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Abstract
Carbon pricing is a key policy instrument used to steer markets towards the adoption of low‐carbon technologies. In the
last two decades, several carbon pricing policies have been implemented or debated at the state and federal levels in the
US. The Regional Greenhouse Gas Initiative and the California cap‐and‐trade policy are the two regional policies opera‐
tional today. While there is no federal policy operational today, several carbon pricing proposals have been introduced in
Congress in the last decade. Using the literature on interest group politics and policy entrepreneurship, this article exam‐
ines the carbon pricing policies at the subnational and federal levels in the US. First, the article explores the evolution of
two main regional carbon pricing policies, the Regional Greenhouse Gas Initiative and California cap‐and‐trade, to identify
how interest groups and policy entrepreneurs shaped the design and implementation of the respective policies. Second,
the article details the federal carbon pricing policy proposals and bills discussed in the last decade. Third, it examines the
factors that limit the prospects of realizing an ambitious federal carbon price for pursuing deep decarbonization of the
US economy. The article finds that federal carbon pricing in the US suffers from the lack of any natural and/or consis‐
tent constituency to support it through policy development, legislation, and implementation. While interest group politics
have been mitigated by good policy entrepreneurship at the subnational level, the lack of policy entrepreneurship and the
changing positions of competing interest groups have kept a federal carbon pricing policy from becoming a reality.
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1. Introduction

Since the establishment of the United Nations
Framework Convention on Climate Change in 1992,
many countries have implemented climate mitigation
policies to promote the innovation, production, and con‐
sumption of clean energy technologies. Several coun‐
tries favor market‐based policy instruments such as car‐
bon pricing to decarbonize their energy systems. As of

2020, more than 40 national and 20 subnational jurisdic‐
tions worldwide have priced carbon explicitly by imple‐
menting emissions trading systems (ETS) or carbon taxes
(World Bank, 2021). The world is, however, replete with
less stringent carbon pricing systems, in which price sig‐
nals are not high enough to trigger the structural tran‐
sitions necessary to limit global temperature rise to the
1.5 °C agreed in Paris. The average global price on carbon
among countries with an explicit carbon pricing policy
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stands at just $2 per ton of greenhouse gas (GHG) emis‐
sions (World Bank, 2021). Besides, the mere existence of
a carbon price is being used as an excuse by fossil‐fuel‐
based business interests to remove other regulatory and
fiscal policies that play a crucial role in decarbonizing an
economy (Markard & Rosenbloom, 2020).

In this context, the article discusses how interest
groups and policy entrepreneurs shape the likelihood
and stringency of a carbon pricing policy, with exam‐
ples drawn from the US experience. The article explores
how the alignment or misalignment among business
and environmental interest groups, and the extent or
lack of policy entrepreneurship, shapes the likelihood
of implementing a new carbon pricing policy or increas‐
ing the stringency of an existing carbon pricing pol‐
icy at the federal and state level in the US. This arti‐
cle first provides an overview of how interest groups
and policy entrepreneurs shaped the two most estab‐
lished subnational carbon pricing systems, the California
cap‐and‐trade program, and the US Northeast Regional
Greenhouse Gas Initiative (RGGI). Second, it assesses the
role of interest groups and policy entrepreneurs around
other carbon pricing proposals introduced at the fed‐
eral level in the US but not enacted. Third, the article
compares how similar interest groups shape policy out‐
comes differently at the subnational and federal levels.
Finally, the article discusses the prospects for a federal
carbon pricing policy under the current Biden administra‐
tion and for deep decarbonization of the US economy.

2. Theory and Methodology

Scholars have looked at the political economy factors
that determine a polity’s choice between a carbon tax
and an ETS (Skovgaard et al., 2019; Steinebach et al.,
2021) and the design elements that help build public sup‐
port for a specific carbon pricing instrument (Drew, 2010;
Raymond, 2019). Scholars have also emphasized the pol‐
icy traditions and political history that shape climate pol‐
icy in a country (Anderson et al., 2020; Wettestad &
Gulbrandsen, 2017). Few studies, however, have looked
at how various “political forces” shape the prospect
and evolution of carbon pricing policies (Ike, 2020;
Jevnaker & Wettestad, 2017; Markard & Rosenbloom,
2020; Meckling, 2011; Rabe, 2016; Skocpol, 2013). This
article contributes to this growing literature by studying
various carbon pricing policies and proposals at the sub‐
national and federal levels in the US.

“Political forces” in climate policy comprise various
business and environmental “interest groups,” climate
“policy entrepreneurs,” and “veto actors” with the power
to push or pull a policy through the policy‐making pro‐
cess. The literature on “interest groups” generally con‐
siders business interests to be more cohesive and influ‐
ential than environmental interests, perhaps due to their
role in the economy and their potential to create value
and employment (Jevnaker&Wettestad, 2017).Markard
and Rosenbloom (2020) use the European Union (EU)

ETS to show that business interests are also divided and
actively struggling to decide the course of climate pol‐
icymaking. Jevnaker and Wettestad (2017) argue that
EU ETS reform became possible primarily due to dif‐
fering positions among business interests and alliances
betweenmembers of the business community and policy
entrepreneurs. Rabe (2016) argues that RGGI’s success
was primarily attributable to the expertise and efforts of
“policy entrepreneurs”who seized political opportunities
to implement the program and ensured that program
benefits reached multiple business and environmental
“interest groups.” Nevertheless, Ike (2020) shows how a
small cohesive set of “veto actors” were able to disman‐
tle Australia’s carbon tax policy.

Comparing the efforts to pass the Waxman‐Markey
cap‐and‐trade bill with the comprehensive healthcare
reform bill in the US, Skocpol (2013) argues that the lack
of an advocacy group tomobilize support for the cap‐and‐
trade policy was the main reason for its failure to pass
in Congress. By studying several carbon pricing policies
and proposals over time, we find that while many advo‐
cacy groups have emerged and supported various carbon
pricing proposals in Congress since Waxman‐Markey,
the constellation of supportive actors has been incon‐
sistent over time. While the constantly changing inter‐
est group politics have been managed by good policy
entrepreneurship at the subnational level, a lack of this
policy entrepreneurship, combined with the increasing
complexity of interests within and between different
interest groups, has kept a carbon pricing policy from
becoming reality at the federal level in the US.

We conduct a document analysis of academic arti‐
cles, government reports, and media mentions of car‐
bon pricing policies and bill proposals in the US to iden‐
tify the constellation of interest groups that support
or oppose a particular policy or bill proposal and how
well policy entrepreneurs have managed interest group
politics to implement carbon pricing at the subnational
and federal level. We also look at public statements
and reports by industry and environmental groups to
assess their support or opposition to a carbon pricing
policy or proposal. We use Wilson’s typology of opti‐
mal policymaking to explain how interest groups and pol‐
icy entrepreneurs shape the likelihood of a carbon pric‐
ing policy at the subnational and federal levels in the
US. Wilson’s typology of optimal policymaking defines
the conditions under which various political forces influ‐
ence policymaking (Wilson, 1980; see Table 1).When the
cost of a policy is dispersed, it leads to client politics or
majoritarian politics depending on whether the benefits
of a policy are concentrated or dispersed, respectively.
However, when the cost of a policy is concentrated, it
gives rise to interest group politics and entrepreneurial
politics depending on whether the benefits are concen‐
trated or dispersed.

Scholars have argued that the cost of a carbon pric‐
ing policy is often concentrated on specific industries
based on their: (a) “asset specificity” (i.e., industries
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Table 1. Reinterpretation of Wilson’s typology.

Cost of Regula on

Benefits of Regula on Concentrated Dispersed

Concentrated interest group poli cs client poli cs

Dispersed entrepreneurial poli cs majoritarian poli cs

Source: Wilson (1980).

that have invested in durable physical assets and natu‐
ral resource endowments; Jenkins, 2014), and (b) emis‐
sions intensity and exposure to trade (Aldy & Pizer, 2015).
In addition, such industries in the US are concentrated
in specific regions (Broekhoff et al., 2021) giving rise
to region‐specific interests and politics (Skocpol, 2013).
While some industries pass the cost on to the consumer
in the form of higher prices for goods (Jenkins, 2014),
emissions intensive and trade exposed (EITE) firms lose
market share to international competitors who operate
in a jurisdiction without a carbon price (Aldy & Pizer,
2015). Nevertheless, scholars have shown that EITE firms
can also disperse their costs with the help of supplemen‐
tary policies (Dobson & Winter, 2018). While protection
for EITE firms may be warranted due to the legitimate
concerns of carbon leakage (Dobson&Winter, 2018), pol‐
icy design calibrations and supplementary policies arise
from policy entrepreneurs engaging with different indus‐
try stakeholders over time, making the Wilson typol‐
ogy an appropriate framework for studying how interest
groups and policy entrepreneurs work together to shape
policy design and implementation.While interest groups
attempt to get economic benefits in return for the pol‐
icy costs incurred, policy entrepreneurs help direct the
economic benefits of a carbon pricing policy through pol‐
icy design calibrations such as the creation of specific
allowance allocations and redistribution of revenue to
certain actors, thereby weakening the cohesion of inter‐
est groups and stimulating the emergence of diverse
interests (Patashnik, 2014; Wilson, 1980).

3. Carbon Pricing in the US

This section first introduces the two subnational carbon
pricing policies in theUS and then evaluates the attempts
to implement federal carbon pricing legislation over the
last three decades.

3.1. Regional Greenhouse Gas Initiative

RGGI, the first cap‐and‐trade policy in the US for
regulating carbon dioxide (CO2) emissions, covers
power sector CO2 emissions in eleven northeast‐
ern states—Connecticut, Delaware, Maine, Maryland,
Massachusetts, New Hampshire, New York, New Jersey,
Rhode Island, Vermont, and Virginia. RGGI is a good
example of gubernatorial policy entrepreneurship in
the US (Biedenkopf, 2017). In 2003, then Governor
George Pataki of New York invited his counterparts from

northeastern states to discuss the possibility of curb‐
ing CO2 emissions (Regional Greenhouse Gas Initiative
[RGGI], 2021a). Discussions between the states and sub‐
sequent negotiations with public and private stakehold‐
ers led to signing a Memorandum of Understanding
(MOU) between the original seven northeastern states
in December 2005 to secure respective state legislative
and regulatory approvals for a regional cap‐and‐trade
program (RGGI, 2021b).

3.1.1. Program Design

RGGI set a goal of stabilizing CO2 emissions from the
power sector at 2009 levels (based on the modelling
assumptions made in 2005) through 2014 and reduc‐
ing emissions by 10 percent (2.5 percent every year)
by 2019 (Kretzschmar & Whitford, 2012). In 2006, envi‐
ronmental agency officials from various RGGI states
reached an agreement to ensure that each state auc‐
tion at least 25 percent of its allocation of emission
allowances. Allowances were distributed through quar‐
terly auctions conducted in a sealed‐bid and uniform‐
price format (International Carbon Action Partnership
[ICAP], 2021a). To avoid bidder collusion and ensure
revenue generation, RGGI set a reserve price of $1.86
in 2008, increasing it to $2.26 in 2019 (Kretzschmar
& Whitford, 2012). Allowance holders were allowed to
bank them for future use, and no single party was
allowed to purchase more than 25 percent of emission
allowances in a single auction to avoid potential market
manipulation. In a show of gubernatorial entrepreneur‐
ship in 2006, Governor Pataki decided to auction 100 per‐
cent of New York’s allowances, motivating other RGGI
state legislatures to endorse the full auctioning of emis‐
sion allowances before beginning the first auctions in
September 2008 (Huber, 2013). Between 2008 and 2019,
RGGI states sold about 80 percent of the emission
allowances through 44 auction rounds, generating more
than $3.2 billion in revenue and retired the unsold
allowances (Ramseur, 2019).

RGGI policy entrepreneurs exploited the cleavages
within the US power sector interest groups and intro‐
duced allowance auctioning. While power generation
companies complained that auctioning would impose a
substantial cost on them and pushed for grandfather‐
ing of allowances, restructured investor‐owned utilities
like National Grid supported the sale of allowances, with
proceeds from the sale benefiting consumers through
electricity bill rebates or other means (Cook, 2010).
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RGGI policy entrepreneurs decided to allocate the auc‐
tion revenues to improve energy efficiency, mitigate
ratepayer impacts, and promote renewable technologies
(ICAP, 2021a). This garnered the support of environmen‐
tal interest groups, who were often searching for state
funds to support energy efficiency improvement initia‐
tives (Huber, 2013). Besides, large industrial users of elec‐
tricity that were not regulated under RGGI liked the idea
of benefiting from energy efficiency programs, even if
their electricity rates increased.

3.1.2. Program Evolution and Politics

Since the program’s start in January 2009, RGGI policy
design has changed little, except for the 44 percent cap
reduction for the 2014–2030 trading period (from 165 to
91mtCO2 relative to 2012 emission levels) to account for
the reduction in demand fromenergy efficiency improve‐
ments and the economic recession of 2009 (Narassimhan
et al., 2018). While RGGI has operated for more than a
decade without significant changes to its design, there
have been uncertainties in terms of subscription. Driven
by state‐level partisan politics, states have moved in and
out of the program, highlighting the vulnerability of a vol‐
untary regional cap‐and‐trade programwith a legal basis
residing in the respective states. Policy entrepreneurship
motivated by political ideology, however, has brought
states back into RGGI. In 2005, Massachusetts left RGGI
despite signing the MOU. Republican Governor Mitt
Romney directed the state’s environmental regulators
to develop a stand‐alone cap‐and‐trade policy instead
(Cook, 2010). Subsequently, Democratic gubernatorial
candidate Deval Patrick used RGGI as a wedge issue in
the 2006 elections and brought back Massachusetts into
RGGI in January 2007 after becoming governor (Bausch
& Cavalieri, 2007). New Jersey and NewHampshire faced
significant interest group pressure, specifically from elec‐
tric power generators opposing the full auctioning of
emission allowances, with state legislative votes on the
issue being far more contentious and closer than in
any other state joining RGGI (Huber, 2013). In 2011,
Republican Governor Chris Christie of New Jersey pulled
the state out of RGGI, forcing RGGI to temporarily
reduce the emissions cap (RGGI, 2021c). After nine years,
Democratic Governor PhilMurphy reenrolledNew Jersey
in RGGI in 2020, with a 30 percent reduction in the over‐
all cap for the state from2020 to 2030 (Center for Climate
and Energy Solutions, 2021). Finally, Maine’s Republican
Governor and the state legislature passed legislation that
would remove the state from the program if most mem‐
ber states exited (Huber, 2013).

The Trump administration’s reversal of federal
climate policies also motivated more states to take
climate action at the subnational level. In 2020,
Virginia enacted the Virginia Clean Economy Act and
directed its state pollution control board to adopt
RGGI regulations to create a cap‐and‐trade policy.
Similarly, Democratic Pennsylvania Governor Tom Wolf

directed the Pennsylvania Department of Environmental
Protection to pass a rule that will enable the state to join
RGGI in 2022 (Bell & Mallinson, 2021). The Republican
state legislature has condemned the governor for execu‐
tive overreach as well as indifference towards the liveli‐
hoods of Pennsylvania citizens (Bell & Mallinson, 2021),
indicating the risk involved in a policy pathway that relies
upon executive branch regulatory authority and could be
overturned should the governorship change parties.

Finally, while RGGI is expanding its geographical cov‐
erage, state‐level electoral politics continue to constrain
its ability to increase the stringency of the emissions
cap or expand coverage to other GHG emitting sectors.
The prevailing carbon price of $8.38 per ton of CO2
emissions is just one‐sixth of the $51 per ton social
cost of carbon at a 3 percent discount rate in 2020 as
recommended by the current US government to justify
the costs and benefits of climate regulations (Chemnick,
2021). Despite low prices, CO2 emissions from the elec‐
tricity sector in the RGGI states have fallen 60 percent
between 2009 and 2021, perhaps due to the long‐term
policy signal created by the ETS and recycling of auction
revenues to finance energy efficiency programs. Other
complementary policies to promote energy efficiency
and low‐carbon investments have likely also played a
significant role (Murray & Maniloff, 2015). Nevertheless,
the long‐term policy signal created by the RGGI estab‐
lishment seems to have convinced stakeholders in the
region that decarbonization was inevitable, so high‐
carbon power plants have consistently been replaced by
lower‐carbon alternatives.

3.2. California Cap‐and‐Trade Program

The cornerstone of California’s almost two‐decade‐long
efforts to reduce economy‐wide GHG emissions is the
state’s cap‐and‐trade program. Since the program’s
inception in 2012, it has undergone numerous regula‐
tory and legislative changes that have expanded and
altered the program’s scope. These changes have largely
been in response to business, environmental justice,
and community stakeholder lobbying (Bang et al., 2017).
The enabling legislation for the program is the state’s
Global Warming Solutions Act (Assembly Bill [AB] 32),
passed in 2006 and signed by Republican Governor
Schwarzenegger, requiring California to reduce emis‐
sions to 1990‐levels by 2020 (California Global Warming
Solutions Act of 2006, 2006).

3.2.1. Program Design

The program has a declining annual cap on covered emis‐
sions, covering roughly 80 percent of the state’s GHG
emissions. It has expanded over each compliance period
to include additional GHG sources, with downward revi‐
sions in the cap, the implementation of various price
controls, and changes to offset certification practices.
The first pilot compliance period began in 2013 and
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covered 36 percent of the state’s overall emissions from
large industrial facilities, large stationary combustion
sources, CO2 suppliers, in‐state electricity generators,
and, notably, imported electricity (ICAP, 2021b). This
early decision to cover imported electricity, which was
45 percent of the state’s electricity emissions at the time,
was the first and only instance to date of a cross‐border
carbon adjustment mechanism (California Air Resources
Board [CARB], 2021a). Subsequent compliance periods
have expanded the scope of covered economic sectors to
include natural gas suppliers and fuel and petroleum sup‐
pliers, and today covers roughly 500 entities. With com‐
petitiveness concerns and pressure from industry inter‐
est groups (Schmalensee & Stavins, 2017) and despite
the opposition of environmental NGOs (Climate Hawks,
2017), policy entrepreneurs used a hybrid approach
of allowance allocation with free allowances for EITE
industrial facilities. Allowances are allocated freely to
industrial facilities on an adjusted basis depending on
their leakage risk, a function of a firm’s emissions inten‐
sity and trade exposure. Total free industrial allowance
allocation has declined through each subsequent com‐
pliance period but represented 31 percent of 2021
allowances (CARB, 2021b). Electric distribution utilities
and natural gas suppliers make up the remainder of
allowances, receiving free allowances that must be auc‐
tioned on behalf of ratepayers and used for emission
reduction activities. The program has generated pro‐
ceeds of $15.8 billion (CARB, 2021c) that have been allo‐
cated to numerous state environmental, transportation,
and air quality improvement projects (California Climate
Investments, 2019).

3.2.2. Program Evolution and Politics

The program has undergone several legislative revisions
because of interest group politics. It has been subject to
both state and federal lawsuits challenging its legality.
Early state lawsuits sought to invalidate the law, claim‐
ing that the auctioning of allowances by the California Air
Resources Board (CARB) was an illegal tax, due to a state
requirement that new state taxes require a two‐thirds
legislative vote, and that the program’s enabling legisla‐
tion did not give them the authority to implement the
cap‐and‐trade program. This lawsuit failed, with plain‐
tiffs ultimately appealing to the state Supreme Court in
June 2017,which declined to reviewprevious state appel‐
late court decisions, holding that the cap‐and‐trade pro‐
gramwas legal and that auctioning of allowances did not
represent an illegal tax (California Case Chart, 2021).

In 2017, the program was significantly altered with
the passage of AB 398 by a two‐thirds supermajority vote
in the California legislature, which included Republican
support. CARB and state legislators successfully con‐
ducted political negotiations among business groups,
environmental justice organizations, and other stake‐
holders to design AB 398 (Arrieta‐Kenna, 2017). Notably,
groups that had opposed the program in the past, such

as oil and gas industry groups, came out in support of
AB 398, while over 50 environmental justice and pro‐
gressive economic justice groups opposed the bill’s con‐
tinued reliance on free allowances and preemption of
local air quality regulatory control (Climate Hawks, 2017;
Mason & Megerian, 2017). AB 398 extended the pro‐
gram through 2030, providing greater market certainty.
In recognition of the controversial nature of carbon off‐
sets, the bill lowered the offset cap from 8 percent of
compliance obligation to 4 percent between 2021 and
2025 and 6 percent from 2026 onward. The legislation
required that no more than 50 percent of offsets come
from projects that do not have a direct environmen‐
tal benefit within California (California Global Warming
Solutions Act of 2006, 2017). These qualitative changes
to the types of offsets allowed represent a significant
political victory for state environmental justice groups
that argued that out‐of‐state offsets allowed for contin‐
ued air emissions and environmental justice degradation
in the state (California Environmental Justice Alliance,
2017). Business and oil interest groups lobbied success‐
fully for benefits as well. The bill allowed for the contin‐
uation of free allowances, included provisions for busi‐
nesses to preempt local air district regulation of GHGs,
and limited the ability to regulate GHG emissions from
oil refining towithin the cap‐and‐trade program. The pro‐
gram also implemented an allowance price ceiling, begin‐
ning at $65 per allowance in 2021, increasing 5 percent
annually plus inflation (CARB, 2021d).

Besides pressure from state‐level interest groups, the
program was challenged by the Trump administration.
In May 2012, California had initiated the process to
link with Québec’s cap‐and‐trade market beginning in
2014 (CARB, 2021e). This represented the first interna‐
tional linkage between two subnational carbon markets,
with the partners overcoming linguistic, regulatory, and
national differences. The Trump administration, how‐
ever, sued California in the US District Court for the
Eastern District of California, claiming that the linkage
between California and Québec was an attempt by the
state to pursue independent foreign policy and was thus
unconstitutional (US Justice Department, 2019). The US
District Court rejected the government’s argument in
March 2020, finding that the linkage agreement between
California and Québec was not a treaty and did not vio‐
late the Treaty or Compact clauses of the Constitution,
further ensuring the viability of the program (US Justice
Department, 2020).

While it is difficult to disaggregate state‐wide emis‐
sion reductions that result from the state’s cap‐and‐
trade program and other state policies, total emissions
declined by 5.3 percent during the program’s first com‐
pliance period between 2013 and 2017 (CARB, 2019).
The lack of impressive reductions can be attributed
to the fact that the electricity sector was already
decarbonizing due to regulatory policies, including
the first moratorium on new coal fired power plants
and California’s policies to support in‐state renewable
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power generation (California Energy Commission, 2021;
California Legislative Information, 2005). On the other
hand, the industry and transport sectors continue to be
less sensitive to status quo carbonprices because techno‐
logical alternatives such as green hydrogen for industries
(Ball & Weeda, 2015) and electric vehicles for transport
(Breetz & Salon, 2018) are not price competitive with
their fossil fuel counterparts.

3.3. Federal Carbon Pricing Initiatives

3.3.1. Early Attempts at a Federal Carbon Price

The most successful application of market‐based pollu‐
tion pricing in the US was the cap‐and‐trade system to
regulate SO2 emissions established under the US Clean
Air Act Amendments of 1990 (Stavins, 2008). The pro‐
gram created a robust market for SO2 allowance trad‐
ing and helped reduce SO2 emissions by 94 percent
between 1990 and 2005 (15.7 to 0.95 million tons;
Environmental Protection Agency, 2019). Yet, attempts
at implementing a pricing mechanism for CO2 emis‐
sions have bedeviled policymakers for more than three
decades. The first carbon tax bill was introduced in 1990
after the Intergovernmental Panel on Climate Change’s
First Assessment Report and faced bipartisan opposi‐
tion, with some arguing that the data and science of
global climate change were yet unsettled (US House of
Representatives, 1990). Since then, more than 50 dis‐
tinct pieces of carbon pricing legislation have been intro‐
duced in Congress. Efforts to craft bipartisan carbon
pricing legislation picked up momentum in the wake
of President George W. Bush’s decision not to imple‐
ment the Kyoto Protocol. In both the 108th (2003–2004)
and 109th (2004–2005) Congress, there were numerous
bipartisan efforts to pass a national economy‐wide cap‐
and‐trade system, but none gained significant traction.

With the election of President Obama in 2008,
Congressional efforts to create a federal cap‐and‐trade
policy picked up steam (see Figure 1). The House
American Clean Energy and Security Act, widely known
as the Waxman‐Markey cap‐and‐trade bill (see Table 2),
successfully passed the House in June 2009 but failed
to pass in the Senate due to insufficient support.
TheHouse bill passed by just seven votes, garnering eight
Republican votes out of a minority of 179 Republicans.
But 44 Democrats voted against the bill out of a major‐
ity of 255 Democrat representatives. Besides the lack of
an advocacy group to promote the bill (Skocpol, 2013),
Congressional Democratic leadership and President
Obama failed to navigate multiple interest groups suc‐
cessfully. Experts criticized theWhite House for failing to
engage more forcefully in the legislative politics seen as
necessary to passing landmark legislation (Lizza, 2010).

Electricity industry groups such as the Edison Electric
Institute came out in support of the legislation, as did
large utilities such as Duke Energy and chemical maker
DuPont (Weiss & Wagener, 2009), while environmen‐

tal groups such as Greenpeace opposed it because of
its free allowance allocation, among other concerns
(Greenpeace, 2010). The bill included several carve‐outs,
concessions, and subsidies to fossil and electricity inter‐
est groups (Broder, 2009). Free allowances made up
more than 85 percent of the total allocation through
2026, leading President Obama’s budget director at the
time to remark that the bill represented “the largest
corporate welfare program that has ever been enacted
in the history of the United States” (Wessel, 2009).
Despite several concessions, traditional business trade
organizations, most notably the National Association
of Manufacturers, the US Chamber of Commerce, and
the Business Roundtable, and fossil fuel industry trade
groups, including the American Petroleum Institute and
American Gas Association, came out in strong opposi‐
tion to the Waxman‐Markey bill (Union of Concerned
Scientists, 2013). Labor groups, such as the United Mine
Workers Association, who lobbied for carve‐outs in the
House bill, ended up opposing the bill in the Senate
(American Federation of Labor and Congress of Industrial
Organizations, 2009).

3.3.2. Subsequent Federal Carbon Pricing Attempts

Subsequent Federal Carbon Pricing Attempts After the
failure of Waxman‐Markey, the Obama administra‐
tion shifted towards regulatory policies implementable
through executive authority granted under laws, most
specifically the Clean Air Act (Reilly & Bogardus, 2016).
Obama’s tactical shift to a regulatory approach and the
increasing public support for climate action induced a
fewRepublicans to reevaluate their opposition tomarket‐
based policies such as carbon pricing. In 2017, two for‐
mer Republican secretaries of state, James Baker and
George Shultz, launched the Climate Leadership Council,
an advocacy organization calling for a carbon tax of
$43 per ton to halve US GHG emissions by 2035, with rev‐
enue recycled back to citizens in the form of a carbon div‐
idend (Table 2). The proposal also includes provisions to
simplify the existing Environmental Protection Agency’s
regulatory authority and to impose a carbon border
adjustment tax to protect vulnerable EITE industries.

Congressional efforts have continued since,
with 15 separate bills introduced during the 115th
(2017–2019), 116th (2019–2021), and 117th
(2021–2023) Congressional terms, with four bills hav‐
ing both Democrat and Republican co‐sponsorship
(see Table 2 for the most discussed bills with support‐
ing and opposing interest groups identified; see the
Supplementary Material for all bills introduced dur‐
ing the 115th 116th, and 117th Congressional terms;
Hafstead, 2021). Table 2 builds on Hafstead (2021) data
to identify business and environmental interest groups
that support or oppose these federal carbon pricing bill
proposals by looking for reports or public statements
made by them. Almost all of these bills are carbon taxes
but differ in their stringency and allocation of revenue.
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Public interest in carbon taxes is evident from the Google
search interest spiking around 2016 for the term “carbon
tax” (see Figure 1). It is possible that given the fail‐
ure of the Waxman‐Markey cap‐and‐trade legislation
or because of the inherent complexities and avenues

for political rent‐seeking in cap‐and‐trade programs,
only a tax‐based carbon pricing mechanism is seen as
politically viable. A notable feature of all recent carbon
tax proposals is the inclusion of carbon border adjust‐
ments. Scholarly evidence shows that carbon leakage is

Table 2. Subnational and federal carbon pricing policies in the US.

Policy/Bill Name; Prevailing or
Policy Type; Proposed Policy Interest Allowances and
Year started Price/ton GHG) Entrepreneurs Groups Revenue Use

Subnational Policies

• RGGI
• Cap‐and‐trade;
2009

$8.38 Policy experts from
state‐level
environment
departments;
State Governors.

• Support: Power
utilities; non‐power
industry groups;
environmental NGOs.

• Opposition: Power
generators.

• 100 percent allowance
auctioning.

• Revenue used for
energy efficiency,
clean energy projects,
and ratepayer benefits.

• California
cap‐and‐trade

• Cap‐and‐trade;
2013

$17.80 CARB; State
legislators.

• Initial support and
subsequent opposition:
Environmental justice
and protection NGOs.

• Initial opposition and
later support: Oil and
gas industry groups,
power generators
and utilities.

• 70 percent auctioning.
• Revenue used for clean
energy R&D,
manufacturing, rebates
to low‐income
communities.

Federal Proposals and Bills

• Waxman‐
Markey
cap‐and‐trade
bill

• Cap‐and‐trade;
2009

N/A Congressmen
Markey and
Waxman.

• Support: Electricity
industry groups.

• Opposition: Oil and gas
industry groups;
environmental NGOs.

85 percent free
allowances until 2026.

• Climate
Leadership
Council
(Proposal;
Not a Bill)

• Carbon tax;
2017

$43 Former Republican
Secretaries of State
James Baker and
George Shultz.

• Support: Energy
intensive manufacturers;
electric utilities; some
environmental
organizations.

• Opposition: Center for
Progressive Reform
(CPR)

Carbon dividends.

• Energy
Innovation and
Carbon
Dividend Act

• Carbon tax;
2019

$15 starting
in 2020,
increases
$10/year.

Rep. Deutch (D‐FL),
85 Democrat,
1 Republican
co‐sponsor.

• Support: Citizens
Climate Lobby; Center
for Climate and Energy
Solutions (C2ES); Trout
Unlimited; Evangelical
Environmental Network;
Business Climate
Council.

• Opposition: Center for
Biological Diversity.

Carbon dividends.

Note: Refer to the supplementary material for all bills introduced during the 115–117th Congress. Sources: Hafstead (2021), ICAP
(2021a, 2021b).
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Figure 1. Search interest around key federal policies. Source: Google Trends (n.d.).

a significant problem in jurisdictions with a carbon price
(Bushnell & Chen, 2012; Dobson &Winter, 2018; Fischer
& Fox, 2012). Providing relief to EITE industries through
supportive policies such as carbon border adjustments
is seen as a political necessity in all proposed legislation
to date (Venmans et al., 2020), indicating how business
interests’ lobbying to mitigate the cost of carbon pric‐
ing policy is met with policy entrepreneurs’ legitimate
concern for addressing carbon leakage.

3.3.3. Changing Political Support for Carbon Pricing at
the Federal Level

Support from environmental and business interests
has also evolved. In the 2000s, environmental NGOs
and the carbon pricing epistemic community, including
many academics and environmental think tanks, had
strong links. Carbon pricing lobbies like the International
Emissions Trading Association, the Citizens Climate
Lobby, and the CarbonMarkets and Investors Association
pushed for aggressive expansion of carbon pricing cover‐
age and reduction in emissions alongside some environ‐
mental organizations led by the Environmental Defense
Fund (Paterson, 2012).Whereas in the past, environmen‐
tal groups and Democratic Congressional leaders were
likely to see carbon pricing as the linchpin to any national

climate strategy, there was a conspicuous absence of
any mention of carbon pricing in the nonbinding House
Resolution that laid out the framework for the Green
New Deal in 2019 (US House of Representatives, 2019).
Several environmental justice groups oppose a federal
carbon price because they object to the notion that
polluters can pay a tax and continue to pollute near
low‐income minority communities, sometimes referred
to as “sacrifice‐zones,” which already bear the burden
of fossil fuel infrastructure (National Association for the
Advancement of Colored People, 2021). Environmental
advocates also worry that depending on how the pol‐
icy is implemented, a carbon price can be regressive,
disproportionately hurting low‐income people (Cronin
et al., 2019).

At the dawn of the Biden administration, the politics
of carbon pricing underwent yet another shift. Besides
a few lone Republican politicians, many more business
interests came out in support of a carbon price, fear‐
ing that the administration would gravitate towards the
Green New Deal and the use of non‐market‐based reg‐
ulations such as clean energy standards (CES). A CES
is a policy that mandates a minimum amount of elec‐
tricity to be generated from clean energy resources.
Figure 1 shows that interest in CES has increased
since 2020. The American Petroleum Institute, the
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Chamber of Commerce, and the Business Roundtable,
who all opposed federal carbon pricing policies previ‐
ously (Meyer & Neuberger, 2021), now support carbon
pricing,with policy caveats such as the removal of federal
emission regulatory authority or streamlining permit‐
ting requirements. Some commentators note that this
offers an opportunity for fossil fuel and traditional busi‐
ness groups to harness their political influence to push
for market‐based policies (Meyer & Neuberger, 2021).
However, these shifting positions may be either politi‐
cal manipulation or worse, disingenuous policies that are
tooweak to have significant emissions benefit or have no
realistic chance of passing due to the many veto actors
in the US legislative process (350.org, 2021). This fear
was reinforced in June 2021, when an ExxonMobil lob‐
byist was caught in a sting operation admitting that the
company’s support for carbon pricing was largely a polit‐
ical ploy and that a “carbon tax is not going to happen”
(McGreal, 2021).

4. Discussion: State‐Level Embrace and Federal
Resistance

This article finds that carbon pricing in the US at the
federal level suffers from the lack of a consistent con‐
stituency to support it through policy development, leg‐
islation, and implementation and faces key veto actors
that have consistently managed to block it. While inter‐
est group politics have been mitigated by good policy
entrepreneurship at the subnational level, the lack of
a consistent constituency combined with the increasing
complexity of interests at the federal level have kept a
carbon pricing policy from becoming a national reality.
Moreover, with the shrinking timeline for climate action,
interest groups have changed their positions over time
and continue to be misaligned with one another when it
comes to realizing a federal carbon price or ratcheting up
the stringency of existing subnational carbon prices.

4.1. Policy Entrepreneurship and Interest Group Politics

The evolution of RGGI shows that policy entrepreneur‐
ship played a crucial role, winning over the interest
groups with a pragmatic and initially less ambitious car‐
bon pricing policy. RGGI policy entrepreneurs limited the
program’s policy space to CO2 emissions from the elec‐
tricity sector, enabling regional expansion. The electric‐
ity sector in the northeastern states has common charac‐
teristics due to shared power generation and transmis‐
sion resources. Through active stakeholder engagement
across RGGI states, policy entrepreneurs understood the
cleavageswithin the electricity sector (power generators,
transmission, and distribution utilities) and other indus‐
try groups indirectly affected through higher electricity
rates from a carbon price. By auctioning all the emission
allowances and mandating the use of auction revenues
for ratepayer benefits, energy efficiency programs, and
other strategic energy purposes, they ensured the sup‐

port of residential and industrial consumers as well as
environmental interest groups.

Policy entrepreneurship at the gubernatorial level
also played a crucial role in keeping the RGGI states
in the cap‐and‐trade system, particularly because RGGI
depends on either state‐level legislative support or
executive environmental and air quality departments.
Pennsylvania, for example, is working to join RGGI, but
due to Republican majorities in the state legislature, the
governor has relied on an executive branch regulatory
approach, with Republican lawmakers moving to block
the state from joining (Cann, 2021). Nevertheless, RGGI
is vulnerable to defections if it tries to tighten the emis‐
sions cap or expand its emissions coverage to sectors
beyond electricity, limiting the scope of the cap‐and‐
trade regime as it stands today. This challenge is evident
from the recent pull out of Connecticut, Massachusetts,
and Rhode Island, three states with Democratic legisla‐
tive leadership, from the Transportation and Climate
Initiative, a cap‐and‐trade‐like program proposed for
reducing transport sector GHG emissions in the RGGI
states (Roberts, 2021).

Unlike RGGI, which covers only the power sec‐
tor across northeastern states, California took a more
ambitious approach by implementing a comprehensive
economy‐wide cap‐and‐trade programcovering all GHGs.
However, the combined power of California’s electricity
and other industry interest groups meant that it could
not capitalize on the divisions between different indus‐
try interests as RGGI did. Hence, policy entrepreneurs
used a hybrid approach of allowance allocation with free
allowances for EITE industries, much to the dismay of
environmental NGOs. Nevertheless, the cap‐and‐trade
policy faced several court challenges from business and
oil and gas industry groups claiming it was an illegal tax.
AB 398, the latest legislative update extending the pro‐
gram until 2030, provided significant tax breaks (funded
from auction revenues) for industries, including the elec‐
tricity sector. While environmental justice groups fought
to get more rebates for low‐income California residents
and curb industrial pollution near low‐income communi‐
ties, policy entrepreneurs succumbed to industry pres‐
sure in the interest of the long‐term stability of an
economy‐wide cap‐and‐trade. While this article did not
discussWashington state’s failure to implement a carbon
tax in 2016 and again in 2018, it was also an example
of policy entrepreneurship succumbing to changing inter‐
est group politics and advocacy support.While both busi‐
ness and environmental interests opposed the policy in
2016 for its stringency and revenue allocation, respec‐
tively, a few businesses and fossil fuel interests derailed
it in 2018 (Carbon Tax Center, 2018; Reed et al., 2019).

At the federal level, neither a narrow sector‐focused
nor an economy‐wide carbon price exists today. Unlike
RGGI and California, the multiplicity of veto actors at the
federal level, such as the requirement for supermajori‐
ties in the US Senate to pass legislation to avoid the fil‐
ibuster, makes the prospects of a carbon pricing policy
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bleak. For instance, the Waxman‐Markey cap‐and‐trade
bill, introduced when Democrats held the presidency
and majorities in both House and Senate, only narrowly
passed in the House and failed to be brought to a vote in
the Senate, with then‐SenateMajority Leader Harry Reid
noting that “it’s easy to count to 60 [the required number
of votes to overcome the Senate filibuster]…we knowwe
don’t have the votes” (Davenport & Samuelsohn, 2010).
The limited success of Democratic policy entrepreneurs
to convince members of their party indicates the power
ofmultiple veto actors, aswas evident in the cancellation
of the carbon tax policy in Australia (Ike, 2020). The mul‐
tiplicity of interest groups is also an important factor.
RGGI and California’s industry mix is significantly differ‐
ent from the mid‐western and southern states which
are more fossil‐fuel intensive, making federal politics
dominated by more industry interests than environmen‐
tal groups (Energy Information Administration, 2019).
Hence, any environmental legislation at the federal level
in the US is likely to be a watered‐down version of corre‐
sponding subnational efforts.

4.2. Shrinking Timelines and Misaligned Interests

Besides the lack of policy entrepreneurship and the mul‐
tiplicity of interest groups, the priorities of different inter‐
est groups have changed over time. Previously aligning
themselves as pro‐ and anti‐climate, interest groups now
align themselves as pro‐climate and climate‐indifferent.
Industry interest groups have determined that it may be
good business to theoretically support a carbon price
even if they do not proactively lobby for a carbon tax
or cap‐and‐trade system.When theWaxman‐Markey bill
was introduced, several industry groups unfamiliar with
carbon pricing saw the policy as anti‐business. Thanks to
the exhaustive scholarship produced by epistemic com‐
munities over the last decade, business groups now are
more familiar with the policy and understand that it pro‐
vides more business certainty in the long run and is likely
cheaper than complying with regulatory policies. More
cynically, the business and fossil fuel industry may also
be using carbon pricing as a “Trojan Horse,” a strategy to
divert attention from, and fend off, more ambitious cli‐
mate action (Markard & Rosenbloom, 2020).

While industry interest groups increasingly favor car‐
bon pricing legislation at the federal level, many envi‐
ronmental groups have changed their position to instead
support the use of regulations, given the shrinking time‐
line for climate action. Public attitudes also favor reg‐
ulations over carbon pricing policies, given the stigma
associated with taxation and the growing concern about
climate change (Nowlin et al., 2020). The lack of strin‐
gency in subnational carbon pricing policies and failure
to implement one at the federal level has convinced
many environmental groups that any carbon pricing
legislation is unlikely to result in substantial emissions
reduction because politically acceptable carbon prices
are too low to seriously disincentivize carbon emissions

(Stokes & Mildenberger, 2020) and any pricing policy
is likely to include contemporaneous compensation of
incumbent and/or EITE industries (Dolphin et al., 2020).
Environmental organizations now tend to prefer regula‐
tory approaches such as CES,which usually provide assur‐
ances that emissions will decrease. And, finally, envi‐
ronmental justice groups are concerned that a carbon
price continues to allow polluters to pay a fee and pol‐
lute low‐income communities without significant emis‐
sion reductions.

5. Concluding Remarks: Implications for Carbon Pricing
in the US

Prospects of an ambitious federal carbon pricing pol‐
icy in the US appear bleak, given the contestations
among industry groups and environmental organizations,
the politicization of climate change, and public opin‐
ion strongly divided along partisan lines (Bryant, 2016;
Nowlin et al., 2020). The urgent need to pursue deep
decarbonization and reach net‐zero GHG emissions by
mid‐century makes it unlikely that relying primarily on
carbonpricing policies is a good strategy for climate advo‐
cates (Tvinnereim &Mehling, 2018). As energy journalist
David Roberts wrote in a New York Times Opinion article
in July 2021, Congressional Democrats are determined
to act rapidly and at a massive scale to avoid the worst
consequences of climate change (Bokat‐Lindell, 2021).
Actions to date under the Biden administration likewise
have avoided carbon pricing. First, the administration’s
press release on climate action on April 22, 2021 did not
mention a carbon pricing policy (TheWhite House, 2021).
Second, the administration announced a social cost of
carbon of $51 per ton of carbon in regulatory policy,
increasing it from the $1 to $7 per ton used by the Trump
administration (Chemnick, 2021). The Biden administra‐
tionwanted to show leadership before COP26 inGlasgow
by passing a CES, which ultimately did not pass before
the conference in November 2021 (Renshaw et al., 2021).
While the CES is less cost‐efficient than a carbon price, it
is more targeted and was more likely to pass, given pub‐
lic support for regulatory approaches over tax policies
(Leiserowitz et al., 2021). Given these developments, it
is clear the Biden administration has sidelined, at least
for now, the carbon tax proposals supported by several
Democrats, Republicans, and industry interest groups, in
favor of more stringent regulatory policies.

This article examined the politics of carbon pricing
at the subnational and federal level in the US from
the perspective of policy entrepreneurship and interest
group politics. The politics of carbon pricing in the US
is complicated by numerous diverse interest groups and
greater public climate skepticism than in other parts of
the world. The multiplicity of American interest groups
and veto actors combined with the lack of effective
policy entrepreneurship all make federal carbon pricing
unlikely, but there is continued promise for carbon pric‐
ing at the subnational level. RGGI hasmanaged to attract
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two more states, Virginia and Pennsylvania, to its cap‐
and‐trade regime and is now exploring a cap‐and‐trade
system for the transportation sector. California has man‐
aged to expand its emissions coverage, increase the per‐
centage of auctioned allowances, and link with another
cap‐and‐trade regime in Québec, Canada. On the other
hand, the subnational trading regimes have struggled to
increase their policy stringency due to political opposi‐
tion, which has resulted in relatively low effective carbon
prices and, in turn, relatively weak price incentives to
reduce emissions. These weaknesses have led to grow‐
ing disenchantment with carbon pricing among envi‐
ronmental advocates even while private sector actors
increasingly embrace carbon pricing as a policy mea‐
sure to decarbonize. American labor unions have consis‐
tently been ambivalent about carbon pricing but have
embraced the idea of a just transition in the context of
a Green New Deal. In conclusion, carbon pricing is likely
to remain but one important policy tool of many others
in the US and it is more likely that fiscal and regulatory
policy tools will prevail at the federal level.
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