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Once valued at the maximum allowable credit price of $200/t CO2e USD (inflation
adjusted), the California Low Carbon Fuel Standard (LCFS) price has been on a steady
decline since 2021, and is currently valued at around $60/t CO2e (Figure 1). This blog
explores which dynamics are driving this decline and where the price may be headed
next. It also discusses if we can expect similar dynamics in the Canadian Clean Fuel
Regulation (CFR) and British Columbia Low Carbon Fuel Standard (BC LCFS) credit
markets.

Figure 1: California LCFS average quarterly credit prices (nominal USD)?
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Like the BC LCFS and CFR, the California LCFS establishes a market price for tradable
credits generated from actions such as biofuel blending and vehicle electrification with
the goal of reducing the carbon intensity of transportation fuels. With an increasingly
tightening carbon intensity (Cl) reduction requirement, California’s LCFS credit trading

1 california Air Resources Board (2024). LCFS Data Dashboard. Available from:
https://ww2.arb.ca.gov/resources/documents/Icfs-data-dashboard
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price had been on an upward trend. However, in 2021 credit prices started to fall
despite increasing Cl reduction requirements? and higher renewable diesel prices3.

Which dynamics are influencing credit prices?

The credit price of the California LCFS reflects the cost of complying with the
regulation. LCFS credit prices have historically been set by the cost of blending
renewable diesel, with the LCFS credit price making up the difference between the
price of diesel and renewable diesel. The price differential between diesel and
renewable diesel is influenced by biofuel feedstocks, the cost of producing renewable
diesel, and the price of diesel. In California, multiple other policies also influence these
variables, such as:

m federal U.S. biofuel policies, such as the Renewable Fuel Standard, which
prescribes a minimum amount of biofuel blending, and various subsidies and
grants#5 that subsidize biofuel production; and

= the increasing California emissions cap, which increases the price of fossil fuels
relative to low-carbon fuels®.

Stringency increases in these policies lower the cost differential between diesel and
renewable diesel, reducing the LCFS price needed to incentivize blending to comply
with the regulations.

The LCFS also interacts with California’s light- and heavy-duty zero emission vehicle
sale mandates, leading to an influx of electricity LCFS credits”®and a reduction in

2 california Air Resources Board (2024). Unofficial electronic version of the Low Carbon Fuel Standard Regulation.
Available from: https://ww2.arb.ca.gov/sites/default/files/2020-07/2020_lIcfs_fro_oal-
approved_unofficial_06302020.pdf

3us Department of Energy (2024). Alternative Fuels Data Center. Available from:
https://afdc.energy.gov/fuels/prices.html

4ys. Department of Energy (2024). Alternative Fuels Data Center. Biodiesel Laws and Incentives in Federal. Available

from:
https://afdc.energy.gov/fuels/laws/BlIOD?state=US#:~:text=Renewable%20Fuel%20Standard%20(RFS)%20Program&text
=By%202022%2C%2036%20billion%20gallons,excluding%20corn%20starch%2Dbased%20ethanol.

5 The White House (2024). Clean Energy Tax Provisions in the Inflation Reduction Act. Available from:
https://www.whitehouse.gov/cleanenergy/clean-energy-tax-provisions/

6 California Air Resources Board (2024). Cap-and-Trade Program. Available from: https://ww2.arb.ca.gov/our-
work/programs/cap-and-trade-program

7 California Air Resources Board (2024). Zero-Emission Vehicle Program. Available from: https://ww2.arb.ca.gov/our-
work/programs/zero-emission-vehicle-program/about

8 California Air Resources Board (2024). Advanced Clean Trucks. Available from: https://wwZ2.arb.ca.gov/our-
work/programs/advanced-clean-trucks
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overall demand for compliance credits by lowering the demand for gasoline and diesel.
An indicator for this policy overlap is the imbalance of credit demand and supply in the
California LCFS. Over the past years, credit generation has consistently slightly
exceeded the demand for credits, leading to a build up of 29.19 million unused
surplus credits as of 20249,

Where is the California LCFS market headed?

In the absence of revisions to the policy design, the California Air Resources Board
(CARB) expects the imbalance between credit demand and supply to escalate after
2030 (Figure 2). This is due to a large number of electricity credits flooding the market,
driven by California’s increasingly stringent ZEV sales mandates, and would put
significant downward pressure on the credit price in this market.

Figure 2: California LCFS credit use and supply under existing policy design as forecast
by CARB10
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Likely for this reason, CARB recently approved an LCFS amendment, which increases
the 2030 CI reduction requirement from 20% to 30% and adds continued stringency

9 California Air Resources Board (2024). LCFS Data Dashboard. Available from:
https://ww2.arb.ca.gov/resources/documents/Icfs-data-dashboard

10 california Air Resources Board (2024.) Supplemental 2023/2024 LCFS Modeling Documentation. Modeling Output
Sheets from ISOR, Baseline Scenario (4/9/24). Available
from:.https://ww2.arb.ca.gov/resources/documents/supplemental-20232024-Icfs-modeling-documentation
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tightening until a 90% CI reduction is required by 2045. Under the amended
regulation, CARB predicts more stable credit prices of around $100 to $200/credit!1.

Can we expect similar trends in Canada’s CFR and BC’s LCFS?

There are major similarities between California's LCFS market, and the dynamics
observed in BC in 2023-24. Like in California, there are many policies that interact
with the BC LCFS and CFR credit markets, including carbon pricing, renewable fuel
blending mandates, and increasing ZEV adoption, as shown in Navius’ published
Canada Energy Dashboard. Stringency increases in these overlapping policies are
expected to put downward pressure on Canadian low-carbon fuel credit prices and
increase the amount of electricity credits that could potentially flood the market. This
could lead to declining credit prices in the long-term, if CFR and BC LCFS stringency is
not increased accordingly or other changes to the policy are introduced, as was
recently done in California.

If you are interested in learning more about how the CFR and BC LCFS markets are
likely to evolve, visit our website or email contact@naviusresearch.com. Navius
Research provides forward looking policy analysis, exploring the impact of dynamics
such as policy changes and global oil prices on policy market credit prices, fuel
demand, GHG and the economy at large.

11 california Air Resources Board (2024). CARB updates the Low Carbon Fuel Standard to increase access to cleaner fuels

and zero-emission transportation options. Available from: https://ww2.arb.ca.gov/news/carb-updates-low-carbon-fuel-
standard-increase-access-cleaner-fuels-and-zero-emission
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