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EU Carbon Border Adjustment Mechanism

EU Inception Impact Analysis (March 2020)

“Carbon leakage occurs when production is 
transferred from the EU to other countries with lower 
ambition for emission reduction, or when EU 
products are replaced by more carbon-intensive 
imports... a carbon border adjustment mechanism 
would ensure that the price of imports reflects more 
accurately their carbon content.”

Þ EU policy shifting from free allocation to import-CBAM…
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Likely economic impacts of EU import-CBAM

Competition
q Marginal cost of non-EU producers ↑

⇒ Competitiveness of EU producers improves

Markets
q Carbon cost pass-through: EU product prices ↑
q Carbon leakage to non-EU turns negative (?) 

Policy
q Additional EU fiscal revenue (usage?) 
q Extra incentive for non-EU to price carbon (?)

ALL ELSE EQUAL
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Competitiveness channels & free allocation

FREE ALLOCATION

Grandfathering
Channel C

(≃ Lump sum transfer)

Output-based
Channels ABC
(≃ Output subsidy)

EU ETS hybrid 
Channels ABC

(GF + OBA + benchmarking 
to top companies)

ABC FRAMEWORK
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Competitiveness support: Local vs global

Local perspective: Competition within EU markets
§ Free allocation levels playing field by diluting EU carbon price 
§ Import-CBAM instead raises non-EU carbon price at border

Þ Either policy instrument can address Channel A

Global perspective: Competition in markets outside EU
§ Free allocation, in effect, provides subsidy to exports
§ Import-only CBAM gives no such export support…

ÞFree allocation can address Channel B but CBAM cannot

+ Short-run distortions affect long-run investment (Channel C)

Þ Free allocation can provide more holistic competitiveness 
support than import-only CBAM
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Carbon pricing & trade exposure in steel

Note: Each flag represents 1% of EU exports     
to Top 10 receiving countries

Þ Extent of trade exposure (Channel B) varies by EITE sector
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Decarbonization pathways for steel companies

Source: Illustrative pathways from CDP (2019)

Þ Intensifying technology race with widely varying starting points

4

LT
rank Company (ii) Country / 

region
Average 

market cap 
2018 (US$bn)

2018 steel 
production 

(million 
tonnes)

Weighted 
rank

Transition 
risks rank

Physical 
risks rank

Transition 
opportunities 

rank

Climate 
governance 
& strategy 

rank

Production by 
process (%)

1 SSAB Sweden 4.5 8.0 6.25 3 6 2 1
2 ArcelorMittal Luxembourg 31 93 7.34 10 10 1 2
3 Hyundai Steel South Korea 6.4 24 8.25 1 3 9 4
4 Tata Steel India 9.7 27 8.34 8 4 6 3
5 POSCO South Korea 26 43 8.72 6 8 3 8
6 JFE Holdings Japan 13 28 8.94 11 2 4 9
7 Nippon Steel Japan 20 48 9.67 13 5 5 6
8 BlueScope Steel Australia 6.5 6.0 10.13 2 7 16 5
9 China Steel Taiwan 13 15 10.37 9 1 11 7
10 JSW Steel India 12 17 12.59 14 14 8 10
11 Baoshan Iron & Steel China 28 47 12.71 15 11 7 13
12 Nucor USA 20 22 13.07 4 16 14 17
13 Severstal Russia 13 12 13.26 5 9 20 11
14 Gerdau Brazil 6.9 15 13.65 7 15 12 18
15 Novolipetsk Steel (NLMK) Russia 15 17 13.91 12 13 19 12
16 Angang Steel China 6.8 25 14.64 20 12 13 15
17 Hesteel China 5.3 27 15.35 17 17 15 16
18 Beijing Shougang China 3.6 16 15.38 19 20 10 20
19 US Steel USA 5.8 15 15.49 18 19 17 14
20 Inner Mongolia Baotou Steel China 13 15 15.74 16 18 18 19

Weighting 30% 10% 30% 30%

The summary League Table below presents headline company findings. It is based on detailed analysis across a range 
of carbon and transitional indicators which could have a significant impact on company performance. The League 
Table is designed to serve as a proxy for business readiness in an industry which will face increasing challenges as 
governments increase efforts to implement the Paris Agreement. Companies placed towards the bottom are deemed 
less prepared for a low-carbon transition.

Figure 2: League Table summary (i)

Figure 3: Company emissions reduction targets and ambitions(i)
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(i) Target trajectories illustrate pathways from base year to target year emissions intensities. Therefore trajectories shown for companies to 2018 will differ from 
actual historical values, dependent on companies’ performance relative to their targets. 
(ii) Tata Steel’s target pathway is calculated by combining Tata Steel’s goal of <2 tCO2/tcs emissions intensity by 2025 for its Indian operations and Tata Steel 
Europe’s ambition to be a carbon-neutral steelmaker by 2050.
(iii) ArcelorMittal’s target pathway is calculated using its corporate target out to 2020 and then its ambition to achieve carbon neutrality in its European 
operations by 2050. We note that in 2020 the company is planning to set a 2030 reduction target.
Source: CDP, company reports

(i) Weighted ranks are calculated for each area. We display non-weighted ranks in this summary for simplicity only.
(ii) Angang Steel, Baoshan Iron & Steel, Beijing Shougang, BlueScope Steel, Gerdau, Inner Mongolia Baotou Steel, NLMK, Nucor and US steel are non-
responders to CDP’s 2018 climate change questionnaire. We encourage investors to raise this lack of transparency in discussions with company management.
Source: CDP
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Questions for EU policy on carbon pricing

1. Import-only CBAM cannot support export competitiveness
ÞCase for continued free allocation to EITE sectors?

2. CBAM uses default carbon intensities for imported products
ÞCase for adjustment based on actual carbon intensity?

3. CBAM may enhance scope for wider EU ETS reform
ÞCase for carbon price floor to support new investment?
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