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What countries are most exposed to the EU’s carbon tariff?

Exports of CBAM products to the EU-27 in 2019 (USD, bn)
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■ The UN’s COP26 climate-change conference in Glasgow continues until next Friday, with world leaders making
pledges aimed at keeping the average increase in the earth’s temperature from pre-industrial levels to less than
2°C. In a context where ambitions, policy tools and time horizons vary substantially across countries, the EU is
at the forefront of international efforts to fight climate change. The European Green Deal set out a path to
achieve the EU's targets to reduce carbon emissions by 55% compared to 1990’s levels by 2030 and to become
a climate-neutral continent by 2050. An integral part of this effort is the Carbon Border Adjustment Mechanism
(CBAM), a tariff aimed at preventing carbon leakage, so to speak. Our Chart of the Week shows the exposure to
such measures of the most geopolitically relevant trading partners of the EU-27.*

■ Without a CPBAM, the implementation of increasingly stringent measures to limit pollution within the EU might
lead to carbon leakage elsewhere. For example, companies based in the EU might move carbon-intensive
production abroad to benefit from lax standards elsewhere. Alternatively, European products might be replaced
with more-carbon-intensive imports. Such carbon leakages would frustrate the EU’s efforts to curb emissions
while reducing the competitiveness of European producers that comply with more stringent and costlier
environmental regulations than some of their trading partners. The CBAM tries to avoid these scenarios by
imposing a levy that will equalize the price of carbon emissions between domestic products and imports.
Despite appearances, it should not be seen as a form of protectionism tout court but more as a way to ensure
that a global externality is internalized in the same way internationally. The new measure, which will phase out
existing free allowances in the EU’s Emissions Trading System, will start to be implemented in 2026, targeting
imports of electricity, cement, aluminum, fertilizer and iron and steel products.

■ The chart shows that, in absolute terms, Russia and China will be the most exposed to such carbon tariffs.
Respectively, around USD 10bn and USD 8bn of these countries’ exports to the EU-27 will be subject to the
CBAM. In relative terms, Russia and Turkey are more exposed, as exports vulnerable to the CBAM represent
around 6% of their total exports to the EU-27. The impact on European countries that import a high amount of
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CBAM-exposed products from outside the EU-27 will depend on whether, and to what extent, their suppliers will
pass on the levy.

■ From a geopolitical point of view, the CBAM could strengthen the standard-setting role of the EU, but it could
also be source of international tension, ultimately because it is still unclear whether it is entirely consistent with
the current World Trade Organization rules. Moreover, given Russia’s and China’s questionable record in
committing to serious climate targets, the CBAM might complicate already tense relations on a plethora of other
issues. Equally, the CBAM levies might be leveraged by Turkey in negotiations concerning immigration. Going
forward, trade and climate policies are likely to become increasingly intertwined, as demonstrated by the recent
agreement between the US and the EU aimed at removing former US President Donald Trump’s tariffs on
European steel and aluminum and at starting discussions on a global agreement concerning green production
of these two metals.

*The data come from the UN Comtrade database. In terms of product categories used, these are the codes from the database: 72, 76, 6810,
31, 9028.
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