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Carbon Border Adjustment
Mechanism (CBAM)
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Current Context

Recently, the European

Union has expressed
willingness to collaborate with
India in easing the administrative
burden for businesses while
enforcing its Carbon Border
Adjustment Mechanism
(CBAM).
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Key Points

To combat carbon leakage, the European The policy is called Carbon Border Adjustment

that would expand its climate change policies

. for the carbon emission linked to the goods they sell
toimports.

within the EU limits.

. . . . Mechanism (CBAM) or Carbon Border Tax which
Union (EU) is embarking on an experiment . :
imposes importers and non-EU manufacturers to pay

The importers will be required to purchase The price of certificates could depend on carbon

carbon import certificates/permits for intensity of goods being imported and carbon
each metric ton of CO2 brought into the EU price per metric ton which will be the same as

through specified goods. domestic carbon price being paid by EU producers.

What is Carbon Tax?

Under a carbon tax, the government sets a price that emitters must pay for the greenhouse gas emissions they
emit. Businesses and consumers will take steps, such as switching fuels or adopting new technologies, to reduce
their emissions to avoid paying the tax.

i ?
What is Carbon Border Tax? _

A carbon border adjustment tax is a duty on imports based on the number of carbon emissions resulting from the

%%_ production of the product. As a price on carbon, it discourages emissions. As a trade-related measure, it affects

production and exports.

What is a Carbon Border Adjustment Mechanism?

Itis an emerging set of trade policy tools that aim to prevent carbon-intensive economic activity from moving out
of jurisdictions with relatively stringent climate policies and into those with relatively less stringent policies.
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India's Concern

India's concern is that these border taxes on its goods entering the EU would increase the prices of Indian-made

-

goods and make them less attractive to buyers and could negatively affect demand. Such a tax could be a serious
threat to companies with larger greenhouse gas footprints.
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Reasons to Impose

< A carbon tax could discourage the use of fossil fuels and encourage a shift to less-polluting fuels,
thereby limiting the carbon dioxide (CO,) emissions that are by far the most prevalent greenhouse gas.

< Government can raise significant revenue by imposing a carbon tax; received revenue can be used to
counteract economic harm caused by higher fuel prices.

< Carbon tax revenue could also fund productive investments to help achieve the United Nations
Sustainable Development Goals, including reducing hunger, poverty, inequality, and environmental
degradation.

Makes polluters pay external cost of carbon
emissions.

Business claim higher tax can discourage
investment and economic growth.

In theory, enables greater social efficiency, as
we pay full social cost.

Raises revenue which can be spent on
mitigating effects of pollution.

May encourage tax evasion - firms polluting in
secret to avoid tax.

It can be difficult to measure external costs -
and how much tax should actually be.

Encourages firms and consumers to look for
alternatives, e.g. solar power.

Administration costs in measuring pollution
and collecting tax.

Reduces environmental costs associated with
excess carbon pollution.

Firms may shift production to countries
without a carbon tax
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Challenges

India's metal industry will
face asignificant challenge
because of CBAM, given

that 27% of India's iron,
steel, and aluminium
exports worth $8.2 billion
in 2022 went to the EU.

The impact is expected to
rise as the EU adds more
products to the CBAM list,
leading to potentially
billions in lost exports and
increased costs.

Through CBAM, all efforts
to decarbonise and abate
emissions will directly
translate into a reduction
of the CBAM financial
obligation from 2026.
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Way Forward

India does not levy an explicit carbon price. Fuel excise taxes, an implicit
form of carbon pricing, covered 54.7%, and fossil fuel subsidies covered
2.5% of emissions in 2021, unchanged since 2018. Whenever the Indian
government decides toimpose a carbon tax, it may consider removing the
existing offset amount limited to coal and instead imposing a carbon taxin
the form of arevised clean energy tax.
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