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OVERVIEW

Uncertainty Surrounding Policies and Demand Growth

The electricity sector faces uncharted and challenging waters on multiple fronts. Past legis-
lative and regulatory agendas have been overturned, specifically with regards to the clean
electricity incentives in the Inflation Reduction Act (IRA) and the repeal of emissions reg-
ulations pertaining to existing and new sources found in the US Environmental Protection
Agency’s (EPA) Final Greenhouse Gas (GHG) Rule (EPA 2026a).! The EPA’s 2009 finding
of endangerment from carbon dioxide emissions has also been repealed, undermining the
viability of future efforts to reduce greenhouse gas emissions (EPA 2026b). Offshore wind
faces difficulties both in permitting under the current administration and in the industry’s
financial viability—the Trump-Vance administration has even paid billions to construction
companies to abandon their plans (McDermott and Daly 2026). Natural gas markets—and
therefore, gas prices—also remain in flux, as long-term trends in domestic production and
international export markets are uncertain, even after any future conclusion to the 2026
Iran war. These factors are playing out against a backdrop of potentially unprecedented
growth in the demand for electricity, coming at a time when delays in connecting new re-
sources to the grid have never been longer (Rand et al. 2024).

A number of studies have examined the causes of electricity load growth and potential meth-
ods to address it.? Less well-explored is the question of how shifts in political winds may
impact the response of the electricity industry to these trends and uncertainties. The pre-
vious Biden-Harris administration committed to the goal of 100% clean electricity by 2035
and net zero emissions economy-wide by 2050 (The White House 2024). Future actions to
curtail GHG emissions from the electricity sector under the Trump-Vance administration ap-
pear highly unlikely, leaving the industry at the mercy of unknown future political outcomes.
Rapidly changing expectations for data centers and their unprecedented growth in electricity
demand have only complicated the situation. For an industry that thrives under certainty
and requires significant lead time to adjust its capacity assets and generation choices, this
lack of clarity results in inefficient decisions and increased costs as investments are made
with only a hazy picture of the future.

This policy brief contrasts current trends with those that resume a course toward a net zero
emissions future for electricity and examines how shifting policies around clean electricity
generation increase costs to the sector as a whole.

The modeling first compares the industry’s direction along the current path—the repeal of
the CPS and removal of most clean electricity incentives in the IRA (as outlined by the “One
Big Beautiful Bill”)—with the direction of the industry under the past IRA and CPS rules
from the Biden-Harris administration. Implications for a hypothetical eventual clean ener-
gy transition—and the potential delay imposed by current policies—are then evaluated by
adding a net zero emissions goal for electricity generation on top of these divergent pathways
(current versus past). The hypothetical net zero target begins in 2035 and is loosely based on

1 Hereafter referred to as the Carbon Pollution Standards (CPS).The “One Big Beautiful Bill Act” (US
Congress 2025) removed most clean electricity incentives from the IRA, and EPA proposed repeal of the
CPS in June 2025 (EPA 2025).

2 See, for example, Wilson et al. (2024) for estimates of potential demand growth, and Norris et al.
(2025) for an analysis of possible methods to address growth within the context of the existing system.
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forecasted emissions from the pathway under the old IRA and CPS policies for that year (550
MMTCOz2). Emissions then trend linearly downward to 10% of that amount by 2050. While
less ambitious than what was proposed by the previous Biden-Harris administration, the
goal provides a uniform point of comparison across model scenarios.

While a net zero policy was consistent with past policy trends, this vision seems diametri-
cally opposed to a future based on current policies. Thus, it is assumed that adding a net
zero goal on top of current policies (along with an assumed reinstatement—after a pause—of
the previous IRA and CPS rules) only happens as an unanticipated shift in policy direction
under a future federal administration. The unanticipated nature of these policy shifts can
lead to inefficient investments (or a delay in efficient ones) in the near term as utilities lack
the necessary foresight, unlike most similar policy analyses that assume perfect foresight of
both policies and market conditions across the planning horizon.

The questions of interest for the analysis are:

1. What is the long-term future of electricity generation if current policies remain in
effect?

2. How do the implications of current policies compare to those of the past
administration?

3. If federal policy were to again reverse course in the future, how much might a short-
term delay in progress toward clean electricity have cost the economy?

Highlights of the Analysis

Note that although this analysis provides specific estimates of investments, generation, and
emissions for each model scenario, it is important to view the findings more broadly and to
evaluate overall trends and insights gleaned from the results, rather than focus on particular
numbers, given the uncertain nature of future policies and markets.

The main findings of the analysis are:

o Elimination of most IRA clean electricity incentives and repeal of the CPS have put
industry emissions on a much higher trajectory (40% to 60% higher in cumulative
terms through 2050), assuming that elimination of these policies remains in force and
influences industry expectations about future regulations.

» There may not be dramatic increases in natural gas capacity because of current
policies; eliminating the CPS keeps existing coal plants operating longer, reducing
short-term needs for new gas plants; higher demand from data centers also leads to
additional gas generation regardless of federal policies.

e Low-priced natural gas can significantly increase emissions as electricity demand
grows, regardless of the policy environment. Under current policies, cheap natural gas
may reduce coal generation slightly in the near term from what it would be otherwise.

« High demand growth under current policies is more likely to lead to new gas capacity
and maintaining existing coal plants than to renewables.

» The IRA and CPS policies would have positioned the electricity sector to achieve net
zero goals at a modest cost (estimated at $27/ton even accounting for higher electricity
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demand from data centers). Costs to achieve net zero are significantly higher starting
from the emissions trends under current policies.

e Costs of delaying progress toward potential net zero goals until the next federal
administration—if attempting to reach net zero emissions by 2050—are estimated to
average around $12 billion per year from 2032 to 2050.

MODELING

The analysis in this report is conducted using a revised version of the Dynamic Integrated
Economy/Energy/Emissions Model (DIEM), which can represent the potential for unfore-
seen changes in policy direction. The electricity model is a representation of US wholesale
electricity markets and builds on past work performed with the DIEM model (see, for exam-
ple, Ross et al. [2024] for an investigation of load growth, and Ross and Ewing [2026] for an
evaluation of the impacts of data centers). The model represents intermediate- to long-run
decisions by the industry regarding generation, transmission, capacity planning, and unit
dispatch. To estimate impacts, it minimizes electricity generation costs while meeting elec-
tricity demand and policy goals.

Scenarios of Interest

Analyses of policy scenarios begin by establishing a standard (or reference) forecast against
which any changes in system costs and other variables can be evaluated. Typically, scenar-
ios assume that utilities can anticipate coming policies in advance and plan future capacity
investments and generation accordingly to minimize system costs.

In this analysis, however, the scenarios focused on net zero goals are separated into antici-
pated and unanticipated approaches. The first three scenarios that follow make the standard
modeling assumption of full anticipation of future market conditions, while the fourth policy
scenario allows for an unanticipated (as of today) change in future policy direction. The past
and current policy scenarios are also combined with some sensitivities on critical variables:

1. “Past Policies:” Includes past IRA incentives and regulation of emissions from
existing and new sources as described in EPA’s CPS (EPA 2026), along with allowing
for continued construction of offshore wind.

2. “Current Policies:” Assumes a permanent revocation of most IRA incentives for
electricity, lasting repeal of the EPA CPS rules for emissions from existing coal and new
gas units, and elimination of permits for any new offshore wind.

3. “Past Policies Plus Net Zero:” Represents a hypothetical future in which past IRA/
CPS policies had remained in place and a net zero goal was added on top of them. In
this scenario, it is assumed that the net zero policy has been anticipated by utilities in
advance and influences investment decisions throughout the model horizon.

4. “Reinstate (Past Policies) Plus Net Zero:” (An unanticipated change in policy
direction.) Starts from the “Current Policies” case,? but then assumes that the clean

3 In this scenario, capacity decisions (and generation decisions) made through 2030 in the model are
fixed at the levels estimated in the BBB case. Subsequently, utilities are able to begin readjusting their
capacity mix in light of the reinstated IRA and CPS policies by 2032.
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electricity incentives in the IRA are unexpectedly restarted in 2030—midway through
the next federal administration—with the tax credits starting to influence capacity
decisions installed by 2032. It is assumed the incentives run through 2038 to be
roughly comparable with the length of time they were in effect under the previous IRA
policy. The CPS for existing coal and new natural gas units is also restarted in 2030
with carbon capture (CCS) requirements starting in 2035 for coal units expecting to
operate after 2039. CPS rules regarding utilization rates or CCS for new gas units also
resume in 2035 (it is assumed that new gas units are defined as those constructed after
2028). The net zero emissions targets are kept consistent with the “Past Policies Plus
Net Zero” scenario to allow a comparison between the two alternatives—an emissions
goal where anticipation began by 2028 versus an emissions goal not acted upon until
2032.

5. Sensitivities on Market Trends

a. Electricity demand: The standard scenarios (unless otherwise specified)
use regional demand trends from EIA’s Annual Energy Outlook (AEO) 2026
Counterfactual Baseline Case (EIA 2026). The “High Electricity” scenario,
although not a major focus of the analysis, uses demand growth from the AEO
scenario with high electricity demand from data centers.

b. Natural gas prices: The standard scenarios use wholesale Henry Hub gas prices
from the AEO 2026 Reference Case, combined with regional transport costs
and seasonal variations from the EPA IPM model. In contrast, the “Cheap Gas”
scenario uses wholesale Henry Hub gas prices from the AEO 2026 High Oil and
Gas Supply Case (EIA 2026).

Model Results

To begin the evaluation, we estimate the changes in generation between the past-policies
trajectory and the more recent current-policies pathway. Figure 1 illustrates the incremental
changes in generation by type of unit in terawatt-hours from the repeal of the CPS and IRA
incentives (and the offshore wind limits) in the current-policies scenario. Note that no im-
pacts of net zero goals are included in these differences.

Figure 1a shows changes in generation for the current-policies scenario, relative to the
past-policies scenario, for the standard set of assumptions about market conditions in the
model. In the near term, natural gas generation is higher as the result of increased utiliza-
tion of existing units and additional construction of new gas, which is largely undertaken to
offset declines in onshore wind generation as the result of removing the IRA incentives for
clean electricity—offshore wind declines are largely from the assumed limits on future per-
mitting, rather than the loss of IRA subsidies.

Figure 1b shows similar incremental changes when natural gas prices remain comparatively
low (between $3.5 and $5.5 per MMBtu delivered in both policy pathways). Onshore wind
again declines. The largest increase in generation comes from natural gas, however, as low
prices combine with the repealed restrictions on new gas units. Both nuclear and coal gener-
ation find it hard to compete with gas in these circumstances.

Finally, Figure 1c contrasts the two scenarios under conditions of more significant increases
in demand growth from data centers (growth in the near term in the AEO forecasts is less
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Figure 1. US generation changes from current policies compared to past
policies, TWh
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dramatic than in other forecasts, only approaching other forecasts when reaching 2050)4.
(Total demand could be 25% higher by 2050 in the commercial sector in the AEO High
Electricity forecast.) The response by generation to this increase in demand is similar to the
incremental changes in the current-policies scenario under the standard assumptions—im-
plying a modest increase in coal and gas generation to supply more rapid data center growth.

The absolute levels of carbon dioxide emissions tell a somewhat different picture than the
incremental differences in generation, however. Emissions from electricity generation have
been trending downward for the last two decades as the result of coal plant retirements, a
switch to natural gas generation, and the expansion of renewables in the system. Between
2005 and 2023, emissions fell by more than 40%, from around 2,400 to 1,420 MMTCO,
(EIA 2024).

The passage of the IRA in 2022, with its subsidies for renewable generation among many
other features, was expected to accelerate these trends (Ross et al. 2023). If the CPS stan-
dards had remained in place, EPA’s Final GHG Rules (EPA 2026) was also forecast to result
in significant emissions reductions. However, other confounding factors such as policy un-
certainty, natural gas price variability, and higher demand growth could limit future reduc-
tions. Figure 2 illustrates a potential range of emissions outcomes across these futures.

Under past policies (specifically, the IRA and CPS rules), emissions were forecast in the
modeling to continue declining substantially through 2032 before stabilizing or increasing
slightly as data center demands grow, assuming there were no additional new policies (“Past
Policies” scenario in Figure 2). The increase—in the absence of additional policies beyond
IRA/CPS—occurs as demand is growing at 1.3% per year in the AEO 2026 forecasts underly-
ing this projection, compared with 0.7% per year in older AEO 2023 forecasts.

If delivered natural gas prices remain around $3/MMBtu (“Cheap Gas”), near-term trends in
emissions follow a similar pattern through 2032 but stabilize at a significantly higher level,
even when the operations of new gas combined-cycle units are controlled by the CPS. The
higher demand levels suggested by the AEO High Electricity growth forecasts would place
emissions trends on somewhat different path, as shown by the dashed lines in the figure, but
not an entirely new trajectory as data centers grow quickly in the main AEO forecast also.

In contrast to the three black lines that show the range of emissions outcomes under past
policies, the three red lines illustrate a range of alternative futures in which the IRA in-
centives and CPS rules end prior to 2028 and are never reinstated in the future (“Current
Policies”). Cumulative emissions from electricity generation are 40% to 60% higher through
2050 based on current policy choices. For model comparison purposes, Figure 2 contrasts
DIEM model findings for current trends to those from an AEO 2026 scenario that also
eliminated the CPS—“AEO 2026 (no CPS)” (in orange). The figure juxtaposes these various
emissions pathways with the hypothesized net zero goal (in green).5

Figure 3 explores the cost-effectiveness of achieving net zero emissions.® One set of scenar-
ios (“Past Polices Plus Net Zero/NZ”) looks at how much would have been required to reach

4 Figure ES-2in EPRI 2026.

5 No banking or borrowing of emissions allowances is assumed in the net zero scenarios, implying
that emissions follow the trend shown in each year of the forecast.

6 Costs in this document refer broadly to system costs, which include those directly related to
supplying electricity; i.e., capital costs for new construction and transmission, fixed and variable
operations and maintenance costs, and fuel costs.
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Figure 2. US CO, emissions forecasts from the electricity sector

Sources: DIEM model and EIA (2026)

net zero when the industry was better positioned for a transition by the policies of the previ-
ous administration (i.e., IRA and CPS). The other set of scenarios (“Reinstate Plus Net Zero”)
look at how far the system would need to go to reach net zero compared to current policies.
In Figure 3, the three “Past Policies Plus Net Zero/NZ” pathways—with different assump-
tions about gas prices and demand growth—add the net zero targets onto past policies (with
anticipation by utilities from the beginning of the model horizon) and then contrast the net
zero pathway to past-policy trends.

The three “Reinstate” scenarios illustrate the costs of achieving net zero compared to the
“Current Policies” trajectory for emissions from Figure 2. Given that current policies lead to
significantly higher emissions than past ones, it should not be surprising that achieving net
zero from this higher starting point requires more reductions in emissions in percentage
terms and at additional costs—even when clean electricity incentives and limits on emis-
sions from fossil generation are hypothetically reinstated in relatively short order by the
next federal administration. Note that these two measures of policy cost follow the standard
approach of comparing a policy pathway to a reference pathway without that policy. The
complication in this case is that the three original “Past Policies Plus Net Zero” scenarios
have to be compared to a reference case based on the previous policies from the Biden-Har-
ris administration, while the “Reinstate Plus Net Zero” scenarios are comparable to current
policies represented by that scenario.
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Under standard assumptions about market conditions for natural gas prices and demand
growth, past policies positioned the electricity industry so that adding a net zero goal could
be achieved at relatively low cost to the system—in this case, an additional $27/ton of CO,
removed (in present value terms through 2050) with a cumulative reduction of around 30%
from 2028 to 2050. Lower natural gas prices, and the resulting increased incentives for
gas generation and higher emissions shown in Figure 2, would have raised these costs only
slightly to $28/ton and increased the quantity of emissions needing removal from the sys-
tem. Similarly, the higher demand forecast from data centers means that additional adjust-
ments in the system (and costs) would be needed because of the higher levels of emissions
prior to instituting net zero. However, these costs—at $30/ton—remain below estimates of
the social cost of carbon emissions.

Given that relevant IRA/CPS policies in the “Past” scenario have been rescinded, the three
reinstatement scenarios are a more reasonable approximation of how net zero emissions
might be reached when starting from today’s policies as represented by the current policies
scenario. Compared to current pathways, reinstating IRA and CPS (without any prior antic-
ipation of this policy shift during the current administration) and then adopting a net zero
goal requires a large reduction in emissions (56% to 60%) from current trends. This occurs
at costs ranging between $37/ton and $50/ton per ton reduced and applies to a much larger
number of tons in absolute terms, as shown in Figure 2 by comparing the net zero line to
current emissions trends.

The comparison in Figure 3 between a future in which IRA and CPS are reinstated and net
zero is added versus a future in which no climate-related policies are ever adopted (i.e., the
Current Policies scenario) may not be entirely realistic, given the diametrically opposed
nature of the two alternative futures. A more relevant cost metric is to look at the additional
costs associated with reaching net zero that are caused by a temporary (rather than perma-
nent) delay from current federal policies, which is calculated as the difference between the
two following scenarios:

1. A hypothetical present and future where there was continuous movement toward a
potential net zero future (i.e., the Past Policies scenario, including IRA and CPS along
with the anticipation of coming net zero goals)

2. A future in which current policies control actions over the next several years, followed
by the unanticipated reinstatement of IRA, CPS, and net zero policies (i.e., “Reinstate +
Net Zero”)

Figure 4 illustrates how current policy delays, which are moving the electricity sector further
from a net zero pathway, impose additional costs when restarting climate policies in the fu-
ture. There are some short-term savings on system costs on the order of a few billion dollars
per year over a few years as regulations are rolled back under current policies. However,
these savings are more than offset by additional costs in later years as the system attempts
to regain its momentum on achieving clean electricity generation. The higher costs associ-
ated with the delay in progress on climate goals then average $12 billion per year over the
following 15 years.

Figure 5 contrasts the changes in generation necessary to meet the net zero goal from either
the past or current policy pathways, where current-policy trends are assumed to be replaced
by the reinstatement of the IRA, CPS, and net zero a few years into the next federal admin-
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Figure 3. Cost of CO, reductions versus percent reduction in emissions
(Past Plus Net Zero versus Past, and Reinstate Plus Net Zero versus
Current)

Source: DIEM model

Figure 4. Change in US annual system costs from delaying the net zero
goal (Reinstate Past Policies Plus Net Zero versus Past Policies Plus Net
Zero)

Source: DIEM model
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Figure 5. US change in generation adding net zero to either policy
scenario, TWh

Source: DIEM model

istration. As the results demonstrate, the potential difference between the original pathway
with IRA/CPS policies by themselves and a similar pathway that also included a net zero
goal would have been a gradual decline in gas generation, largely replaced by onshore wind
starting around 2035 (solar generation only varies slightly from year to year between the two
scenarios).

In contrast, the generation adjustments between a current-policies pathway and potential
reinstatement of IRA, CPS, and net zero are significantly more extensive. All of the coal gen-
eration encouraged in the Current Policies scenario (see Figure 1) has to be removed to meet
net zero goals. Adjustments to gas generation are also more abrupt than when adding net

10 | The Future of US Climate Policy




Figure 6. Total US capacity

Source: DIEM model
Note: The Current Policies and Reinstate + Net Zero scenarios in 2030 are identical by definition.

zero to the Past Policies scenario. Similarly, solar and wind have to ramp up to meet net zero
goals, aided in this scenario by the reinstatement of the IRA credits running through 2038.
Finally, state-level mandates for offshore wind are assumed to be allowed and represent an
important component in reaching clean electricity goals.

Figure 6 shows total US capacity at the beginning of each decade. Overall, the capacity
results across all scenarios suggest that a transition to a cleaner grid is already underway, re-
gardless of the policy environment, as the costs of renewable generation continue to decline.
However, as the emissions trajectories demonstrated, within this long-term trend remains
the potential for very different outcomes for cumulative emissions over the next several
decades. A large part of this will be controlled by when existing coal plants retire. Although
some coal (and gas) units install CCS in the scenarios that incentivize carbon capture and
sequestration, the absolute levels of these installations barely appear on a graph of total US
capacity. The largest response by coal plants to any scenarios that include the CPS policy
that requires CCS is to retire. Conversely, without a CPS, the coal plants choose not to retire,
particularly in light of higher demands from data centers.

Capacity of natural gas combined-cycle units is higher in scenarios without net zero goals.
But investments in combined-cycle do not necessarily expand dramatically in the near term
under the Current Policies scenario, given that existing coal plants are more likely to re-
main on line. To some extent, this reduces any losses if federal policies reverse course after
a few years of the current policies and reinstate climate goals. The capacity of both peaking
combustion turbine and hydrogen units tends to expand under net zero policies, as they are
needed for reliability purposes when renewable capacity increases.
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CONCLUSION

The electricity industry has long faced unpredictable conditions as fuel prices fluctuate and
costs of renewables and storage change from year to year. Recently, utility planning has
become even more difficult as demand growth—once predictably low—has increased rapidly
over just a handful of years from the expansion of data centers and Al. The direction of pol-
icies governing the industry also seems more unclear than in the past. Current policies re-
garding the electricity industry—the removal of most clean electricity incentives in the IRA
and the proposed repeal of the CPS—imply a much different future than what was expected
only a few years ago. Uncertainty about the longevity of current policies, depending on any
changes in future administrations, leave the industry in a difficult position as it attempts to
plan multidecadal and multibillion-dollar investments.

Although declining capital costs for renewables are likely to make the electricity sector less
carbon-intensive over time, irrespective of the policy landscape, the possible future of in-
dustry emissions appears very different today than it did previously. Whether or not utilities
choose to behave as if current policies will continue, unprecedentedly high demand growth
will make it difficult to contain emissions and meet also any future climate goals. Removing
the policies that provided some certainty to the industry will make this planning process
even more difficult.

Even if there is not an immediate dash for gas in capacity investments as the result of the
changing policy environment, short-term changes in direction for the industry have the po-
tential to impose significant costs. Other analyses have already shown that repeal of the IRA
incentives will raise household electricity prices (see, for example, Bergman et al. [2025]).
Beyond these costs, the current analysis suggests also that delaying any progress on a tran-
sition to clean electricity can impose more costs on the industry. The potential extent of

any stranded fossil assets built over the next few years under more relaxed regulations will
depend on how much electricity demand expands over the next several years and how poli-
cies change in the future. Although a dash for gas may be contained in some circumstances
by continued use of the existing coal fleet, the lack of clarity will impose costs of its own and
leave the industry more poorly positioned for the future than it otherwise would have been.
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