementation mechanisms of the KP. The 

examination should consider the extent to which Midwestern Accord offset requirements 

are met by these programs and whether or not the programs being linked can accept these 

credits.
 140

 

Also, the MGGRA acknowledges that federal initiatives may come in force soon. 

This situation prevents MGGRA to prepare for a transition to federal programs, especially 

in the case of the U.S. and Canada. The aim of this adaptation strategy is to ensure that 

LGs’ allowances are fully recognized in the operation of a federal program.
 141

 

 

Integration of Infrastructure and Production of Electricity 

Of the 14% of GHG produced in this region, 32% comes from electricity production 

(facilities of more than 25MW), followed by 25% of the transportation sector.
142

 One of the 

main projects of the MGGRA complementary policies and cap-and-trade is directed to 

develop common electricity infrastructure and transmission lines serving multiple 

jurisdictions, as well as wind farms to provide electricity to all members. This regional 
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 Stockholm Environment Institute, 2010 
141

 Stockholm Environment Institute, 2010  
142

 Caldwell, 2009  
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initiative understands that transmission expansion is fundamental for accomplishing GHG 

reduction goals.  

  It is important to note that a set of institutions have been created to develop this 

energy integration. MGGRA has created the Midwest Independent System Operator that 

collaborates with the MGA, the Southwest Power Pool and other stakeholders.
143

 The goal 

of MGGRA is to reduce 10 % of electricity consumed in the region from renewable sources 

by 2015, as well as providing results for transmission expansion needed to meet the MGA’s 

renewable electricity targets of 20 percent by 2020 and 30 percent by 2030.
144

 However, 

this expansion would need to be subscribed into the Eastern Interconnection managed by 

the North American Electric Reliability Corporation (NERC), which accounts for five 

different electrical regions.  

In the case of carbon capture and storage, MGGRA will establish publicly-regulated 

CO2 sequestration utilities to provide commercial energy and other facilities with a 

comprehensive and predictable CO2 storage solution. In this sense, there are plans to build 

CO2 trunk lines at a regional scale.
145

 The impact of these new facilities will be the 

reduction of coal energy-generation and the premature retirement of coal-based capacity. 

The coal unit retirements by 2030 range from 17 Gigawatts to 27 Gigawatts, or 30% to 

50% of regional coal generating capacity of 55 Gigawatts. These retirements begin as early 

as 2015, and they would be more than half completed by 2020. MGGRA modeling shows 

that most of this capacity would be replaced by wind energy.
146
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 Midwestern Greenhouse Gas Reduction Accord, 2009  
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 Midwestern Greenhouse Gas Reduction Accord, 2009  
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 Midwestern Greenhouse Gas Reduction Accord, 2009  
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 Trisko, 2010  
 


