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About EU CBAM
Carbon leakage occurs when companies transfer 
production to jurisdictions with less stringent 
climate policies to avoid increased carbon costs, 
undermining global emission reduction efforts.2 

CBAM introduces a border levy on certain goods 
entering the EU that have high levels of embedded 
carbon emissions or are deemed at high risk of 
carbon leakage. The levy, issued through the 
purchasing of CBAM certificates, aims to create a 
level playing field for EU producers by ensuring the 
price of imports is equivalent to the carbon price 
under the EU ETS.3

The EU is the first jurisdiction to introduce a CBAM, 
with others in the pipeline. The United States has 
stated an intention to develop its own CBAM;4 
Canada5 and the United Kingdom6 have undertaken 
public consultations on such mechanisms, and it is 
an approach Australia is also considering.7

A CBAM is an attractive policy tool, aligned to current 
U.S. and EU trade policy which is arguably focused 
on encouraging domestic industries. Essentially 

Implementation has begun on the European Union’s Carbon Border Adjustment Mechanism 
(“CBAM”), a key element of the EU’s Green Deal. This policy tool is designed to address the 
risk of carbon leakage as the EU phases out free allowances under its Emissions Trading 
System (“ETS”).1 With new burdens being imposed on exports to the EU, understanding the 
CBAM and what it means for businesses operating in Asia is critical for success. 

operating as a tariff on carbon-intensive products, 
the CBAM serves several policy purposes, including 
promoting the decarbonisation of international trade  
and making domestic products more competitive. It 
is also estimated that the CBAM will generate USD9 
billion per year for EU decarbonisation initiatives.8  

Basic Principles of CBAM:9

1. EU importers of goods covered by CBAM must
buy CBAM certificates from national authorities, 
with prices linked to weekly ETS allowances.

2. Importers must declare the emissions
embedded in their products and surrender the 
corresponding certificates each year.

3. If importers can prove that a carbon price has
already been paid in the country of origin, the 
corresponding amount can be deducted.

4. Reporting is quarterly in 2024 and 2025 and will
be annually from 2026 onwards.
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The first phase of CBAM implementation will 
initially target specific industries with high carbon 
emissions, including:10

 — Aluminum

 — Cement

 — Electricity

 — Fertilisers

 — Hydrogen

 — Iron and Steel

Implementation timeline
 — Q4 2024: European Commission report on 
including downstream products into CBAM scope.

 — Q4 2025: European Commission report on 
expanding scope to include embedded indirect 
and transport emissions, as well as expand to 
other sectors.

 — Present – 31 December 2025: Transitional phase 
with quarterly reporting obligation.

 — 1 January 2026 – onwards: Full implementation of 
CBAM, including annual reporting obligation.

Implications
While the Asian Development Bank estimates that 
the CBAM will have only a limited impact on global 
emissions,11 it is expected to significantly affect 
developing countries in the Asia Pacific region, which 
rely more on carbon-intensive inputs compared 
to their peers. Over time, the CBAM will broaden 
to include industries covered by the ETS12 as the 
EU strengthens its climate policies. For example, 
palm oil, one of Asia’s key exports, is particularly 
at risk from the CBAM, as the EU has identified it as 
a contributor to deforestation and forest and land 
fires.13 

In February 2024, Indonesia’s Finance Minister Sri 
Mulyani Indrawati suggested that members of the 
Global South could not compete on a “level playing 
field” with developed countries in both carbon 
pricing and stimulating investment in green energy.14  

Indonesia plans to introduce both carbon pricing 
and a carbon exchange market.15 The successful 
implementation of these measures will be important 
to ensuring that exports remain competitive. 
However, the regulatory changes needed in some 
markets to adapt to this new trade framework are 

likely to be complex and challenging. 

With potential for the CBAM to stimulate policy 
changes by Asian governments, opportunities 
may be created for industries to showcase 
solutions which drive decarbonisation and clean 
energy. Additionally, it allows companies to better 
understand and mitigate the environmental impact 
of their supply chains. 
For companies in Asia exporting goods to the EU, 
CBAM presents the following key challenges:

1. Cost Implications: Companies will face 
additional costs as they will need to purchase 
CBAM certificates to cover the carbon emissions 
of their products. This will impact 
competitiveness, especially for industries with 
high carbon footprints.

2. Supply Chain Adjustments: Businesses
may need to re-evaluate their supply chains
to minimise high carbon inputs and reduce
the number of CBAM certificates required 
accordingly. This might involve investing in 
cleaner technologies or sourcing materials from 
regions with lower carbon footprints.

3. Compliance and Reporting: Asian exporters will 
need to enhance their carbon reporting and 
verification processes to comply with CBAM 
requirements. This includes accurately 
measuring and declaring the carbon content of 
their products.

4. Market Opportunities: Companies that can 
innovate and reduce their carbon emissions 
could gain a competitive advantage in the
EU market. Additionally, aligning with CBAM 
regulations can position these businesses 
favorably as global sustainability standards 
evolve.

5. Domestic Regulatory Change: As the EU CBAM 
takes effect, Asian countries may also face 
increased pressure to tighten their own 
environmental regulations to align more closely 
with international standards and ensure their 
industries remain competitive in the global 
market. According to one estimate, up to 57% of 
Malaysia’s exports to the EU may be impacted if 
manufacturers do not comply with the equivalent 
emissions standards.16 In response to CBAM, one 
Deputy Minister has stated that Malaysia plans to 
implement carbon pricing and explore the 
possibility of a carbon tax, indicating potential 
future government actions.17
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How FTI Consulting Can Help
If you would like to learn more about how FTI 
Consulting can support you in ensuring that your 
business is ready for CBAM, please do reach out to 
our team of experts.

We can assist companies in navigating the 
complexities of CBAM through:

1. Policy and Regulatory Insights: FTI Consulting
can provide policy and regulatory affairs insights
in order to enable companies to stay up-to-
date with the latest developments in the CBAM,
and other issues which matter most, enabling
informed decisions to be taken at key moments
in time.

2. Risk Assessment: FTI Consulting can conduct
supply chain mapping, gap analysis and supplier
risk assessment and advise on approaches to
managing these.

3. Stakeholder Engagement: Through our global
Public Affairs team, we can facilitate engagement
with key stakeholders in the region, as well as the
EU, to ensure that companies’ voices are heard in
policy discussions.

FTI Consulting has teams on the ground in Asia and 
the EU, providing local and international expertise, 
to equip companies with real-time support to 
effectively navigate the regulatory landscape, 
including compliance with CBAM requirements. 

By leveraging FTI Consulting's multidisciplinary 
expertise and local presence, Asia-based companies 
can effectively manage a changing regulatory 
environment, ensuring compliance while 
maintaining their competitive edge in the global 
market.
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