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This report was prepared by Potomac Economics (the contractor) in the course of performing 
work contracted for and sponsored by RGGI, Inc. on behalf of the RGGI Participating States 
(Connecticut, Delaware, Maine, Maryland, Massachusetts, New Hampshire, New Jersey, New 
York, Rhode Island, Vermont, and Virginia).  The opinions expressed in this report do not 
necessarily reflect those of RGGI, Inc. or any of the Participating States, and reference to any 
specific product, service, process, or method does not constitute an implied or expressed 
recommendation or endorsement of it. Further, RGGI, Inc., the Participating States, and the 
contractor make no warranties or representations, expressed or implied, as to the fitness for 
particular purpose or merchantability of any product, apparatus, or service, or the usefulness, 
completeness, or accuracy of any processes, methods, or other information contained, described, 
disclosed, or referred to in this report. RGGI, Inc., the Participating States, and the contractor 
make no representation that the use of any product, apparatus, process, method, or other 
information will not infringe privately owned rights and will assume no liability for any loss, 
injury, or damage resulting from, or occurring in connection with, the use of information 
contained, described, disclosed, or referred to in this report. 

The Regional Greenhouse Gas Initiative (RGGI) was the first mandatory market-based 
regulatory initiative in the U.S. to reduce greenhouse gas emissions.  The Regional Greenhouse 
Gas Initiative (RGGI) is a cooperative effort of Eastern states of the US to reduce emissions of 
carbon dioxide (CO2) from the power sector. 

RGGI, Inc. is a non-profit corporation created to provide technical and administrative services to 
the states participating in the Regional Greenhouse Gas Initiative. 
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A.  INTRODUCTION AND SUMMARY 

This report provides detailed information about the supply and demand for RGGI allowances in 

the sixth control period, which runs from 2024 to 2026.  This aggregate data on the supply and 

demand for allowances in the current control period will be useful to compliance entities as they 

consider how to satisfy their compliance obligations.  Compliance entities must obtain 

allowances to satisfy their obligations for the sixth control period prior to the compliance 

deadline of March 1, 2027.   

This information will help compliance entities make efficient decisions about electricity 

production and how to obtain allowances to satisfy their compliance obligations.  The report 

provides quarterly information from the allowance registry (“COATS”).  Data for quarters for 

which information is not yet available are based on assumptions described in this report. 

The supply of allowances is determined by the annual allowance cap, previous adjustments to the 

annual cap, the number of CCR allowances sold, and the number of allowances banked from the 

fifth control period.  The supply of allowances is reduced by the quantity of retired allowances 

and the number of allowances retained in State set aside accounts at the compliance deadline for 

the control period.  Most allowances are distributed through the allowance auctions, although a 

small share is distributed through direct sales and allocations by individual States. 

The primary demand for allowances results from compliance entities needing allowances to 

satisfy outstanding compliance obligations for the current control period.  Additional demand 

results from some compliance entities obtaining allowances in the current control period for 

future compliance obligations.  Investors also purchase allowances for future resale. 

The allowance surplus equals the supply of allowances in circulation minus the primary demand 

for allowances.  This report estimates the allowance surplus at the end of each quarter of the 

sixth control period.  Any surplus allowances that parties hold at the end of the sixth control 

period are automatically banked for use in the next control period. 

In this report, we make the following observations about supply and demand in advance of the 

compliance deadline for the sixth control period: 
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• Allowance supply is significantly larger than demand in the sixth control period – The 
surplus quantity of allowances in circulation was 55M (equivalent to 61 percent of the RGGI 
cap for 2026) at the end of the second quarter of 2026, and this is projected to fall to 45M at 
the compliance deadline for the sixth control period (if emissions in the last two quarters of 
2026 equal those in the same months of 2025).1,2  Surplus allowances at the compliance 
deadline will be banked (i.e., remain in circulation) for the seventh control period.   

• Most of the allowance surplus is held by investors – The number of allowances held for 
investment purposes was 37M (or 68 percent of the surplus) at the end of the second quarter 
of 2026.3  Investors typically make a large share of these allowances available through the 
sale of futures and options contracts, which allow compliance entities to buy allowances 
outside the two remaining auctions before the sixth control period compliance deadline.   

• A substantial share of the allowance surplus is held for compliance purposes – The number 
of surplus allowances held for compliance purposes was 18M (or 32 percent of the surplus) 
at the end of the second quarter.4  The compliance entities that hold these surplus allowances 
have generally not made them available for sale in the secondary market in the past, 
presumably intending to use them for compliance in the next control period.  
 Nonetheless, since the price of allowances usable for compliance in the sixth control 

period rose in the second quarter relative to the futures price of allowances not usable 
until the next control period, more compliance entities have purchased 2027 vintage 
futures contracts and sold 2026 vintage futures while “spreading” positions (e.g., 
selling allowance futures in 2026 while buying an equal number for settlement in 
2027) have increased.5  These allow compliance entities to “hedge” bilateral sales of 
electricity after 2026 without holding surplus allowances for the sixth control period. 

As some compliance entities obtain allowances for future compliance obligations in the current 

control period, they are influenced by expectations regarding future program changes, including 

additional CCR supply that will be available starting in 2027 as an outcome of the Third Program 

Review and the commitment to begin a Fourth Program Review no later than 2028.6 Analysis of 

these factors is beyond the scope of this report.

 
1  This may be a conservative assumption because it does not account for the impact of recent allowance price 

increases or additional state participation on emissions from RGGI power plants. 
2  See Figures 2 & 3 for details about the number of surplus allowances in circulation. 
3  See Figures 5 & 6 for details about the number of surplus allowances held for investment purposes.  See Section 

B for details about the criteria for designating holdings as for compliance purposes or investment purposes. 
4  See Figure 6 for details about the number of surplus allowances held for compliance purposes. 
5  See Report on the Secondary Market for RGGI CO2 Allowances: Second Quarter 2026, Figure 7 for details. 
6  See www.rggi.org/program-overview-and-design/program-review. 
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B.  BACKGROUND 

The secondary market for RGGI CO2 allowances comprises the trading of physical allowances 

and financial derivatives, such as futures, forward, and option contracts.  A physical allowance 

trade occurs when the parties to the transaction register the transfer of ownership in RGGI’s CO2 

Allowance Tracking System (“COATS”).   

Categories of Firms Participating in the RGGI Market 

Participation in the RGGI market involves many different firms with various interests in RGGI 

allowances.  Some participate in order to satisfy compliance obligations, others have investment 

interests, and still others participate for both purposes.  To more effectively track the activity of 

different participants, we use several classifications for participant firms.  Figure 1 summarizes 

the relationship between these classifications. 

Figure 1: Classifications of Participant Firms in the RGGI Marketplace 

 

• Compliance-oriented entities are compliance entities that appear to acquire and hold 
allowances primarily to satisfy their compliance obligations.      

• Investors with Compliance Obligations are firms that have compliance obligations, but which 
hold a number of allowances that exceeds their estimated compliance obligations by a margin 
suggesting they also buy for re-sale or some other investment purpose.  These firms often 
transfer significant quantities of allowances to unaffiliated firms. 
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• Investors without Compliance Obligations are firms without any compliance obligations. 

These three categories form the basis for two overlapping groups. 

• Compliance Entities – All firms with compliance obligations, and their affiliates.7 Combines 
the first and second of the above categories. 

• Investors – All firms which are assessed to be purchasing primarily for investment rather 
than compliance purposes. Combines the second and third of the above categories. 

The assessment of whether a compliance entity holds a number of allowances that exceeds its 

compliance obligations by a margin that suggests they are also buying for re-sale or some other 

investment purpose is based on: (a) the entity’s forecasted share of the total compliance 

obligations for the entire RGGI footprint through the end of the seventh control period, (b) the 

total number of allowances in circulation, and (c) consideration of the pattern of the entity’s 

allowance transfers to unaffiliated firms versus affiliated firms.  Since the designation of a 

compliance entity as an investor is based on a review of its transactions and holdings, the 

designation of a particular firm may change over time as more information becomes available.  

Therefore, some of the quantities in this report may not match previous reports because of 

changes in the classification of particular firms.  

The number of allowances that are believed to be held for compliance purposes includes 100 

percent of the allowances held by compliance-oriented entities and a portion of allowances held 

by entities classified as investors with compliance obligations. 

  

 
7  Affiliates are firms that: (i) have a parent-subsidiary relationship with a compliance entity, (ii) are subsidiaries 

of a parent company that has a large interest in a compliance entity, (iii) have substantial control over the 
operation of a budget source and/or responsibility for acquiring RGGI allowances to satisfy its compliance 
obligations. 
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C.  SUPPLY AND DEMAND FOR ALLOWANCES 

This report provides information about the number of allowances in circulation, the amount of 

compliance obligations, and the number of allowances held in State accounts that could be put 

into circulation through the allowance auctions or direct sales or allocations.  This report also 

provides information on allowance holdings of different categories of firms.  This information 

can be useful to compliance entities as they consider options for satisfying their compliance 

obligations and to other interested parties.  The five figures in this section provide information on 

a quarterly basis from 2024 to 2026.  The figures provide information on historic quarters from 

COATS, while assumptions are used for quarters that have not yet been reported.   

Quarterly Additions of Supply and Demand and Surplus Allowances in Circulation 

Figure 2 provides the quarterly amount of auction sales during the sixth control period, including 

allowances sold from the Cost Containment Reserve (“CCR”).  It shows the quantity of 

allowances directly sold or allocated from individual States’ set-aside accounts.  It shows the 

amount of compliance obligations incurred in each quarter.  The quarterly net supply change 

equals the sum of auction sales and direct sales and allocations minus compliance obligations.   

For the last two quarters of 2026 and two months of 2027 before the compliance deadline, 

auction sales and direct allocations are assumed based on the Auction Notice for Auction 73, the 

holdings of allowances in Participating States’ accounts, and the plans of Participating States.  

Given recent allowance price levels, all remaining CCR allowances are assumed to be sold in 

Auction 73.  For the last two quarters of 2026, compliance obligations assume emissions are 

equal to emissions during the same two quarters of 2025.  

Figure 3 shows the number of allowances in circulation that were banked after the fifth control 

period.  It shows how the number of surplus allowances in circulation changed after each quarter 

of the sixth control period (based on the net supply changes shown in Figure 2) with quarterly 

increases in green and reductions in gold.  Figure 3 shows the projected surplus at the end of the 

sixth control period (based on the assumptions used in Figure 2), which will be banked and 

usable for compliance in the next control period.    
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Figure 2: Quarterly Additions of Supply and Demand for Allowances 

 

Figure 3: Surplus Allowances in Circulation 

  

Key observations regarding quarterly changes in the supply and demand for allowances: 
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• Allowance surplus has fallen during the control period – The surplus quantity of allowances 
in circulation fell from 71M at the end of the fifth control period to 55M at the end of the 
second quarter of 2026, and this is projected to fall to 45M at the compliance deadline for the 
sixth control period (if emissions in the last two quarters of 2026 equal those in the same 
months of 2025).8  The surplus of allowances in circulation has fallen due to:  
 Third Adjustment for Banked Allowances – In 2024 and 2025, this reduced the 

allowance supply by a total of 29M across the two years.  The final year of this 
adjustment was 2025.  The adjustment was adopted in the Second Program Review to 
reduce the allowance surplus over time, and it has been the largest factor reducing the 
allowance surplus in the sixth control period.  

 Rising demand for allowances – The quantity of emissions increased from 80M in 
2024 to 85M in 2025.  Emissions were up 4M in the first half of 2026 from the 
previous year.9 

 Falling allowance cap – The annual allowance cap fell by 2M per year from 2023 to 
2026 in accordance with the RGGI program design. 

 Retention of State set-aside allowances – The Participating States plan to retain (in 
set-aside accounts until after the compliance deadline for the sixth control period) 4M 
to 6M allowances for allocation years up to 2026.  This is summarized in Figure 4. 

 However, these net supply reductions are partially offset by the projected sale of 26M 
CCR allowances in the auctions from 2024 to 2026. 

• Participation by Virginia Projected to Have a Small Impact on the Surplus – Due to 
Virginia’s participation starting July 1, 2026, an additional 12.6M of allowances (including 
CCR allowances) will be offered for sale in the two remaining auctions in 2026.  Virginia 
compliance entities had 17M tons of covered emissions in the last two quarters of 2025. 

Remaining State Set-Aside Allowances 

Figure 4 provides quarterly updates on the number of set-aside allowances remaining in 

Participating State accounts.  The various types of State set-aside accounts are defined in the 

Model Rule.10   

 
8  This may be a conservative assumption because it does not account for the impact of recent allowance price 

increases or additional state participation on emissions from RGGI power plants. 
9  This includes emissions from the ten participating states at the time (so Virginia is not included). 
10  This includes the following COATS account types: Cogeneration, Customer-side Distributed Resource, 

Emergency Peak Capacity Deficiency, Limited Industrial Exemption, Long Term Contract, and Voluntary 
Renewable Energy. 
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State set-aside accounts held some allowances from allocation years before 2024 at the 

beginning of the sixth control period.  Allowances are transferred into set-aside accounts usually 

at the beginning of each calendar year for the corresponding allowance allocation year.  Figure 4 

shows the number of allowances retained in state set-aside accounts from the fifth control period 

and the number of allowances added for allocation years 2024, 2025, and 2026. 

Allowances are moved out of set-aside accounts in several ways.  First, they can be transferred to 

auction accounts and offered in a subsequent auction.  These are included in the initial offerings 

in Figure 2.  Second, they can be sold or allocated directly to individual compliance entities, 

which is also shown in Figure 2.  Third, they can be retained in set-aside accounts until after the 

sixth control period compliance deadline and subsequently transferred to an auction account or 

sold or allocated directly to eligible compliance entities.  Fourth, they can be retired.  Fifth, other 

remaining set-aside allowances could be sold or distributed before the end of the sixth control 

period, but otherwise they will remain in the set-aside account retirement, sale, or distribution in 

the future. In some cases, states will meet future set-aside allowance commitments with 

remaining set-aside allowances rather than allocating allowances from future allowance budgets.  

Figure 4: Remaining State Set-Aside Allowances
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• Nearly 8M allowances were retained in set-aside accounts after the fifth control period, and 
an additional 15M were transferred into set-aside accounts during the sixth control period.  
By the compliance deadline, based on the COATS registry and the plans of individual States: 
 7M will have been transferred for sale in the allowance auctions, including 5M in the 

next two auctions.   
 3M will have been sold or allocated directly to compliance entities by individual 

States. 
 7M will have been retired, and 
 4M to 6M allowances will be retained in state set-aside accounts to be managed in 

subsequent control periods. 

Allowances in Circulation and Compliance Obligations 

Figure 5 shows how the allowances in circulation are distributed among firms by distinguishing 

between allowances held for compliance purposes and allowances held for investment purposes, 

and these aggregate quantities are compared to the total outstanding compliance obligations.  

While outstanding compliance obligations usually increase from one quarter to the next, 

compliance obligations consistently fall in the first quarter of each year when compliance entities 

surrender allowances in the annual compliance process.  Figure 6 shows the surplus allowances 

held for compliance purposes by deducting the outstanding compliance obligations from the 

number of allowances held for compliance purposes. 

For the last two quarters of 2026, compliance obligations assume emissions are equal to 

emissions during the same two quarters of 2025.11  After the second quarter of 2026, the figures 

assume that the shares of the allowance surplus held by investors and by compliance-oriented 

entities remain constant.  

 
11  This may be a conservative assumption because it does not account for the impact of recent allowance price 

increases or additional state participation on emissions from RGGI power plants. 
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Figure 5: Allowances in Circulation and Compliance Obligations  

 

Figure 6: Surplus Allowances in Circulation  
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sale of futures and options contracts and other bilateral contracts.  These provide compliance 
entities with opportunities to purchase allowances outside of the two remaining auctions 
before the compliance deadline for the sixth control period.   

• A substantial share of the allowance surplus is held for compliance purposes – The number 
of surplus allowances held for compliance purposes was 18M (or 32 percent of the surplus) 
at the end of the second quarter.  The compliance entities that hold these surplus allowances 
have generally not made them available for sale in the secondary market, presumably 
intending to use them for compliance in a future control period.   
 Nonetheless, when the price of allowances usable for compliance in the sixth control 

period rises relative to the futures price of allowances not usable until the next control 
period:  
 Compliance entities have sold more 2026 vintage futures and bought more 

2027 vintage futures, and  
 Some entities have entered into “spreading” positions (e.g., by selling 

allowance futures for the 2026 vintage while buying an equal number for 2027 
that will not settle until after the compliance deadline for the sixth control 
period).12   

 These contracts allow compliance entities to “hedge” bilateral sales of electricity after 
2026 without holding on to surplus allowances for the sixth control period.  This will 
make more allowances available to compliance entities that need them for sixth 
control period compliance.  

• The share of surplus allowances held for compliance purposes has increased over the past 
year – This has increased relative to the quantity of outstanding compliance obligations from 
2025 to the second quarter of 2026.   

• Allowances held for investment purposes have fallen over the past year – Due to the falling 
surplus and increased holdings of allowances for compliance purposes, the number of 
allowances held for investment purposes fell from 60M in the second quarter of 2025 to 37M 
in the second quarter of 2026.    

 

 

 
12  See Report on the Secondary Market for RGGI CO2 Allowances: Second Quarter 2026, Figure 7 for details. 
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