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Suspend and Eventually Eliminate the Renewable Fuel Standard

Costly Program Fails to Deliver Energy Security, Economic, or Environmental Benefits

By Ben Lieberman

The Renewable Fuel Standard (RFS) has faced many unexpected turns since it was created
by Congress in 2005 and expanded in 2007, so the impact of the COVID-19 health crisis is
just the latest surprise. Proponents of the RFS claim it provides energy security, economic,
and environmental benefits, but the program has consistently failed to deliver on any of
them. The RFS, which requires that corn ethanol and other biofuels be added to the nation’s
gasoline and diesel supply, contains emergency waiver provisions to avoid severe economic
hardship. Governors of five states have asked the Environmental Protection Agency (EPA)
for waivers as a consequence of the coronavirus-induced drop in fuel demand and prices.
Granting the waivers would be a good start towards reining in this regrettable program and
may help boost the post-coronavirus recovery.

A History of the RFS. Most of the surprises since the program was last revised in 2007
have undercut the problematic rationale for mandating biofuels. At the time, demand for
gasoline was rising while domestic oil output was falling and import dependence growing.
Stretching the fuel supply with (presumably) domestic biofuels seemed like a good idea to
many in Congress. But soon after 2007, these trends unexpectedly reversed. Gasoline
demand started falling while the fracking revolution led to a rebirth of American oil
production and a sharp decline in imports.

At the same time the energy independence rationale for the RFS was eroding, the economic
rationale was not doing much better. The costs of compliance never came down enough for
the RFS to become economical, especially in the high volumes mandated. These costs can
be measured by the price of Renewable Identification Numbers (RINs), the tradeable
compliance credits which add significantly to the cost of producing each gallon of gasoline
and diesel fuel.'

This is especially true of the biodiesel portion of the RFS. In addition, the promised big
breakthroughs in “next generation” cellulosic biofuels never materialized.

With or without the RFS, a good deal of ethanol would still be added to the gasoline supply
because of its benefit in raising octane levels, as even refiners critical of the program admit.?
But it is the last billion or so gallons out of the annual 15 billion-gallon de facto mandate
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that causes all the problems by potentially increasing the percentage in gasoline to levels
where it may cause engine damage.

Another big change since 2007 is the program’s declining standing with environmentalists.
Several green groups that originally supported or were at least neutral toward the RFS have
since soured on the program. For example, the Sierra Club won a lawsuit last year forcing
the EPA to review the RFS’ environmental impacts.® This review will undoubtedly include
research findings that corn ethanol has led to higher greenhouse gas emissions than an
equivalent volume of petroleum-derived gasoline.* Beyond comparative emissions,
environmental activists also see the RFS and its overwhelming focus on liquid fuels as out
of step with their preference for electrification of the transportation sector.

Overall, the circumstances that led Congress and President George W. Bush to support
expanding the RFS then could hardly be more different than today.

The Impact of Coronavirus. As a result of the nationwide lockdowns, the governors of
Louisiana, Oklahoma, Texas, Utah, and Wyoming have asked the EPA to waive the
program’s requirements for the rest of the year.” The problem is not adverse consumer
impacts—gasoline is cheaper today than it has been in years—but the ability of refiners to
remain in operation. Many are struggling with sharply reduced demand and low prices.
Thus, the high cost of complying with the RFS may be enough to force some to shut down.
Shuttered refineries will cost jobs and hamper post-coronavirus economic recovery.

On the other hand, corn growers and ethanol producers make similar arguments against
waivers, pointing out that their sales have also dropped, and that suspending the mandate
now would kick them when they are down.® They have strident supporters in Congress,
especially a bipartisan group of Senators from the corn belt who have always been willing to
go to bat for the RFS.

The EPA will decide whether to grant these waivers. If precedent is any guide, the five
governors and the refining sector will be disappointed. Even the serious drought of 2012,
which reduced corn yields and sent prices skyrocketing, was not enough for the agency to
say yes to any relief. The EPA’s logic then was that the “severely harm the economy”
standard had to be attributable to the RFS alone and not the underlying drought.” The
agency may now say the same thing about the coronavirus health crisis. However, a more
rational interpretation of the waiver language—one that looks at the refiners’ predicament
and the need for a strong post-coronavirus recovery—suggests that now is a good time to
grant waivers.

The Trump administration has spent the last few years trying in vain to find the middle
ground on this issue. It granted ethanol producers a regulatory change that facilitated the
use of 15 percent ethanol to gasoline rather than just 10 percent, while giving more small
refineries exemptions from the program.® Neither side was happy and both have sued.’ The
recent decision on small refinery exemptions also factors into the governors’ waiver
requests, as it greatly increased compliance costs for refiners by prompting a jump in the



price of Renewable Identification Numbers (RINSs), the compliance credits refiners must
either generate or buy.

Time to Rein in the RFS. The EPA has 90 days to decide on the waiver requests. The
agency ought to grant them. Even better would be a legislative sunset of the program. The
RFS is an unnecessary attempt by the federal government to dictate the recipe for gasoline
and diesel fuel, and its shaky original rationale has only weakened with time.
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