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INTRODUCTION

This primer examines the options for transitioning from 
the current diversified voluntary offsets market to a more 
standardized federal offsets program expected as part of 
an economy wide cap-and-trade program. This primer 
was developed with input from a working group on offsets 
transition that first met in August 2009 as part of a broader 
effort by the Nicholas Institute to convene researchers, Con-
gressional staff, and various stakeholders to explore ways 
of containing the overall cost of climate legislation. Based 
on our working group discussions (see Appendix for list of 
group participants), we present a number of policy op-
tions for the inclusion of offsets during the interim period 
between passage of a bill and final rulemaking on federal 
offsets methodologies (Figure 1). What happens during 
this interim period (~2010–2015) will impact the supply of 
offsets generated in the early years of the cap, and thus, the 
cost of the cap-and-trade system. Our discussion and the 
options presented in this primer were originally based on 
the American Clean Energy and Security Act (H.R. 2454), 
sponsored in the House by Reps. Waxman and Markey. 
Since we started this process, two new bills have been intro-
duced: the Clean Energy Jobs and American Power Act (S. 
1733), sponsored by Sens. Kerry and Boxer, and the Clean 
Energy Partnerships Act (S. 2729)— a bill dealing specifi-
cally with offsets— sponsored by Sen. Stabenow.1 Many 
of the issues originally discussed for H.R. 2454 have been 
fully or partially addressed by these Senate bills, and as the 
legislative process in the Senate continues, additional bills 
and amendments are likely to emerge, which could further 
address the issues discussed here.

Figure 1. The progression of offsets policy from pre-enact-
ment to the full offsets program. This primer focuses on the 
transition between the early actors in the voluntary market 
and the implementation of the final federal protocols.

Why Are Offsets Necessary?

The economic analyses by EPA (2009) and EIA (2009)
suggest that offsets are among the most powerful cost-
containment elements in the proposed climate legislation. 
Economically viable offset projects generally represent 
less-expensive alternatives to emission reductions in capped 
sectors and thereby reduce the marginal cost of achieving 
the aggregate target. Offsets can therefore play an important 
short-term role as low-carbon technology takes time to 
penetrate the capped sectors. Nevertheless, offsets represent 
only one of a series of options for cost containment; other 
strategies include price containment mechanisms, such as a 
strategic allowance reserve or a price collar, which are

1 S. 1733 is co-sponsored by Sen. Kirk, and S. 2729 is co-sponsored by 
Sens. Baucus, Begich, Brown, Casey, Harkin, Klobuchar, and Shaheen.
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Will sufficient offsets be available 
early on?  

What are the sources of uncertainty 

for interim offsets? 

Uncertainty in timing for offset 
investment  
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http://www.nicholas.duke.edu/institute/carboncosts/price%20containment_final.pdf


Uncertainty over offsets project eligibility 

―

Potential for Expanding Initial Offsets 

Pools 

Domestic offsets pools 

http://www.climateactionreserve.org/
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Agricultural soil carbon 



Effects of performance standards on 
offsets supply 

 

 

International offsets pools 



Reduced emissions from deforestation 

and degradation 

 

 

 

 

 



http://www.climate-standards.org/projects/index.html
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http://www.v-c-s.org/public_comment.html
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SUMMARY 
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