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This primer examines the options for addressing concerns 
that sufficient offset supply will not be available at the outset 
of the cap-and-trade program. We discuss the treatment of 
offsets projects in the American Clean Energy and Secu-
rity Act (H.R. 2454), and offer ideas on how the provisions 
could be altered to address these concerns. 

Will sufficient offsets quantities be 
available early on?

There is some debate over whether large quantities of offsets 
will be necessary in the early years of the program.
Economic modeling of H.R. 2454 by EPA and EIA
suggests that offset purchases are expected to be very high 
at the beginning of the program, with all of the one-billion-
ton international offset limit exhausted and about 200
million tons of domestic offsets used as well — a very high 
early demand indeed. These purchases are against a cap that 
would, at the beginning, require less abatement than those 
totals. So the offsets would largely be banked by regulated 
entities for use later when the cap becomes tighter and 
abatement more expensive, rather than used right away
for immediate, less-expensive compliance. Some argue, 
therefore, that offsets are not as necessary in the early years.
This point of view essentially relegates banking to a non-
essential role, but banking is a powerful device emitters use 
to smooth out costs over time and should not be easily dis-
missed. Others have pointed out that while the overall cap
does not require significant reductions in the initial years,
the carbon allowance market could be rigid or illiquid in
the early years and many individual firms may need to 
purchase large quantities of allowances or off sets to cover 
their emissions. Thus, given these substantive factors and 
current political concerns, for the purposes of this primer 
we presume that offsets will be needed in the early years of 

a cap-and-trade program to help contain costs or concerns 
about cost, and that investment in these offsets will create 
early mitigation activity and innovation in project develop-
ment. 

Why are offsets necessary?

The economic analyses referenced above suggests that 
offsets are among the most powerful cost containment ele-
ments under H.R. 2454. Economically viable offset projects 
generally represent less-expensive alternatives to emis-
sion 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. Nev-
ertheless, offsets represent only one of a series of options 
for cost containment; other strategies include price contain-
ment mechanisms, such as a strategic allowance reserve 
or price collar, which are described in a separate primer in 
this series. This primer assumes that offsets will remain in 
federal climate legislation as an option for cost containment.

Even if offsets are included in the legislation, however, 
the federal protocols for an offsets program have yet to be 
developed. Based on previous experience, a standard rule-
making process takes 1 to 1.5 years, and the development of 
performance standards has taken up to 5 to 7 years. It will
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What are sources of uncertainty in 
H.R. 2454? 

Uncertainty in timing for offset 

investment 

Uncertainty over offsets project eligibility 

Potential for Expanding Initial Offsets 

Pools 

Domestic offsets pools 
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Effects of performance standards on 
offsets supply 

 



 

International offsets pools 

Reduced emissions from deforestation 
and degradation 

 

 

 

 

 



http://www.climate-standards.org/projects/index.html


 

 

 

 

 



Summary of options, processes, and 

next steps 
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