Cap and trade is environmentally and economically effective, is better for innovation, and has international support – but the US needs to lead a shift back to it
Richard Schmalensee and Robert Stavins 19 Professor of Management and Economics at MIT and former Dean of MIT Sloan; and Professor of Energy and Economic Development at Harvard (“Learning from Thirty Years of Cap and Trade”, Resources (May 16, 2019), https://www.resources.org/archives/learning-thirty-years-cap-trade/)
Implications for Climate Change Policy: Two highly relevant lessons from thirty years of experience with cap-and-trade systems stand out. First, cap and trade has proven itself to be environmentally effective and economically cost-effective relative to traditional command-and-control approaches. Moreover, less flexible systems would not have led to the technological change and innovation that appear to have been induced by market-based instruments. Second, and equally important, the performance of cap-and-trade systems depends on how well they are designed. In particular, it is important to reduce unnecessary price volatility to avoid excessive costs. Hybrid designs offer an attractive option to do this if some variability of emissions can be tolerated. All of this suggests that cap and trade merits serious consideration when countries, states, provinces, or regions around the world develop policies to reduce greenhouse gas (GHG) emissions. And, indeed, this has happened. However, as mentioned above, proposals for such policies have often triggered significant opposition. In the United States, the failure of Congress to pass cap-and-trade climate legislation in 2010 was essentially collateral damage from a much larger political war that decimated the ranks of both moderate Republicans and moderate Democrats. Nevertheless, political support for using cap-and-trade systems to reduce GHG emissions has emerged in many other parts of the world. In fact, in the negotiations leading up to the 2015 UN Climate Conference in Paris, many parties endorsed key roles for carbon markets and broadly agreed on the value of linking those markets. It is certainly possible that three decades of high receptivity to cap and trade in the United States, Europe, and other parts of the world will turn out to have been only a relatively brief departure from long-term reliance on command-and-control environmental regulation. However, considering the generally positive experience with cap and trade, we are cautiously optimistic that the denigration of cap and trade in US political debates may turn out to be a temporary departure from the long-term trend of increasing reliance on market-based environmental policy instruments. We are hopeful, but only time will tell.
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