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1. Introduction

This publication is a synthesis of three reports produced by the WiseEuropa Institute on the 
European Union's trade policy in view of proposed changes to EU climate law. Earlier publications  
('Green Realism' 1, 'Green turnaround' 2 and 'Carbon Border Adjustment Mechanism (CBAM)' 3) 
touched on issues relating to the interplay between trade, environmental and industrial policy. 
At the same time, we tried to take into account the distinct perspective of the Central and 
Eastern European countries (hereinafter: CEECs, CEE countries) on these issues and combine 
it with a pragmatic approach to the construction of public policy demands. In this study,  
we have brought together the most important findings to date and presented the topic of 'green trade' 
in a comprehensive manner.
 The underlying motive behind our analysis was to see the links between the different areas  
of EU policy and to highlight some of the inevitable tensions and contradictions that arise due to the 
divergence between the objectives pursued in different areas. On the one hand, the EU is obliged 
by the Treaties to pursue a trade policy characterised by the promotion and implemen¬tation of free 
trade. On the other hand, the EU should aim to protect the competitiveness of European industry 
and ensure favourable conditions for its development. In the context of the pursuit of climate policy,  
this entails the costs associated with the green transition. Without the introduction of appropriate 
tools and measures to level the competitive playing field between EU and non-EU producers,  
not only cost competitiveness but also climate policy objectives will be jeopardised if a global increase 
in emissions is associated with relocation outside the EU. 
 This baseline can be described as the 'trade, climate and industrial policy trilemma' 4. According 
to its assumptions, it will be impossible to simultaneously achieve the objectives of maintaining  
an open trade policy, preserving the competitiveness of European producers and achieving the 
objective of climate neutrality in the EU: only 2 out of 3 of these objectives will be possible to achieve 
effectively, and an attempt to reconcile all 3 may result in a worse outcome for each of them individually.  
In this configuration, the introduction of additional regulatory requirements and environmental 
obligations into trade policy is, on the one hand, a manifestation of its diminishing "openness",  
and on the other hand, allows for a fuller implementation of the other objectives - reconciling climate 
transition with preserving industrial competitiveness - on which we focused first.

1 https://wise-europa.eu/wp-content/uploads/2022/04/Green_Realism_and_final-1.pdf
2 https://wise-europa.eu/wp-content/uploads/2022/08/Green-turnaround.pdf
3 https://wise-europa.eu/wp-content/uploads/2022/09/GTN3-Europejski-Mechanizm-CBAM-ENG.pdf
4 A term coined by D. Rodrick to describe a political trilemma in the global economy -  
https://en.wikipedia.org/wiki/Political_trilemma_of_the_world_economy 
In the context of EU climate and trade policy, the inspiration to use this formulation came from J. Staniłka.
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 Seeking to reconcile this perspective with the European Commission's actions to date,  
we decided to present recent legislative and policy initiatives related to trade policy through the prism 
of two objectives: (1) its 'greening' by introducing new conditions relating to environmental protection 
and climate objectives, and (2) levelling the competitive position of European producers in value chains. 
We then took the (quantitative and qualitative) perspective of Central and Eastern European countries 
on these two phenomena and presented the impact of the changes discussed in terms of the position 
of producers from our part of the EU in global value chains.
 These assumptions have been overlaid by events in recent months setting a new context for 
thinking about the role and objectives of EU trade policy. The past 3 years since the announcement  
of the European Green Deal have been a review of EU policy on many levels. The COVID-19 pandemic 
has shaken global supply chains and led to the opening of a debate on the EU's strategic priorities 
in trade policy. The situation has also prompted a search for a better balance between securing  
the EU's own interest, openness to external markets and dependence on imports from one direction. 
This has become apparent in the occurring shortages of key products such as pharmaceuticals, basic 
protective equipment or microprocessors, among others. It has also revealed the 'soft underbelly' 
of the European Union in terms of relocated production of essential goods to China and Asia.  
This has had an equally significant impact on the decline in production by European manufacturers  
in a number of sectors (e.g. automotive). 
 The war in Ukraine triggered by Russian aggression launched on 24 February 2022 
has destabilised the energy commodity market and increased oil and gas prices globally.  
It has introduced further uncertainty about the economic environment in which EU producers operate 
and has accelerated geopolitical processes affecting the position of various actors among the EU's 
trading partners. It has also called into question the existing assumptions of EU trade policy and made 
it necessary to better define the concept of '(green) strategic autonomy' 5. Russian aggression, and the 
sanctions imposed on the country in response, as well as the support for Ukraine by member states, 

5 https://wise-europa.eu/wp-content/uploads/2022/08/Zielona-Autonomia-Strategiczna.pdf

Source: WiseEuropa own study

Open trade
policy

Achieving climate
neutrality

Industry
competitiveness

in the EU

Diagram 1: The trade, climate and industrial policy trilemma
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has led to a significant reduction in the supply of fossil fuels from the eastern direction. With Russia's 
failure to comply with international law and the subsequent proverbial 'turning off the tap' came the 
collapse of the idea of Wandel durch Handel, the European Union. In doing so, it failed to civilise and 
reform Russia by trading and integrating it into the value chains of European producers. 
 The pandemic and the war on the EU's eastern border have clearly indicated the need for 
increased EU self-reliance. Implementing the demands of green trade may be one way to make the 
necessary changes to strengthen the EU's resilience to external shocks. In this paper, we present  
a summary of our findings and the main conclusions of our analysis, both in terms of action by state 
authorities at the national and EU levels, as well as by private actors.
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2. Need for change

The European Union has traditionally been a global locomotive for supporting and promoting  
rules-based trade and international cooperation in the global exchange of goods and services. Trade 
policy is also one of the EU's central policies and competences. Due to the strong market position of 
European exporters and their participation in global value chains, trade has become one of the EU's 
main means of leverage over processes beyond its borders 6.
 The creation of a common trade policy towards third countries is one of the most 
important exclusive competences of the European Union. Traditionally, EU bodies have pursued  
a policy of trade liberalisation by seeking to open access to other markets, lower customs and formal 
barriers in accordance with the provisions of the Treaty on the Functioning of the European Union.  
According to this piece of legislation, all the Union's activities should be planned with a view to their 
environmental impact, taking into account environmental protection requirements and the need to 
promote sustainable development. The two objectives should be pursued as smoothly as possible 
and, where there is a conflict between them, ways should be sought to reconcile them. Nevertheless, 
as the Treaty refers to the pursuit of trade policy objectives, in accordance with other regulations  
(including those relating to economic policy and the development of the social market economy model), 
taking into account the provisions on environmental policy, the European Union can be considered to 
have a mandate to pursue a 'green trade policy' under the TFEU Treaty. 
 The European Union's strong position in global trade is due to its large share of trade 
in goods and commodities - according to 2019 Eurostat data, it accounts for 15.4% of global 
trade, second only to the US. The EU is the most important trading partner for Asia, Africa and  
the United States. Despite the weakening of the EU's position in favour of China's growing economy, 
it remains the main trade partner for 74 countries. The Commission, aware of the important influence 
the EU can indirectly exert on third countries, has identified five mega-trends in trade policy. These are:  
(1) the dichotomous impact of globalisation on economies and societies, (2) the rapid rise of China as  
a major actor in the global economy and international trade, (3) climate change, (4) digital transformation 
and (5) the consequences of the disruption caused by the COVID-19 pandemic 7. According to the 
Commission's Trade Policy Review, the Union will conduct its common trade policy in such a way as to 
have a positive impact in the above-mentioned areas.

6 S. Meunier, K. Nicolaidis, The European Union as a conflicted trade power, Journal of European Public Policy,  
2006, Vol. 13, No. 6, pp. 906-925.
7 Communication from the Commission to the European Parliament, the Council, the European Economic and Social 
Committee and the Committee of the Regions, Trade Policy Review - an open, sustainable and assertive trade policy,  
18.02.2021, COM(2021) 66 final, pp. 1-3.
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 Against this backdrop, openness to trade is currently an important source of economic 
prosperity for EU societies, while it could turn into a threat to EU industrial competitiveness in the 
perspective of pursuing climate targets. Therefore, proposals to align trade policy with the goal of 
climate neutrality were included from the outset in the European Green Deal announced in December 
2019, which set out how the EU as a whole would achieve this goal. International trade was intended 
by the Commission to spread its scope of influence beyond the EU's borders. Also consistent with this 
assumption was the Fit for 55 legislative package, the implementation of which is expected to turn 
the EU's climate policy objectives into reality in a more practical way. This includes initiatives with a 
significant impact on international trade, such as the Carbon Border Adjustment Mechanism (CBAM).
 For the above reasons, it can be seen that the European Union does not have an exclusively 
internal climate policy. An increase in climate protection requirements only for entities operating 
within the Union would lead to their lower competitiveness compared to entities not subject to such 
restrictive environmental legislation. The EU, while not directly influencing the shape of regulations in 
third countries, can nevertheless influence them indirectly through international cooperation, climate 
diplomacy, but also in the pursuit of its own ‘green trade policy' and the use of market power and global 
regulatory power (market and regulatory power) to put pressure on trading partners. In this context, 
CBAM (as well as the other legislative initiatives outlined below) can be seen as an attempt to externalise 
regulation within the Union and attempt to influence the climate policies of the community's trading 
partners (green spillover effect). In parallel, the EU has introduced a review of trade and sustainable 
development (TSD) clauses in Free Trade Agreements (FTAs) with other countries. This dual focus of the 
Union is reflected in the level of ambition of the initiatives undertaken, with the Commission proposing 
a high level of ambition for 'inward' directed regulation and a relatively lower level of ambition in 
relation to external partners (depending on the partner - vide the differences between FTAs with New 
Zealand, the UK and Mercosur).
 Given the existence of a green spillover effect, the European Union has identified key actions to 
green its own trade policy, which can have a positive impact on its trading partners 8. The Commission 
calls for an increased prominence of sustainability clauses in free trade agreements and bilateral 

8 Communication from the Commission, Trade Policy Review, p. 2.

Source: WiseEuropa own study, cf. Green Realism

Diagram 2: Five megatrends in trade policy before 2022
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relations. Thus, those involved in trade with the EU will be legally obliged to comply with at least part 
of the climate regulation. The EU also plans to use the EU's normative power by setting standards, and 
thus conditions of access to the common market, in such a way that production parameters result in less 
negative environmental impacts. The EU is also calling for a reduction in the negative environmental 
impact of trade itself by, inter alia, extending the impact of the EU ETS to maritime transport.  
Thus, in the longer term, this may result in the more rapid introduction of more emission-efficient 
container ships in order to reduce shipowners' costs and avoid CO2 charges. Through the above 
measures, the European Union plans to increase its influence on third-party climate policies, thereby 
resulting in stricter environmental regulations worldwide. 

 These actions are also consistent with the new paradigm of EU policy linked to the chosen 
direction regarding the implementation of open strategic autonomy in trade policy, which is to combine 
'resilience and competitiveness', 'assertiveness and cooperation' and 'sustainability and fairness'. Our 
understanding of this concept implies a close link between these objectives and driving the EU's climate 
transition, which must involve both decarbonising the energy sector and supporting industry in this 
process to ensure continued production and access to key technologies within the EU. One necessary 
element of this support will be the introduction of regulatory instruments and higher environmental 
requirements that equalise the position of EU producers with those outside the EU 9. The EU's trade 
policy objectives should therefore be aligned in this dimension, together forming a coherent industrial 
policy. In this context, our assessment of the proposals put forward by the Commission points to a 
fundamental shift in the previous (pre-2021) direction of action, what we referred to in the second of 
our studies on green trade as a 'green turn' in the EU's approach.

9 https://wise-europa.eu/wp-content/uploads/2022/09/Zielone-kolo-ratunkowe.pdf

Source: WiseEuropa own study, cf. Green Realism
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3.1 Green spillover effect: internal measures

As part of this 'green turn' and in order to effectively implement the European Green Deal in trade 
policy, the Commission has proposed a number of regulatory mechanisms and legislative actions. 
These include both internal initiatives, taking advantage of the green spillover effect presented above, 
and external actions aimed at other trading partners.

3. Proposed regulatory solutions

Source: WiseEuropa own study

Diagram 4: Breakdown of regulatory activities related to greening EU trade policy

By introducing stringent environmental regulatory requirements in addition to pursuing its internal 
objectives, the EU hopes to achieve a wider reach for these initiatives. Through the effective 
implementation of these measures, the European Green Deal will not only affect EU producers, but also 
companies from non-EU countries. At the same time, one of the elements of the EU's strategy related 
to the implementation of the climate transition is to impose regulatory standards for this process on 
a global scale, which should translate into a more favourable position for EU producers. In an ideal 
scenario, EU law will thus become a set of requirements in the next 30 years, also applicable to all 
third-country entities wishing to export their products to the European market. Due to the importance 
of the common European market as an outlet for many manufacturers, it is assumed that at least some 
companies will follow the regulations introduced. 

Initiatives proposed by the Commission, in 
particular legislative proposals, introducing 

requirements for entities operating in the EU 
common market

International trade policy

Carbon Border Adjustment Mechanism (CBAM) Free trade agreements concluded with third 
countries on behalf of the entire EU, and 
in particular the provisions on sustainable 
development they contain

Due diligence directive in value chains

Regulation on counteracting deforestation and 
forest degradation Climate diplomacy

Circular Economy Plan 'Climate clubs'

Sectoral regulations Activity in multilateral groups

Internal External



Keeping the balance.
How to reconcile the EU's trade, climate and industrial policy objectives.

12

 Along the same lines, third countries understanding the need for climate protection  
(or compelled to do so by the consequences of accelerating change) will follow the tried and tested 
path of EU legislation by imitating regulations introduced by the European Union. In addition, if the 
EU is an important trading partner for a third country, its producers will have to comply with newly 
introduced EU regulations in order to maintain their position. As a result, some of the requirements of 
European law will affect foreign operators. Third countries will be able to take advantage of a situation 
where some producers will have to comply with EU regulations by introducing their own environmental, 
climate protection and human rights reforms. In this way, the European Green Deal may trigger  
a cascade of changes in the climate legislation of third countries that have so far not introduced similar 
regulations due to political inconvenience, the unpopularity of such reforms or the translation into 
increased production costs in these countries. 
 Existing economic linkages within value chains will play an important role in this. Through 
cooperation between companies, increased environmental requirements can be transmitted down 
value chains from their centres, even in countries and industries where this is not currently regulated 
by law. Therefore, many of the EU initiatives imply obligations on actors active in the EU internal 
market, which will hold them accountable for the actions of their trading partners. 
 Domestic action is also a way to achieve global emission reduction targets in addition to 
multilateral action, which often proves inefficient, and the current crisis of institutions such as the 
WTO and the development of a bipolar geopolitical system further intensifies actions that do not 
require the cooperation of third country partners. For the above reasons, the green spillover effect  
can be an important accelerator in a global change of approach to climate and environmental 
protection, which is crucial, as the transformation of the EU economy alone will be insufficient to 
halt climate change. Inclusiveness of this process in terms of third countries becomes a challenge,  
while CEE countries have the advantage that, being members of the EU, they are able to influence 
the final shape of these regulations and participate in the legislative process. Below is a summary 
description of the most important measures internally, which are presented more extensively in our 
study "Green turnaround" 10.

 In February 2022, a proposal for a directive on corporate sustainability due diligence 
was adopted. The European Commission's intention here is to ensure a responsible and 
sustainable supply chain for European companies. It should be noted that sustainability is  
a broad concept encompassing care for the environment, but also respect for human rights, in particular 
respect for workers' rights.
 All large EU companies, i.e. those employing more than 500 persons and generating 
revenues of more than EUR 150 million per year, as well as non-EU companies exceeding the 
relevant net revenue threshold on the EU market, will be covered by the provisions of the Directive.  
Sectors defined as high-impact sectors, i.e. the production and wholesale of textiles,  
leather and leather products, agriculture, forestry, fisheries, the production of foodstuffs, the 
wholesale of agricultural commodities, the extraction and wholesale of minerals, the production 
of basic metal products, other non-metallic mineral products and fabricated metal products, 
and the wholesale of basic and intermediate mineral products, will be specifically targeted 

10 https://wise-europa.eu/wp-content/uploads/2022/08/Green-turnaround.pdf

CSDD (Directive on Corporate Sustainability Due Diligence)
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by the directive. For companies in these sectors, the employment and revenue thresholds  
(up to 250 persons and EUR 40 million respectively) above which the provisions of the Directive will 
apply to them will be lowered.
 Companies covered by the Directive will be required to incorporate due diligence into  
their policies. This will involve identifying actual or potential adverse impacts on human rights or the 
environment, preventing them and reducing abuses. The ultimate goal is to stop adverse human rights 
or environmental impacts already occurring and minimise their scale throughout the supply chain,  
i.e. also with their non-EU trading partners. Companies in breach of the directive will face compliance 
orders and revenue-based fines. Ultimately, the Commission will also require Member States to adapt 
their civil liability rules to take account of cases where an injury is due to a company's failure to exercise 
due diligence, as a result of which workers can claim compensation. The proposed measures should lead 
to sustainable corporate governance models that include the provision of mandatory environmental, 
human and labour rights due diligence, with particular emphasis on the prevention of forced labour. 
The Directive thus has the potential to externalise, as it were, the need to comply with parts of 
European law outside the EU and to transfer some of the requirements to the business partners of 
companies active in the internal market. Thus, entities operating in third countries will be responsible 
for complying with parts of EU regulations related to labour rights and environmental protection. 
 A significant proportion of companies in 'high-impact sectors' (as defined by the Directive) are 
located in Central and Eastern Europe (cf. Figure 1), but this does not necessarily mean that the region 
will suffer economically from the introduction of new regulations. On the contrary, the large existing 
production base may serve as an argument for relocating production from non-EU countries (where 
the risk of environmental and labour rights violations is higher) precisely to CEE.
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Source: WiseEuropa own elaboration based on Eurostat data (Annual enterprise statistics by size class for special aggregates of 
activities), cf. Greenback

Figure 1: Large companies from CEE countries in high impact sectors

Circular economy

 In order to implement the European Green Deal, access to the raw materials used in the 
production of green solutions will be essential. Rare earth metals are an important component  
of photovoltaic panels, lithium-ion batteries and wind turbines. It is often impossible to replace these 
raw materials with others. The Commission recognises the need to diversify the sources of supply  
of critical raw materials such as rare earths, but demand reduction measures have become necessary  
due to limited supply on world markets. 
 The European Commission's call for increased recycling to contribute to a closed-loop 
economy within the European Union, the so-called 'circular economy', is therefore not surprising.  
The implementation of such solutions can be seen as an alternative to the search for new external 
suppliers. A significant level of recycling within the EU would make it possible to replace part of  
the demand for imported raw materials from third countries. 
 Another postulate within the circular economy concept is the right to repair, which will ultimately 
trigger a fall in demand for end products that will last longer for consumers. Consumers will benefit 
from this solution, as they will gain a right to repair products, embedded in Community legislation. 
 However, it is difficult to determine whether the implementation of a circular economy will 
result in a temporary price increase due to the need for changes in production processes and the use 
of labour-intensive methods of recycling raw materials. In addition, extending the life of end products 
may contribute to a decline in industrial production due to a reduction in demand for these products.
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 The promotion of a closed-loop economy based on recycling and the right to repair can provide 
the European Union with freer access to certain rare strategic raw materials such as rare earths, making 
the possibility of blackmail by third countries more difficult. Furthermore, recycling will help meet the 
growing demand for, among others, lithium or cobalt, metals necessary for the production of batteries 
used in electric vehicles and most electrical appliances. The introduction of closed-loop requirements 
will contribute to lower energy and water consumption, which are essential components of many 
mining processes. In addition, the need for recycling and repair will create jobs in workshops and in the 
area of waste management. 

3.2 Trade agreements and international    
 cooperation - external actions

Domestic action is not the only way for the European Union to green its trade policy. Traditionally, the 
conduct of trade policy involves the conclusion of trade agreements and arrangements, in particular 
free trade agreements (FTAs) providing access to third country markets. The European Commission 
issued a communication in 2022 which sets out how 'the contribution of trade agreements (...) to 
sustainable development can be further enhanced'. According to the Commission, the Union should 
promote the climate fight even more actively by including appropriate and enforceable clauses in the 
agreements it signs with its trading partners. The regulatory tools of EU trade policy in the traditional 
sense revolve around the TSD under the FTA. These actions are complemented by EU participation in 
multilateral initiatives and institutions (such as the WTO and the Paris Agreement), climate diplomacy 
and the recently developed concept of climate clubs.
 The EU has included TSD chapters in FTAs since 2009. The terms of each agreement vary due 
to the differing capacities of trading partners and the EU's tendency to be more lenient with external 
partners. At the same time, there is a noticeable evolution of the EU's approach from a 'promotional' 
one (based on non-binding and general guidelines) towards a model based on binding commitments 
and sanctions for non-compliance. To date, TSD chapters have been used primarily to influence 
third countries to implement International Labour Organisation (ILO) conventions and Multilateral 
Environmental Agreements (MEAs). This has ended with mixed results. We present an overview of these 
provisions in relation to the environment in Table 1 below.
 In 2022, The European Commission conducted a review of the TSD policy in the FTA 11, which 
examined the relationship between TSD clauses and other trade policy mechanisms such as CBAM or 
CSDD. From this, six key areas were developed that should improve the effectiveness of the TSD and 
enable the achievement of climate and trade policy objectives. These are:

1. The need to be more proactive in working with partners;

2. Adapting the approach more widely to the specific characteristics of 
individual countries;

11 European Commission, The power of trade partnerships: working together for green and equitable growth,  
22.06.2022, COM(2022) 409 final.



Keeping the balance.
How to reconcile the EU's trade, climate and industrial policy objectives.

16

3. Promotion of sustainable development outside the trade chapters and 
sustainable development in free trade agreements;

4. Scale up monitoring of the implementation of trade and sustainable 
development commitments;

5. Strengthening the role of civil society and

6. Better enforcement through trade sanctions as a measure of last resort.

 New trade agreements concluded by the European Union are expected to take into account 
the recommendations developed by the Commission. These are expected to be implemented in the 
recently announced free trade agreement with New Zealand and will provide a new benchmark for 
future agreements. As with the CSDD, the TSD clauses should lead to stronger protection of human 
rights and the environment. Currently, the lack of binding commitments, institutional mechanisms and 
enforcement measures significantly limits the enforceability of TSD chapters. As described above, in 
order to change this situation, the European Commission proposes to introduce sanction mechanisms 
(including trade retaliation, financial penalties, targeted individual sanctions, economic sanctions and 
punitive measures for violations of TSD clauses). In addition, incentives such as tariff reductions are 
also being considered. A very important announcement is also being made about treating the Paris 
Agreement as an 'essential element' of the agreements concluded, which could make non-compliance 
with its provisions a legal justification for terminating an FTA with a violating country.
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Contract Date of 
signing

Has the Paris 
Agreement 

been taken into 
account?

Multilateral environmental agreements 
(MEAs) included? Sustainability provisions

EU 
-South Korea

October 
2010 No

Johannesburg Declaration 2002; Agenda 21 Chapter 13, e.g. Article 13.6 Trade conducive to 
sustainable development,  
Article 13.10 Sustainability impact review

EU-Japan July
 2018 Yes

Agenda 21; 2002 Implementation Plan Chapter 16, e.g. Article 16.5 Trade and investment in 
support of sustainable development,  
Article 16.7 Sustainable forest management and trade 
in timber and timber products,  
Article 16.8 Trade and sustainable use of fisheries 
resources and sustainable aquaculture

EU-Vietnam June 
2019 Yes

The 2002 Johannesburg Declaration; Agenda 
21; the outcome document of the 2012 
United Nations Conference on Sustainable 
Development entitled 'The Future We Want'; 
the outcome document of the 2015 United 
Nations Summit on Sustainable Development 
entitled 'Transforming our World: the 2030 
Agenda for Sustainable Development'

Chapter 13 Trade and sustainable development

EU-Singapore October 
2018 Yes

Agenda 21; 2002 Implementation Plan. Chapter 12 Trade and sustainable development: 
Section A Introductory provisions; Section B Labour 
aspects; Section C Environmental aspects; Section 
D General provisions (e.g. on investments promoting 
sustainable development)

EU-Indonesia, 
EU-Philippines

Negotiations 
in progress Provisions similar to those in the EU-Singapore agreement

EU-Andean 
Community

June 2012 No

Rio Declaration on Environment and 
Development of 1992; Agenda 21, the 
Millennium Development Goals adopted 
in September 2000; the Johannesburg 
Declaration of 2002 and the related 
Implementation Plan

Title IX

Table 1 part 1/2: Sustainability-related clauses in free trade agreements signed by the EU
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Contract
Date of 
signing

Has the Paris 
Agreement 

been taken into 
account? 

Multilateral environmental agreements 
(MEAs) included? Sustainability provisions

EU-Mercosur June 
2019 Yes Ratification pending, TSD chapter included

CETA  
(EU-Canada)

October 
2016 No

The 1992 Rio Declaration on Environment 
and Development; Agenda 21; the 2002 
Johannesburg Declaration and associated 
Implementation Plan; the 2006 Ministerial 
Declaration of the UN Economic and 
Social Commission on Full and Productive 
Employment and Decent Work for All and its 
Impact on Sustainable Development

Chapter 22 Trade and sustainable development; 
Chapter 23 Trade and labour;  
Chapter 24 Trade and the environment

EU-Georgia June 
2014 No

Implementation Plan on Sustainable 
Development adopted  
in Johannesburg in 2002

Title V, Chapter 13 Trade and sustainable 
development; Title VI, Chapter 3 Environment and 
Chapter 4 Climate action

EU-Ukraine November 
2014 No

Agenda 21; Implementation Plan for 
Sustainable Development adopted in 
Johannesburg in 2002

Title IV, Chapter 13 Trade and sustainable 
development; Title V, Chapter 6 Environment

EU-Moldova June 
2014 No

Agenda 21; Implementation Plan for 
Sustainable Development adopted in 
Johannesburg in 2002

Title IV, Chapter 16 Environment and Chapter 
17 Climate change; Title V, Chapter 13 Trade and 
sustainable development

EU-Mexico
Awaiting 

acceptance by 
the parties

Yes Negotiations summary, not legal text; TSD chapter included in document

Table 1 part 2/2: Sustainability-related clauses in free trade agreements signed by the EU
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3.3 Carbon Border Adjustment Mechanism   
 (CBAM)

A separate treatment in the context of greening trade policy requires CBAM, which was the subject 
of our separate study 12. It is one of the key proposals included in the 'Fit for 55' package and is  
the EC's response to the growing need for regulatory pressure to reduce industrial emissions using EU 
trade policy mechanisms. The industrial sector is currently at a point where the relatively more readily 
available means of decarbonisation are gradually being exhausted. Bringing industrial production in line 
with the EU's climate targets (and thus ultimately its full decarbonisation) will require manu¬facturers 
to make costly investments in low-carbon technologies. The costs borne by EU manufacturers could 
force up the price of products, thereby reducing their competitiveness. Its loss could lead to increased 
imports of cheaper products and increased production and emissions outside the EU. This phenomenon 
is known as 'carbon leakage' - as a result of tightening climate policy, production is relocated to countries 
with less stringent emission limits. As a result, global CO2 emissions are not decreasing, despite  
(or even, paradoxically, as a result of) the climate regulations introduced. The model chosen by the 
EC from among the scenarios analysed is based on 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, thus levelling the playing field against non-EU importers.

12 https://wise-europa.eu/wp-content/uploads/2022/09/GTN3-Europejski-Mechanizm-CBAM-ENG.pdf
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Diagram 5A: The situation of producers and importers before the introduction of CBAM

Before 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, cf. CBAM

Diagram 5B: Situation of producers and importers after the introduction of CBAM as proposed  
by the European Commission

After the introduction of CBAM 

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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 However, protecting the competitiveness of EU producers is not the only function that CBAM 
can fulfil in the future. It is first and foremost a response to the growing need to decarbonise the 
industry and at the same time a reform of the EU ETS, but also an expression of the 'green turn' of EU 
trade policy, which we discussed extensively in one of our previous papers. While the idea of a border 
carbon tax has already been present in the international discourse on the climate aspects of trade for 
years, the Union was the first to decide to introduce such a mechanism, thereby using its regulatory 
capacity and normative power to unilaterally shape standards for the imposition of carbon pricing. 
CBAM is thus a comprehensive tool with three dimensions - industrial, climate and trade.

Source: WiseEuropa own study, cf. CBAM

industrial policy 
(competitiveness)

climate policy 
(decarbonisation)

trade policy 
(greening trade)

CBAM

Diagram 6: The role of CBAM as a regulatory mechanism

WTO compliance and phase-out of free allowances

 CBAM will eventually replace free allocation under the EU ETS, which has so far been the main 
tool to prevent carbon leakage. As free allowances are phased out, the CBAM certificate scheme will 
be introduced at the same pace. It is essential that this process runs in parallel — this prevents double 
protection for EU producers, which would be incompatible with WTO rules.
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Source: WiseEuropa own study, cf. CBAM

2023 2024 2025 2026 2027 2028
European Commission 0.995 0.995 0.995 0.9 0.8 0.7
Council of the EU 0.995 0.995 0.995 0.95 0.9 0.85
ENVI Committee 0.993 0.993 0.9 0.7 0.4 0.2
European Parliament 1 1 1 1 0.93 0.84

2023 2024 2025 2026 2027 2028
Komisja Europejska 0 0 0 0.1 0.2 0.3
Rada UE 0 0 0 0.05 0.1 0.15
Komisja ENVI 0 0 0.1 0.3 0.6 0.8
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Figure 2: Trajectory of the phase-out of free emission allowances in CBAM sectors according to the 
negotiating positions of the EU institutions

 The compatibility of the CBAM Regulation with the functioning of the WTO is a critical 
aspect — independent of the final outcome of intra-EU negotiations. A fundamental principle of the 
functioning 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. In addition, the mechanism must meet 
two other conditions - firstly, its overarching environmental objectives must be the centre of gravity 
in all legislative processes. Secondly, the CBAM must meet the so-called necessity test — it must be 
considered necessary to achieve the objectives set by the Union and there must be no alternatives 
that would achieve the same result at a lower cost 13. While it is unlikely that EU legislators would 
allow any incompatibility of the regulation with international law, it is essential that CBAM meets the 
requirements summarised below. 

13 C. Emerson, S. Moritsch,, Making Carbon Border Adjustment proposals WTO-compliant, KPMG, 2021.  
https://assets.kp m g/content/dam/kpmg/xx/pdf/2021/03/making-carbon-border-adjustment-proposals-wto-compliance.pdf
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Source: WiseEuropa own study, cf. CBAM

Conditions for CBAM’s compatibility with WTO rules

The overarching 
objectives of the 

mechanism should 
constitute the centre

of gravity in all 
legislative processes 

and debates 
on the details 

of its operation

CBAM must be 
deemed essential 

to achieve 
the stated objectives 

of climate policy

CBAM must be 
enforced equally for 
EU and third country 
producers, without 
any hidden aim of 

protecting 
EU producers

Diagram 5: Conditions for CBAM's compatibility with WTO rules

Legislative process

 The advancement of the legislative process and the mood within the EU institutions 
show that the introduction of CBAM is imminent, although the final shape of the mechanism and 
how it will function is not yet known. We present the exact progress of the legislative process  
in a previous paper 'Green turnaround' 14. Below, we have provided key information summarising  
the positions of key institutions in this procedure. The direction of change so far has focused on 
tightening both in the context of covered goods and indirect emissions) as well as faster implementation 
of the mechanism (faster withdrawal of free allocation and changes in the dynamics of their withdrawal).  
The trilogue currently underway will conclude with the Council taking an official position.

14 https://wise-europa.eu/en/2022/08/17/green-turnaround-regulatory-changes-to-the-eu-trade-policy/
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Table 2: Negotiation process of the CBAM regulation

Position

European 
Commission

ENVI 
Committee

Council of the 
European Union  

(General approach)
European 

Parliament

Scope of goods
Cement, fertilisers, 

steel, aluminium  
and electricity

+ hydrogen, organic 
chemicals  

and polymers

Cement, fertilisers, 
steel, aluminium and 

electricity

+ hydrogen, 
organic chemicals 

and polymers

Scope of 
emissions Direct emissions Direct emissions + 

indirect emissions Direct emissions Direct emissions + 
indirect emissions

Phase-out of 
free allocations Until 2035, linear By 2029, more 

dynamic each year
By 2035, more 

dynamic each year
By 2032, at 

varying rates

CBAM 
authority

National supervisory 
authorities

Centralised 
supervisory 

authority
National supervisory 

authorities
Centralised 
supervisory 

authority

Revenue All institutions indicated the need to transfer (part of) the revenues to support the 
decarbonisation of industry in developing countries

Export rebates No No No Yes 
 (in certain cases)

Source: WiseEuropa own elaboration based on the positions of the various EU institutions
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The international dimension in the context of climate clubs

 Due to its international dimension, CBAM is not only a legislative challenge, but also a diplomatic 
one. In its proposal for a draft regulation, the EC notes that "CBAM will complement the Union's 
international action and foster decarbonisation in third countries" 15, indicating the Commission's 
ambition to shape border carbon tax standards not only in the EU, but potentially even globally. Many 
countries outside the Union are in principle in opposition to CBAM, but some have indicated that they 
may be more willing to accept it if the revenues from CBAM certificates were transferred to them in 
the form of support for low-carbon industrial development. Therefore, a decision on how the EU will 
manage them may be important for the political legitimacy of CBAM in the international arena. In the 
context of international relations, it is also important to consider the link between the CBAM mechanism 
and the currently evolving international concept of 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-fighters can continue economic growth without 
engaging in climate policy and benefit from increased competitiveness and lower production costs 16. 
The free-rider effect is due to mechanisms similar to those that require the introduction of CBAM. 
 One of the leading proponents of the idea of climate clubs 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 O. Scholz is seeking to build an international climate alliance of this nature. After the 
G7 summit in June 2022, a statement was published according to which the leaders of these countries 
would seek to establish such a club. CBAM and climate clubs differ primarily in that CBAM is a unilateral 
policy, whereas a climate club is defined by a joint effort by countries with identical decarbonisation 
goals. Some countries are already taking individual actions that coincide with the objectives of such 
clubs. An example is the 2021 agreement between the EU and the US, which is a prelude to a future 
agreement whereby both parties commit to sustainable steel and aluminium production. This type 
of action signals a new approach to global trade, driven by carbon reduction — a new dividing line  
in the two-block relationship between the G7 and BRICS countries may run alongside this issue. 

15 European Commission, Proposal for a Regulation of the European Parliament and of the Council establishing a CO2 border price 
adjustment mechanism. 14.07.2021, COM(2021) 564 final.
16 W. Nordhaus, Climate Clubs: Overcoming Free-riding in International Climate Policy, American Economic Review,  
105(4), pp. 1339-1370, 2015, DOI: 10.1257/aer.15000001.
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3.4 The role of coherent regulation in     
 developing a consistent EU trade policy

It must be emphasised that the above-mentioned initiatives should be seen as part of a larger project 
— the realisation of the European Green Deal. Thus, the very idea is to create one common normative 
organism. The regulations in question are at various stages of the legislative process, the introduction 
of some of them is imminent (CBAM), while others have yet to be clarified (the initiative announced by 
the Commission to prohibit market access for products made using forced labour). Nevertheless, the 
interplay between the proposed schemes can be accurately described by means of examples. 
 In simple terms, due to the higher price caused by the need to comply with EU environmental 
standards and through participation in the ETS, the competitiveness of European percentages' 
products is comparatively lower. The CBAM scheme is designed to compensate for the resulting price 
differences by adding the equivalent in CO2 emissions in the ETS to the cost of imported goods. In 
this way, the emission charges borne by European producers will also start to apply to producers from 
third countries. The CSDD is intended to operate in a complementary way. By requiring its suppliers 
and subcontractors to monitor their compliance with human and environmental rights, the directive 
may make visible some of the costs in the price of products that have hitherto been borne by local 
communities in third countries in the form of working beyond their means or poisoning local ecosystems. 
European companies wishing to cooperate with non-EU entities will inevitably choose those meeting 
the relevant standards despite the comparatively higher price of their services and products compared 
to companies not complying with the rules indicated in the CSDD. It is also important to bear in mind 
the already discussed closed-circuit economy, which is expected to reduce imports of primary raw 
materials into the EU, and TSD clauses in trade agreements concluded by the Union and third countries.  
 The regulations described are designed to protect the environment, minimise the impact of 
EU trade on climate change and to offset the competitive advantage created by various regulatory 
requirements for countries with less stringent environmental requirements. However, these are 
instruments that regulate access to the EU market. In a situation where EU companies are the 
exporters of goods and services, it must be remembered that mechanisms such as CBAM or CSDD 
are not applicable. As a result, third-country producers will be able to compete on global markets with 
EU companies still using their advantage of not having to take into account the costs of environmental 
pollution and violations of human and workers' rights. This advantage may in many cases result in a 
lower price for products from third countries compared to those made in the EU. This does not mean, 
however, that the EU should abandon these initiatives, but should strive to set global climate standards 
in specific sectors. The closer they are to existing EU solutions, the better for EU producers. This is 
particularly the case for Central and Eastern European producers, which include the largest number of 
companies in direct competition with more carbon-intensive production outside the EU.
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4. Green trade:  
 an opportunity for Central and   
 Eastern European countries

Companies from the CEE region are forced to compete with non-EU producers because of their place in 
global value chains. As already described in this report, some of the proposed regulations are intended 
to indirectly assist European producers by ensuring a level playing field with non-EU producers,  
who are generally not subject to such stringent environmental requirements. Consequently, some 
of the costs borne by EU producers, such as the cost of CO2 emissions, are not internalised in the 
price of imported products. The following chapter is an analysis of the position of the CEE countries  
and the opportunities as well as the risks for the region in relation to the proposed changes in climate 
and trade policy.

Our analysis of the trade flows of Central and Eastern European countries has identified some patterns 
suggesting that the place of producers from these countries in the value chains of EU producers is at 
the intermediate stage of production processes. This makes them more susceptible to compete in the 
EU market with intermediate producers from non-EU countries. Thus, the region will face a number of 
transition challenges with both opportunities and threats.
 The trade of the CEE countries, especially the Czech Republic, Hungary and Poland,  
which together account for the largest share of trade in the region (63% in 2020), proceeds as follows: 
the majority of domestic exports are directed to Germany, non-EU countries or reciprocally to other 
Visegrád countries. The situation is different in terms of imports. Here, non-EU countries lead the 
way, followed only by Germany and other neighbouring countries in the Visegrád Group (V4) region  
(cf. Figures 3 and 4).

4.1 Position of Central and Eastern Europe  
 in European value chains
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Source: Eurostat (Intra and Extra-EU trade by Member State and by product group) and national statistical offices, cf. Green Realism
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Figure 3: The main trading partners of the Czech Republic, Hungary and Poland in terms of their share 
of total exports in 2020

Source: Eurostat (Intra and Extra-EU trade by Member State and by product group) and national statistical offices, cf. Green Realism
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Figure 4: The main trading partners of the Czech Republic, Hungary and Poland in terms of their share 
of total imports in 2020
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 This means that CEE countries are located in value chains between the Far East and  
Western Europe, i.e. they largely process semi-finished products imported from Asia (cf. Figure 5) to then 
sell the finished products on other European markets and Western markets (especially as the UK and  
the US lead the CEE region's non-EU trading partners in terms of exports).

Source: Eurostat (Intra and Extra-EU trade by Member State and by product group) and national statistical offices, cf. Green Realism
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Figure 5: Imports from non-EU countries to the Czech Republic, Hungary and Poland in 2020
— share of main trading partners in total non-EU imports

 In global markets, however, regional producers are exposed to external competition and may 
only be regarded by their trading partners from other EU countries as a substitute for producers from 
developing countries outside the EU. Therefore, the EU's openness to trade, combined with the lack of 
environmental ambition in EU trade agreements, creates unfavourable conditions for the competitive 
position of CEE countries. Meanwhile, little attention seems to be paid to this issue by decision-makers 
in the region, with the result that the region is missing an opportunity to redirect EU policy in such a 
way that, with the 'greening' of trade, the competitiveness of regional producers does not decrease, 
and even increases.
 Another issue related to the reliance on imports from countries outside the EU is that these 
countries tend to apply lower environmental standards in their commodity production and to violate 
labour rights. Meanwhile, in trade with countries outside the EU27, the share of central and eastern 
European countries is increasing: there has been a jump of about 5 percentage points in imports over 
the last 16 years (from 8% to 13%) relative to the EU as a whole. The introduction of environmental 
standards in international trade may make it unprofitable to exchange goods with some Far Eastern 
producers. Production may then be relocated to plants with higher standards, probably located closer 
to European markets, and possibly within Europe itself. CEE countries should seize this opportunity 
by decarbonising domestic production. This will also enable the objective of strengthening the EU's 



Keeping the balance.
How to reconcile the EU's trade, climate and industrial policy objectives.

30

strategic autonomy and may involve strengthening industry in this part of the EU. The opportunity for 
this may come sooner than it seems, i.e. even before the relevant EU regulations come into force. The 
isolation of Russia as a result of the war in Ukraine (e.g. the ban on imports of steel, fertilisers from 
Russia) is already opening up the opportunity for countries in Central and Eastern Europe to take over 
industrial production and market shares. For this to happen, a more decisive industrial transformation 
in these countries and a more rapid decarbonisation of production in the EU are necessary 17.

The carbonisation of industry is an important factor when assessing the opportunities for CEE countries 
in relation to changes in EU trade and environmental policy. It is worth noting that the materiality of 
energy costs and the carbonisation of production processes will increase over time due to the rising 
price of ETS allowances and the decreasing availability of fossil fuel energy. Therefore, it is worth 
noting that industrial decarbonisation varies considerably between EU countries, as well as between 
EU CEE countries, which is linked to the structure of the energy mix.
 Figure 6 below shows the relationship between the carbon intensity of industry  
in relation to the share of RES in a country's energy mix. This is mainly due to the high indirect 
emissions generated by industry, which relies heavily on energy-intensive production processes 
(differences in industry sector structure translate into production carbonisation — similar RES 
shares in the mix for Poland and Hungary and the Czech Republic translate into different production 
carbonisation due to a higher share of energy-intensive industries in the Polish sector than  
in the Hungarian or Czech sectors). The emissive energy mix then translates into an additional 
burden on industry and a lower availability of various decarbonising production technologies  
(electrification, green hydrogen). However, as the example of the leading countries in the region  
(Czech Republic, Bulgaria) shows, decarbonisation of production is possible in the short term  
— but it is crucial that this is led by transformation, not deindustrialisation.

17 https://wise-europa.eu/wp-content/uploads/2022/09/Zielone-kolo-ratunkowe.pdf

4.2 Industrial emission in Central  
 and Eastern European countries
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Source: Eurostat

Country
2008

[g CO2e/€1 
GVA]

2020
[g CO2e/€1 

GVA]
% change

Germany 383 263 -31%

EU27 600 379 -37%

Czech Rep. 797 391 -51%

Poland 1 189 797 -33%

Bulgaria 2 853 1 255 -56%

Figure 6: EU27 industrial processing emissions (left panel) and industrial emissions reductions in 
selected countries 2008-2020 (right panel)
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4.3 Opportunities for Central and 
 Eastern European countries

In order to decarbonise production in the short term, it will be crucial to take advantage of all the 
opportunities that green trade policies entail for Central and Eastern Europe, as well as to avoid risks. 
Poland and the other countries of the region occupy a particular position within European value chains, 
producing mainly semi-finished products and assembling final products for export. The introduction of 
the European Green Deal will create unique opportunities for Poland and other countries in the region. 
 By increasing regulatory and pricing pressure on non-EU producers, it is possible that 
imports of certain goods will cease to be worthwhile due to the high carbon intensity of third country 
producers. This issue mainly concerns primary raw materials, intermediates and components used 
for further production. Given the similar industrial orientation of the CEECs, it is natural that these 
countries could use the introduction of the CBAM mechanism to increase the share of their industrial 
production in EU value chains. Consequently, CEE countries could act as low-carbon suppliers 
of essential intermediates and components within the value chains of Western manufacturers.  
However, it should be borne in mind that an important competitive factor will be the ability to produce 
the required products with the lowest possible emissions due to the increasing impact of the cost of 
ETS permits on the final price of goods. 
 The countries of Central and Eastern Europe, including Poland, also have the opportunity to 
become the 'renovators of Europe'. The CSDD, as well as TSD clauses in free trade agreements, are 
intended to limit the use of forced labour and workers working in inhumane conditions by companies. 
This provides a unique opportunity for countries such as Poland and other countries in the CEE region 
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to substitute foreign producers. It is also necessary to take into account the high level of technical 
competence in our region and the great potential of technologies and solutions based on the principles 
of a circular economy — developing these specialisations at this stage of development of these solutions 
will make it possible to cushion a possible decrease in employment resulting from a lower demand for 
the production of new goods in the future. 
 The opportunities described are feasible for CEE countries, but require long-term and informed 
action on the part of decision-makers. Instead of opposing the introduction of mechanisms that are 
part of the European Green Deal, policy makers should take advantage of the economic opportunities 
that will be created by the implementation of the already mentioned regulations. Furthermore, in order 
to avoid accusations of ('green') protectionism, CEE countries need to be credible in implementing 
the requirements and obligations set for third (non-EU) countries and give guarantees to meet EU 
standards on environmental and labour protection standards.
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Conclusions
and  

recommendations

The conclusions below partly summarise the findings of the particular studies

1. Green trade makes it possible to solve the trilemma — the European Union is stuck between 
three partly conflicting areas. It is impossible to simultaneously maintain the current openness 
to international trade, strengthen industrial competitiveness and realise the climate agenda. 
Therefore, the 2 chosen priorities should be competitiveness and pursuing climate policy, and 
green trade should serve these goals and strengthen their impact beyond the EU's borders. 

2. The European Green Deal as a strategic compass for EU foreign policy – Another dimension 
to be considered in assessing the capacity of the Union's trade policy to support the impact 
of the European Green Deal beyond its borders is the adoption of a coherent and integrated 
approach to the overarching goals and objectives of achieving climate neutrality by 2050 and 
building strategic autonomy. This ambition will require the effective resolution of conflicting 
objectives across EU policies. It will also be extremely challenging to avoid a rift between 
the different EU Member States and regions (particularly in areas of shared EU competence, 
where the entry into force of a trade agreement requires the consent of the Member States). 
Differences in national energy and climate circumstances and ambitions will affect the 
inclination to align domestic and trade policies, and also in what sequence particular actions 
will be carried out. For CEE countries, this will be a particularly difficult dilemma, as increasing 
climate ambition may not be politically feasible without first putting in place safeguards for 
the competitive position of sectors in the 'trade trap', such as energy-intensive industries and  
fossil fuel-dependent energy markets. However, it is promising that the EU trade policy can 
provide a solution to this problem - by engaging external partners in developing industrial 
decarbonisation solutions on a global scale. As we have indicated, such an approach should 
manifest itself in adopting an approach towards the concept of 'green strategic autonomy'.

3. Green strategic autonomy as a priority — Russia's aggression against Ukraine has demonstrated 
the failure of the Wandel durch Handel approach. As a result, the comfort of carrying out  
the green transition as a long-term project should be replaced by rapid action, so as to reduce 
the European Union's dependence on Russian fossil fuels and, consequently, also strengthen  
the Europe's overall energy independence. Prior to the aggression against Ukraine,  
the green transition was met with reluctance mainly by the countries of Central and 
Eastern Europe because of its high costs. However, it must be understood that the 
investment costs of the transformation are much lower than the alternative, i.e. maintaining  
the existing model exposed to price volatility and fluctuations in supply on the markets.  
The intensification of transformation efforts is particularly important in the CEE countries most 
exposed to Russian threats and pressures.
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4. The asymmetric effects are the basis for a differentiated approach — the EU will have to reconcile 
the interests of internal producers reliant on imports of components from outside the EU (which 
often leads to a relaxation of climate policy in order to obtain cheaper intermediates) with the 
interests of EU producers of final products exposed to competition with external suppliers  
of final products. However, for parts of the value chain such as the subcontracting and production  
of intermediate products within the EU, exposed to direct competition from outside, the 
establishment of stricter environmental regulatory requirements in EU trade agreements is a 
logical and pragmatic choice. The implementation of regulations such as CBAM will provide 
additional support that will also contribute to strengthening competitiveness in the steel, cement 
and fertiliser industries by imposing at least some environmental requirements on external 
producers.

5. The planned and responsible implementation of the proposed solutions in the area of commercial 
and environmental law is extremely important in order to maintain the consent of all Member 
States to pursue a common climate policy. It is also important to maintain an appropriate 
balance between tightening regulation and liberalisation. For example, virtually all legislative 
proposals and policy reviews put forward by the Commission in recent times are more concerned  
with 'regulated trade' than with the implementation of the Treaty's 'free trade' agenda. Their aim is 
not primarily to facilitate market access and remove barriers to trade, such as tariffs or export quotas,  
but to promote technical and regulatory standards through trade. In this way, the achievement 
of trade policy objectives will take place in a more coordinated manner and its impact will be 
extended beyond the boundary of domestic regulation.

6. "Green realism" as a contribution of CEE countries to European trade policy. CEE countries 
should strive to take full advantage of the changes in European trade and climate law to pursue 
a pragmatic industrial policy. Mechanisms such as CBAM allow for a levelling of competitiveness 
between third-country producers and CEE countries. The Commission's legislative agenda 
on green trade therefore deserves special attention from policy makers and diplomats in the 
region. The green transition opportunity, if well exploited, will strengthen the position of CEE 
countries as producers of key intermediates and may also provide a seedbed for new technology 
companies. Moreover, the countries already mentioned could become exporters to the Eastern 
Partnership countries and the Western Balkans. However, it should be borne in mind that in 
order to take full advantage of the above-mentioned opportunities, decision-makers in the CEE 
countries must support the green transformation and even lead the way, at least in their region. 
Therefore, our recommendations to CEE decision-makers point in two directions at the same 
time - to increase the pace of green transformation in the domestic context and to advocate for 
a strong implementation of green trade policy tools. Such actions will ensure the right balance 
between short-term and long-term economic interests and climate goals, as well as contribute to 
the achievement of EU-wide goals.
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