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 High CO2 prices make energy-intensive industries 
such as steel, fertiliser, chemicals less competitive 
in the EU – this is referred to as ‘carbon leakage’

 A border levy on similar products raised when 
they cross into the EU will restore the equilibrium 
and allow competition on other aspects such as 
quality and service

 This is primarily an issue for industries with high 
energy input or process emissions

 The CBAM is addition to tariffs

Understanding 
the coming EU 
CBAM
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 Until the publication of the EU legislative 
proposal, and the finalisation of subsequent 
discussions, we know very little about the details 
of how the CBAM would work

 We are in the position of a medieval illustrator 
who is asked to draw an elephant based on the 
description he receives from a traveller who may 
have seen one.

 The result is recognisable, but has a lot of errors 
in the detail.A word of 

warning
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How likely is it?
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 There is now strong support in the EU for a 
CBAM – the view is that if it is not 
introduced:

 EU jobs will be lost and the EU will de-
industrialise; and

 The climate objectives will not be 
achieved because other, less efficient 
producers will emit more CO2 making 
the same goods

 Energy-intensive industries lobby heavily

 Carbon leakage and the threat to EU 
industries is viewed as “existential” (Frans 
Timmermans)

 This is no longer a question of ‘if’ but ‘when’
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 Status

 Belarus is an Annex I country under the UNFCCC and 
therefore will not get privileges like developing, non-Annex I 
countries

 Proximity

 Belarus is close to the EU and many EU countries are key 
trading partners

 Structure

 Belarus is structurally energy inefficient, with an energy 
intensity almost twice the EU average.

 This means inputs into e.g. steel, chemicals or metals carry a 
high carbon content (footprint)

Why is Belarus 
exposed to 
CBAM?

0 0.5 1 1.5 2

EU

World

Belarus

ENERGY INTENSITY IN TOE/USD1,000 GDP1
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 Ukraine, Moldova and Russia are also exposed 
as they have similarly high energy intensities

 It is not clear how e.g. components exported to a 
Ukrainian manufacturer who then exports the 
finished product to the EU would be treated –
may be okay for a while

Can it be 
circumvented?

? ?
?
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 Target sectors:

 Initially Carbon-heavy sectors, likely power 
production, metals, cement because Carbon 
content easier to assess

 Possibility for other sectors depending on 
political considerations, such as fertilisers
chemicals and agriculture

 Timeline

 Legislative proposal next month

 Expect gradual introduction from 2022 if EU-
ETS prices remain high

 Politics should be straightforward as it 
benefits all EU members

What do we know 
about it – 1?
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 WTO compliance requirements give us some 
insight:

 CBAM cannot be used as trade barrier – if 
another country has a similar mechanism, goods 
must pass without levy

 CBAM revenues cannot be used to subsidise 
affected industries – but can be used to 
support clean growth and sustainability

 Not enough known yet

 Structure, price level

 What would constitute an appropriate 
mitigation in a 3rd country

What do we know 
about it – 2?
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 Carbon content is a function of:
 Product
 Location and
 Process

 Examples:
 Product – electric arc versus blast furnace 

steel
 Location – Norwegian vs. Polish aluminium
 Process – wet kiln vs. dry kiln cement

 Combinations are not just possible but likely

How much 
Carbon is in 
your product?
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 CBAM should be a function of two things:

 Carbon content of your product and

 Cost of CO2 allowances in the EU ETS

How much will 
you pay? BMZ Steel Value Unit

Annual Exports 925,000 Tons STL

CO2 Content 2 tCO2/tSTL

EU ETS CO2 Price 55 EUR/tCO2

Annual CBAM Cost 101,750,000 EUR
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 A CBAM could have a significant impact on your 
competitive position, depending on the value of 
your product and its Carbon content

 Using steel as an example, non-EU imports with 
slightly higher transport cost would not be 
competitive inside the EU

How will it 
affect you?
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 Simple methodology to assess key sectors, 
focussing on product value and carbon content, 
assuming high EU-ETS prices

Assessing sector 
exposure
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Belarus’ most 
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 Two key considerations:

 How much Carbon is in your product?

 How much of your product ends up in the EU?

 Uncertainty – there are no final decisions 
about:

 Scale of CBAM

 Sectors to be covered

 Mitigation potential in country (e.g. by 
purchasing renewable electricity)

 Treatment of finished products

How vulnerable 
are you?
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 EU-27 accounts for 34% of metals exports 
of Belarus

 Total value of exports is EUR665 million

 CO2 emissions are 2 tons CO2 per ton of 
steel

Key vulnerable 
sectors

Metals

19

Metals Value Unit

Annual Exports 710,000,000 EUR

Assumed price 570 EUR/t

Annual volume 1,246,000 tons

EU ETS CO2 Price 55 EUR/tCO2

Annual CBAM 137,000,000 EUR

Share of Export value 19 %



Globalfields

 EU-27 accounts EUR60 million of value

 Combined EU/Ukraine USD790 million

 Cement emits ca. 1.25 tons CO2/tCementKey vulnerable 
sectors

Cement

20

Cement Value Unit

Annual Exports 50,000,000 EUR

Assumed price 120 EUR/t

Annual volume 417,000 tons

EU ETS CO2 Price 55 EUR/tCO2

Annual CBAM 29,000,000 EUR

Share of Export value 58 %
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 EU-27 accounts for EUR460 million of 
Belarus fertiliser exports

 Assumed CO2 content is 
160kgCO2/tFertilizerKey vulnerable 

sectors

Fertiliser
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Fertiliser Value Unit

Annual Exports 460,000,000 EUR

Assumed price 165 EUR/t

Annual volume 2,800,000 tons

EU ETS CO2 Price 55 EUR/tCO2

Annual CBAM 25,000,000 EUR

Share of Export value 5 %
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 Accept

 Pay the CBAM

 Avoid:

 Find other markets

 Move production inside the EU

 Mitigate:

 Reduce carbon content of your products

What are the 
options?
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 Advantage

 It’s the least hassle and requires no changes

 Disadvantages

 Competitiveness may be impaired and you 
are likely to lose market share

 CBAM needs to be paid in EUR, so hit on 
your Forex reserve

Accept
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 Advantages

 It broadens the export base and makes your 
company overall more resilient

 Disadvantages

 It may be difficult to achieve, due to Belarus’ 
geographic location

 Higher transport cost and potentially lower 
realised prices may eat into exporter margins

 Some export destinations may themselves consider 
CBAM (e.g. US) or similar Carbon measures

 Setting up international production sites takes time 
and is not straightforward

Avoid
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 Advantages

 Will lead to modernisation of your operations, in 
particular the industrial sector

 Contributes to achieving Paris Agreement commitments

 Has ancillary benefits, such as cleaner air, less local 
pollution

 Can be based on local resources, improving your 
forex balance

 Disadvantages

 Compared to other countries, Belarus renewable 
resources are more costly (e.g. solar) or not 
uncontroversial (e.g. biomass)

 Substantial investment may be needed

 Can not be achieved overnight

Mitigate
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 Things you and things you cannot affect:

 Change process and improve your energy 
efficiency – you control this

 Reduce average Carbon content of electricity –
outside your control

 Improving energy efficiency and reducing 
Carbon content of industry products can be 
based on two directions:

 System-wide

 Site-specific

How to mitigate
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 Government actions in the form of new 
policies, rules and regulations

 These could include:

 Minimum performance standards for e.g. 
motors

 Support for renewable energy production

 Energy efficiency policies and support

 Carbon pricing through a sectoral or national 
ETS

System-wide
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Site-specific
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Measure

Report

Analyse

Act



Globalfields

 On-site actions:

 Track energy use and carbon content

 Undertake energy audits to identify savings 
potential such as:

 Improved lighting

 High-efficiency motors

 Modernisation of HVAC and compressed air 
systems

 Installing on-site micro-generation

 Investment plans to address these needs

 Each unit/site needs to have an 
energy/Carbon manager to achieve 
maximum impact

Site-specific

31



Can it be done?
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 German manufacturing energy intensity has decreased by 26% from 2000 to 2018

 German industry share of GDP increased by 1% from 2000 to 2018



Corporate 
Emissions 

Reporting

Globalfields
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 Reporting is a critical element of managing a 
CBAM:

 Understand the extent of your exposure and risk

 Identify measures to mitigate exposure

 If you don’t do it yourself, someone else will do it 
for you – will you like the results?

 Reporting has other benefits:

 Raises potential for investment by outside entities, 
e.g. EBRD

 Improves ability to manage a high cost factor such 
as energy more closely

 Raises potential for modernisation investment 

Reporting to 
manage –
managing to 
report
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 Corporate reporting is at an early stage

 UK has mandatory reporting

 Auditors are gearing up

 Substantial experience from voluntary carbon 
market reporting and standards

 Clean Development Mechanism

 Gold Standard

 Useful actions can be taken now 

Corporate 
reporting 
schemes
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 Apply existing standards at audit quality level

 Define appropriate indicators and most important 
drivers of energy use and carbon emissions

 Emissions from fuel use

 Process (IPPU) emissions 

 Begin to seek alternatives

 Talk to your auditors

Initial steps
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 Difficult to give recommendations as 
reporting is evolving

 Useful information

 Climate Disclosure Standards Board

 Gold Standard

 Carbon Disclosure Project (CDP)

 Climate Bonds Initiative

Corporate 
reporting 
schemes
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Options…
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 Does Belarus want to be exposed to a CBAM:

 What is ‘Plan B’ – e.g. exporting to non-EU?

 Is the impact on the economy significant?

 Are mitigating policies feasible?

 Is do-nothing a possible policy?

 Assume mitigating policies are introduced:

 What would you do with the funds raised from 
taxes, trading schemes or levies?

 What support do target sectors require to be able 
to continue to export?

Decisions 
needed
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Assess scale of 
exposure

• Identify critical sectors
• Assess Carbon content of their products
• Estimate cost based on observed EU-ETS prices

Identify 
mitigating measures

• Develop a range of options
• Discuss/agree measures with the EU

Implement measures

• Implement the agreed measures
• Utilise funds raised as appropriate

Plan of action

42
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 National, system level:

 Taxation

 Emissions Trading (could also be for specific 
sectors)

 Policies to reduce carbon intensity of the 
economy

 Sector level:

 Levies

 Support aligned with EU state aid principles

There are two 
levels of 
potential 
actions

43



National Level – 1 

 Taxation:

 Introduction of a carbon tax at a level similar 
to that of the EU pricing of CO2 emissions

 Could maybe be adjusted for Purchasing 
Power Parity

 Emissions Trading :

 Establish an emissions trading system to 
mirror the EU ETS, and compatible with it so 
that certificates can be traded across the 
border

 This could initially be restricted to the most 
exposed sectors, as well as e.g. electricity 
generation

Globalfields
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National Level – 2 

 Policy Support:

 Introduce support for renewable energy 
production to reduce carbon intensity of 
the power sector

 Establish energy efficiency requirements 
across sectors (e.g. minimum efficiency 
requirements for motors) to reduce energy 
consumption

 Engagement

 Work with the EU – they are in the driving 
seat

 Engage early and learn as much as is 
possible to help prepare your industries

Globalfields
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Sectoral Level

 Levies

 Introduction of export levies based on CO2
content for exports to the EU, at a level 
similar to EU ETS pricing

 Could possibly be adjusted for Purchasing 
Power Parity

 Direct support

 Investment support to reduce energy/carbon 
intensity 

 Needs to be compatible with the state aid 
principles

Globalfields
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Conclusions

 The CBAM will come and you need to be 
prepared

 Mitigating policies are national and sector 
level are most likely Belarus’ best options

 The good news is that there is substantial 
potential for efficiency and Carbon 
improvement across sectors

Globalfields
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What next?

Globalfields
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 Start working closely with the EU now to 
understand what will come and be able to 
prepare

 Investigate ‘no-regrets’ policies – the things 
that make sense as they will benefit the 
economy regardless

 Think systemically – consider CBAM 
mitigating action in the context of delivering 
the NDC, for example

 Engage with the process – ignore and avoid 
won’t work



This isn’t the 
solution to your 
CBAM 
challenge

Globalfields
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Why the 
Green Deal?
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 The Green Deal’s vision is to continue to allow us 
to live well, while respecting the boundaries of 
the planetary system.

 The Green Deal sets out:

 How to ensure a just and inclusive transition.

 Investments needed and financing tools available. 

 The timeline to deliver the objectives.

Globalfields

The EU Green 
Deal:

Objectives



Climate Change 
and Global 
Warming

Climate change: the complex shifts that 
emerge due to human activity (greenhouse 
gas emissions into the atmosphere) that 
affect the planet’s weather and climate 
systems (The National Geographic).

Encompasses 
extreme weather 
events, shifting 
wildlife populations 
and habitats, rising 
seas etc.

Global warming: “Global warming is the long-term 
heating of Earth’s climate system observed since the pre-
industrial period (between 1850 and 1900) due to human 
activities, primarily fossil fuel burning, which increases 
heat-trapping greenhouse gas levels in the Earth’s 
atmosphere” (NASA).

Globalfields



The Climate Problem – Why the urgency?

In 2017, the global 
average surface 
temperature increased by 
1°C since pre-industrial 
levels and is likely to 
reach 1.5°C between 
2030 and 2052 at the 
current rate.

20-40% of the global 
human population live in 
regions that have already 
experienced warming on 
1.5°C.

As of 2018, 41.5 
billion metric tonnes 
of carbon dioxide 
were emitted into the 
atmosphere. 

This means 79% of the 
global carbon budget 
has already been used 
up.

Global warming is melting 
ice, which is contributing to 
sea level rise. Global sea 
levels are currently rising at 
3.2 millimetres a year. 
Since the 1900s, sea levels
have risen by 16 
centimetres. 

At current rates, sea level 
rise is expected to reach 40 
centimetres (best case 
scenario) or 80 centimetres 
(worst case scenario) by 
2100.

Oceans are more acidic, so
70-90% of reefs could 
collapse. 

By 2018, the 
number of 
weather-related 
natural disasters 
had tripled since 
1960.

The cost of 
dealing with 
them has also 
increased and 
reached USD 
100 bn in 2019, 
of which 15 
were >USD 1 bn 
in scale.

Rain and snowfall 
patterns are shifting 
and many regions are 
beginning to 
experience severe 
droughts, wildfires, 
lost crops and water 
shortages.

Hurricanes, typhoons, 
and other storms are 
stronger. Floods and 
droughts are more 
common.

Globalfields



The Paris 
Agreement 2015

 Restrict global warming to no more than 2 
degrees Celsius, but aim to achieve no more 
than 1.5 degrees Celsius

 Countries are asked to prepare Nationally 
Determined Contributions (NDCs) to deliver this 
aim

 Countries are also asked to provide a 
roadmap in the form of Low Emission 
Development Strategies

 197 countries signed and 190 ratified the 
Agreement

Globalfields



Emission gaps – the Challenge
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Defining action… 
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The EU Green Deal

“Living well, within 
planetary boundaries“
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The EU Green 
Deal:

Operationalising the 
Paris Agreement

 Three core objectives:

 No net emissions of greenhouse gases by 2050 
– climate neutrality

 Economic growth is decoupled from resource use

 No person and no place is left behind

 Reaching this target will require action by all 
sectors of the EU economy.

 This will be achieved by action designed to:

 Boost the efficient use of resources by moving to 
a clean, circular economy and

 Restore biodiversity and cut pollution

Globalfields



 The Green Deal’s vision is to continue to allow us 
to live well, while respecting the boundaries of 
the planetary system.

 The Green Deal sets out:

 How to ensure a just and inclusive transition.

 Investments needed and financing tools available. 

 The timeline to deliver the objectives.

Globalfields
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Objectives



 The operational plan of the Green Deal is to be 
achieved by:

 investing in environmentally-friendly technologies

 supporting industry to innovate

 rolling out cleaner, cheaper and healthier forms of 
private and public transport

 decarbonising the energy sector

 ensuring buildings are more energy efficient

 working with international partners to improve global 
environmental standards

Globalfields
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The EU Green 
Deal:

Implementation

 The Green Deal is implemented now

 Member States will undertake actions in line 
with what is needed for them to comply

 Outside the EU, DG NEAR and DG DEVCO 
will lead on implementation

 EIB and EBRD both have strong climate 
mandates with minimum investment 
requirements at portfolio level:

 EIB Climate Windows

 EBRD Green Economy Transition 

Globalfields



The EU Green Deal 

and the Eastern 

Partnership
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The EU Green Deal

“Living well, within 
planetary boundaries“
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The EU Green Deal 

and the Eastern 

Partnership
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 Transforming the region to achieve:

 Fair and prosperous societies

 Modern, resource-efficient, clean, circular and 
competitive economies, 

 Increased environmental and climate action

 More sustainable use of natural resources 

 Scaled up action in areas that are critical for 
people’s health and well-being.

 Continuing investment in environmental 
governance and in raising awareness to:

 Accelerate the shift to sustainable and smart 
mobility

 Developing new green jobs and economic 
opportunities linked to the green transition 

 Developing local and renewable energy sources, 
thus halting the loss of biodiversity 

Globalfields

The EU Green 
Deal and the 
Eastern 
Partnership:

Objectives and Actions



 In the EU Neighbourhood, including the EaP, there 
will be direct and indirect impacts from the Green 
Deal.

 Direct impacts:

 EU support and EIB/EBRD financing for the EaP will 
focus even more strongly on climate action, energy 
efficiency, renewables, clean transport

 Enhanced performance standards for specific 
products (e.g. white goods) will require redesign 
over time

 A Carbon Border Adjustment Mechanism is almost 
certain to be introduced to prevent carbon ‘leakage’

 Indirect impacts:

 Fuel switching of e.g. vehicles or home heating to 
electricity will reduce demand for some products 
over time (e.g. engine/boiler parts, oil products)

 Increased environmental concerns will change 
consumption habits

Globalfields

The EU Green 
Deal and the 
Eastern 
Partnership:

Impacts
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Agenda

• Why pricing carbon
• Market failures and government intervention

• How pricing carbon
• Market based instruments: taxes vs. markets (prices vs. quantities)
• Which is better? Carbon tax vs. carbon markets

• The practice of designing and implementing carbon pricing
• Carbon leakage risk -- the problem
• Carbon leakage risk -- available solutions:

• Free allowance allocation
• Carbon Border Adjustment Measures
• Linking carbon markets

• What does an EU CBAM mean for the UK?



Why pricing carbon

Environmental externality, 
market failure and environmental regulation



• When there are externalities, markets tends to over
produce (if negative externalities) or under produce
(if positive externalities).

• In other words, markets do not function properly
because they do not allocate resources in the most
efficient way.

• Governments can correct (“internalise”) externalities
through policy action.

Why pricing carbon

Source:
Coase (1960)
Montgomery (1972)

Explainers:
What is a carbon price and why 
do we need one?

http://www2.econ.iastate.edu/classes/tsc220/hallam/Coase.pdf
https://doi.org/10.1016/0022-0531(72)90049-X
https://www.lse.ac.uk/granthaminstitute/explainers/what-is-a-carbon-price-and-why-do-we-need-one/


How pricing carbon

Putting a price tag on carbon



Non market-based policies

Command-and-control policy 
(permission, prohibition, standard 
setting and enforcement). 

How pricing carbon
Market-based policies
Price-based instruments (e.g. taxes 
and subsidies) and 
Quantity-based instruments (e.g. 
cap-and-trade schemes and 
renewable obligation certificates)

Further readings:
Economic Incentives Versus 
Command and Control: What's 
the Best Approach for Solving 
Environmental Problems?

https://link.springer.com/content/pdf/10.1007/978-0-387-37562-5_12.pdf


• With a tax, the price of emitting a unit of pollution is fixed, but the total quantity 
of emissions is not.

• With a cap-and-trade, the total quantity of emissions is set but the price of the 
permits vary depending on the demand for permits

• In an ETS, the carbon price may be 
higher when the economy is booming 
and lower during a downturn

Tax vs. carbon markets: key differences

Explainers:
Which is better: carbon tax or 
cap-and-trade?

Track, visualize, and download carbon prices from 
emissions trading systems around the world 
https://icapcarbonaction.com/en/ets-prices

https://www.lse.ac.uk/granthaminstitute/explainers/which-is-better-carbon-tax-or-cap-and-trade/
https://icapcarbonaction.com/en/ets-prices


• A carbon tax can be easier to implement as it often uses the established 
channels of the tax system and does not require new infrastructure for trading 
emission permits

Tax vs. carbon markets: simplicity vs. flexibility

Source:
Doda (2014)

Explainers:
Carbon Pricing 101

• A carbon market provides more flexibility: for 
example, provisions such as offsets, and 
provisions to bank emission permits give 
regulated firms options for where and when to 
reduce emissions

https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2014/12/How-to-price-carbon_Dec_2014.pdf
https://www.rff.org/publications/explainers/carbon-pricing-101/


Who is pricing carbon around the world?



Carbon taxes around the world

Source: 
World Bank (2020)

ICAP (2021)

https://openknowledge.worldbank.org/bitstream/handle/10986/33809/9781464815867.pdf?sequence=4&isAllowed=y
https://icapcarbonaction.com/en/icap-status-report-2021


Carbon markets around the world

Source: 
World Bank (2020)

ICAP (2021)

https://openknowledge.worldbank.org/bitstream/handle/10986/33809/9781464815867.pdf?sequence=4&isAllowed=y
https://icapcarbonaction.com/en/icap-status-report-2021


How do cap-and-trade programmes work?

Set-up and design:
the case of the European Union 

Emission Trading System
EU ETS



Carbon market set up

Source:
Metcalf (2020)

Source:
Schmalensee and 
Stavins (2017)

https://www.economicstrategygroup.org/publication/harnessing-the-power-of-markets/
https://academic.oup.com/oxrep/article/33/4/572/4587932?login=true


How does a carbon market work?

Source:
Burtrow and 
Lofgren (2020)

Source:
Burke and Taschini (2020)

https://www.eaere.org/wp-content/uploads/2020/07/EAERE-Magazine-N.9-Summer-2020.pdf
https://www.lse.ac.uk/granthaminstitute/news/covid-19-emissions-trading-and-the-implications-for-a-uk-ets/


Carbon leakage

Problem and solutions



• Long-standing concern among policymakers: unilateral and ambitious climate 
policies may lead to carbon leakage - where production shifts offshore to 
countries with less stringent climate policy 

Carbon leakage 

Source:
Dechezlepretre and Sato (2017)

Explainers:
Carbon Pricing 301

• Carbon leakage typically focused on energy- and 
carbon-intensive industrial sectors. 

• Sectors exposed to international competition:
• emissions are considered ‘hard to abate’,
• low-carbon technologies either have not yet 

been found or are too expensive. 

https://personal.lse.ac.uk/dechezle/Impacts_of_Environmental_Regulations.pdf
https://www.rff.org/publications/explainers/carbon-pricing-301-advanced-topics-carbon-pricing-electricity-sector/


• Carbon leakage concerns have been addressed by largely shielding industry 
from the impact of the carbon price. 

• Empirical evidence suggests that current carbon policies have had little impact 
on leakage (Dechezleprêtre and Sato, 2017; Venmans et al., 2020). 

Carbon leakage concern and solutions 

Source:
Venmans (2020)

Explainers:
Carbon Pricing 301

• Textbook solutions: 
• Free allocation to energy-intensive, trade-

exposed [EITE] sectors; 
• ETS expansion and/or linking systems;
• Carbon border adjustment measure.

https://www.tandfonline.com/doi/full/10.1080/14693062.2020.1805291
https://www.rff.org/publications/explainers/carbon-pricing-301-advanced-topics-carbon-pricing-electricity-sector/


Carbon leakage  - long term low-carbon framework

Source:
FT May 2021

• The current solutions (free allocation) may 
have provided adequate protection 
against leakage while carbon prices were 
low.

• Robust leakage protection going forward 
might require alternative solutions to 
support a long-term low-carbon 
investment framework

https://www.ft.com/content/56e02d3d-8c31-4937-be50-60d4bf9342f7?shareType=nongift


Carbon leakage

Current solution: free allocation of permits



Free allowances in the EU ETS

Source:
EU ITRE Committee (2020)

• Free allowances were generously allocated in 
Phases I and II to compensate firms for the 
potential competitiveness impacts.

• The justification for free allowances in Phase III 
has shifted towards addressing carbon leakage 
for energy-intensive trade-exposed sectors (see 
Directive (2009/29/EC).

https://www.europarl.europa.eu/RegData/etudes/STUD/2020/652717/IPOL_STU(2020)652717_EN.pdf


Carbon leakage

ETS expansion and linkage



EU ETS expansion

Source:
Clean Energy Wire

• Green Deal: cut emissions in energy systems, mobility, heating, and agriculture. 

• The Commission considering 
implementation of an encompassing 
carbon-pricing mechanism covering 
all relevant sectors.

• To implement uniform carbon 
pricing, the Commission announced 
its intention to widen the scope of 
the EU-ETS by 2021 to beyond the 
industry and energy sectors 
(European Commission 2020a).

https://www.cleanenergywire.org/factsheets/germanys-planned-carbon-pricing-system-transport-and-buildings


EU ETS linkage

Source:
ICAP Linking

• Linking systems across borders via full fungibility creates larger markets 

• Contributes to a level playing field that can facilitate 
international cooperation
• Alleviates competitiveness concerns among 

economies;
• Direct unrestricted linking can lead to price convergence, 

mitigating carbon leakage.

https://icapcarbonaction.com/en/linking


Carbon leakage

Carbon Border Adjustment Measure



Carbon border adjustment measure on import

• The principal idea behind the CBAM 
would be to levy a charge on imported 
goods equivalent to the carbon payment 
of the same domestically produced 
good. 

• Ideally, all goods consumed in the EU 
would face the same carbon price, 
irrespective of globally diverging climate 
policies. 

Explainers:
VOX EU CEPR – Pricing carbon within and at the border 
of Europe

https://voxeu.org/article/pricing-carbon-within-and-border-europe


Carbon border adjustment measure on import and export

• Limiting the BCA to applying only to 
imports would not address the 
distortion caused by less stringent 
climate policies outside the EU

• EU companies could remain less 
competitive on external markets and, 
accordingly, not remove the risk of 
carbon leakage.

Explainers:
VOX EU CEPR – Pricing carbon within and at the border 
of Europe

https://voxeu.org/article/pricing-carbon-within-and-border-europe


Carbon leakage

What does an EU CBAM mean for the UK?



Economic impacts on sectors and industries

• UK’s raw-material steel, aluminium and plastic 
sectors would face £663.55m, £192.74m and 
£172.75m tax liabilities, respectively. 

• Broadening the scope to include semi-finished 
products, tax liabilities across steel, aluminium 
and plastic are higher but remain the same for 
paper and cement. 

• A narrow CBAM captures almost all materials at 
risk of leakage in cement and paper. 

Source:  Burke et al (2021)

• Two scenarios: ‘narrow’ CBAM covers only raw material products ‘broad’ CBAM 
covers both raw material and semi-finished products 

https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2021/04/What-does-an-EU-Carbon-Border-Adjustment-Mechanism-mean-for-the-UK_FULL-REPORT.pdf


High-level recommendations for UK and take-aways for Belarus

• A robust carbon pricing framework is needed to support UK deep decarbonization and to be consistent
with carbon policies of commercial/trade partners (EU)

• High convergence and collaboration, characterised by carbon market linkage, remain high priority:

1. Bring additional effort- and risk-sharing benefits (Doda and Taschini, 2017; Doda Quemin and Taschini, 
2019).

2. linking provides a common platform on which to collaborate with the EU on anti-carbon leakage 
measures, which would also serve to mitigate the economic impacts to the UK of the EU CBAM. 

• Alignment with the EU CBAM:
• broader context of engaging with and forging close multilateral cooperation and a common approach

to the design and implementation of the EU CBAM.
• Failure to make this engagement risks the UK being forced into adopting a policy without having a say

over the design and governance – in other words, it would be a ‘rule taker’.



Contact details 

Thank you!

Luca Taschini

Best way to contact me:

Luca.Taschini@ed.ac.uk

mailto:Luca.Taschini@ed.ac.uk
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