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1. Introduction

Driving climate policy in the industrial sector is a particularly challenging task. Collectively accounting 
for around 22% of the EU’s annual greenhouse gas emissions (and 15% in Poland) 1, industry is 
key to achieving climate neutrality. However, the specific nature of this sector and the way some 
goods, such as steel or cement, are produced, involves process emissions resulting not from the 
combustion of fuels but from chemical reactions in the production of the good. In recent years, 
emission reductions in the industry have been based mainly on energy efficiency improvements 
(installations have in many cases reached their economic or thermodynamic limits), feedstock additives  
(e.g. in the form of biomass or ash), or the introduction of elements of a closed-loop economy. As the 
relatively more readily available ways to reduce their emissions have been exhausted, industry in many 
sectors has reached a point where full decarbonisation means investing in low-carbon technologies. 
These require large investments and their maturity, both technologically and economically, is as yet 
uncertain, which translates into high investment risks that make financing such projects difficult. 
 In the internal market, EU manufacturers compete not only with each other, but also 
with imported products from outside the EU. An increase in product prices would therefore result  
in a loss of competitiveness and an increase in imports of cheaper products and cheaper production 
outside the EU. Carbon leakage is the phenomenon of production moving outside the EU due to a loss of 
competitiveness caused by climate policy regulations. Precisely because of the fears of carbon leakage, 
industrial installations have thus far been subject to the EU’s internal free allocation mechanism under 
the EU Emissions Trading System (EU ETS) - these installations have been allocated free allowances 
covering the vast majority of their annual emissions. This measure allowed for a reduction in the risk of 
carbon leakage, but on the other hand was becoming ineffective in the context of reducing emissions 
through too little economic pressure for decarbonisation. 
 The Carbon Border Adjustment Mechanism (hereafter CBAM), officially presented by  
the European Commission on 14 July 2021 as part of the Fit for 55 legislative package, is 
intended to be the answer to the growing need for regulatory pressure to reduce emissions in 
industry. CBAM is a proposal in line with the 'green turn' of the EU trade policy presented by us  
(Laskowski et al., 2022), which will have a very strong impact on industry in the European Union  
and the situation of Central and Eastern European producers.
 Therefore, in this publication we will summarise the legislative progress of the CBAM regulation, 
describe the diverging positions and the formation of a compromise, and explain what climate clubs 
are and why they are important in the context of CBAM and in the next steps in the legislative process.

1 EEA data.
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2. Key facts about CBAM

The carbon price adjustment at the border 2 is, in general, an environmental policy that seeks to level the 
competitive playing field by imposing adequate climate policy costs on imported products, as well as 
those produced within a defined area (e.g. a country or a group of countries). CBAM is a comprehensive 
tool intended, as a climate policy instrument, primarily to reduce industrial emissions. At the same time, 
it is also intended to maintain the competitiveness of industry in the country where the mechanism is 
implemented (industrial policy) and to contribute to the promotion of domestic climate policy among 
trading partners (trade policy). Viewed in this way, the CBAM is therefore a public policy tool that goes 
beyond the Commission’s stated CO2 reduction targets within the EU and beyond. This approach is 
part of the implementation of the new paradigm of the EU trade policy, which is to ensure the 'strategic 
autonomy' of the EU. 
 At the same time, the main thrust of CBAM is consistent with a pragmatic approach 
to increasing regulatory and environmental requirements in trade by the EU. This may 
represent the realisation of 'green realism', which will translate into more favourable conditions  
for Central and Eastern European producers to compete with production imported into the EU from 
third countries (Lewandowski et al., 2022). For this to happen, however, it is necessary to ensure  
the enforceability and effectiveness of this mechanism, which is why the legislative process leading to 
its implementation is important. 
 The concept of border price adjustment is an alternative regulatory option for countries 
with high climate ambitions in the face of difficulties in harmonising the global climate policy  
(Campbell et al., 2021). The EU therefore has ambitions to use its regulatory power and market power 
to unilaterally shape the standards for the imposition of CO2 (carbon pricing). Although the concept 
itself has been known for a relatively long time, its introduction is not only associated with a huge 
organisational challenge, but also with a disruption of the relative balance prevailing in global trade 
policy, which has so far effectively postponed its introduction. However, in view of the tightening of 
the EU’s climate targets and the exhaustion of alternatives to stimulate decarbonisation of this area 
of the economy, the European Union has been the first to attempt to implement this mechanism.  
The challenge remains both to agree on the final shape of the mechanism and its international reception 
- the CBAM must comply with the WTO fair trade rules, and international pressure will be greater  
the less favourable the conditions are for third countries.

2 Collectively often referred to in English as Border Carbon Adjustment (BCA), but in the following report we will refer  
to CBAM, the name of the mechanism adopted in the European Union.
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On 14 July 2021, the European Commission has presented a legislative proposal: a regulation of 
the European Parliament and of the Council establishing a CO2 border price adjustment mechanism  
(hereafter: CBAM regulation). The model chosen by the EC from the five scenarios analysed is based 
on the so-called CBAM certificates, which are redeemed annually in an amount depending on the 
volume of imports and the corresponding so-called embedded emissions. Their price is dynamically 
linked to the price of emission allowances in the EU ETS to reflect the equivalent price paid by EU 
producers. CBAM would initially apply to five key commodities and their derivatives: electricity, steel, 
aluminium, fertilisers and cement, with the possibility of extending the scope to other commodities 
through delegated acts. With the introduction of CBAM, the Commission envisages phasing out free 
allowances for industries covered by the mechanism to avoid double protection. 
 The rules for determining emissions linked to the production of imported goods can be found 
in Annex III of the CBAM proposal. It defines three ways of determining emissions:

 » installation-specific emissions resulting from the production of these goods or, if not possible, their 
reliable quantification 

 » average emissions per unit of good in the exporting country or, if not possible to quantify reliably

 » average emissions per unit of good from the 10% most emitting installations in the EU.

 Pursuant to Article 7(6) of the Proposal, the European Commission will adopt delegated acts 
laying down detailed rules for the determination of emissions in Annex III.
 The proposal foresees that most of the administrative tasks, such as the surrender, 
repurchase and cancellation of CBAM certificates, will be carried out by national competent 
authorities, the natural candidates being institutions already handling the EU ETS and experienced 
in clearing allowances. Administrative tasks at the border will be performed by the customs  
services of the respective countries.

2.1 The European Commission’s proposal
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Diagram 1A: The pattern of trade flows before and after the introduction of the EC proposal

Prior to the introduction of CBAM

The manufacturer is subject to 
climate regulations in his country 
with lower ambitions than the EU

The manufacturer pays the ETS 
price but gets free allowances to 
minimize carbon leakage

Buyer in the EU

Manufacturer in 
the EU

Manufacturer outside 
the EU

Buyer outside the EU

No border price adjustment

EU Countries 
outside the EU

Trade outside the EU

Source: WiseEuropa own study

Diagram 1B: The pattern of trade flows before and after the introduction of the EC proposal

Following the introduction of CBAM as proposed by the EC

The manufacturer is subject to 
climate regulations in his country 
with lower ambitions than the EU

The manufacturer pays the EU ETS 
price for their emissions (the free 
allocation is being phased out 
gradually) 

Buyer in the EU

Manufacturer in 
the EU

Manufacturer outside 
the EU

Buyer outside the EUNo border export discount for 
the manufacturer

Adjusting the price at the border 
corresponding to the ETS price

EU Countries 
outside the EU

Trade outside the EU

taking into account the 
climate costs in the country 
of origin
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The presentation of the legislative proposal by the EC started the legislative process under the so-called 
ordinary legislative procedure. The draft regulation was forwarded to the European Parliament, where 
it was first considered by the European Parliament’s Committee on the Environment, Public Health and 
Food Safety (ENVI Committee). On 21 December 2021, the Commission presented a preliminary draft 
report on the CBAM Regulation.
 At the same time, its position was being developed by the Council of the European 
Union (hereafter: Council), which usually enters the legislative process after the Parliament’s 
decision and refers to its proposal - it can either accept or reject it and submit it to Parliament 
for its own consideration. The Union’s bodies are keen to implement the CBAM Regulation 
without delay, so an informal fast-track legislative procedure has been used to speed up the 
procedure: On 15 March 2022, the Council presented its draft position on the Regulation  
(General Approach) so that Parliament could take it into account in advance during the first reading. 
On 17 May 2022, the ENVI Committee adopted a report containing substantial amendments to the 
Commission’s original proposal. The draft regulation accepted by the ENVI Committee was due to be 
considered at the first plenary meeting of Parliament in June 2022, but was referred back to the ENVI 
Committee without substantive comments - the abandonment of consideration of the draft was due 
to the rejection of the report on the EU ETS reform, which is linked to CBAM. In the end, Parliament 
adopted the draft CBAM regulation with amendments on 22 June 2022. As such, the legislative 
proposal was formally submitted to the Council.
 Among other things, due to discrepancies between the Council’s initial position,  
as presented in the General Approach, and the text of the regulation adopted by Parliament, informal 
trilogue negotiations were initiated, i.e. between representatives of the Council and Parliament and  
the Commission as mediators. The first meeting took place on 11 July 2022. The aim of the negotiations 
is to agree on the wording of the legal act before the Council takes a formal position. 

2.2 Legislative process
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The European Commission presents the Fit for 55 package, which includes CBAM

The draft CBAM regulation is referred to the ENVI Committee

The ENVI Committee presents a draft report

The Council of the European Union presents its initial position (General approach)

The ENVI Committee adopts the report

The European Parliament sends the report back to the ENVI Committee

Parliament adopts the draft regulation as amended

Trilogy negotiations start11 July 
2022

22 June 
2022

8 June 
2022

17 May 
2022

15 March 
2022

21 December 
2021

September 
2021

14 July 
2021

Diagram 2: The legislative process of the CBAM Regulation

2.3 Key aspects of CBAM - first lessons from   
 the legislative process

The legislative work on the CBAM regulation, especially in the European Parliament, is not going 
smoothly, due to several points of contention between political factions, as well as the EU institutions 
themselves. These are set out in the table below.
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Table 1: Position of the various European institutions on CBAM 

Position

European 
Commission ENVI Committee

Council of the 
European Union 

(General approach)
European 

Parliament

Scope of goods

5 products: cement, 
fertilisers (except those 
containing phosphorus and 
potassium), iron and steel 
(except ferroalloys; ferrous 
waste and scrap; iron or 
steel ingots for remelting), 
aluminium and electricity

Expanding the EC 
proposal to include: 
hydrogen, polymers 
and organic chemicals

The Council did not 
extend the scope of the 
Commission's proposed

Extension of scope 
to include hydrogen, 
organic chemicals, 
plastics 

Scope of 
emissions

Direct emissions with the 
possibility of expanding to 
indirect emissions  
in the future

Direct emissions + 
indirect emissions 

Postulates the possibility 
of extending the scope at 
the end of the transition 
period also to indirect 
emissions

Direct emissions + 
indirect emissions 

Period of 
introduction of 
the mechanism

A 3-year transition period 
from 2023 to 2025;
A 10-year phase-in period, 
which would mean full 
introduction in 2035

2-year transition 
period from 2023 to 
2024;  
4-year phase-in period, 
full introduction  
in 2029

The same position  
as the EC

Compared to the EC, 
Parliament calls for a 
1-year longer transition 
period between 2023 
and 2026 and an 
earlier date for the full 
implementation of the 
mechanism:  
1 January 2032

Withdrawal 
period for 

free emission 
allowances 

under the ETS

Gradual reduction of the 
free allocation of ETS 
allowances by 10 percent 
per year from 2026 
onwards.
Complete phase-out  
in 2035

Gradual reduction of 
allocation:  
10% in 2025,  
30% in 2026,  
60% in 2027. 
Complete phase-out of 
free allowances  
by 2029

From 2026 onwards 
a gradual reduction in 
allowance allocations 
(a slower pace at the 
beginning and an 
acceleration thereafter) 
and their complete 
withdrawal in 2035

Gradual reduction in 
allocation: 7% in 2027, 
16% in 2028, 
31% in 2029, 
50 % in 2030, 
25% in 2031 and their 
complete withdrawal  
in 2032

Supervisory 
authorities

Each of the 27 Member 
States shall designate a 
competent authority to 
fulfil the obligations under 
the Regulation; the EC shall 
set up a central database

The ENVI Committee 
has proposed the 
creation of a central 
supervisory authority

Like the EC, the Council 
proposes 27 state bodies 
and a central database;

Parliament supports 
the creation of a central 
supervisory authority

Revenue

75% of the revenue 
from the sale of CBAM 
certificates will go to the 
EU budget, while the 
remaining 25% will remain 
with Member States; the 
EC points out the need 
to provide 'technical 
assistance' to developing 
countries

Transfer revenue from 
CBAM certificates, 
without specifying 
how much, to LDCs 
to support their 
transformation 
towards sustainable 
production

Like the EC, the Council 
points out the need 
to provide technical 
assistance to developing 
countries

Parliament calls for the 
revenue from CBAM 
certificates to be used 
to support developing 
countries

Export rebates No export rebates
No export rebates; 
export rebates are 
incompatible with 
WTO rules

No export rebates 

Export rebates to 
countries outside the 
EU where mechanisms 
similar to the EU ETS 
do not apply

Source: WiseEuropa's own compilation based on the positions of the various EU institutions
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Notwithstanding the ongoing negotiations within the Union, a critical aspect will be the compatibility 
of the CBAM Regulation with World Trade Organisation (WTO) rules. A fundamental principle of the 
WTO is the most-favoured-nation (MFN) clause, according to which member states must not provide 
advantages or privileges to selected trading partners. No trade policy may discriminate against selected 
producers or countries. Therefore, the CBAM regulation must not be protectionist - i.e. it must not be 
preferential to EU producers. While it is unlikely that EU legislators would allow any incompatibility of 
the regulation with international law, it is important that CBAM meets the requirements summarised 
below. 

2.4 Assessment of changes and compatibility   
 with WTO rules

Chart 3: Conditions for CBAM compliance with WTO rules

WiseEuropa

CBAM compliance with the WTO

The overarching 
objectives of the 

regulation in the field of 
environmental 

protection should be the 
centre of gravity in all 

legislative processes and 
debates on the details of 

its operation

CBAM must be deemed 
necessary to achieve

the set goals in 
the field of 

climate policy

CBAM must be enforced 
on an equal footing for 
EU manufacturers as 
well as for all other 

WTO members, with no 
hidden aim of protecting 

EU manufacturers

Source: WiseEuropa compilation based on Emerson (2021)

 The main aspect of CBAM’s compliance with WTO rules is the withdrawal of free allocation 
- the mechanism currently designed to reduce the risk of carbon leakage that CBAM is intended to 
replace. Free allocation, i.e. free allowances allocated annually to industrial installations according to a 
specific key, has for many years mostly covered (and even in some installations and sectors exceeded) 
total annual emissions, representing additional income for these companies. In the fourth trading 
period, both the levels of the so-called benchmarks and the general rules for the allocation of free 
allowances have been updated. The mechanism continues to significantly reduce the incentive for 
decarbonisation from the ETS side, without being able to put pressure on industry while protecting 
it from carbon leakage. The mechanism as it stands will always be a compromise between these two 
elements, and the CBAM’s overarching objective is to address this very issue. 
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 Parts of industry and some politicians point to the need to maintain free allocation to guarantee 
a level playing field for EU and non-EU companies, but this seems impossible for fundamental reasons. 
No withdrawal of free allocation for European industry only would be impossible due to the additional 
protection of domestic producers, which would be incompatible with WTO rules, while if the CBAM 
levy were reduced by the proportion of intra-EU free allocation, it would not create adequate pressure 
for the decarbonisation of EU industry and would consequently make CBAM an administratively 
complex mechanism with a low impact on emission reductions. 
 In this context, however, transitional periods are being discussed to act as a buffer between 
the full-scale implementation of CBAM and the free allocation mechanism, proportionally introducing 
one and phasing out the other. According to the EC’s assumptions, in the first period until 2025, CBAM 
would be administratively in force, but without the payment of certificate fees. After that, there would 
be a 10-year transition period in which the free allocation would be withdrawn by 10% each year 
and the CBAM obligation would be introduced proportionally. Both the ENVI amendments and the 
final European Parliament amendments (albeit watered down compared to ENVI) envisaged a more 
dynamic introduction of the mechanism.
 The length and dynamics of the transition period can also be conditioned according to  
the exposure to carbon leakage. The ENVI Committee proposed such a solution for the cement sector, 
i.e. withdrawal of free allowances as early as 2025, arguing this precisely because of the low risk of 
carbon leakage for a sector operating primarily in local markets.
 An open question seems to be the so-called export rebates, which would be allocated to 
goods exported outside the Union, thus in theory levelling the playing field for European producers on 
the international stage. However, the ENVI Commission makes it clear that in its view export rebates 
would be incompatible with WTO rules. 
 The amendments to the regulation made by both the ENVI Commission, the Council of the 
European Union and the European Parliament are in line with the direction and nature of the tightening 
mechanism calling for greater ambition both in terms of products covered, emissions calculations and 
transition periods. 
 Originally, the CBAM was intended to cover the five basic goods and their direct derivatives. 
The mechanism would therefore not have covered the more modified downstream derivatives, which 
could have resulted in the relocation of the processing industry outside the Union. Amendments 
prepared by ENVI and the Parliament extend the scope of goods from the start of the mechanism to 
include hydrogen, organic chemicals and polymers, arguing for their high carbon intensity and their 
large share of trade. Indeed, the extension of the CBAM specifically to hydrogen is crucial in view  
of the European Union’s plans to increase both its own production of this carrier and imports from 
third countries. 
 The institutions also agreed on the need to support the LDCs affected. Least Developed 
Countries (LDCs), despite their small share of foreign trade with the EU, derive significant revenue from 
their raw material exports, which can account for a significant part of such a country’s national income. 
In view of this, many Least Developed Countries (LDCs), and African countries in particular, are at risk of 
a decline in export earnings. An example of such a country is Mozambique, which exports 54.1% of its 
production to the EU and the aluminium sector there accounts for 13% of the GDP. Consequently, it is 
heavily dependent on the EU’s CBAM provisions (European Commission, 2021b).
 The original EC proposal was that 75 per cent of the funds would go to the EU budget 
as a new own resource, with the remaining 25 per cent remaining in member states' budgets 3  

3 Two streams of funds flowing from the implementation of the mechanism should be mentioned here: funds from the 
sale of certificates at the border (discussed here) and funds from the withdrawal of free allowances, which will have to be 
supplemented by buying them at auction.
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(European Commission, 2021a). Other institutions, in their amendments, agree that funds from border 
levies must not go to the budget and should be transferred to financial support for LDCs to decarbonise 
their manufacturing industries. The earmarking of funds has a broader political significance. Third 
countries are in principle in opposition to CBAM, but some have indicated that they may be more 
willing to accept it if the revenues were transferred to them in the form of support for low-carbon 
industrial development (Cosbey et al., 2022). Therefore, the decision on how the EU will manage the 
revenues may be important in terms of CBAM’s political legitimacy on the international stage. It should 
be noted that a sense of injustice on the part of the EU’s trading partners may influence a deterioration 
of relations and 'retaliatory' actions focused, for example, on the imposition of tariffs on EU goods. 
Leaving these measures inside the EU would raise serious concerns about the WTO compatibility  
of these provisions due to the incompatibility of such an action with the climate policy and  
the overarching objective set by CBAM.
 Another point of contention is the question of the organisation of the administrative system 
to which responsibility will be assigned for overseeing the processes of implementing the mechanism 
and enforcing and accounting for the entitlements. The proposal of the European Commission is to 
leave it up to the Member States to designate the competent authority to fulfil the obligations under  
the regulation. However, the Parliament takes a different view and argues for centralising the oversight 
of the clearance of CBAM and creating a single EU body. In its report, the ENVI Committee argues that 
a decentralised system of 27 bodies could result in differences in the pace of CBAM implementation 
across Member States. Uneven implementation could lead to 'forum shopping' — a phenomenon where 
producers exporting their goods to the EU would choose among the member states the market where 
CBAM regulations are most lenient for them. One of the main arguments in favour of centralisation is 
therefore that an administrative system structured in this way would prevent this phenomenon.
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3. Enforceability a prerequisite  
    for CBAM effectiveness

MONITORING AND REPORTING

One of the key issues in designing a CBAM is the complexity of the mechanism and the associated 
administrative burden that may indirectly affect its effectiveness and risk the possibility of circumventing 
the regulation. Therefore, CBAM requires the development of an airtight and complete monitoring and 
reporting system for it. Although at this stage of the legislative process concrete solutions are not 
directly part of the political discourse on CBAM, at a later stage the enforcement of the provisions of 
the regulation will be crucial for its effectiveness.

 The EC proposal allows for three ways to attribute so-called embedded emissions (in this context 
meaning direct emissions): (i) the actual emissions of the installation as confirmed by the verifier, (ii) the 
average emissivity value for the exporting country, (iii) a value based on the average emission intensity 
of the 10% worst performing installations in the EU, with priority set in that order. This means that 
the default value for the 10% worst performing countries is used when the first two cannot be reliably 
determined. As it stands, this gives the notifier the option to choose the more favourable method. 
In this case, countries with a higher carbon intensity in the production of subsequent goods than in 
the EU may pay less than they should given their actual emissions. The amendment eliminating the 
possibility to choose the method of calculating emissions was introduced by the European Parliament, 
which stipulated that the default values must not be lower than the likely specific emissions and that 
the exporter must not benefit from not providing reliable data. In addition, the Commission proposes 
an enhanced verification system with certified verifiers who confirm reported emissions and have 
additional means of verification, such as visits to production sites.

 With the introduction of regulations that allow individual installations to prove their 
emissions performance, one of the effects of cost optimisation will be the so-called resource shuffling,  
i.e. the transfer of production for import into the European Union to less emitting plants. The EC’s 
proposal does not contain any provisions addressing this issue, but it seems impossible to effectively 
counter this phenomenon under CBAM. The impact that resource shuffling will have on global emissions 
will decrease the more countries decide to adopt more ambitious climate protection regulations, until 
the benefits of shuffling are largely neutralised.

CREATIVE RESOURCE MANAGEMENT
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 In order to avoid double counting of the carbon price, producers who are subject to CO2 
prices in their countries can claim reimbursement of certificates in an amount corresponding to the 
costs they have already incurred due to their country’s GHG emissions and domestic policies, provided 
that this price is not reduced and is not reimbursed to the producer. In this context, there is a concern 
about whether it is possible to reliably trace financial flows or any form of reimbursement in countries 
exporting CBAM products, which poses not only technical but also political and diplomatic challenges.

REIMBURSEMENT AND HANDLING
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In some countries, in fact, enforcement of the regulation may be difficult and, in borderline cases, 
even impossible. It remains an open question as to the actual application of the rules and whether 
the conditions for applying the derogations will not come down to negotiations between the EU and 
other countries. An example of this is the agreement between the EU and the US concluded in 2021, 
according to which an agreement on sustainable steel and aluminium production is to be created 
within two years. Both parties have committed to implementing policies that support low-carbon 
production of these raw materials. The agreement follows the removal of steel and aluminium tariffs 
that the US imposed on the EU in 2018, demonstrating an improvement in trade relations between 
the parties. It also signals a new approach to global trade, which will be driven by a reduction in carbon  
emissions — a move aimed specifically at imports of subsidised and carbon-intensive steel from China 
(Allenbach-Ammann, 2021). Such moves demonstrate the relevance of a close trade relationship with 
the Union, whereby some partners through such agreements can be exempted from CBAM rules.
 Derogations and border carbon cost recovery for selected countries under these 
provisions and the conclusion of bilateral agreements is an evolution of the original CBAM into  
'climate clubs'. This is an idea proposed in 2015 by economist William Nordhaus as a solution to the  
'free-rider effect' in international climate agreements due to the voluntary nature of these agreements. 
Gap-holders can continue economic growth without engaging in climate policy and benefit from 
increased competitiveness and lower production costs (Nordhaus, 2015). The free-rider effect stems 
from mechanisms similar to those that require the introduction of CBAM.
 Nordhaus has proposed that countries with a stake in significantly reducing emissions should 
form 'clubs', with common goals and a common climate policy, exempting each other from climate 
trade tariffs, to which non-members would in turn be subject. This would mean an exemption from 
the CBAM border emissions levy, so the creation of such a club would have to be reconciled with 
the existing mechanism. Incorrect implementation of climate clubs could lead to their exclusivity 
and exclusion of third countries, which could increase inequalities on the international stage due, for 
example, to the limited decarbonisation capacity of individual countries. In contrast, their creation 
would allow for increased cooperation in the area of energy transition and the integration of climate 
ambitions and goals on the international stage. Clubs are based on joint efforts and the pursuit of  
a unified climate policy, whereas CBAM is by default a purely unilateral mechanism, unless, as indicated, 
it is expanded to include further agreements with third countries. It should be noted, however,  
that CBAM is essentially an integral part of climate clubs in its relations with countries outside the club. 
 The leading proponent of the idea of climate clubs among world leaders is currently German 
Chancellor Olaf Scholz. In 2022, the G7 presidency belongs to Germany, and it is primarily among the 
leaders of these countries that Scholz is seeking to build this kind of international climate alliance. 
After the G7 summit in June 2022, a statement was published according to which the leaders of these 
countries will aim to establish a climate club by the end of 2022. It is to be based on three pillars:  
1) emissions reductions; 2) decarbonisation of industry; 3) climate diplomacy to advance international 
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climate ambition (G7 Statement on Climate Club, 2022), so in essence the goals of CBAM and the clubs 
are the same. In the context of international ambition, both mechanisms are intended to incentivise 
countries to decarbonise industry and thus reduce emissions. In its proposal, the European Commission 
(2021b) notes that 'CBAM will complement the Union’s international action and foster decarbonisation 
in third countries'. This means that, de facto, the ultimate objective of CBAM is to create an impetus 
for global commitments that meet its objectives. Thus, the effectiveness of CBAM will be measured  
by the extent to which it spreads the introduction of carbon pricing (i.e. CO2 charges) in third countries.
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To date, the Polish government has not adopted a clear official position on CBAM (Polish Senate, 2021), 
but press reports indicate that Poland supports the introduction of the mechanism in principle. As Adam 
Guibourgé-Czetwertyński, Undersecretary of State in the Polish Ministry of Climate and Environment, 
said back in May 2021: "Poland is in favour of implementing the pilot phase of the carbon border 
adjustment mechanism, which would initially cover at least three sectors: steel, cement and fertiliser." 
And as he further adds, "We believe that our approach should be both incremental and cost-effective 
to allow for an accurate assessment of impacts and a balanced response to prevent carbon leakage 
where it is most likely to occur" (Euractiv, 2021). It should be noted that CBAM will also protect Polish 
coal-intensive producers, already paying significant sums to buy up missing emission allowances, and 
who face competition in external markets offering lower rates due to the lower climate ambitions in 
place there (Ambroziak et al., 2021).
 Voices of general support for CBAM are also present in the Polish industry, albeit with some 
reservations. According to the Polish Cement Association (SPC), imports from non-EU countries such as 
Belarus, Turkey and Ukraine have risen sharply, and imports from these three countries are expected to 
increase the carbon footprint by up to 15 per cent compared to cement produced in Poland. According 
to the SPC, the unprotected cement sector, which bears the huge costs of EU climate policy, will lose 
out to the flood of cement from outside the EU. SPC called on the government to support protective 
measures such as the introduction of CBAM. Azoty Group Vice-President Grzegorz Kądzielawski, on 
the other hand, said that "the fertiliser industry supports the CBAM proposals, with the maintenance 
of a free pool of emission allowances along with support for the introduction of RES." The Azoty Group 
is therefore advocating the retention of free emission allowances, arguing for the need for a level 
playing field with regard to the costs of climate policy.
 ArcelorMittal also addressed the issue of CBAM. The conglomerate strongly believes that 
CBAM should be one of the first Green Deal measures adopted by the new European Commission, as it 
will help create the market conditions and safeguards needed for companies to make investments and 
move towards carbon neutrality without disruption (ArcelorMittal, 2020). The cost-benefit analysis 
would increase the costs of steel imports from outside the EU by those of European producers under 
the ETS and, according to ArcelorMittal, "this would equalise the climate cost for each producer to 
create a fair market and, most importantly, encourage investment in lower emission steel production" 
(EUROMETAL, 2020). ArcelorMittal believes that for the CBAM mechanism to be effective, there is a 
need to maintain free ETS allowances in the first phase of the mechanism’s implementation, together 
with compensation for high energy prices as an indirect effect of the ETS. These measures, the group 
says, would ensure that the European steel industry remains competitive and that the energy transition 
is implemented smoothly (ArcelorMittal, 2020).
 Both the Polish government and industry see the rationale for introducing CBAM as a support 
for the competitiveness of Polish industry in the face of the tightening climate policy in the EU. 
However, manufacturers call for either maintaining the free allocation mechanism at the same time or 
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phasing it out slowly, designed to allow industry to adjust to full exposure to emission allowance prices. 
As already shown, maintaining free allocation would be both incompatible with WTO rules and with 
the very foundation of the CBAM of being able to introduce a full price signal with the implementation 
of the mechanism. In contrast, changing the dynamics of the withdrawal of free allocation,  
e.g. by replacing the linear introduction of CBAM with a less dynamic function at the outset  
(exponential decay), could both allow CBAM to test its operation under test conditions and provide EU 
producers with time to adapt and prepare new strategies. 



Carbon Border Adjustment Mechanism (CBAM)
Where are we? Where are we heading?

21

The beginning of July 2022 marked the start of the Czech presidency of the Council of the EU, which 
will last until the end of this year. The Presidency’s programme is that the Czechs will continue to 
negotiate in trilogues with the aim of "reaching an agreement that includes an emphasis on compliance 
with World Trade Organisation rules" (Council of the European Union, 2022). A trilogue report on 
CBAM will be submitted to the ENVI Committee on 30 August 2022 (European Parliament, 2022). 
MEP Mohammed Chahim, CBAM rapporteur at ENVI, hopes to conclude the trilogue before November 
(Bohlmeijer, 2022).
 The focus of the amendments so far has been on tightening (both in the context of covered 
goods and indirect emissions) as well as a faster mechanism (faster withdrawal of free allocation  
and changes in the dynamics of their withdrawal). Furthermore, the discussion centres around 
the possible compatibility of the CBAM with WTO rules, which has so far effectively blocked  
the introduction of protectionist amendments.
 The ongoing trilogue will end with the adoption of an official position by the Council, which 
does not have the maximum time limit foreseen by the Treaties to do so. Depending on the number 
and nature of the divergences between the Parliament’s and the Council’s positions, the legislative 
process may end with the adoption of the CBAM regulation already at first reading, with the Council 
endorsing the proposal as it was adopted by Parliament.
 However, if the Council wishes to supplement the regulation with its amendments, it will 
reject Parliament’s position and submit its own proposal to the Council. Its wording may be the result 
of an agreement reached with Parliament during the trilogue. In this case, a report with the details of 
this agreement in the form of amendments to the European Commission’s original proposal will be 
submitted to the ENVI Committee at the same time. The content of the CBAM Regulation thus agreed 
should be voted on by Parliament without further amendments at second reading, up to three months 
after the Council’s position has been officially communicated to Parliament. The CBAM Regulation will 
then be finally adopted - as proposed by the Council at first reading and agreed during the trilogue.
 The final adoption of the CBAM, whenever it takes place, will start a new phase of third 
country responses that could lead to the negotiation of agreements, such as the indicated case of the 
EU-US agreement. The introduction of the mechanism itself will coincide with the ambitions of the G7,  
which is likely to continue its efforts to establish a climate club. This will have major implications both 
in terms of harmonising the climate policy in general, but also for the CBAM itself, which operates in 
the area of influence of a possible club.
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