
WISDOMTREE BLOG

California Carbon Allowances have the po-
tential to help the state meet higher climate 
targets
Published 19 April 2023

Nitesh Shah

Head of Commodities and Macroeconomic Research, WisdomTree Europe

California sets higher climate targets

California has an ambitious decarbonising goal: to reduce greenhouse gas (GHG) emissions by 85 percent 

below 1990 levels, no later than 2045. Its cap-and-trade market, that uses California Carbon Allowances 

(CCA), is a key policy tool to achieve this goal. The 2022 Scoping Plan for Achieving Carbon Neutrality 

was signed in November 2022 and lays out a path to cut emissions aggressively. The agreed Scoping Plan 

also implements an intermediate step: to reduce GHGs by 48% below 1990 levels by 2030, up from the 

40% proposed in the draft Scoping Plan. CCAs have the potential to play a larger role in the policy toolkit 

than ever before.

Path to achieving higher targets will be revealed, with a potentially greater role for CCAs

California Air Resources Board (CARB) has modelled various scenarios and has determined that in none 

of its scenarios are current policies (that is, policies in place from its 2017 Scoping Plan) sufficient to meet 

it 2022 Scoping Plan targets. California has a number of tools to tackle climate change and inevitably they 

overlap one another. Accelerating the use of one tool may mean that the call on another tool is reduced. 

CARB has already indicated it will increase the stringency of low-carbon fuel standard (LCFS) and require 

carbon capture and sequestration (CCS) on the majority of petroleum refining. CARB will update its models 

in 2023, incorporating the implementation of these measures later in the decade, and determine how much 

more the cap-and-trade market will need to deliver. It is likely to focus on a more aggressive reduction of the 

cap. This year, we also expect CARB to make some announcements on how they will reduce the overhang 

of allowances from prior years.

Successful auctions indicate greater optimism in the CCA market

California carbon markets have suffered from years of oversupply. As a result of achieving the 2020 target 

several years earlier than mandated by law, there are unused allowances in circulation. CARB estimated 

the amount to be approximately 310 million allowances after the conclusion of the third compliance period 

(2018–2020)1. In 2016, 2017, and 2020 auctions were undersubscribed and prices up until 2021 barely 

lifted off the reserve price. The reserve price increases by 5% plus inflation every year.
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However, since 2021, with the new Scoping Plan being debated and then announced in November 2022, 

CCA prices have moved decisively above the reserve price. The most recent auction on 15 February 2023 

saw all allowances sold2.

Source: WisdomTree, California Air Resources Board (CARB), February 15 2023.

Historical performance is not an indication of future performance, and any investments may go 

down in value.

2023 could be an exciting year for the CCA market, as the California Air Resources Board puts together 

implementation plans for the latest Scoping Plan. The cap-and-trade market’s role in the decarbonisation 

effort may increase.

1 https://ww2.arb.ca.gov/sites/default/files/2022-12/2022-sp.pdf

2 https://ww2.arb.ca.gov/sites/default/files/2023-02/nc-feb_2023_summary_results_report.pdf
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Important Risks Related to this Article

IMPORTANT INFORMATION
Marketing communications issued in the European Economic Area (“EEA”): This document has 

been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the 

Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been 

issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom 

Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as 

applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. Past performance is not a reliable indicator of future performance. 

Any historical performance included in this document may be based on back testing. Back testing 

is the process of evaluating an investment strategy by applying it to historical data to simulate 

what the performance of such strategy would have been. Back tested performance is purely 

hypothetical and is provided in this document solely for informational purposes. Back tested data 

does not represent actual performance and should not be interpreted as an indication of actual or 

future performance. The value of any investment may be aected by exchange rate movements. Any 

decision to invest should be based on the information contained in the appropriate prospectus and 

aer seeking independent investment, tax and legal advice. These products may not be available 

in your market or suitable for you. The content of this document does not constitute investment 

advice nor an oer for sale nor a solicitation of an oer to buy any product or make any investment.

An investment in exchange-traded products (“ETPs”) is dependent on the performance of the underlying 

index, less costs, but it is not expected to match that performance precisely. ETPs involve numerous risks 

including among others, general market risks relating to the relevant underlying index, credit risks on 

the provider of index swaps utilised in the ETP, exchange rate risks, interest rate risks, inflationary risks, 

liquidity risks and legal and regulatory risks.

The information contained in this document is not, and under no circumstances is to be construed as, an 

advertisement or any other step in furtherance of a public oering of shares in the United States or any 

province or territory thereof, where none of the issuers or their products are authorised or registered for 

distribution and where no prospectus of any of the issuers has been filed with any securities commission 

or regulatory authority. No document or information in this document should be taken, transmitted or 

distributed (directly or indirectly) into the United States. None of the issuers, nor any securities issued 

by them, have been or will be registered under the United States Securities Act of 1933 or the Investment 

Company Act of 1940 or qualified under any applicable state securities statutes.

This document may contain independent market commentary prepared by WisdomTree based on publicly 

available information. Although WisdomTree endeavours to ensure the accuracy of the content in this 
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document, WisdomTree does not warrant or guarantee its accuracy or correctness. Any third party data 

providers used to source the information in this document make no warranties or representation of any 

kind relating to such data. Where WisdomTree has expressed its own opinions related to product or market 

activity, these views may change. Neither WisdomTree, nor any ailiate, nor any of their respective oicers, 

directors, partners, or employees accepts any liability whatsoever for any direct or consequential loss 

arising from any use of this document or its contents.

This document may contain forward looking statements including statements regarding our belief or 

current expectations with regards to the performance of certain assets classes and/or sectors. Forward 

looking statements are subject to certain risks, uncertainties and assumptions. There can be no assurance 

that such statements will be accurate and actual results could dier materially from those anticipated 

in such statements. WisdomTree strongly recommends that you do not place undue reliance on these 

forward-looking statements.

Jersey ETCs – Issuer Disclaimer The products discussed in this document are issued by WisdomTree 

Commodity Securities Limited (the "Issuer"). The Issuer is regulated by the Jersey Financial Services 

Commission. Investors should read the prospectus of the Issuer before investing and should refer to the 

section of the prospectus entitled »Risk Factors¼ for further details of risks associated with an investment in 

the securities oered by the Issuer.

WisdomTree Carbon Securities issued by the Issuer are direct, limited recourse obligations of the relevant 

Issuer alone and are not obligations of or guaranteed by Citigroup Global Markets Limited (“CGML”), 

Citigroup Global Markets Holdings Inc. (“CGMH”), Merrill Lynch International ("MLI"), Bank of America 

Corporation ("BAC") or any of their ailiates. Each of CGML, CGMH, MLI and BAC disclaim all and any 

liability whether arising in tort, contract or otherwise which they might have in respect of this document or 

its contents otherwise arising in connection herewith.

Solactive AG ("Solactive") is the licensor of Solactive Carbon Emission Allowances Rolling Futures Index 

(the "Index"). The financial instruments that are based on the Index are not sponsored, endorsed, promoted 

or sold by Solactive in any way and Solactive makes no express or implied representation, guarantee 

or assurance with regard to: (a) the advisability in investing in the financial instruments; (b) the quality, 

accuracy and/or completeness of the Index; and/or (c) the results obtained or to be obtained by any person 

or entity from the use of the Index. Solactive reserves the right to change the methods of calculation or 

publication with respect to the Index. Solactive shall not be liable for any damages suered or incurred as 

a result of the use (or inability to use) of the Index.

WisdomTree California Carbon Securities issued by the Issuer are direct, limited recourse obligations of 

the relevant Issuer alone and are not obligations of or guaranteed by Citigroup Global Markets Limited 

(“CGML”), Citigroup Global Markets Holdings Inc. (“CGMH”), Merrill Lynch International ("MLI"), Bank of 

America Corporation ("BAC") or any of their ailiates. Each of CGML, CGMH, MLI and BAC disclaim all and 

any liability whether arising in tort, contract or otherwise which they might have in respect of this document 

or its contents otherwise arising in connection herewith.
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Solactive AG ("Solactive") is the licensor of the Solactive California Carbon Rolling Futures ER Index (the 

"Index"). The financial instruments that are based on the Index are not sponsored, endorsed, promoted or 

sold by Solactive in any way and Solactive makes no express or implied representation, guarantee 

or assurance with regard to: (a) the advisability in investing in the financial instruments; (b) the quality, 

accuracy and/or completeness of the Index; and/or (c) the results obtained or to be obtained by any person 

or entity from the use of the Index. Solactive reserves the right to change the methods of calculation or 

publication with respect to the Index. Solactive shall not be liable for any damages suered or incurred as 

a result of the use (or inability to use) of the Index.

For Investors in Switzerland This document constitutes an advertisement of the financial product(s) 

mentioned herein.

In Switzerland, this communication is only targeted at Qualified Investors. The prospectus and the 

key investor information documents (KID) are available from WisdomTree¼s website: https: //www.wis-

domtree.eu/en-ch/resource-library/prospectus-and-regulatory-reports

For Investors in Monaco This communication is only intended for duly registered banks and/or licensed 

portfolio management companies in Monaco. This communication must not be sent to the public in Monaco.
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