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Prices for SOPrices for SO22 allowances were remarkably stable throughout the program’s ! rst  allowances were remarkably stable throughout the program’s ! rst 
decade, as shown in Figure 2, and then we see a steep spike. What happened? It was decade, as shown in Figure 2, and then we see a steep spike. What happened? It was 
widely recognized by the late 1990s that SOwidely recognized by the late 1990s that SO22 reductions in excess of those resulting  reductions in excess of those resulting 
from the trading program of Title IV would be required by other provisions in the from the trading program of Title IV would be required by other provisions in the 
Clean Air Act dealing with air quality standards because of the signi! cant adverse Clean Air Act dealing with air quality standards because of the signi! cant adverse 
health effects of ! ne particulates associated with SOhealth effects of ! ne particulates associated with SO22 emissions. But the law did  emissions. But the law did 
not give the EPA authority to adjust the Title IV program, such as by tightening the not give the EPA authority to adjust the Title IV program, such as by tightening the 
overall cap, in response to new information about the bene! ts (or costs) of emis-overall cap, in response to new information about the bene! ts (or costs) of emis-
sions reductions. This crucial fact drove the chain of events leading to the ultimate sions reductions. This crucial fact drove the chain of events leading to the ultimate 
collapse of the SOcollapse of the SO22 allowance trading program. allowance trading program.

In early 2002, President George W. Bush proposed the Clear Skies Act, which In early 2002, President George W. Bush proposed the Clear Skies Act, which 
would have greatly tightened the SOwould have greatly tightened the SO22 cap. Prices in the allowance market did not  cap. Prices in the allowance market did not 
immediately budge, however, which suggests it was no surprise to market participants immediately budge, however, which suggests it was no surprise to market participants 
when this proposal died in March 2005, having failed to move out of committee. The when this proposal died in March 2005, having failed to move out of committee. The 
Bush administration then promulgated its Clean Air Interstate Rule in May 2005, Bush administration then promulgated its Clean Air Interstate Rule in May 2005, 
with the same purpose of lowering the cap on SOwith the same purpose of lowering the cap on SO22 emissions (to 70 percent below  emissions (to 70 percent below 
the 2003 emissions level). This rule sought to apply more stringent emission require-the 2003 emissions level). This rule sought to apply more stringent emission require-
ments on states that were contributing to violations of EPA’s primary ambient air ments on states that were contributing to violations of EPA’s primary ambient air 
quality standards for ! ne particulates in the eastern United States (Palmer and Evans quality standards for ! ne particulates in the eastern United States (Palmer and Evans 
2009). It required sources within those states to surrender two additional allowances 2009). It required sources within those states to surrender two additional allowances 
for every ton of SOfor every ton of SO22 emissions — effectively reducing the cap by two-thirds. Because  emissions — effectively reducing the cap by two-thirds. Because 

Figure 2
SO2 Allowance Prices and the Regulatory Environment, 1994 –2012
(1995 dollars per ton)

Source: Data on spot prices compiled by Power & Energy Analytic Resources (PEAR) Inc. from Cantor 
Fitzgerald until September 11, 2001, and from ICAP United thereafter.
Notes: CAIR is “Clean Air Interstate Rule.” CATR is “Clean Air Transport Rule.” CSAPR is “Cross-State 
Air Pollution Rule.”
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