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MOTION FOR A EUROPEAN PARLIAMENT RESOLUTION

towards a WTO-compatible EU carbon border adjustment mechanism
(2020/2043(INI))
The European Parliament,

— having regard to the Agreement adopted at the 21st Conference of the Parties (COP21)
to the UN Framework Convention on Climate Change (UNFCCC) in Paris on 12
December 2015 (the Paris Agreement),

— having regard to the UN Environment Programme Emissions Gap Report 2019,

— having regard to the special reports of the Intergovernmental Panel on Climate Change
(IPCC) on global warming of 1.5 °C and on the ocean and cryosphere,

— having regard to the Commission communication of 11 December 2019 on the
European Green Deal (COM(2019)0640),

— having regard to the Commission communication of 17 September 2020 on stepping up
Europe’s 2030 climate ambition (COM(2020)0562) and its accompanying impact
assessment (SWD(2020)0176),

— having regard to the European Council conclusions of 12 December 2019 and of 17-21
July 2020,

— having regard to its resolution of 23 July 2020 on the conclusions of the extraordinary
European Council meeting of 17-21 July 20201,

—  having regard to the conclusions and recommendations of the European Court of
Auditors in its special report No 18/2020 of 15 September 2020 entitled ‘The EU’s
Emissions Trading System: free allocation of allowances needed better targeting’,

— having regard to its resolution of 28 November 2019 on the climate and environment
emergency?,

— having regard to its resolution of 15 January 2020 on the European Green Deal’,

— having regard to its position on the 2030 climate target, namely a 60 % reduction in
greenhouse gas emissions compared with 1990 levels?,

—  having regard to Rule 54 of its Rules of Procedure,

! Texts adopted, P9_TA(2020)0206.

2 Texts adopted, P9 TA(2019)0078.

3 Texts adopted, P9 TA(2020)0005.

4 Amendments adopted by the European Parliament on 8 October 2020 on the proposal for a regulation of the
European Parliament and of the Council establishing the framework for achieving climate neutrality and
amending Regulation (EU) 2018/1999 (European Climate Law), Texts adopted, P9 TA(2020)0253.
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having regard to the opinions of the Committee on International Trade, the Committee
on Economic and Monetary Affairs, the Committee on Budgets and the Committee on
Industry, Research and Energy,

having regard to the report of the Committee on the Environment, Public Health and
Food Safety (A9-0019/2021),

whereas the adverse impacts of climate change represent a direct threat to human
livelihoods and terrestrial and marine ecosystems, as confirmed by the IPCC special
reports on global warming of 1.5 °C and on the ocean and cryosphere; whereas these
impacts are unevenly distributed, with most adverse effects being felt by poorer
countries and people;

whereas according to the World Health Organization (WHO), as of 2030 climate change
is expected to contribute to approximately 250 000 additional deaths per year, from
malnutrition, malaria, diarrhoea and heat stress;

whereas the average global temperature has already risen past 1.1 °C above pre-
industrial levels?;

whereas the EU and its Member States are committed under the Paris Agreement to
delivering climate action on the basis of the latest available scientific evidence and now
have the objective of achieving climate neutrality by 2050 at the latest;

whereas over the past few decades, the EU has managed to successfully decouple
territorial greenhouse gas (GHG) emissions from economic growth, with GHG
emissions falling by 24 %, while GDP grew by more than 60 % between 1990 and
2019; whereas this does not take into account the EU’s emissions embedded in its
international trade and therefore underestimates its global carbon footprint;

whereas in 2015 the ratio of imported to exported emissions in the EU was
approximately 3:1, with 1.317 billion tonnes of CO, imported and 424 million tonnes
exported®;

whereas existing EU law has been effective in delivering the climate goals adopted so
far; whereas the current design of the Emission Trading System (EU ETS), in particular
the existing provisions on carbon leakage, has not provided effective incentives for the
necessary decarbonisation of certain sectors, notably in industry, and has in some cases
led to unjustified windfall profits for the beneficiary companies, as highlighted by the
European Court of Auditors’;

whereas the Commission should continue its work on developing methodologies to
ascertain a product’s carbon and environmental footprint, by employing a full life cycle
approach and ensuring that the accounting of embedded emissions in products reflect
reality as far as possible, including emissions from international transport;

> World Meteorological Organization (WMO), ‘Statement on the State of the Global Climate in 2019°.

6 Fezzigna, P., Borghesi, S., Caro, D., ‘Revising Emission Responsibilities through Consumption-Based
Accounting: A European and Post-Brexit Perspective’ in Sustainability, 17 January 2019.

7 See ECA Special Report No 18/2020.
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whereas the Commission should also study the traceability of products and services in
order to identify more precisely all the impacts of their life cycles, such as the extraction
and use of materials, the manufacturing process, the use of energy, and the mode of
transport used, with the aim of setting up databases;

whereas around 27 % of global CO, emissions from fuel combustion currently relate to
internationally traded goods®; whereas 90 % of international goods transport is carried
out at sea, leading to significant GHG emissions; whereas only GHG emissions from
domestic waterborne navigation were included in the EU’s initial nationally determined
contribution (NDC); whereas this is subject to revision in light of the EU’s enhanced
2030 target;

whereas the COVID-19 crisis has delivered some important lessons, hence why the
Commission’s proposal for a new recovery instrument — Next Generation EU —
underlines the need to strengthen European autonomy and resilience and the need for
short circuits, in particular shorter food supply chains;

whereas it is essential that the Commission has an integrated vision of climate policies,
for example by addressing emission reduction targets, such as those for maritime
transport, in coordination with carbon pricing strategies;

whereas ensuring effective and meaningful carbon pricing as part of a broader
regulatory environment can serve as an economic incentive to develop production
methods with a lower GHG footprint and can spur investments in innovation and new
technologies, providing for the decarbonisation and circularity of the EU’s economy;
whereas an effective Carbon Border Adjustment Mechanism (CBAM) can play a role in
that context;

whereas trade can be an important tool to promote sustainable development and help
fight climate change; whereas the EU’s single market is the world’s second-largest
consumer market, putting the Union in a unique position as a global standard setter;

whereas combating climate change is a factor in competitiveness and social justice and
offers major potential in terms of industrial development, job creation, innovation and
regional development;

whereas Article XX of the General Agreement on Tariffs and Trade (GATT) allows
World Trade Organization (WTO) members to implement measures that are necessary
to protect human, animal or plant life or health (b), or natural resources (g);

whereas the EU should accept that a third country can set up a CBAM if that country
implements a higher carbon price;

whereas US President Biden has taken a favourable stance through his electoral
platform to seek to ‘impose carbon adjustment fees or quotas on carbon-intensive goods
from countries that are failing to meet their climate and environment obligations’;

8 Organisation for Economic Co-operation and Development (OECD), ‘CO, emissions embodied in international
trade and domestic final demand: methodology and results using the OECD inter-country input-output database’,
23 November 2020.
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whereas this would create a new opportunity for cooperation between the EU and the
US in fighting climate change and restoring this key partnership;

S.  whereas the EU’s increased ambition on climate change should not lead to the risk of
carbon leakage for European industries;

General remarks

1. Isdeeply concerned that currently none of the NDCs submitted, including those of the
EU and its Member States, are in line with the objective of keeping the global
temperature increase, as provided by the Paris Agreement, to well below 2 °C, while
pursuing efforts to limit the global temperature increase to 1.5 °C above pre-industrial
levels;

2. Is concerned by the lack of cooperation by some of the EU’s trade partners in
international climate negotiations over the past few years, which, as recently observed
at COP25, undermines our collective global ability to reach the objectives of the Paris
Agreement; encourages all parties to support a collective and science-based global
effort that can deliver the achievement of these goals; calls on the Commission and the
Council to uphold a transparent, fair and inclusive decision-making process in the
UNFCCC;

3. Stresses that the EU and its Member States have the responsibility and opportunity to
continue assuming a leading role in global climate action along with the other leading
global emitters; points out that the EU has been leading global climate action, as
evidenced by its adoption of the objective to achieve climate neutrality by 2050 at the
latest and its plan to scale up its 2030 GHG emission reduction target; strongly
encourages the Commission and the Member States to intensify their climate diplomacy
ahead of and after the adoption of the legislative proposal for a CBAM and, in
particular, to ensure continuous dialogue with trade partners in order to incentivise
global climate action; stresses the need for concurrent diplomatic efforts to ensure that
the EU’s neighbourhood countries are engaged early on;

4.  Highlights the central role of citizens and consumers in the energy transition, and the
importance of stimulating and supporting consumer choice in order to reduce the effects
of climate change by promoting sustainable activities and collateral benefits that lead to
a higher quality of life;

5. Takes note of the Commission’s proposal to set the EU’s 2030 climate target to ‘at least
55 % net emissions reduction’ compared to 1990 levels; highlights the fact, however,
that Parliament adopted a higher target of 60 %;

6.  Notes that while the EU had substantially reduced its domestic GHG emissions, the
GHG emissions embedded in imports to the EU have been constantly rising, thereby
undermining the Union’s efforts to reduce its global GHG footprint; underlines that the
net imports of goods and services in the EU represent more than 20 % of the Union’s
domestic CO, emissions; considers that the GHG content of imports should be better
monitored in order to identify possible measures to reduce the EU’s global GHG
footprint;
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Designing a WTO-compatible CBAM

7.

10.

11.

12.

Supports the introduction of a CBAM, provided that it is compatible with WTO rules
and EU free trade agreements (FTAs) by not being discriminatory or constituting a
disguised restriction on international trade; considers that as such, a CBAM would
create an incentive for European industries and EU trade partners to decarbonise their
industries and therefore support both EU and global climate policies towards GHG
neutrality in line with the Paris Agreement objectives; states unequivocally that a
CBAM should be exclusively designed to advance climate objectives and not be
misused as a tool to enhance protectionism, unjustifiable discrimination or restrictions;
stresses that this mechanism should support the EU’s green objectives, in particular to
better address GHG emissions embedded in EU industry and in international trade,
while being non-discriminatory and striving for a global level playing field,

Stresses that Least Developed Countries and Small Island Developing States should be
given special treatment in order to take account of their specificities and the potential
negative impacts of the CBAM on their development;

Recalls the specific constraints and challenges facing the outermost regions,
compounded, in particular, by their remoteness, their insularity and the limited size of
their market, and calls for the CBAM to give special consideration to their specific
characteristics, in accordance with Article 349 of the Treaty on the Functioning of the
European Union (TFEU);

Reiterates that the introduction of a CBAM should be part of a package of legislative
measures to ensure the swift reduction of GHG emissions deriving from EU production
and consumption, in particular by scaling up energy efficiency and renewable energies;
stresses that the CBAM should be coupled with policies aimed at enabling and
promoting investments in low-carbon industrial processes, including through innovative
financing tools, the new Circular Economy Action Plan and a broader EU industrial
policy that is both environmentally ambitious and socially fair, with a view to steering a
decarbonised reindustrialisation of Europe to create quality jobs at a local level and
ensure the competitiveness of the European economy, while fulfilling the EU’s climate
ambition and offering predictability and certainty to secure investments towards climate
neutrality;

Emphasises that product standards can ensure low-carbon, resource-efficient
manufacturing as well as help to guarantee minimal negative environmental impacts
from product use; therefore asks the Commission to propose, as a complement to the
introduction of a CBAM, more ambitious and binding norms and standards on products
placed on the EU market in terms of GHG emission reduction and savings on resources
and energy, in support of the Sustainable Product Policy Framework and the new
Circular Economy Action Plan;

Considers that in order to prevent possible distortions in the internal market and along
the value chain, a CBAM should cover all imports of products and commodities
covered by the EU ETS, including when embedded in intermediate or final products;
stresses that as a starting point (already by 2023) and following an impact assessment,
the CBAM should cover the power sector and energy-intensive industrial sectors like
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cement, steel, aluminium, oil refinery, paper, glass, chemicals and fertilisers, which
continue to receive substantial free allocations, and still represent 94 % of EU industrial
emissions;

13.  Underlines that the GHG emissions content of imports should be accounted for on the
basis of transparent, reliable and up-to-date product-specific benchmarks at the level of
the installations in third countries and that, as a default, if data is not made available by
the importer, account should be taken of the global average GHG emissions content of
individual products, broken down by different production methods with varying
emission intensities; considers that the carbon pricing of imports should cover both
direct and indirect emissions and therefore also take into account the country-specific
carbon intensity of the electricity grid or, if data is made available by the importer, the
carbon intensity of the energy consumption at the level of the installation;

14. Notes that the Commission is currently assessing all the different options for the
introduction of a CBAM, ranging from tax instruments to mechanisms using the EU
ETS; stresses that the modalities for the design of a CBAM should be explored
alongside the revision of the EU ETS so as to ensure they are complementary and
consistent, and to avoid overlapping that would lead to double protection of EU
industries; underlines the importance of a transparent process behind a CBAM,
including by engaging with the WTO and the EU’s trading partners in coordination with
the European Parliament and carefully assessing and comparing the effectiveness,
efficiency and legal feasibility of different forms of a CBAM with a view to reducing
total global GHG emissions; insists that the primary aim of the CBAM is environmental
and that environmental criteria should therefore play an essential role in the choice of
instrument, ensuring a predictable and sufficiently high carbon price that incentivises
decarbonisation investments in order to realise the aims of the Paris Agreement;

15. Stresses the importance of assessing the impacts of each option on the living standards
of consumers, especially those belonging to more vulnerable groups, as well as their
impact on revenue; calls on the Commission to also include in the impact assessment
the consequences for the EU budget of the revenue generated from the CBAM as an
own resource, depending on the design and modalities chosen;

16. Considers that in order to address the potential risk of carbon leakage while complying
with WTO rules, the CBAM needs to charge the carbon content of imports in a way that
mirrors the carbon costs paid by EU producers; stresses that carbon pricing under the
CBAM should mirror the dynamic evolution of the price of EU allowances under the
EU ETS while ensuring predictability and less volatility in the price of carbon; is of the
opinion that importers should buy allowances from a separate pool of allowances to the
EU ETS whose carbon price corresponds to that of the day of the transaction in the
EU ETS; underlines that the introduction of the CBAM is only one of the measures in
the implementation of the European Green Deal objectives and must also be
accompanied by the necessary measures in non-ETS sectors as well as an ambitious
reform of the EU ETS to ensure it delivers meaningful carbon pricing that fully respects
the polluter pays principle, and to contribute to the necessary GHG emissions reduction
in line with the EU’s updated 2030 climate target and 2050 net zero GHG emissions
target, including by addressing the linear reduction factor, a rebasing of the cap and
assessing the potential need for a carbon floor price;
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17.

18.

19.

20.

21.

Highlights that an excise duty (or tax) on the carbon content of all consumed products,
both domestic and imported, would not fully address the risk of carbon leakage, would
be technically challenging given the complexity of tracing carbon in global value chains
and might place a significant burden on consumers; acknowledges that a fixed duty or
tax on imports could be a simple tool to give a strong and stable environmental price
signal for imported carbon; believes, however, that given its fixed nature, such a tax
would be a less flexible tool to mirror the evolving price of the EU ETS; stresses that, in
practice, an evolving tax that automatically mirrors the price of the EU ETS would be
equivalent to a notional ETS; acknowledges that, should the CBAM be of a fiscal
nature, there is a possibility that a mechanism based on Article 192(2) of the TFEU
would be introduced;

Stresses that importers should have the option to prove, in accordance with EU
standards for monitoring, reporting and verification of the EU ETS, that the carbon
content of their products is lower than those values, and avail of a payable amount
adapted accordingly, to encourage innovation and investment in sustainable
technologies across the world; considers that this should not impose a disproportionate
burden on SME:s; highlights that the implementation of the mechanism will need to be
underpinned by a set of EU standards that will prevent it from being circumvented or
misused, and will require strong independent infrastructure in order to be administered;

Stresses that the CBAM should ensure that importers from third countries are not
charged twice for the carbon content of their products to ensure they are treated on an
equal footing and without discrimination; calls on the Commission to assess carefully
the impact of the different CBAM options on Least Developed Countries;

Highlights that unlike the ETS, the mechanism should not treat burning wood for fuel as
carbon neutral and within the revised and updated framework the carbon embedded in
logged wood and depleted soil should have a price;

Urges the Commission to minimise the risk of exporters to the EU trying to bypass the
mechanism or compromise its effectiveness, for example by re-routing production
between markets or exporting semi-finished goods;

Trade-related aspects of a CBAM

22.

23.

Calls for the Paris Agreement and its 1.5 °C goal to become one of the main guiding
principles of trade policy, to which all trade initiatives and their policy tools must be
adjusted, by including it in, inter alia, FTAs as an essential element; is convinced that
such a purpose-built trade policy can be an important driver in steering economies
towards decarbonisation in order to achieve the climate objectives set in the Paris
Agreement and the European Green Deal;

Expresses its deep concern over the erosion of the multilateral trading system; calls on
the Commission to actively engage with trade partners’ governments to ensure a
continued dialogue on this initiative, thereby providing incentives for climate action
both within the Union and by its trading partners; underlines that trade policy can and
should be used to promote a positive environmental agenda and to avoid major
differences in the levels of environmental ambition between the EU and the rest of the
world, and that a CBAM should be designed as an action complementing actions under
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24.

25.

26.

27.

28.

the trade and sustainable development chapters of the EU’s FTAs; underlines that
global action which makes the CBAM redundant must be the final goal of the initiative,
as the rest of the world catches up with the level of ambition the EU has set for reducing
CO, emissions; is therefore of the view that the CBAM should be regarded as a means
to help the acceleration of this process and not as a means of protectionism; expects the
Commission to initiate negotiations on a global approach within the framework of the
WTO or the G20;

Considers that international trade and trade policy are key enablers of the transition
towards a climate-neutral, resource-efficient, circular global economy and, as such,
support the global efforts towards the achievement of the UN Sustainable Development
Goals (SDGs) and the Paris Agreement; considers that there is an urgent need to pursue
a comprehensive reform of the WTO, enabling it to guarantee fair trade, while at the
same time combating global warming; notes that the GATT rules date back to 1947 and
is of the view that they need to be rethought in the present context of climate crisis;
expects the Commission to take urgent initiatives for WTO reform in order to achieve
compatibility with the climate objectives; calls on the Commission to intensify its
efforts to achieve global CO,; pricing and to facilitate trade in climate and environmental
protection technologies, for example through trade policy initiatives such as the WTO
Environmental Goods Agreement;

Calls on the Commission to pursue multilateral WTO reforms that bring international
trade law into line with the goals of the Paris Agreement and other aspects of
international law, in particular the conventions of the International Labour Organization
(ILO); points out that a CBAM is compatible with WTO rules if it is designed with a
clear environmental objective in mind to reduce global GHG emissions and if it upholds
the highest environmental integrity;

Underlines that the CBAM can help to contribute to the SDGs; recalls that the
promotion of decent work is also an SDG and urges the Commission to ensure that
goods placed on the EU market are produced under conditions that respect the ILO
conventions;

Notes that in order to be compatible with WTO rules, GATT provisions such as
Article I (the principle of most-favoured nation treatment), Article III (the national
treatment principle) and, if necessary, Article XX (general exceptions) could be the
basis for any CBAM design, whose rationale should be solely and strictly
environmental — reducing global CO, emissions and preventing carbon leakage;

Underlines the principle of non-discrimination under GATT Article III; stresses that
treating imports and domestic production in the same way is a key criterion for ensuring
WTO compatibility of any measure; emphasises that the CBAM should constitute an
alternative to existing measures on carbon leakage under EU law in sectors covered by
the EU ETS in so far as it would create a level playing field between EU domestic and
foreign producers by applying a charge on the embodied carbon emissions of all goods
in those sectors, regardless of their origin, thereby ensuring full protection against
carbon leakage for European industry and avoiding emission transfers to third countries;
emphasises that the implementation of the CBAM should therefore go hand in hand
with the parallel, gradual, rapid and eventual complete phasing out of those measures
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29.

30.

31.

for the sectors concerned so as to avoid double protection for EU installations, while
assessing the impact on exports and dependent sectors along the value chain;
emphasises that the design of the CBAM should follow a simple principle whereby one
tonne of carbon should not be protected twice;

Underlines the importance of ensuring a global level playing field for the
competitiveness of European industries without generating harmful effects on climate
and the environment; urges the Commission, therefore, to consider the possible
introduction of export rebates, but only if it can fully demonstrate their positive impact
on climate and their compatibility with WTO rules; stresses that in order to prevent
perverse climate effects by incentivising less efficient production methods for European
exporting industries and ensure WTO compatibility, any form of potential export
support should be transparent, proportionate and not lead to any kind of competitive
advantages for EU exporting industries in third countries, and should be strictly limited
to the most efficient installations so as to maintain GHG reduction incentives for EU
exporting companies;

Stresses that any mechanism must create an incentive for industries in the EU and
abroad to produce clean and competitive products and avoid carbon leakage, without
endangering trade opportunities;

Notes that the CBAM is part of the European Green Deal and a tool to achieve the EU’s
goal of net zero GHG emissions by 2050; notes that the most carbon- and trade-
intensive industrial sectors could potentially be impacted by the CBAM, either directly
or indirectly, and that they should be consulted throughout the process; notes further
that the CBAM could influence supply chains in such a way that they would internalise
carbon costs; stresses that any CBAM should be easy to administer and not place an
undue financial and administrative burden on enterprises, especially SMEs;

The CBAM and own resources

32.

33.

Acknowledges that the CBAM could be implemented either as an extension of the
current regime of customs duties or as a complementary scheme within the existing EU
ETS framework; emphasises that both approaches could be entirely consistent with an
own resources initiative;

Supports the Commission’s intention to use revenues generated by the CBAM as new
own resources for the EU budget, and asks the Commission to ensure full transparency
about the use of those revenues; highlights, however, that the budgetary role of the
CBAM should only be a by-product of the instrument; believes that those new revenues
should allow for greater support for climate action and the objectives of the Green Deal,
such as the just transition and the decarbonisation of Europe’s economy, and for an
increase in the EU’s contribution to international climate finance in favour of Least
Developed Countries and Small Island Developing States, which are most vulnerable to
climate change, in particular to support them to undergo an industrialisation process
based on clean and decarbonised technologies; calls on the Commission to take into
account the social effects of the mechanism in its upcoming proposal with a view to
minimising them; stresses that the revenues generated from a CBAM should by no
means be used as disguised subsidies for high-polluting European industries, as this
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34.

35.

36.

37.

38.

would ultimately compromise its WTO compatibility;

Recalls that Parliament, the Council and the Commission agreed to the creation of new
own resources, including the CBAM, during the next multiannual financial framework
under the Interinstitutional Agreement on budgetary discipline, on cooperation in
budgetary matters and on sound financial management, as well as on new own
resources, including a roadmap towards the introduction of new own resources (I1A)°;
stresses that assigning the financial flows generated by the CBAM to the EU budget
would help to mitigate issues of fiscal equivalence and ensure a fairly distributed impact
across Member States, as well as ensuring a lean structure with minimal administrative
overhead costs; concludes, therefore, that defining the proceeds as an EU own resource
would reduce the share of GNI-based contributions in the financing of the EU budget,
and would thus help to mutualise the impact of the CBAM in a fair way across all
Member States; considers that any savings at national level due to lower GNI-
contributions will increase Member States’ fiscal space; stresses that the
implementation of the mechanism should be accompanied by the removal of
environmentally harmful subsidies granted to energy-intensive industries, in particular
tax exemptions and breaks on energy used by energy-intensive industries;

Takes note of various prudent revenue estimates, ranging from EUR 5 to 14 billion per

year, depending on the scope and design of the new instrument; highlights the fact that

the EU budget is in any event uniquely suited to absorbing revenue fluctuations or even
long-term regressive effects;

Is determined to ensure that the CBAM-based own resource will be part of a basket of
own resources sufficient to cover the level of overall expected expenditure for the
repayment costs of the principal and interests of the borrowing incurred under the Next
Generation EU instrument, while respecting the principle of universality; recalls
moreover, that any surplus from the repayment plan must still remain in the EU budget
as general revenue;

Stresses that the introduction of a basket of new own resources, as provided for in the
roadmap towards the introduction of new own resources under the IIA, could facilitate a
better focus of expenditure at EU level on priority areas and common public goods with
high efficiency gains compared to national spending; recalls that any failure to respect
the terms agreed in the IIA by one of the three institutions could expose it to a legal
challenge by the others;

Calls on the institutions to follow up actively in the spirit and to the letter of the
roadmap towards the introduction of new own resources under the ITA, which prescribes
that this new own resource is to enter into force by 1 January 2023 at the latest;

Implementing the CBAM and other aspects

39.

Stresses that the implementation of the CBAM must be accompanied by the removal of
all forms of environmentally harmful subsidies granted to energy-intensive industries at
national level; calls on the Commission to evaluate the different practices of Member

° Texts adopted, P9_TA(2020)0358.

PE648.519v02-00 12/43 RR\1224864EN.docx



40.

41.

42.

43.

44.

45.

46.

47.

States in that matter in the light of the polluter pays principle;

Requests that the CBAM be monitored through an independent body, under the auspices
of the Commission, which should regularly report and provide transparent information
to Parliament, the Council and Commission on request and at least twice a year;

Notes that the EU is the world’s largest carbon importer and that the carbon content of
exported goods from the EU is well below the carbon content of imported goods;
deduces that European efforts to combat climate change are greater than the average
international effort; highlights that in order to measure the overall climate impact of the
Union, a solid reporting method is needed that takes into account the emissions of
imported goods and services to the EU;

Stresses that sufficient international climate efforts, such as robust, widespread and
consistent international carbon pricing and fully competitive low-emission technologies,
products and production processes will render the mechanism obsolete over time;
considers that climate change is a global problem that requires global solutions, and
therefore believes that the EU should continue to support the establishment of a global
framework for CO, pricing in line with Article 6 of the Paris Agreement; encourages
the Commission to design the mechanism with a clear and ambitious timeline for its
implementation and evolution; recalls that some technical solutions for mitigating CO,
are still at the pilot stage and thus calls on the Commission to continue efforts to
develop them further; calls on the Commission to design the mechanism as part of a
comprehensive and long-term-oriented policy package that is consistent with achieving
a highly energy- and resource-efficient, net-zero GHG economy by 2050 at the latest;

Recalls that the EU’s climate policy, industrial policy and the goal to maintain and
increase sustainable economic growth must go hand in hand; stresses that any
mechanism must be embedded in our industrial strategy, creating an incentive for
industries to produce clean and competitive products;

Underlines that a properly functioning mechanism should ensure the reduction of
emissions imported into the EU and provide the most effective climate protection
against the risk of carbon leakage while respecting WTO rules; stresses that the
mechanism should be designed in way that ensures its effective and simple application
and at the same time prevents circumventing behaviour such as resource shuffling or the
import of semi-finished or end products not covered under the mechanism,;

Calls on the Commission to provide technical advice and support to industries at home
and abroad, especially for SMEs, in setting up reliable GHG emission accounting
systems for imports in order to maintain a strong European industry without causing
technical obstacles for trading partners;

Calls for a special evaluation of the impact of the mechanism on SMEs and on
competition within the internal market; calls for the creation, if needed, of a support
mechanism for SMEs to successfully adjust to the new market reality, thereby
preventing them from being victims of unfair practices by larger market players;

Notes, furthermore, that in order to prevent unfair competition on the European market,
no competitive disadvantages among competing materials should be created by the
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mechanism; underlines that the most climate-friendly materials should not suffer
competitive disadvantages;

48. Emphasises its importance in ensuring that European citizens and their interests are
represented and in contributing to the achievement of EU priorities such as climate
protection, sustainable growth and international competitiveness; calls on the
Commission and the Council, therefore, to fully involve Parliament, as co-legislator, in
the legislative process to establish the mechanism;

o

49. Instructs its President to forward this resolution to the Council and the Commission.
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EXPLANATORY STATEMENT

Climate change can no longer be dismissed as a matter for scientists and future generations.
Every day, we see its disastrous consequences right on our doorstep, and are left aghast by the
devastating images that reach us from around the world. Climate disasters such as fires,
heatwaves, droughts, floods, tidal waves, hurricanes, ice loss, pandemics and displaced people
are all part of the reality in which we now live. And temperatures have only risen by an
average of 1.1°C!

The Paris Agreement was a call to arms. We need to step up our efforts and aim higher
because if we continue along the current path our climate policies will lead to warming of

3 to 4°C, if not more according to the bleakest scenarios. This would unleash unknown chaos
across the globe! The European Union has to take responsibility for the greenhouse gas
emissions it produces and those which, increasingly, it imports. And it has a pivotal role to
play in multilateralism and essential international cooperation. As an economic and trading
power, it must lead by example.

The people of Europe have woken up to the dangers and the urgency. They are doing their bit.
Young people are taking part in climate protests. A growing number of economic actors are
investing huge sums in renewables, in the energy efficiency and sobriety of buildings and
transport, and in decarbonising industry and services. Farmers are showing that agriculture
can actually help cool — rather than warm — the planet. To fight climate change we need to do
more than just counter its dangerous effects; we need a collective will to transform our
development model into something more sustainable, more socially fair, more resilient and
more sovereign. Decarbonisation is not only imperative but should also be seen as an
opportunity, as a powerful motor for job creation, technological, social, industrial and
democratic innovation, and a regional leveller.

With the objective of achieving climate neutrality by 2050 at the latest, the Green Deal and
the Climate Law, the fight against climate change lies at the very heart of the Union’s
political agenda. Yet Parliament resolutions, the Commission’s agenda and Council
discussions call on us to do more and better. The target to reduce emissions by 40% by 2030
is obsolete; scientists recommend raising the bar to 65%. Whatever the revised target, though,
we will have to scrupulously and systematically review all related European policies,
particularly the ETS Directive, which has a considerable influence on carbon pricing and so
the strength of the incentive to switch from carbon. No climate policy can be labelled
ambitious unless it slashes carbon allowances, abolishes the free allowances hobbling the
carbon market, and sets a floor price for each tonne of CO2.

Although it still falls short, the Union’s climate policy goes further than that of many of its
trading partners. If the fight against climate change is to be harnessed as an industrial,
economic and social opportunity, decarbonising our economy must not trigger a fresh wave of
deindustrialisation, since this would entail carbon leakage and investment losses. It is our duty
to ensure that the demands we place on our companies do not put them at a disadvantage with
respect to competitors exporting to the internal market and producing in countries that have
set their sights lower than the Union. This is precisely why we need a carbon border
adjustment mechanism (CBAM).

An essential tool, the CBAM will fuel a virtuous cycle aimed, first and foremost, at climate
protection. It has several goals:
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to enhance the Union’s climate action;

to encourage our partners to raise their level of ambition;
to protect our manufacturers from unfair competition;

to spur the reshoring of economic activity back to Europe;

to boost the Union’s own resources.

To achieve these goals, the CBAM must meet several criteria.

It must eventually apply to all imports to ensure that it covers our entire carbon
footprint and prevents distortions on the internal market. Temporarily, it will apply to
the main raw materials, since their production emits high amounts of CO2 and is
covered by the EU carbon market.

It must come into effect as soon as possible and by no later than 2023. The shorter the
transition period, the more effectively it will dovetail with the ETS market. An
effective CBAM should spell the end of free allowances. These form the main
instrument shielding against carbon leakage, but they have had strong perverse
repercussions and led to windfall profits, as noted by the European Court of Auditors
in its special report 18/2020, entitled ‘The EU’s Emissions Trading System: free
allocation of allowances needed better targeting’.

It must be consistent with multilateral trade rules insofar as several articles of the
GATT make provision for acting in pursuit of interests greater than trade, such as the
environment or health.

It must feed into the European budget as a new own resource. We believe this revenue
stream should be channelled towards the Green Deal and the just transition, with a
significant share earmarked for the transition in the poorest countries and those most
affected by climate change.

People in Europe are looking to the European Union for decisive and ambitious climate
action. They want to see it break with the naivety or cynicism it has shown in trade policy, all

too often signing deals in complete disregard for the ensuing social, environmental and
industrial costs.

The carbon border adjustment mechanism presents us with a fantastic opportunity to act
simultaneously on several fronts: climate, industry, jobs, resilience, sovereignty and

reshoring. As such, it represents a major political and democratic litmus test for the Union.

The European Parliament must show the way!
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14.12.2020

OPINION OF THE COMMITTEE ON INTERNATIONAL TRADE

for the Committee on the Environment, Public Health and Food Safety

on towards a WTO-compatible EU carbon border adjustment mechanism
(2020/2043(INT))

Rapporteur for opinion (*): Karin Karlsbro

(*) Associated committee — Rule 57 of the Rules of Procedure

SUGGESTIONS

The Committee on International Trade calls on the Committee on the Environment, Public
Health and Food Safety, as the committee responsible, to incorporate the following
suggestions into its motion for a resolution:

1.

Welcomes the European Union’s goal of achieving a socially just transition to climate
neutrality by 2050, as well as the goal of reducing emissions by 60 % by 2030 as
proposed by Parliament; calls for the raised level of ambition in climate efforts in EU
trade policy, as well as in many other policy spheres, to be continued; calls for the Paris
Agreement and its 1.5 °C goal to become one of the main guiding principles of trade
policy, to which all trade initiatives and their policy tools must be adjusted, by including
it in, inter alia, free trade agreements (FTAs) as an essential element; is convinced that
such a purpose-built trade policy can be an important driver in steering economies
towards decarbonisation in order to achieve the climate objectives set in the Paris
Agreement and the European Green Deal; emphasises that, as a result of the EU’s
increased level of ambition on climate change, the risk of carbon leakage could
increase; urges the Commission to ensure full carbon-leakage protection in all its
policies, while taking into account the competitiveness of European industry and small
and medium-sized enterprises (SMEs); notes that, while the Union had reduced its
domestic greenhouse gas (GHG) emissions by 23.2 % below 1990 levels in 2018, its
GHG emissions embedded in international trade have been constantly rising; underlines
that the net imports of goods and services into the EU represent more than 20 % of the
Union’s domestic CO, emissions;

Supports, in the absence of a global carbon price and a multilateral solution, the
Commission’s intention to propose a fair and transparent, efficient and market-based
EU carbon border adjustment mechanism (CBAM) on condition that it is compatible
with and WTO rules and EU FTAs (by being non-discriminatory and not constituting a
disguised restriction on international trade), and that it is proportionate, based on the
polluter pays principle and fit for purpose in effectively delivering the EU’s climate
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objectives; considers that a CBAM must apply to goods from all third countries which
are not yet part of an effective carbon pricing scheme, or equivalent measures with
similar goals and costs to those of the EU Emissions Trading System (EU-ETS), to
avoid any discrimination based on origin, and that costs for less ambitious carbon
pricing must be deductible from the CBAM,;

3. Is convinced that the objective of a CBAM should be avoiding the risk of carbon
leakage for the EU and therefore contributing to the overall objective of reducing global
emissions and helping the EU to meet its commitments; highlights the fact that an EU
CBAM is exclusively designed to further climate objectives, as well as to reduce the
risk of carbon leakage, and that this should be done in a proportional and balanced way,
be evidence-based and must not be misused as a tool to enhance protectionism,
unjustifiable discrimination or restrictions in an already burdened global landscape of
international trade; calls for excessive bureaucracy to be avoided in this context; notes
that one of the consequences of the measure will be preventing the risk of shifting
production outside the EU, as such relocation could nullify the EU’s efforts to reduce
emissions and to promote the EU’s international environmental protection policies;

4.  Notes that, in order to be compatible with WTO rules, the provisions of the General
Agreement on Tariffs and Trade (GATT), such as Article I (the principle of most-
favoured nation treatment), Article III (the national treatment principle) and, if
necessary, Article XX (general exceptions) could be the basis for any CBAM design
and its only rationale should be strictly an environmental one — reducing global CO,
emissions and preventing carbon leakage;

5. Calls for thorough impact assessments to be submitted by mid-2021, together with the
legislative proposal, for the utmost transparency, and for incentives to be provided for
cooperation, as well as engagement, with the WTO and EU’s trading partners, in
coordination with the European Parliament; notes that the impact assessment must be
conducted with the goal of reducing the risk of carbon leakage and, consequently, of
total global emissions; therefore asks the Commission to include the following aspects
in the impact assessment:

a. the effects of CBAM on sustainable innovation and changes in trade flows and
supply chains;

b. an assessment of the added value of CBAM compared to alternative options;
c. possible pilot sectors for early implementation in which the carbon contents of

goods are easily identifiable;

d. the possible impact on EU industry that could result from a mechanism centred
solely on basic materials that could lead to a shift in imports towards intermediate and
final products not covered by the mechanism, in particular if the mechanism replaces
existing carbon leakage measures;

e. whether and how the power sector should be included in the specific case of
imports of high-carbon electricity;

f. the possible effects on EU companies, especially SMEs, in terms of global
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competition if products are affected by higher prices for their components;

g. an analysis of a combination of key variables, including the sectors, countries
and GHG emissions included in CBAM, and their relationship to existing carbon
leakage measures;

h. special consideration for least developed and developing countries to make
sure that a CBAM does not have a negative effect on their development;

Notes that the impact assessment must carefully consider how the CBAM would
interact with existing carbon leakage measures under the EU Emissions Trading System
(ETS), including whether the current measures or free allowances should be
complementary to the CBAM in the initial phase, or whether they should be removed,
while avoiding double protection and discrimination against imports, and whether
CBAM should be introduced gradually or not, so as to ensure WTO compatibility, while
maintaining predictability and stability for EU companies;

Stresses that any mechanism must create an incentive for industries in the EU and
abroad to produce clean and competitive products, and avoid carbon leakage, without
endangering trade opportunities; highlights the role such a mechanism could play, if
balanced and appropriately implemented, in energy-intensive industries, such as steel,
cement and aluminium, given the trade exposure experienced by those sectors and their
participation in the ETS;

Notes that CBAM is part of the European Green Deal and a tool to achieve the EU’s
goal of no net emissions of GHG in 2050; notes that the most carbon- and trade-
intensive industrial sectors could potentially be impacted by the CBAM, either directly
or indirectly, and that they should be consulted throughout the process; notes further
that CBAM could influence supply chains in such a way that they would internalise
carbon costs; stresses that any CBAM should be easy to administer and not place an
undue financial and administrative burden on enterprises, especially SMEs;

Calls for the CBAM revenues to be used to support global and European climate action;
suggests that the revenue must be reinvested in the EU budget for the purposes of
research, innovation and the development of carbon-neutral technologies in support of
industry’s sustainable transition, and in climate aid to ensure WTO compatibility;

Expresses its deep concern over the erosion of the multilateral trading system; calls on
the Commission to actively engage with trade partners’ governments to ensure a
continued dialogue on this initiative, thereby providing incentives for climate action
both within the Union and by its trading partners; underlines that trade policy can and
should be used to promote a positive environmental agenda and to avoid major
differences in the levels of environmental ambition between the EU and the rest of the
world, and that a CBAM should be designed as an action complementing actions under
the trade and sustainable development chapters of the EU’s FTAs; underlines that
global action which makes the CBAM redundant must be the final goal of the initiative,
as the rest of the world catches up with the level of ambition the EU has set for reducing
CO; emissions; is therefore of the view that CBAM should be regarded as a means to
help the acceleration of this process and not as a means of protectionism; expects the
Commission to initiate negotiations on a global approach within the framework of the
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12.

WTO or the G20;

Calls for a calculation method for carbon contents that does not discriminate between
EU and third-country producers, and that comes as close as possible to the real carbon
content of the goods concerned; notes the difficulties related to calculations of the
carbon content of products from the EU Member States and third countries, and calls for
continuous efforts to ensure the comparability of the carbon content of products;
highlights that technology for the tracing and tracking of the carbon content and
performance of complex products could be helpful in the enforcement of a CBAM for
those products; notes that the CBAM must create incentives for countries and producers
to share information on carbon pricing and on products’ carbon content;

Considers that international trade and trade policy are key enablers of the transition
towards a climate-neutral, resource-efficient, circular global economy and, as such,
support the global efforts towards the achievement of the UN Sustainable Development
Goals (SDGs) and the Paris Agreement; considers that there is an urgent need to pursue
a comprehensive reform of the WTO, enabling it to guarantee fair trade, while at the
same time combating global warming; notes that the GATT rules date back to 1947 and
is of the view that they need to be rethought in the present context of climate crisis;
expects the Commission to take urgent initiatives for WTO reform in order to achieve
compatibility with the climate objectives; calls on the Commission to intensify its
efforts to achieve global CO, pricing and to facilitate trade in climate and environmental
protection technologies, for example through trade policy initiatives such as the WTO
Environmental Goods Agreement.
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11.12.2020

OPINION OF THE COMMITTEE ON ECONOMIC AND MONETARY AFFAIRS

for the Committee on the Environment, Public Health and Food Safety

towards a WTO-compatible EU carbon border adjustment mechanism
(2020/2043(INT))

Rapporteur for opinion (*): Luis Garicano

(*) Associated committee — Rule 57 of the Rules of Procedure

SUGGESTIONS

The Committee on Economic and Monetary Affairs calls on the Committee on the
Environment, Public Health and Food Safety, as the committee responsible, to incorporate the
following suggestions into its motion for a resolution:

1.

Believes that the main aim of the carbon border adjustment mechanism (CBAM) should
be to fight climate change and support the EU’s climate objectives by addressing the
risk of carbon leakage and providing incentives to investment in green and energy-
efficient technology at EU and global level, thereby contributing to the global reduction
in greenhouse gas emissions; believes that the ultimate aim should be to work towards
an effective global climate policy;

Considers that the recently adopted European Green Deal objective of achieving climate
neutrality by 2050, the target of reducing greenhouse gas emissions by at least 60 % by
2030 agreed by Parliament, as well as the Union’s international engagements under the
Paris Agreement, will require significant decarbonisation efforts at the EU level, leading
to an increase in the carbon price paid by domestic producers under the EU emissions
trading system (EU ETS), likely well beyond the current price; considers, therefore, that
in the absence of a global price on carbon emissions, the risk of carbon leakage might
intensify; welcomes, in that context, the Council and the Commission’s commitment to
implement a WTO-compatible carbon border adjustment mechanism which would
ensure that the price of imports reflects their carbon content, helping to level the playing
field between domestic and foreign producers and thereby assure that the EU’s climate
objectives are not undermined by the relocation of production and by increased imports
from countries with less ambitious climate policies, which would in turn help to ensure
a just transition;

Notes that the Commission is currently assessing all the different options for the
introduction of a carbon border adjustment mechanism, ranging from tax instruments to
mechanisms relying on the EU ETS; highlights that an excise duty (or tax) on the
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carbon content of all consumed products, both domestic and imported, would not fully
address the risk of carbon leakage, would be technically challenging given the
complexity of tracing carbon in global value chains and might place a significant burden
on consumers; considers that in order to address the risk of carbon leakage while
complying with WTO rules, the CBAM needs to charge for the carbon content of
imports in a way that mirrors the carbon costs paid by EU producers; believes, in that
regard, that the mechanism should ensure a single carbon price, both for domestic
producers and importers, in order to comply with the WTO principle of non-
discrimination; is of the opinion that the option which best mirrors the carbon cost paid
by EU producers, ensuring automatic price adjustment and compliance with the non-
discrimination principle, is a mechanism based on the EU ETS; encourages the
Commission therefore to implement a system that would require importers to purchase
allowances for the volume of carbon emissions incorporated in their products; considers
that this could be achieved through the creation of a specific pool of allowances for
imports linked to ETS prices (a notional ETS) or through the incorporation of importers
into the existing EU ETS pool of allowances; notes that the latter might entail additional
technical challenges, such as ensuring price stability (which could potentially be
addressed by increasing the existing cap to an appropriate level and making use of the
market stability reserve) and introducing safeguards to avoid the risk of potential market
interference; acknowledges that a fixed duty or tax on imports could be a simple tool to
give a strong and stable environmental price signal for imported carbon; believes,
however, that given its fixed nature, such a tax would be a less flexible tool to mirror
the evolving price of the EU ETS; stresses that, in practice, an evolving tax that
automatically mirrors the price of the EU ETS would be equivalent to a notional ETS;
acknowledges that, should the CBAM be of a fiscal nature, there is a possibility that a
mechanism based on Article 192(2) of the TFEU would be introduced; insists that the
primary aim of the CBAM is environmental and thus environmental criteria should play
an essential role in the choice of instrument; stresses that in line with this goal, the
selected instrument needs to ensure a predictable and sufficiently high carbon price that
incentivises decarbonisation investments in order to fulfil the aims of the Paris
Agreement;

4.  Considers that the CBAM should ideally apply to any import (from raw materials to
intermediate or end products) with basic materials covered by the EU ETS embedded in
it, in order to avoid distortions between products in the internal market and along the
value chain; acknowledges the technical difficulties of covering all basic materials
covered by the EU ETS as early as 2023 and understands that sectors deemed to be at
highest risk of carbon leakage might be prioritised in the initial stage; warns the
Commission, nevertheless, about the potential damage to EU industries if not all EU
ETS sectors are covered and calls on it to propose the broadest sectoral scope possible;
urges the Commission, should it take a step-by-step approach, to include a binding
calendar for broadening the coverage of the CBAM;

5. Considers that, ideally, the CBAM should measure as precisely as possible the carbon
content of imports under its scope; recommends, nevertheless, that a feasible design be
introduced that objectively measures the carbon content of each import based on its
basic material composition (as outlined in the proposal from the European Economic
and Social Committee); recalls that this approximation would weigh each basic material
covered by the EU ETS and multiply it by a default carbon intensity value; stresses,
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however, that importers should have the option to prove, in accordance with EU
standards for monitoring, reporting and verification (MRV) of the EU ETS, that the
carbon content of their products is lower than those values, and avail of a payable
amount adapted accordingly, to encourage innovation and investment in sustainable
technologies across the world; considers that this should not impose a disproportionate
burden on SMEs; highlights that the implementation of the mechanism will need to be
underpinned by a set of EU standards that will prevent it from being circumvented or
misused, and will require strong independent infrastructure in order to be administered;

Proposes that the implementation of the CBAM trigger the gradual phasing-out of the
free allocation of allowances until they are completely eliminated, following an
appropriate transition period, since this mechanism should ensure that EU producers
and importers have to pay the same carbon costs in the EU market; highlights the need
for a phasing-out of free allowances during a transition period compatible with a
predictable timeline; believes that the transition period should provide regulatory
certainty to resource- and energy-intensive industries; stresses that there should be no
double protection and that the mechanism needs to be WTO-compatible; believes that
for that purpose, the CBAM should deduct the value of free allowances from the
payable amount charged to importers, so that the CBAM and free allowances can
coexist without resulting in double compensation and while remaining WTO-compliant;
notes that this phasing-out should be accompanied by the introduction of support
measures for exports that would remain WTO-compliant and consistent with the EU’s
environmental objectives; calls on the Commission to assess the introduction of partial
export rebates based on the existing benchmark logic of most-carbon-efficient
producers, not refunding more than the current level of free allowances, in order to
maintain strong decarbonisation incentives while ensuring a level playing field for EU
exports;

Stresses that the CBAM should ensure that importers from third countries are not
charged twice for the carbon content of their products to ensure they are treated on an
equal footing and without discrimination; calls on the Commission to assess carefully
the impact of the different CBAM options on least-developed countries;

Calls for the proceeds of the CBAM to be considered EU revenues;

Believes that the above proposal provides a strong basis for compatibility with WTO
rules, since it does not discriminate between producers and importers (nor among them),
is based on transparent and science-based objective criteria and fulfils its primary
objective of protecting the environment and health; calls on the Commission to engage
in bilateral and multilateral discussions with trade partners to ease the implementation
of the CBAM and avoid retaliation; insists on advancing the Commission’s work on
environmental sustainability in the WTO to bring international trade law in line with the
climate objectives of the Paris agreement; calls on the Commission to involve
Parliament at all stages of the development process of the CBAM; calls for the
establishment of a monitoring mechanism and review process in which Parliament is
involved to the fullest extent.
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11.12.2020

OPINION OF THE COMMITTEE ON BUDGETS

for the Committee on the Environment, Public Health and Food Safety

on Towards a WTO-compatible EU carbon border adjustment mechanism
(2020/2043(INT))

Rapporteur for opinion: Elisabetta Gualmini

SUGGESTIONS

The Committee on Budgets calls on the Committee on the Environment, Public Health and
Food Safety, as the committee responsible, to incorporate the following suggestions into its
motion for a resolution:

1. Recalls that a carbon border adjustment mechanism (CBAM) has long been a candidate
for a genuine, green source of own revenue in the EU budget, and was among the
‘basket’ of preferred options for new own resources in Parliament’s legislative
resolution of 16 September 2020!;

2. Acknowledges that the primary purposes of the CBAM must be to protect the climate,
mitigate the carbon leakage dilemma, provide a level playing field for decarbonisation
costs, and increase demand for low-carbon products and processes, as well as to prevent
distortions to competition and trade, and to safeguard the competitiveness of EU
industries; stresses that the CBAM will help the EU to meet its climate targets while
ensuring a level playing field in international trade, reducing off-shoring of production
to third countries with less ambitious environmental regulations, and respecting the
‘polluter pays’ principle, with the aim of galvanising the rest of the world into taking
climate action in line with the Paris Agreement and the European Green Deal; believes
that the eventual outcome of the introduction of a CBAM would be more innovation
and investments in greener technologies; highlights, moreover, the necessity for the
CBAM to be designed with the highest environmental integrity in mind;

3. Calls on the Commission to conduct a thorough impact assessment of the different
designs for the implementation of the CBAM before presenting a legislative proposal;
calls for this impact assessment to from the beginning take into account different
scenarios, such as the possibility of covering all present and prospective emissions
trading system (ETS) sectors, and the specific characteristics of the sectors that could be
covered by the mechanism; considers it indispensable for the assessment to evaluate the
impact of different designs on their capability to reduce GHG emissions, their economic
and social consequences on the EU industrial sector, with specific regard to SMEs, the
competitiveness of EU exporters, and possible counter measures by third countries and

I Texts adopted, P9_TA(2020)0220.
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their suppliers towards EU industries; believes, at the same time, that in order to
maintain strong decarbonisation incentives and to ensure a level playing field for EU
goods in third markets, the impact assessment should also examine the merits and likely
consequences of export rebates (including if phased in) in the sectors covered and not
covered by the CBAM, as well as their complementarity with the carbon leakage
measures under the ETS scheme; stresses the importance of assessing the impacts of
each option on the living standards of consumers, especially those belonging to more
vulnerable groups, as well as their impact on revenue; calls on the Commission to also
include in the impact assessment the consequences for the EU budget of the revenue
generated from the CBAM as an own resource, depending on the design and modalities
chosen;

Underlines the importance of avoiding distortions to the internal market, as well as
protectionist measures against the EU; notes that the EU’s higher ambition on climate
change leads to an increased risk of carbon leakage, due to the lower environmental
standards and lack of ambitious climate actions in third countries; urges the
Commission, therefore, to ensure full carbon leakage protection in all its policies
accordingly; suggests a World Trade Organization-compatible, non-discriminatory and
progressive mechanism, and strongly encourages the Commission to remain open to a
multilateral approach that can contribute effectively to global climate actions in line
with the Paris Agreement, and that could avoid retaliation against the EU economy;
urges the Commission, at the same time, to pursue multilateral WTO reforms that bring
international trade law in line with the goals of the Paris Agreement; considers that -
given the global pandemic and ensuing economic crises - it becomes all the more
indispensable to develop international policies which can reconcile climate action
imperatives with industrial competitiveness and fair trade;

Acknowledges that the CBAM could be implemented either as an extension of the
current regime of customs duties or as a complementary scheme within the existing ETS
framework; emphasises that both approaches could be entirely consistent with an own
resources initiative; highlights that the latter model, centralised according to ETS
standards for sectors, materials and carbon prices, would facilitate the establishment of
equivalent levels of carbon pricing on EU and non-EU products, and therefore
guarantee a fair level playing field in international trade, and compatibility with WTO
law, and specifically with Article III of the General Agreement on Tariffs and Trade
(GATT); points out that, while the final mechanism should eventually cover as wide a
range of imports as possible, the initial CBAM design could be limited to certain sectors
of the economy, chosen on the basis of the impact assessment;

Recalls that Parliament, the Council and the Commission agreed to the creation of new
own resources, including the CBAM, during the next multiannual financial framework
(MFF) in the Interinstitutional Agreement on budgetary discipline, on cooperation in
budgetary matters and on sound financial management, as well as on new own
resources, including a roadmap towards the introduction of new own resources (I1A);
stresses that assigning the financial flows generated by the CBAM to the EU budget
would help to mitigate issues of fiscal equivalence, and ensure a fairly distributed
impact across Member States, as well as ensuring a lean structure with minimal
administrative overhead costs; concludes, therefore, that defining the proceeds as an EU
own resource would reduce the share of GNI-based contributions in the financing of the
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11.

12.

EU budget, and would thus help to mutualise the impact of the CBAM in a fair way
across all Member States; considers that any savings at national level due to lower GNI-
contributions will increase Member States’ fiscal space; stresses that the
implementation of the mechanism should be accompanied by the removal of
environmentally harmful subsidies granted to energy-intensive industries, in particular
tax exemptions and breaks on energy used by energy-intensive industries;

Welcomes the fact that if the CBAM becomes a basis for an own resource according to
the IIA, it will bring the revenue side of the EU budget into closer alignment with
strategic policy objectives such as the European Green Deal, the fight against climate
change, the circular economy and the just transition, and thereby help to generate co-
benefits, incentives and EU added value; considers that CBAM revenues would be, by
their nature and origin, strictly linked to climate policies, external borders and trade
policy at the EU level, and would therefore constitute a highly suitable basis for an EU
own resource; stresses that the revenues generated from the CBAM would thus not be
used, for reasons of environmental integrity, to subsidise policies or actions which run
counter to the Paris Agreement and the objectives of the European Green Deal;

Underlines that the greenhouse gas (GHG) emissions content of imports concerned
should be accounted for on the basis of transparent and reliable product-specific
benchmarks representing the global average GHG emissions content of individual
products, while taking into account different production methods with varying emission
intensities; considers that the carbon pricing of imports should also take into account the
country-specific carbon intensity of the electricity grid;

Takes note of various prudent revenue estimates, ranging from EUR 5 to 14 billion per
year, depending on the scope and design of the new instrument; highlights the fact that the
EU budget is in any event uniquely suited to absorbing revenue fluctuations or even
long-term regressive effects;

Is determined to ensure that the CBAM-based own resource will be part of a basket of
own resources sufficient to cover the level of overall expected expenditure for the
repayment costs of the principal and interests of the borrowing incurred under the Next
Generation EU instrument, while respecting the principle of universality; recalls
moreover, that any surplus from the repayment plan must still remain in the EU budget
as general revenue; underlines that any earmarking of CBAM revenues would
contravene the IIA, the Own Resources Decision and the Financial Regulation;

Stresses that the introduction of a basket of new own resources, as provided for in the
Roadmap towards the introduction of New Own Resources under the Interinstitutional
Agreement, could facilitate a better focus of expenditure at Union level on priority areas
and common public goods with high efficiency gains compared to national spending;
recalls that any failure to respect the terms agreed in the IIA by one of the three
institutions could expose it to a legal challenge by the others;

Calls on the institutions to follow up actively in the spirit and letter of the Roadmap for
the introduction of New Own Resources under the Inter-institutional Agreement, which
prescribes that this new own resource is to enter into force at the latest by 1 January
2023.
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17.12.2020
OPINION OF THE COMMITTEE ON INDUSTRY, RESEARCH AND ENERGY

for the Committee on the Environment, Public Health and Food Safety

towards a WTO-compatible EU carbon border adjustment mechanism
(2020/2043(INT))

Rapporteur for opinion: Jens Geier

SUGGESTIONS

The Committee on Industry, Research and Energy calls on the Committee on the
Environment, Public Health and Food Safety, as the committee responsible, to incorporate the
following suggestions into its motion for a resolution:

A.  whereas Article XX of the General Agreement on Tariffs and Trade (GATT) allows
World Trade Organization (WTO) members to implement measures that are necessary
to protect human, animal or plant life or health (b), or natural resources (g);

1.  Welcomes the Paris Agreement as an international commitment to fight climate change
and underlines the necessity of conducting a thorough evaluation of the compatibility of
all international rulebooks with these climate goals; notes that the EU is responsible for
9 % of global greenhouse gas emission levels and is the third-biggest emitter of
greenhouse gases in the world; also notes with concern the lack of sufficiently
ambitious international climate efforts and measures to implement the decisions made
under this agreement, as well as the withdrawal of the USA from it;

2. Welcomes the European efforts in this regard, such as the introduction of the European
Green Deal and the goal to achieve a cost-efficient, just, socially balanced and fair
transition leading to climate neutrality by 2050 at the latest; stresses the need to uphold
a 60 % reduction in greenhouse gas emissions by 2030, while making sure that the
polluter-pays principle is consistently applied;

3. Believes that asymmetric climate protection measures are not sufficient to combat
climate change; underlines that trade policy can and should be used to promote a
positive environmental agenda whilst maintaining the EU’s competitiveness, and to
address major differences in environmental ambition between the EU and the rest of the
world; believes furthermore that a WTO-compatible EU carbon border adjustment
mechanism (‘the mechanism’) can incentivise low-emission imports and the creation of
low-emission technologies and products in the EU, leading to an urgently needed
reduction of EU imported emissions; considers that the mechanism could lead to an
increase in international efforts to combat climate change and could be a first step
towards international carbon pricing if implemented in a proportional and balanced
way; states further that the mechanism should lead to the creation of a virtuous circle to
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combat climate change on an international level, e.g. by making it part of the
negotiations for multilateral environmental agreements;

Notes that the EU is the world’s largest carbon importer and that the carbon content of
exported goods from the EU is well below the carbon content of imported goods;
deduces that European efforts to combat climate change are greater than the average
international effort; highlights that in order to measure the overall climate impact of the
Union, a solid reporting method is needed that takes into account the emissions of
imported goods and services to the EU;

Emphasises that the main goal of the mechanism is to facilitate the achievement of
carbon neutrality and to incentivise international efforts to combat climate change;
underlines that the mechanism should enable European industry to contribute
substantially to the EU’s climate goals and third countries to contribute substantially to
international climate goals by fostering substantial efforts to decarbonise manufacturing
processes, and underlines at the same time that this should create a level playing field
for European industry; points furthermore to the need to consider the emissions
resulting from the transport of imports when calculating carbon content pricing;
considers it necessary for the scope of the mechanism to cover as large a part of the
carbon footprint of a product as possible, i.e. through the inclusion of emissions from
energy in production and ultimately along the value chain while not causing internal
market distortions, notably on downstream markets;

Stresses that sufficient international climate efforts, such as robust, widespread and
consistent international carbon pricing and fully competitive low-emission technologies,
products and production processes will render the mechanism obsolete over time;
considers that climate change is a global problem that requires global solutions, and
therefore believes that the EU should continue to support the establishment of a global
framework for CO, pricing in line with Article 6 of the Paris Agreement; encourages
the Commission to design the mechanism with a clear and ambitious timeline for its
implementation and evolution; recalls that some technical solutions for mitigating CO,
are still at the pilot stage and thus calls on the Commission to continue efforts to
develop them further; calls further on the Commission to ensure targeted and timely
carbon leakage protection for all sectors considered to be at risk; calls finally on the
Commission to design the mechanism as part of a comprehensive and long-term
oriented policy package that is consistent with achieving a highly energy- and resource-
efficient, net-zero greenhouse gas economy by 2050 at the latest;

Underlines further that the mechanism should be part of a wider set of policies and
complementary measures with goals to enable and promote investments in low-carbon
industrial processes, reduce the emission intensity of industry and incentivise energy
efficiency measures and the use of renewable energies; states that the mechanism needs
to be accompanied by an industrial policy that is environmentally ambitious,
economically sound, socially fair and strengthens resilience and global competitiveness;
suggests further to support the renovation of building stock, the substitution of raw
construction materials, the implementation of the Just Transition Mechanism and
incentives to purchase low-carbon materials through public procurement, as well as
strong public innovation policies excluding support for fossil lock-in technologies;
stresses the need to consider the complementary role of improved product standards in
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11.

12.

line with the EU Circular Economy Action Plan;

Recalls the results achieved by the Union through the rules on product requirements and
labelling, which were able to stimulate responsible consumption, engage European
citizens, and support industrial competitiveness and innovation; calls on the
Commission to explore analogous product policies that could push forward new
standards and create lead markets for low-carbon, resource-efficient products and
technologies with a view to securing the transition to a sustainable economy and helping
to guarantee that product use has minimal negative environmental impacts;

Emphasises that asymmetrical climate actions worldwide, and more specifically the lack
of ambitious climate actions by European trading partners, could increase the risk of
carbon leakage, leading to an increase in global emissions and a competitive
disadvantage on international markets for European industry, and that they hence could
put at risk European jobs and value chains; stresses that European industry is suffering
increased economic pressure due to cheap imports from trading partners and the
COVID-19 crisis; thus urges the Commission to ensure more targeted and effective
climate and carbon-leakage protection in the design of the mechanism,;

Stresses that preventing the risk of carbon leakage goes hand in hand with preserving
EU industrial competitiveness and avoiding emission transfers to third countries via the
reallocation of industrial activities, investments and jobs; highlights that activities taken
in order to prevent any risk of carbon leakage should be consistent with climate goals;
stresses that strategic sectors are particularly exposed in terms of impact on their output
and investment capacity; underlines the need to assess the possible risks of extra-EU
industrial delocalisation and outsourcing; points furthermore to the need to create
incentives for third-country governments and exporters to reduce their emissions;

Recalls that the EU’s climate policy, industrial policy and the goal to maintain and
increase sustainable economic growth must go hand in hand; stresses that any
mechanism must be embedded in our industrial strategy, creating an incentive for
industries to produce clean and competitive products;

Suggests a progressive and sector-specific mechanism that first includes, after a
thorough impact assessment, sectors with the highest carbon content and trade intensity,
such as the energy-intensive steel, cement and aluminium industries, the power sector
and the plastics, chemicals and fertiliser industries, before being enlarged over time;
believes that such a design could reduce international retaliation and serve as a test
phase for European industry; stresses however that this should not lead to internal
market distortions or excessive_administrative burden, which could limit fair, open and
rule-based market competition and have a particularly adverse effect on small and
medium-sized enterprises (SMEs), or become a tool for protectionism;

Trade aspects

13.

Emphasises that European industry, including SMEs, should have the possibility to
access the global supply chain and global markets to remain competitive; expresses its
deep concern over the effect of the erosion of the multilateral trading system, increased
trade barriers and trade conflicts on the European trade balance; insists that the
mechanism be designed in a way that reduces the risk of renewed trade disputes;
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therefore calls on the Commission to take a multilateral approach, without prejudice to
the mechanism’s effectiveness, through continued dialogues with its international
trading partners, especially with those with different approaches to climate protection,
with the aim to avoid possible international retaliation measures against the EU,

Urges the Commission to make the mechanism non-discriminatory and compatible with
the WTO acquis and provisions in the EU’s trade agreements, preferably by using
Articles XX(b) and (g) of the GATT Agreement; encourages the Commission to ensure
a level playing field in international trade, bearing in mind the EU’s status as the
world’s largest trading block; stresses that due respect must be paid to the principles of
a free and fair global market;

Calls on the Commission to continue promoting a global framework for CO, pricing
and facilitating trade in climate and environmental protection technologies, for instance
through trade policy initiatives such as the WTO Environmental Goods Agreement;
stresses that the Union can play a pioneering role by including ambitious energy and
sustainability chapters in its trade agreements;

Methodology

16.

17.

18.

19.

Underlines that a properly functioning mechanism should ensure the reduction of
emissions imported into the EU and provide the most effective climate protection
against the risk of carbon leakage while respecting WTO rules; stresses that the
mechanism should be designed in way that ensures its effective and simple application
and at the same time prevents circumventing behaviour such as resource shuffling or the
import of semi-finished or end products not covered under the mechanism,;

Believes that the actual carbon content of imported goods should be taken into account
in the calculation method to the maximum extent possible, while not causing additional
difficulties and disadvantages for European industry; notes the difficulties in gathering
verified and reliable data on the carbon content of end or intermediate products due to
international value chains; therefore asks the Commission to assess the technical
feasibility and availability of reliable data from importers and exporters, e.g. by
exploring the potential of advanced technologies like block chain, and to propose
solutions if needed; stresses therefore the importance of establishing a thorough
monitoring, reporting and verification system in order to evaluate the efficiency of the
mechanism; considers that independent third-party verification could be considered a
tool to ensure the reliability of the data;

Calls on the Commission to provide technical advice and support to industries at home
and abroad, especially for SMEs, in setting up reliable greenhouse gas emission
accounting systems for imports in order to maintain a strong European industry without
causing technical obstacles for trading partners; calls further on the Commission to
ensure that importers are allowed to demonstrate the low carbon content of their
products, giving them the opportunity to have their carbon payments lowered or be
exempted for these products; calls on the Commission to guarantee feasibility and
compatibility with the EU emissions trading system;

Notes further that in order to prevent unfair competition on the European market, no
competitive disadvantages among competing materials should be created by the
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21.

22.

23.

24.

25.

26.

mechanism; underlines that the most climate-friendly materials should not suffer
competitive disadvantages;

Believes that the mechanism should take account of the specific situations of least
developed countries that have not emitted much historically; stresses that it should not
hamper their sustainable development and that their situation should not be further
aggravated by relocating polluting industries which are detrimental to the environment
and local populations;

Calls on the Commission to analyse the possibility of starting to implement the
mechanism with a gradual phasing out of free allowances, which would be kept during a
transitional phase until the mechanism is fully phased in and efficient; stresses that there
should be no double protection and that the mechanism needs to be WTO-compatible;

Invites the Commission to assess the possibility of establishing fully WTO-compatible
export rebates for the most virtuous industrial actors in terms of carbon efficiency in the
design of the mechanism;

Underlines that according to its resolution of 14 November 2018 entitled ‘the
Multiannual Financial Framework 2021-2027 — Parliament’s position with a view to an
agreement’! and its legislative resolution adopted in plenary on 16 September 2020 on
the draft Council decision on the system of own resources of the European Union?, the
resources generated by the mechanism shall be considered European own resources;

Calls on the Commission to take into account the social dimension of the mechanism in
its upcoming proposal in order to ensure fair burden-sharing; notes that the mechanism
could lead to higher product prices for consumers; underlines that consumers, especially
those with low incomes, should not suffer from a higher burden on their purchasing
power; calls on the Commission and the Member States to assess the potential impacts
on living standards, especially of those from vulnerable groups and in Member States
that heavily rely on imports from third countries, and to take effective measures to
support low-income households and work towards compensating the risk of any rise in
the price of imported goods as a result of the implementation of the mechanism;

Calls on the Commission to conduct a thorough impact assessment of all the available
options for different mechanisms, designs and alternatives before presenting a
legislative proposal, in order to evaluate how far they incentivise international climate
action and prevent the risk of carbon and investment leakage and to see which
instrument achieves the goal of global climate ambition in the most effective way;
advises the Commission to make the objective of achieving climate neutrality by 2050
the leading factor in the choice of the form of the mechanism;

Calls on the Commission, in its impact assessment, to identify measures for sectors
where the risk of carbon leakage is highest while taking into consideration their
competitiveness; calls on the Commission to assess the effects of the mechanism on
trade partners, including on our neighbouring countries and developing countries; calls
further on the Commission to make the results of the impact assessment publicly

I Texts adopted, P8_TA(2018)0449.
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available as soon as possible, and before the publication of its legislative proposal;

27. Calls for a special evaluation of the impact of the mechanism on SMEs and on
competition within the internal market; calls for the creation, if needed, of a support
mechanism for SMEs to successfully adjust to the new market reality, thereby
preventing them from being victims of unfair practices by larger market players;

28. Emphasises its importance in ensuring the representation of European citizens and their
interests are represented and in contributing to the achievement of EU priorities such as
climate protection, sustainable growth and international competitiveness; therefore calls
on the Commission and the Council to fully involve Parliament, as co-legislator, in the
legislative process to establish the mechanism.
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