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1. INTRODUCTION

In recent years, climate change has become one of the most significant global challenges, one whose mitigation
requires comprehensive policymaking and broad international action. The European Union, as a pioneer in cli-
mate policy, introduced the European Green Deal in 2019, targeting a 55 percent reduction in greenhouse-gas
emissions by 2030 relative to 1990 levels and net-zero emissions by 2050. In pursuit of the Paris Agreement’s
goals and this target, the EU designed and, in December 2023, adopted the Carbon Border Adjustment Mecha-
nism (CBAM). CBAM functions as a tool to reduce the risk of carbon leakage and complements the EU Emissions
Trading System (ETS), gradually replacing free allowances within that system. By imposing costs linked to em-
bedded greenhouse-gas emissions on imported goods — iron, steel, cement, aluminum, electricity, fertilizer, and
hydrogen — CBAM pursues goals that include supporting European producers, reducing unfair competitiveness,
and creating incentives for emission reduction in third countries.

Since its inception, CBAM has faced widespread criticism along two main lines. First, the imposition of reporting
and financial obligations on third-country producers may generate trade barriers and legal disputes within the
WTO framework. Second, energy-intensive exporting countries such as Iran will be directly affected, particu-
larly in sectors such as iron, steel, and fertilizer. According to World Bank reporting cited in the study, these
countries must face rising export costs and environmental pressures resulting from the mechanism; the lim-
ited reporting capacity of raw-material producers and the absence of domestic carbon pricing further impose
extensive financial obligations on exporters of final goods and on raw-material producers in the countries of
origin.

CBAM’s reception outside the EU has been openly contested at the level of regional blocs. The Shanghai Co-
operation Organization’s Samarkand Declaration (September 2022) called for an inclusive, non-discriminatory
regime grounded in voluntary climate action and opposed this EU policy, characterizing it as a form of tax on
imports of high-carbon products. BRICS, in joint statements issued at several official meetings — particularly
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in 2023 and 2025 — has stressed the need to avoid unilateral trade measures justified by climate concerns, to
respect the principle of common but differentiated responsibilities, and to strengthen developing countries’
capacity for a green transition. In response, the United States, Canada, New Zealand, and Japan are designing
similar mechanisms; countries such as Turkey, Thailand, Indonesia, and Vietnam are seeking to protect them-
selves from CBAM’s negative consequences by establishing carbon-pricing systems; and South Korea and China
have been strengthening their existing pricing systems.

Prior research has addressed various dimensions of CBAM. UNCTAD’s 2023 report indicates that this policy can
lead to higher export costs for exporters of energy-intensive goods. Other studies in international trade law
have examined CBAM'’s potential conflict with fundamental WTO principles, including national treatment and
non-discrimination, while studies in international environmental law have noted that the mechanism may con-
flict with the principle of common but differentiated responsibilities embedded in the Paris Agreement’s legal
framework. Persian-language scholarship, including Article by Piri and colleagues, has also examined this mech-
anism. This study positions itself within that body of Article while claiming a specific contribution: a review of
WTO Appellate Body jurisprudence combined with an analysis of the extraterritorial obligations involved in ap-
plying this policy a contribution the article identifies as filling a gap in the Iranian research literature on CBAM.

2. PURPOSE

The aim of this research is to examine the EU Carbon Border Adjustment Mechanism in detail and to analyze its
legal challenges from the standpoint of compatibility with states’ WTO obligations and their climate obligations
under the UNFCCC and the Paris Agreement. The research also seeks to offer practical strategies for reduc-
ing the mechanism’s negative effects or adapting to it, with particular attention to the position of developing
countries such as Iran.

3. METHODOLOGY

This study is based on a library research and document analysis approach. The main sources used include of-
ficial documents of the European Union, international legal texts, academic articles, and specialized reports. Ef-
forts have been made not to merely describe and repeat previous literature, but to provide critical and practical
analysis regarding the implications of the implementation of CBAM for third countries, particularly Iran.

On this basis, the study organizes existing criticism of CBAM into three categories, examined in turn in the find-
ings: the exercise of extraterritorial jurisdiction; CBAM’s evaluation from the standpoint of international trade
obligations; and CBAM’s evaluation from the standpoint of climate obligations. The study closes by setting out
proposals addressed to developing countries in general and to Iran in particular.

CBAM’s structure and obligations. CBAM operates in two phases. A transitional period ran from 1 October
2023 through the end of 2025, during which importers were required only to submit quarterly reports on the
greenhouse-gas emissions embedded in their imports — import volumes, actual or default emission values, and
any carbon price already paid at origin — without any financial adjustment obligation, though failure to report
could still trigger penalties. The definitive period, beginning in 2026, requires “authorized declarants” to file an-
nual declarations (the first due by 31 May 2027, for calendar year 2026) and to purchase and surrender CBAM
certificates corresponding to embedded emissions, net of any carbon price effectively paid at origin. In parallel,
free allocation of ETS allowances for CBAM-covered sectors is being phased out, reaching zero by 2034. Cer-
tificate pricing differs from the EU’s internal ETS: rather than being drawn directly from auction results, it is
calculated as a weekly average of ETS auction prices, keeping prices current while smoothing volatility. Unlike
a cap-and-trade scheme, CBAM sets no overall ceiling on certificates and does not allow importers who over-
purchase to resell to other importers, although the European Commission may repurchase up to one-third of
surplus certificates on request. Where actual emissions cannot be reliably determined, “default values” apply
calculated from the average emission intensity of the worst-performing EU ETS facilities for comparable goods
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a methodological choice the study identifies as a recurring source of disadvantage for exporters from countries
lacking robust monitoring, reporting, and verification (MRV) capacity, since the resulting estimates tend to ex-
ceed actual emissions and inflate the financial burden on exporters unable to substantiate lower figures.
Extraterritoriality. A central analytical contribution of the study is its disaggregation of the “extraterritoriality”
critique routinely leveled at CBAM. Applying the threefold doctrinal distinction outlined in the methodology, the
study finds that CBAM does not constitute an exercise of extraterritorial jurisdiction in the strict sense: its legal
basis is EU domestic law rather than an international treaty or customary obligation binding on third states; its
requirements are triggered only when a foreign producer voluntarily chooses to access the EU market, rather
than being imposed independently of that choice; and enforcement occurs exclusively at the EU’'s own borders,
through customs and domestic regulatory bodies, without any enforcement apparatus operating inside third
countries. On these grounds, CBAM is more accurately characterized as a measure with extraterritorial effects
what the doctrine terms a “territorial extension of regulation” rather than a direct assertion of extraterritorial
jurisdiction. The study nonetheless concludes that this technical classification does not neutralize the underly-
ing concern: by conditioning market access on compliance with EU-specific MRV standards, CBAM functions as
a de facto vehicle for exporting EU regulatory standards, pulling the Paris Agreement’s bottom-up structure of
nationally determined contributions toward something closer to a top-down requirement for foreign producers,
and sitting uneasily with the principle of permanent sovereignty over natural resources.

Compatibility with WTO law. The trade-law critique is organized around three GATT provisions. Under the
most-favoured-nation principle (Article I), CBAM’s cost differentiation by embedded carbon content risks
discriminating among WTO members in practice, disadvantaging countries that lack advanced decarboniza-
tion technology or infrastructure. Under Article II (tariff bindings), there is a risk that certificate costs passed
through to exporters could push the effective financial burden beyond the EU’s bound tariff ceilings as carbon
prices rise with tightening climate regulation; because importers pass this cost downstream, it ultimately falls
on exporters, who must either absorb it through lower prices or lose access to the EU market a burden the
study treats as inconsistent with GATT’s transparency and predictability norms, and one that has driven much
of third-country opposition. Under Article III (national treatment), the persistence of free allowance allocation
to EU domestic producers even as it is phased down means the carbon cost is not yet borne equally by domes-
tic and foreign producers, so the study concludes CBAM cannot currently be considered fully compliant with
national-treatment requirements.

The EU’s principal defense rests on GATT Article XX's general exceptions, particularly the provisions protecting
exhaustible natural resources and human, animal, or plant life and health. The study traces the Appellate Body’s
evolving interpretation of Article XX through its two anchor cases. In US - Shrimp (1998), the Appellate Body
read “exhaustible natural resources” to include living species under threat, opening a path to environmental
objectives such as emissions reduction; critically, it also held that a unilateral environmental measure escapes
the chapeau’s prohibition on “arbitrary or unjustifiable discrimination” only where the regulating state has made
a serious, good-faith effort to negotiate with affected exporting countries before imposing the measure a re-
quirement the United States had failed to meet. In Brazil - Retreaded Tyres (2007), the Appellate Body accepted
the legitimacy of Brazil's public-health and waste-management objectives and therefore inconsistent with the
Article XX chapeau, despite the underlying policy being “necessary” in principle establishing that even a justified
objective fails if implementation is uneven.

From these precedents the study distills three conditions on which a successful Article XX defense of CBAM
depends. The first is necessity and proportionality: the EU must show that no less trade-restrictive alternative,
such as bilateral climate-cooperation agreements, could achieve an equivalent effect. The second is non-dis-
crimination and procedural fairness: reporting and verification obligations must apply equivalently to domestic
and foreign producers, with a genuine opportunity for independent verification. The third is engagement and
flexibility: the measure must follow real negotiation with affected exporters rather than unilateral imposition.
Measured against these conditions, the study finds CBAM’s position precarious the continued, if diminishing,
free allocation to EU producers weakens the non-discrimination claim, and the absence of substantive bilateral
or multilateral negotiation with developing exporting countries prior to CBAM’s adoption raises serious doubt
about chapeau compliance, even though the underlying environmental objective would likely satisfy the thresh-
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old necessity inquiry on its own. The study characterizes the resulting tension as a conflict of goal-oriented
norms between the trade and climate regimes rather than a direct rule-against-rule conflict, since GATT Article
XX already provides interpretive room to accommodate environmental policy; the open question is one of im-
plementation, not of any inherent incompatibility between the two regimes.

Compatibility with climate law. Turning to the Paris Agreement, the study’s central finding is a tension between
CBAM and the principle of common but differentiated responsibilities and respective capabilities (CBDR-RC),
treated here as part of emerging customary international climate law and as the normative foundation for an
equitable distribution of mitigation burdens. CBAM applies a uniform carbon cost based solely on a good’s
emission intensity, without regard to the exporting country’s level of development, technological capacity, or
historical contribution to cumulative emissions a design the study reads as standardizing climate obligations in
a way that conflicts with CBDR-RC and with the Paris Agreement’s bottom-up, nationally determined structure.
This concern is not unique to the study: a joint 2022 statement by Brazil, India, China, and South Africa explicitly
condemned CBAM on CBDR-RC grounds, and the study cites UNCTAD’s 2021 analysis as reinforcing the same
point.

The study situates this critique within a broader theoretical frame, invoking the Environmental Kuznets Curve
to argue that the relationship between economic growth and environmental quality is non-linear: developing
economies typically pass through a period of rising pollution before reaching the income and technological
threshold at which decarbonization becomes feasible. A policy like CBAM, by raising the cost of exports from
countries still in that earlier developmental phase, risks delaying their transition to that threshold — potentially
undermining both their economic development and, paradoxically, the long-run global environmental objective
CBAM is meant to serve, unless paired with adequate financial and technological support.

Political-response evidence. The study also draws on Otto (2025), an analysis of political responses to CBAM
across 32 countries, including Iran. Across the sample, every country examined showed at least one identifi-
able policy response; the most common was policy acceptance (24 countries), followed by opposition (22) and
cooperation (15). Opposition has remained persistent since CBAM’s announcement in 2019, whereas cooperation
and acceptance responses became more common mainly after the European Commission’s July 2021 proposal a
pattern the study reads as evidence of both sustained resistance and a simultaneous “Brussels Effect,” in which
countries adjust policy in anticipation of CBAM’s market-access consequences even without a binding interna-
tional agreement requiring them to do so. Examples cited include EU-candidate countries (Albania, Bosnia and
Herzegovina, Montenegro, North Macedonia, Serbia, Turkey, Ukraine) adopting emissions-trading systems, and
Egypt and Indonesia adopting carbon pricing.

Implications for Iran. Given its reliance on exports of energy-intensive goods, Iran is identified as directly ex-
posed to CBAM, with the scope of exposure likely to broaden as EU climate policy moves toward covering ad-
ditional industrial sectors by 2030. Iran’s limited domestic MRV infrastructure leaves it dependent on EU default
values calculated from the worst-performing tenth of comparable installations values the study characterizes
as functionally punitive and capable of significantly eroding the competitiveness of Iranian steel and cement
exports in European markets. Sanctions are identified as a compounding constraint, restricting Iran’s access to
international climate finance, including the Green Climate Fund, and to clean-technology transfer, while also
limiting its participation in joint reporting and pricing arrangements.

CBAM represents an unprecedented attempt to fuse trade and climate policy within a single instrument, but
that fusion generates layered legal tension between two regimes not originally designed to operate together.
From a trade-law standpoint, the study leaves open serious questions about CBAM’s compatibility with WTO
obligations: non-discrimination and national-treatment principles are strained by a design that, for now, still
grants free allowances to EU domestic producers while requiring foreign producers to purchase certificates
outright. GATT Article XX offers the EU a plausible route to justification, but the chapeau’s requirement of non-
arbitrary, non-discriminatory application — as interpreted through US - Shrimp and Brazil - Retreaded Tyres —
remains the decisive test, and the absence of meaningful prior negotiation with affected exporters leaves CBAM
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exposed to challenge.

From a climate-law standpoint, the principal tension is with the CBDR-RC principle underlying the Paris Agree-
ment. By applying uniform emissions-based costs irrespective of a country’s development level or historical
responsibility, CBAM functions, in the study’s assessment, as a form of climate-obligation standardization that
cuts against climate justice and against the Agreement’s bottom-up architecture. The study frames CBAM less
as areward for genuine climate ambition than as a new form of environmental conditionality attached to market
access — a mechanism through which the EU transfers part of its own mitigation costs onto trading partners
while setting aside the principle of historical responsibility. At a structural level, this tension is attributed to a
deeper mismatch between the two regimes: the trade system rests on reciprocity, transparency, and market
competition, while the climate regime rests on global public-good logic, cooperation, and asymmetric obliga-
tions. Absent a coordinating mechanism between the WTO and the Paris Agreement/UNFCCC institutions, the
study expects this friction to persist and to recur as other jurisdictions adopt comparable mechanisms.

On this basis, the study proposes recommendations at two levels. Internationally, it calls on the WTO to de-
velop transparent guidelines specific to carbon border adjustment mechanisms, to require mutual transparency
in their design and implementation, and to establish joint monitoring arrangements with the Paris Agreement
framework and the Green Climate Fund, so as to draw a clearer line between legitimate climate action and dis-
guised protectionism.

For Iran specifically, the study recommends a combined strategy of technical adaptation and diplomatic en-
gagement. On the technical side: building a national MRV system aligned with international standards, to secure
recognition of Iranian emissions data and avoid reliance on punitive EU default values; establishing a domestic
emissions market or green tax to price carbon realistically while generating revenue for clean-technology in-
vestment; and introducing carbon labeling for export goods to strengthen Iran’s evidentiary position in trade
and climate negotiations. On the diplomatic side: pursuing access to Green Climate Fund financing and tech-
nology-transfer channels; building coalitions with similarly situated exporters such as India, Indonesia, Egypt,
and Brazil to raise equity concerns institutionally within the WTO and at COP negotiations; and opening direct
technical dialogue with the EU to secure recognition of Iran’s national emissions data. The study explicitly flags
sanctions as a constraint complicating each of these channels, and suggests regional platforms — the Economic
Cooperation Organization, BRICS, and the Shanghai Cooperation Organization — as partial, depoliticized av-
enues for technical cooperation in the interim. In the longer term, the study argues that active participation in
efforts toward a global carbon-pricing framework would serve Iran’s interests better than confrontation alone:
reducing inter-country inequality, limiting the fragmentation of international climate policy, and preserving ac-
cess to global markets, technology transfer, and energy-efficiency gains.

Keywords: European Union Carbon Border Adjustment Mechanism, Carbon Leakage, Climate Commitments,
Extraterritorial Effects of Regulations, World Trade Organization.
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