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Effective carbon leakage measures are crucial to level the playing field and support European
industry in its decarbonisation efforts. On 1 January 2026, CBAM enters into its definitive phase.
Importers of CBAM goods will then have a financial obligation to pay for the embedded emissions,
with payments starting in 2027.

CBAM, as a first-of-its kind measure, is untested and still incomplete in its design. Its current
configuration risks undermining European industrial competitiveness and fail to deliver effective
carbon leakage protection. A substantial improvement of the mechanism is urgently required to
achieve its objectives.

In this context, the Commission’s upcoming reviews scheduled for this year and early next year
will be crucial. Given that the mechanism has not yet been tested in full, it is essential to follow
a well-considered and properly sequenced approach. We urge the Commission to first strengthen
the design of CBAM and address its current shortcomings. Thereafter, the impact of the measure
on carbon leakage and competitiveness should be thoroughly assessed. And finally, an extension
of its scope to additional ETS sectors could be considered only if the mechanism is proven to be
effective. However, if CBAM proves not to be effective, the phase-out of free ETS allowances shall be
postponed, until other appropriate instruments are found that can reliably provide carbon leakage
protection assurance.

FIX THE DESIGN OF REVIEW POTENTIAL EXTENSION
CBAM AND ADDRESS ITS ASSESS EFFECTIVENESS TO OTHER ETS SECTORS AND
SHORTCOMINGS OF CBAM PHASE-OUT OF FREE ALLOWANCES
2025 - 2026 2026 - 2027 2027 - 2028
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FIXTHE DESIGN OF CBAM
TO ADDRESS ITS SHORTCOMINGS

The first urgent step is to complete the design of the CBAM with certain critical elements, crucial for
the effectiveness of the measure. This includes:

Introducing a WTO-compatible export adjustment. This element is essential to safeqguard the
competitiveness of European CBAM-covered products in third markets, taking into consideration
the significance of exports for the CBAM sectors. One possible measure could be maintaining
full free allocation for the part of the production destined for exports. We expect the European
Commission’s upcoming communication on exports to propose concrete and workable solutions
for producers. A swift adoption and implementation of such a mechanism is urgently needed.

Implementing additional measures to tackle the risk of circumvention. The effectiveness of CBAM
hinges on strong enforcement of the mechanism and the prevention of loopholes and fraudulent
practices. Capacity-building efforts for customs authorities as well as national competent
authorities should also be strengthened, and the use of physical inspections and digital tools
expanded to ensure compliance. Itis crucial that the Commission’s upcoming anti-circumvention
strategy includes tangible measures for preventing and addressing circumvention.

Extending CBAM in a targeted manner to certain downstream sectors, in light of the risk that
the mechanism may shift competitive pressure further down the value chain. Any such extension
should be based on objective principles, robust impact assessments and thorough consultations
with both directly and indirectly impacted sectors. The scope of the extension must be carefully
calibrated, taking into account the impact across the value chain, potential distortions and
unintended consequences for market dynamics. The administrative complexity of reporting
embedded emissions for downstream goods and the need for a simple reporting methodology
should also be carefully considered.

Ensure that CBAM revenues are earmarked to support decarbonisation and the deployment of
low-carbon technologies in the European industry.

Considering the start of the definitive period in 2026, these changes should be implemented as a
matter of urgency with substantial progress and concrete steps to be made this year. In parallel,
the Commission should intensify engagement and dialogue with the EU’s key trading partners. This
includes engaging with the UK authorities on the development of the UK CBAM and the application
of the EU CBAM in Northern Ireland.
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ASSESS EFFECTIVENESS OF CBAM

Once the design of the CBAM has been strengthened, and the definitive period has started, the
Commission should carry out their assessment as prescribed under the CBAM Regulation to be
done by 1 January 2028. It is crucial that this assessment considers all relevant parameters and
that sufficient resources are invested in the exercise. It should be done in close cooperation with the
industry to ensure that impacts on competitiveness are well taken into account.

EXTEND SCOPE TO OTHER ETS SECTORS
ONLY IF CBAM PROVES EFFECTIVE

If the assessment of the effectiveness of CBAM would show that CBAM is effective in tackling carbon
leakage, and only then, the Commission may initiate its discussions with the relevant sectors on
potential scope extensions.

If the assessment proves that CBAM is not effective in tackling carbon leakage, the Commission
shall postpone the phase-out of free ETS allowances to ensure effective carbon leakage protection,
until other appropriate instruments are found that can reliably provide such assurance.

Instead of extending CBAM to indirect emissions, the framework for indirect cost compensation
under the EU ETS should be preserved including for CBAM sectors beyond 2030. A CBAM on indirect
emissions would not reflect the indirect carbon costs passed on to European consumers through
electricity prices.
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BusinessEurope is the leading advocate for growth and competitiveness at the
European level, standing up for companies across the continent and campaigning
on the issues that most influence their performance. A recognised social partner,

we speak for enterprises of all sizes in 36 European countries whose

national business federations are our direct members.
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