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Consultation contribution : Mitigating unintended negative
consequences of CBAM for electricity trade

Rouven Stubbe, Energy and Climate Policy Advisor, Helmholtz-Zentrum Berlin

The EU Carbon Border Adjustment Mechanism (CBAM) aims to reduce the risk of carbon leakage
for certain goods subject the EU Emissions Trading System (ETS), including electricity, replacing
the system of free allocation of allowances in the EU ETS. From January 2026, EU importers of
CBAM goods will have to purchase CBAM certificates at a weekly average price of EU ETS
certificates for the embedded emissions of the imported goods.!

However, certain difficulties peculiar to electricity arise: Electricity is a special good where
commercial trade and physical flows do not always fully align. This creates uncertainties
regarding which flows are counted as imports subject to CBAM; there is a need to fully align
definitions from the tax/customs acquis (which only speaks of “imports”) and the electricity
acquis (which knows different types of electricity flows besides commercial imports). In
particular, we recommend defining a list of non-commercial TSO-TSO exchanges that should be
explicitly excluded from CBAM. This list should, at a minimum, include emergency assistance
between TSOs (crucial for the secure operations of the Ukrainian power system during wartime)
and the settlement of unintended deviations through FSkar. It should be assessed whether the
exchange of balancing energy via the PICASSO and MARI platforms could also be excluded.
Excluding such TSO-TSO exchanges from CBAM would greatly reduce the administrative and
financial burden for TSOs from Energy Community countries without significant risks of carbon
leakage.

Secondly, tracing the direct emissions of electricity generation and matching them to importers
is challenging. Electricity is traded both on explicit and implicit marketplaces, such as anonymous
energy exchanges via cross-border market coupling, where matching importers and exporters is
not currently possible and hence direct emissions cannot be assigned. While an exemption under
Article 2(7) is available for third countries coupled with the EU internal market for electricity
under certain conditions, timelines between the market coupling process and the exemption
conditions do not align well. Article 2(7) requires electricity markets to be coupled at the time of
exemption but (day-ahead) electricity market coupling of Energy Community countries is only
expected by 2027 or 2028 the earliest. This creates a risk of a ‘regulatory flip-flop” where
countries on track for market coupling are subject to CBAM for some time (2026-2027/2028) but
might receive an exemption a few years later, creating uncertainties for investors and other
market participants.

Finally, the CBAM Regulation allows for using actual emissions in certain special cases, but
conditions are exceptionally hard to fulfil. In all other cases, default values for emission factors
per country or region are applied to all electricity imports. Default values are defined as “the

! For goods, where the free allocation of EU ETS allowances is phased out gradually from 2026, the share of
embedded emissions subject to CBAM charges is equally phased in gradually from 2026-2034. For electricity, the full
share of embedded emissions is subject to CBAM charges immediately from 2026.
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weighted average of the CO; intensity of electricity produced from fossil fuels within a geographic
area.” While the intention was to define a conservative default value, as the price-setting source
in the country of origin would often be electricity produced from fossil fuels, such a default value
could have large unintended consequences for electricity trade. With such a default value, CBAM
introduces a large trade barrier for all electricity imported from third countries into the EU,
regardless of origin (renewable, nuclear, or fossil). This reduces efficiency, welfare, as well as
incentives for investments in interconnection and renewables in third countries, including in
Ukraine. Crucially, it also goes against the goal of an integrated market with the Energy
Community and risks fragmenting markets in Eastern and Southeastern Europe. As preliminary
modelling results (Green Deal Ukraina, forthcoming) show, applying CBAM in its current form
greatly reduces electricity trade between the EU and the Energy Community countries. On the
other hand, the risk of carbon leakage is relatively limited in the electricity sector. Modelling
results indicate that CBAM (in its current design) reduces the imports of fossil-produced
electricity from Energy Community countries by a few Terawatt-hours but electricity generation
from fossil fuels within the European Union increases by a similar magnitude compared to a
scenario without CBAM. While emissions might fall in other EU ETS sectors to partially
compensate for higher emissions in the electricity sector, the operational rules of the EU ETS
market stability reserve could still lead to higher overall emissions in the EU vs. a scenario without
CBAM.?

Therefore, we recommend prolonging the transitional period (for electricity only) until 2028
and/or reform the exemption conditions in Article 2(7) to provide third countries with a
realistic chance to meet the exemption conditions from 2026 onwards. Such a change should
be added to the CBAM simplification proposal (part of the “Omnibus 1” simplification package)
currently under consideration by the European Parliament and the Council and be adopted
before the end of the year. It would buy additional time to introduce additional measures that
mitigate the unintended negative consequences for electricity trade, e.g. developing a
mechanism for dynamic (e.g. hourly) default emissions factors, as part of the legislative proposal
announced by the European Commission for 2026 (for adoption in late 2026 or 2027). A
prolongation of the transitional period (for _electricity only) can be justified with the peculiar
nature of electricity as a special CBAM good. As the current approach with default values for
emissions intensity creates unintended negative consequences (disproportional to the limited
risk of carbon leakage in the electricity sector) this could give additional time to resolve these
issues and develop a more suitable methodology for calculating embedded direct emissions.

If no prolongation of the transitional period is pursued, reforming Article 2(7) conditions could
give countries which are on track to couple with the Union internal market for electricity a chance
to avoid the unintended negative consequences of CBAM from 2026 (and avoiding ‘regulatory
flip-flop’):

e Instead of applying to “a third country or territory [that] has an electricity market which
is integrated with the Union internal market for electricity through market coupling”
Article 2(7) should apply to “a third country or territory [that] has demonstrated
substantial progress towards having an electricity market which is integrated with the

2 With a total number of allowances in circulation (TNAC) expected above the threshold of 833 million, and the
number of valid allowances held in the reserve at or close to the threshold of 400 million throughout the next years,
higher emissions (and hence lower TNAC) lead to a lower number of allowances withdrawn from the auctions and
placed in the reserve, as well as a lower number of excess allowances invalidated from the reserve.
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Union internal market for electricity through market coupling”. A sub-point similar to
letter (e) should be introduced and added to the roadmap under letter (c), that specifies
this condition, e.g. that joining the Single Day-Ahead Coupling (SDAC) mechanism
constitutes market coupling and that it should be fulfilled by e.g. 1 January 2028 the
latest.

o Letter 2(7) (e) should also be adjusted to “the implementation of an emissions trading
system or another carbon pricing mechanism, such as a carbon tax, for electricity, with a
price equivalent to the EU ETS, is to be finalised by 1 January 2030” to provide more
flexibility.

e Reporting deadlines under Article 2(8) should be adjusted, e.g. to 31 October 2025 and
1 July 2028.

A prolongation of the transitional period (or more realistic exemption conditions) could provide
the time to design and implement urgent changes to address the peculiar nature of electricity
within CBAM before unintended negative consequences for electricity trade materialise. We
recommend developing a mechanism for dynamic (e.g. hourly) default emissions factors to
avoid penalising imports of clean electricity while providing a protection against carbon leakage
when fossil-produced electricity is price setting. Such a mechanism should be based on a common
methodology and a shared data-transparency platform, e.g. administrated by ENTSO-E in
cooperation with national TSOs, providing close to real-time data on the generation mix and
emissions.

A prolongation of the transitional period (or more realistic exemption conditions) could also
provide the time to resolve additional uncertain points regarding the application of CBAM in
the electricity sector, such as how to effectively treat transits (i.e. ensuring avoiding that EU-
nonEU-EU or nonEU-EU-nonEU transits are subject to CBAM charges), netting of interconnector
flows (which reduces the physical import of electricity vs. nominated capacities by importers; it
is unclear if CBAM charges apply to pre-netted or netted positions), and balancing actions (TSO-
TSO exchanges of electricity). Not resolving these issues prior to the start of the definitive period
would create legal uncertainty and potential noncompliance risks for importers.

Current CBAM rules risk isolating the Eastern and Southeastern neighbourhood, including
Ukraine, from EU electricity markets.2 This goes against the aim for creating a unified European
electricity market. During the Russian full-scale war on Ukraine with an electricity system close
to its operational limits, a Moldovan energy system suffering from continued Russian energy
blackmail and increasingly strong effects from droughts and heatwaves on Southeastern
European energy systems, the potential unintended negative consequences of CBAM for
electricity trade are disproportional to the limited risks of carbon leakage CBAM aims to address.
A prolongation of of the transitional period for electricity or more realistic exemption conditions
under Article 2(7) could provide the time to design and implement tailored solutions to these
unintended consequences.

This position paper was a contribution by Green Deal Ukraina to the public consultation launched by the European
Commission on the ‘Carbon Border Adjustment Mechanism — downstream extension, additional anti-circumvention
measures and rules for the electricity sector’. Please find additional information on the consultation at the
Commission’s website here.

3 It could also heavily impact electricity trade with the UK, weighing on investor confidence for north-sea offshore
wind investments.
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