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The main objective of this document is to discuss the risks that are involved in the
Carbon Adjustment Mechanism (CBAM) for Latin America. The CBAM is a tax
applied at the border to exports from developing countries to developed countries to
compensate for the national carbon price.

This CBAM tries to reduce problems of carbon leakage and competitiveness and to
contribute to the deep decarbonization process. However, the CBAM has some
problems. First, there is an ethical problem as it is applied to developing countries
that produce inputs and goods for developed countries. Second, it has negative but
heterogeneous effects on exports, economic dynamism, employment, and fiscal
revenues in developing countries.
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‘A Carbon Border Adjustment Mechanism: A Latin American Perspective’

Introduction

Constructing a global carbon net zero economy between 2050 and 2070 consistent
with the Paris Climate Change Agreement requires multiple public policies. Among
these policies is the Carbon Border Adjustment Mechanism (CBMA), which represents
a carbon tax to compensate for the carbon content on exports that have not been
subject to some carbon price. The use of this mechanism is already considered in the
European Union for 2026. The consequences of the CBAM are still under intense
debate, for example, regarding the potential consequences on the dynamic of
international trade and the economic dynamism or employment mainly in developing
countries. Therefore, the objective of this document is to present some of the risks

that are involved in the Carbon Adjustment Mechanism (CBAM) for Latin America.



General Framework

The CBAM represents a tax on exports to compensate for the carbon content that it
has not considered for a carbon price, mainly from developing countries to developed
countries. The CBAM aims to prevent carbon leakages from developed to developing
countries, promote low-carbon technologies, reduce international competitiveness
and employment problems mainly in developed countries, and induce a new
consumption pattern. However, there are still significant uncertainties about the use

of the CBAM, among them are:

e There is an ethical debate on the CBAM. This tax is applied to exports mainly from
developing countries. Therefore, it is used for inputs and goods that are produced
in developing countries to satisfy the demands of developed countries.
Furthermore, some of this production is a consequence of the direct foreign
investment of developing countries to satisfy their carbon budgets.

e The evolution of the carbon price. That is, the NGFS (2019) scenarios consider
very high tCO2e prices, even of USD $300 tCO2e and USD $700 tCO2e in case
there is no other policy for the decarbonization process. In this sense, on some
exports the consequence of the CBAM can be very high.

e The CBAM reduces the demand for inputs and goods with high carbon content
and supports new low-carbon technologies. This represents climate transition

risks.



In general, the evidence suggests that:

e The evidence on the effects of the CBAM is still very limited as it is a tax that will
begin to take effect in the European Union in 2026 (Chen et al., 2023).

e There is evidence of carbon leakage from developed to developing countries
(Branger & Quirion, 2014; Carbone & Rivers, 2017).

e The CBAM contributes to reducing carbon leakage (Cameron et al., 2022) and
also contributes to reducing exports with high carbon content (Chen & Guo,
2017).

e The CBAM might have significant but heterogeneous effects on the Gross
Domestic Product (GDP), employment, and fiscal revenue in developing countries

(Magancho et al., (2022).

Conclusions

The CBAM has potentially negative consequences on the export’'s dynamism, the
evolution of the GDP, employment, and fiscal revenues and, it also represents an
ethical dilemma. Therefore, considering the risks involved in the CBAM, it is important
that developing countries incorporate its use in their climate transition risk

administration.
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