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Border Carbon Adjustments 101

Country A’s steel industry, 
including its jobs and 
emissions, may move to 
country B to escape country 
A’s $50/ton tax
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Border Carbon Adjustments 101

Country B intends to 
export steel to 
Country A, but must 
pay a $20/ton BCA to 
face the same 
incentives as industry 
in country A.



• BCAs are very often discussed in terms of a comprehensive carbon tax 
or carbon price, despite the much broader range of polices in 
practice.

• A carbon tax or emissions trading scheme gives policy makers a 
discrete number to compare across countries when looking to how 
emissions are priced. 

• The proposed Fair, Affordable, Innovative, and Resilient Transition and 
Competition Act in the US Senate uses an estimate of costs incurred 
by US companies to produce cleaner products due to emissions-
related laws and regulation as a proxy for a carbon price.
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https://www.rff.org/publications/working-papers/border-carbon-adjustments-without-full-or-any-carbon-pricing/
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• In July 2021, the European Commission adopted a BCA which will put 
a carbon price on imports of a select group of products to avoid 
leakage and support domestic industry.

• The EU policy will be gradually phased in and will start by applying 
only to a select few carbon-intensive goods.

• The program is set to be fully operational by 2026, but comments 
from EU member states may lead to further developments. 
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https://ec.europa.eu/taxation_customs/green-taxation-0/carbon-border-adjustment-mechanism_en
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https://www.coons.senate.gov/news/press-releases/sen-coons-rep-peters-introduce-legislation-to-support-us-workers-and-international-climate-cooperation
https://www.coons.senate.gov/imo/media/doc/one_pager__fair_transition_and_competition_act_-_117.pdf
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• Among the criteria to comply with the WTO, a BCA must have 
objective methodology, the import charge cannot exceed charges on 
a similar domestic product, and an export rebate cannot exceed the 
domestic tax paid on the product.

• The WTO requires that countries not unjustifiably discriminate against 
goods from other countries in favor of domestic producers, or favor 
imports from certain member countries over others.

•
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https://www.rff.org/publications/reports/framework-proposal-us-upstream-ghg-tax-wto-compliant-border-adjustments-2020-update/


• For an exemption to be possible, WTO’s Article XX affirms that a BCA 
would have to focus on environmental effects like emissions leakage 
and not be seen as a trade barrier.

• RFF Senior Fellow Carolyn Fischer and colleague Susan Droege
suggest exemption of countries from a BCA that:

• Implement a national emissions cap 

• Take adequate action other than a cap

• Implement a sectoral cap

• Are considered low-income or least-developed

• Require administrative flexibility due to risk of double charging
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https://www.wto.org/english/tratop_e/envir_e/envt_rules_exceptions_e.htm


• Joseph Aldy proposes a “countervailing duty” on targeted groups that 
imposes a tax based on the notion that the absence of adequate 
foreign climate regulation amounts to a foreign production subsidy.

• It is unclear if this approach would survive a WTO challenge.
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https://www.rff.org/people/joseph-e-aldy/
https://www.rff.org/publications/issue-briefs/addressing-the-leakage-and-competitiveness-risks-of-climate-policy/

