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l. Introduction and Summary

The Office of the United States Trade Representative (USTR) has requested comments
on the impact of the European Union’s Carbon Border Adjustment Mechanism (CBAM)
on U.S. producers. The EU’s CBAM is the first policy of its kind to charge a fee on
imports based on the emissions released during the manufacturing process. Though
U.S. exposure to the EU CBAM is presently limited (1% of U.S. exports to the EU, $3.8
billion), the EU CBAM will be extended both horizontally to other sectors and vertically
to downstream products, and it is being used as a template for similar policies that are
being implemented or considered in at least 11 other countries.! The impacts on U.S.
manufacturers, including small- and medium-sized businesses, are poised to grow
significantly.

These policies should confer new competitive benefits on American manufacturers. For
the past six years, the Climate Leadership Council has documented the U.S. carbon
advantage: the ability of U.S. firms to manufacture products with much lower
greenhouse gas emissions than their global competitors in China, India, and even the
EU. As a result, policies like the CBAM may confer benefits on the U.S. firms that have
built the carbon advantage, affording them a more competitive position and larger
market share.

Accordingly, it is critical that the EU get the CBAM implementation right to ensure that
U.S. firms can appropriately monetize their carbon advantage. We encourage USTR to
support U.S. industries by engaging with the EU to address some of the early
implementation challenges that have arisen with the CBAM. Specifically, as discussed
in more detail below, we have the following recommendations:

e Implementation timelines: USTR should encourage the EU to ensure that any
revisions or expansions of the CBAM only become effective after adequate time
has been provided following the release of any regulatory guidance for affected
businesses to develop compliance systems.

o Verification: USTR should ease the data reporting burden for U.S. firms by
negotiating a mutual recognition agreement that would permit U.S. accreditors to
accredit CBAM verifiers.
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e Default values: USTR should demand that default values accurately reflect U.S.
emissions performance supported by data that demonstrate the low average
emissions intensity of U.S. manufacturers of covered products.

Il. The American Carbon Advantage and the Implications of CBAM for U.S.
Industry

The EU CBAM and other policies that incentivize lower-emissions production practices
should generally benefit U.S. producers given the American carbon advantage.
Economy-wide, manufacturers globally average more than twice the emissions of
greenhouse gases to create the same dollar of value as manufacturers in the United
States; emissions-intensive economies like China, India, and Russia emit 3-5 times the
U.S. average.' This carbon advantage is a consequence of three characteristics of the
U.S. economy: it is more energy-efficient than rival economies, it has a cleaner
electricity mix than rival economies, and its industries use a more carbon-efficient
energy mix than competitors.

Figure 1. Emissions Intensity, Countries with Largest CBAM Exposure by Trade Value
(metric tons CO2ze per million USD)
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The carbon advantage should provide U.S. manufacturers with a competitive advantage
in the EU market over more emissions-intensive producers from other countries. U.S.
manufacturers are more carbon efficient, and their products should enter the EU with a
lower CBAM cost burden than like products from other countries.V
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lll. The Proposed Extension of the CBAM to Downstream Products

The EU was the first market to introduce a CBAM on traded goods. Its CBAM was
initiated in October 2023 with a transitional period to begin collecting data and working
through implementation issues. In January 2026, the compliance phase, or “definitive
period,” began; importers now must document the emissions embodied in imports of
567 products across six categories: iron and steel, aluminum, cement, fertilizers,
hydrogen, and electricity.’

The CBAM legislation requires that the EU consider extending coverage to products
further down the value chain. The European Commission (EC), Parliament, and Council
have each offered proposals for an expanded product list to implement in January 2028.
The most expansive of those proposals comes from the European Parliament, which
has proposed 457 new goods categories for inclusion and applying CBAM charges to
more, smaller shipments of aluminum (reducing the mass base threshold from 50 to 5
tonnes)." This change would substantially increase U.S. exposure to the CBAM from
$3.8 billion in bulk commodity exports today to $30.7 billion in exports of bulk
commaodities, semi-finished goods, machinery, and other products.

The proposed expansion should theoretically benefit more American manufacturers who
enjoy a carbon advantage across these newly covered goods categories. Domestic
steel and aluminum producers could also gain market share, as their low-emissions
products will be increasingly attractive to downstream manufacturers, creating a
dynamic similar to the application of the Section 232 tariffs on steel and aluminum to
derivative products. The downstream extension of the CBAM will, however, impose
significant monitoring, reporting, and verification burdens on more and smaller U.S.
producers.

Figure 2. Impacts of Proposed CBAM Expansion to U.S. Exports and Small Businesses

Value of covered U.S. exports

Existing mmmmm $3.8B
Proposed $30.7B
Share of U.S. exports to the EU
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Proposed 7%
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Burden on small American Businesses

Existing mumsm $1.8B

Proposed

$11.2B

Source: EC, U.S. Census, U.S. Small Business Administration, author calculations

The expanded CBAM list disproportionately captures small- and medium-sized firms
across the value chain. The proposed list of covered products would increase exposure
for small businesses from $1.8 billion today to $11.2 billion under the Parliament’s
proposal.i Smaller firms will have less familiarity with CBAM reporting requirements
and fewer resources to satisfy the new data demands. USTR can play a role in ensuring
that the EU regulations, and regulations in other markets considering these policies, are
well designed and minimally burdensome, allowing American firms to monetize their
carbon advantage.

IV. CBAMs in Additional Overseas Markets

The EU CBAM is the first of an emerging set of CBAM policies; global markets

representing 30% of U.S. exports are considering CBAM-style policies on imports of
industrial products. Early design details suggest that U.S. exposure to CBAMs may
increase from $3.8 billion today to more than $45 billion in exported product by 2028.
Figure 3 summarizes some of the policies that are presently under development.

Figure 3. U.S. Exposure to Emerging CBAM-Style Policies
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*U.S. exposure estimate assumes similar product coverage to the EU CBAM.
Source: CBAM Guide, U.S. Census, author calculations

Additional policies are under consideration in markets that include Australia, Canada,
India, and others. International forums, including the Open Coalition on Compliance
Carbon Markets' and the Integrated Forum on Climate Change and Trade,* are
providing education and discussion platforms for more markets to consider emissions
reductions strategies that incorporate CBAMs or similar elements. The global market is
increasingly pricing the emissions associated with traded goods, providing USTR an
opportunity to shape these policies in favor of cleaner, American production.

V. Engaging the EU on CBAM: Examples from Other Markets

Other countries are already aggressively supporting their manufacturers by engaging
with the EC on the CBAM. More than half a dozen major EU trading partners have
begun high-level dialogues with the EU on CBAM implementation to protect their market
share.* Other efforts by major manufacturing countries to respond to the CBAM include
the following:

e China has converted its carbon pricing system to be more aligned with the
EU’s; this allows China to collect revenues that can then be credited against
EU CBAM liabilities.X To support compliance with CBAM data disclosure
requirements, China is also making significant investments in the capacity of
both firms and the government to determine product-level emissions
intensity. X

e Japan has issued emissions intensity calculation guidelines for some CBAM-
covered products® and convened meetings on the CBAM between the EC
and public and private sector representatives.*

e The Taiwanese Ministry of Environment and Ministry of Economic Affairs
recently launched an International CBAM Service Platform to provide
industries covered by the CBAM with “support, including updates on rules,
emissions calculations, carbon fee offsets as well as verification and
certification services . .. .™

e South Korea is implementing 15 programs to help Korean companies
“strengthen their carbon reduction capabilities, enhance competitiveness with
foreign firms, and view the CBAM not as a regulation, but as an opportunity
for growth.”™ The programs provide assistance to domestic manufacturers
both in calculating, reporting, and verifying the embedded emissions of
products exported to the EU, and in reducing their emissions intensity. Vi
Korea has also created the International Cooperation Bureau, a new agency



CLIMATE

LEADERSHIP
COUNCIL

tasked with addressing the CBAM and other international environmental
regulations Vi

VI. Observations from Early Implementation of the EU CBAM and
Recommendations for Action

To inform USTR’s engagement with the EC on the design, implementation, and
administration of the CBAM, we offer observations of three fundamental implementation
issues that are burdening American firms. This is not a comprehensive distillation of all
issues associated with CBAM implementation, but rather a triaged list of the issues
most impacting American producers today.

a. Inadequate Implementation Timelines

The EC did not release the final regulatory guidance for the CBAM definitive period until
two weeks before it began on January 1, 2026. Despite anticipating the policy for two
years through the transitional period, importers and their suppliers were forced to digest
approximately 5,000 pages of regulatory guidance for the CBAM (implementing and
delegated acts and supporting materials),”™ parse nontrivial differences between
transitional period and definitive period requirements, and begin complying nearly
immediately. This abrupt transition did not afford industry time to adapt; U.S.
manufacturers report that trade and contracting with EU partners is still disrupted, nearly
a year later. If this approach is repeated with future revisions of the CBAM, including the
proposed expansion to downstream products, it will be exceedingly difficult for U.S.
manufacturers to comply.

Recommendation: USTR should encourage the EC to ensure that any revisions to the
CBAM, including the expansion to cover additional sectors or products, are
implemented with adequate time for businesses to establish compliance systems before
those revisions take effect.

b. Lack of Accredited Verifiers

U.S. manufacturers of covered products are well positioned to submit actual facility-
specific emissions intensity data for the products they manufacture and ship to the EU.
American firms have complied with domestic emissions reporting requirements since
2010, and many have adopted voluntary standards to measure, report, and verify the
emissions associated with their operations.

In practice, however, American firms cannot report actual data under the EU CBAM
because of complications with the verification process. Actual data must be verified by a
firm that has been accredited by an EU member state.™ To complete the verification
process, manufacturers need to bring verifiers on-site to confirm reported emissions
data from each facility at which they manufacture covered products. Given the rushed
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implementation of the definitive period, only five verifiers have been accredited to date,
all of them established in the EU.* These firms do not have the capacity to cover the
sheer volume of CBAM-covered imports to the EU or to conduct the mandatory site
visits.

Due to the lack of verifiers, EU importers are reportedly assuming that imports will be
subject to default values. American manufacturers are struggling to market their
products in the EU and are unable to monetize their carbon advantage simply because
they cannot access appropriate verification. This problem will be exacerbated with an
expanded CBAM unless bottlenecks in accreditation and verification are suitably
addressed.

The CBAM authorizes the EC to issue delegated acts providing for mutual recognition of
accreditors. ! The EC, however, has chosen to interpret this language to preclude
mutual recognition of accreditors from outside the EU; only the national accreditation
bodies (NABs) of EU member states may accredit CBAM verifiers, and only seven
NABs have agreed to accredit verifiers outside the EU. This approach is unduly
burdensome and will become more so if followed by the numerous other countries that
are implementing or considering CBAMs.

Recommendation: USTR should pursue a mutual recognition agreement with the EU
that would allow U.S. accreditors to accredit CBAM verifiers.*" This would expand the
number of verifiers available to U.S. firms, expedite the verification process, and allow
American manufacturers to build market share in the EU.

c. Inaccurate Default Values

Rather than reporting shipment-specific data on the emissions intensity of CBAM-
covered products, importers can instead comply with their CBAM obligations using a
default emissions intensity figure determined by the EC. The EC, however, assigned
default values to some U.S. products, including steel, aluminum, and fertilizers, based
on the highest-emitting production pathway.* These defaults are deliberately punitive
and are inconsistent with the CBAM regulations, which require that default values be set
at the average emissions intensity for a product in a given country .V

The CBAM default values must be revised by the end of 2027 at the latest, providing
USTR and American firms the opportunity to challenge the default values and ensure
that they accurately reflect the U.S. carbon advantage. " The CBAM states that the
revisions should be “based on the most up-to-date and reliable information, including on
the basis of information provided by [another] country . . i

The United States has a strong data record to represent the carbon advantage. Most
notably, the International Trade Commission (ITC) released a robust analysis detailing
the emissions intensity of production for many CBAM-covered steel and aluminum
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goods. It relied on a robust methodology, including input from American manufacturers
who submitted facility- and product-specific data. Prior analysis found that the EU
methodology consistently overstated the emissions intensity of U.S. steel and aluminum
products.** Figure 4 compares emissions intensity estimates for steel products from the
U.S. ITC and the European Joint Research Centre, which underpin the CBAM defaults.
In all cases, the ITC study found that U.S. manufacturers outperform the default figures
from the CBAM.

Figure 4. Emissions Intensity Estimates for Steel Production, U.S. ITC vs. EU CBAM

6
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Source: U.S. ITC, EU JRC, author calculations

The National Energy Technology Laboratory (NETL) is presently developing “a study to
determine the average emissions intensity of certain [CBAM-covered] goods produced
in the United States compared to those from other countries.”™* In a request for
information related to the analysis, NETL solicited data from industry, academia, and
other stakeholders.* This analysis will be a strong complement to the ITC steel and
aluminum analysis.

USTR can help U.S. manufacturers in CBAM-covered sectors receive fair treatment
under the CBAM by engaging with the EU to ensure that revised default values
accurately reflect the low emissions intensity of U.S. production.

Recommendation: USTR should engage with the EC on the preparation of the revised
default values by—
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1. demanding that the default values reflect the production-weighted average emissions
intensity rather than the highest-emitting production route, as required under the CBAM
regulation, and

2. providing data demonstrating the low average emissions intensity of U.S. production,
drawing from sources including the following:

o the U.S. ITC study on the greenhouse gas intensity of U.S. aluminum and steel
production i

o the forthcoming (January 2027) congressionally directed study by NETL on the
emissions intensity of CBAM-covered goods,*ii and

o additional data gathered from U.S. manufacturers in the relevant sectors.
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