Squo solves BCA — The EU’s carbon border tax is already promoting follow on
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The CBAM will initially apply to the highest-emitting industries most at risk of leakage – iron and steel, cement, fertilizers, aluminum, and electricity generation – and will likely be expanded to other sectors in the coming years. Currently, EU-made products in these industries are taxed under the domestic carbon price, but those from outside the bloc are not. If a country already has a domestic carbon price, the border tax will be lowered or waived; this is meant to encourage countries to tax carbon in their own markets. Those that cannot or will not institute a carbon tax will have to pay the full levy.
The EU tax will be phased in over the next four years. By 2023, importers will be required to report emissions embedded in the goods they import, though the tax on those emissions will not be imposed until 2026. The €1 billion ($1.1 billion) of annual revenue expected from the CBAM, as well as the €9 billion in annual revenue expected from the EU Emissions Trading System from 2023-2030 and taxes on multinational corporations, will support the Union’s €750 billion COVID-19 pandemic recovery fund. These new sources of revenue will embed EU priorities – including the green transition – in the bloc’s budget for the first time.
Though not yet approved, the proposed tax is already influencing the decisions of policymakers and companies in the EU’s trading partners. For example, Turkey and Indonesia plan to introduce carbon taxes to mitigate the CBAM’s effects on their economies. Turkey is highly exposed, because the EU accounts for 41% of its exports. Indonesia exports billions of euros’ worth of palm oil and chemicals to the EU – goods that could fall under a broader border tax. Adopting a domestic carbon price will allow them to avoid some or all of the CBAM and keep the tax revenues instead of transferring them to the EU.
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