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INTRODUCTION

Last month, the U.S. House of Representatives narrowly 
passed a wide-ranging energy and climate bill with the first-
ever greenhouse gas cap-and-trade measure to emerge from 
that chamber. The American Clean Energy and Security Act 
of 2009 (H.R. 2454) sets a cap that covers about 85% of U.S. 
total greenhouse gas emissions and virtually all emissions 
from the combustion of fossil fuels (U.S. Environmental 
Protection Agency [EPA] 2009). Costs of complying with 
the bill were at the center of the House debate in large part 
due to lingering concerns about the state of the economy. 
As the Senate now considers comparable efforts to pass 
comprehensive energy and climate legislation, cost concerns 
will remain critical and, if they are not dealt with effectively, 
threaten to stall legislation.

“Cost” serves as an umbrella term for a number of 
issues. Cost broadly refers to the effect of the nation’s 
climate policy on the overall performance of the econ-
omy, as measured by indicators such as gross domestic 
product (GDP) that capture the value of the economy’s 
output. Cost also may refer to the possibility that a 
cap on U.S. industrial sectors provides a comparative 
advantage to producers in uncapped countries, lead-
ing to loss of competitive advantage that some fear 
could cause a migration of manufacturing to competi-
tor nations, such as China, that may refuse to adopt 
a comparable mandatory cap as part of a post-Kyoto 
regime, which is up for consideration in Copenhagen 
in December 2009.

In addition to the adverse impact this could have on 
the percentage of U.S. producers that compete with 

producers from the uncapped countries, the shifting 
of economic activity could generate a corresponding 
“emissions leakage” to those countries, thereby under-
mining the efforts of the U.S. and other countries that 
do adopt a cap. “Cost” concerns also capture distri-
butional equity factors that could arise from a climate 
policy, such as the impact of higher fossil energy costs 
on lower-income brackets of the U.S. population, who 
would bear disproportionately high cost, as utility bills 
and other energy-intensive goods and services tend to 
comprise a greater share of their budgets (Congressio-
nal Budget Office [CBO] 2009).

To address these substantive and political needs, the 
Nicholas Institute for Environmental Policy Solutions 
has helped guide the development of cap-and-trade 
policy proposals that foster compliance flexibility 
while maintaining environmental integrity. To ac-
complish these twin goals, the Institute has developed 
policy options in four key areas that pertain to differ-
ent types of cost that arise from climate legislation.

The four policy levers include:
•	 Offsets: Policies to allow capped entities to mini-

mize cost by allowing obligations to be “offset” 
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Nicholas Institute for  
Environmental Policy Solutions
The Nicholas Institute for Environmental Policy Solutions 
at Duke University is a nonpartisan institute founded 
in 2005 to help decision makers in government, the 
private sector, and the nonprofit community address 
critical environmental challenges. The Nichols Institute 
responds to the demand for high-quality and timely 
data and acts as an “honest broker” in policy debates by 
convening and fostering open, ongoing dialogue between 
stakeholders on all sides of the issues and providing 
policy-relevant analysis based on academic research. 
The Nicholas Institute’s leadership and staff leverage 
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the broad expertise of Duke University as well as public 
and private partners worldwide. Since its inception, the 
Nicholas Institute has earned a distinguished reputation 
for its innovative approach to developing multilateral, 
nonpartisan, and economically viable solutions to 
pressing environmental challenges..
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