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Indian Steel’s Future in Europe

The European Union introduced the Carbon 
Border Adjustment Mechanism (CBAM) to 
align the carbon cost of imports with the costs 
borne by domestic producers under the EU 
Emissions Trading System (ETS). Iron and 
Steel is expected to feel the largest impact, 
since the sector has strong trade exposure 
and CBAM targets sectors with high emissions 
intensity. 

For India, this matters because, though 
exports account for a small overall share of 
the country’s production, steel forms the core 
of its CBAM exposure and a large percentage 
of Indian steel output still comes from 
emissions intensive routes.

This article examines CBAM through the 
lens of Indian steel. It does not treat CBAM 
only as a trade barrier but also as a test of 
competitiveness that links export performance 
to embedded emissions, verified reporting, 
and decarbonisation capacity. That framing is 
important because not all firms will respond in 
the same way. Producers with lower emissions 
processes, stronger data systems, and 
access to cleaner energy should absorb the 
transition more effectively than firms that rely 
on conventional blast furnace production and 
weak monitoring systems.

The paper uses secondary research from peer 
reviewed studies, policy papers, industry 
reports, and official publications. It focuses 
on the period from 2026, when financial 
obligations begin, to 2034, when the EU will 
remove free allowances in full under the 
current pathway. 

Key simplifications introduced under the 
EU’s Omnibus package (adopted in October 
2025) have been incorporated throughout this 
paper. The deadline for certificate purchase 
and surrender has been moved to February 
2027 (from the original January 2026 start); 
the quarterly certificate holding requirement 
has been reduced from 80% to 50% of 
embedded emissions; and a new de minimis 

Introduction

Table 1: CBAM Timeline: from
transition to cost impact

1 Transitional
Oct 2023 – Dec 2025
KEY OBLIGATION
Quarterly emissions reporting only

FINANCIAL IMPACT
No financial cost

2 Pricing Starts
Jan 2026
KEY OBLIGATION
CBAM certificates become purchasable;
definitive phase begins

FINANCIAL IMPACT
Partial cost, phased in as free EU ETS
allowances reduce

3 Certificate Sale
Feb 1, 2027
KEY OBLIGATION
First CBAM certificate surrender obligation

FINANCIAL IMPACT
Rising costs as free allocations phase out

4 First Compliance Deadline
Sep 30, 2027
KEY OBLIGATION
Importers must surrender certificates for
2026 imports

FINANCIAL IMPACT
Full compliance required

5 Full Effect
Jan 2034
KEY OBLIGATION
EU ETS free allocations fully phased out

FINANCIAL IMPACT
100% CBAM cost, that is ~EUR158/tonne gross
on BF-BOF Indian steel at Q1 2026 CBAM price
of EUR75.36/tCO2 (the EUR173.8/t figure was
based on earlier higher ETS price
projections; actual 2034 cost will depend on
prevailing EUA prices)
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threshold exempts importers handling less 
than 50 tonnes of CBAM goods annually from 
full declarant obligations. These changes 
moderate the administrative burden in 
2026 but do not alter the long-run financial 
trajectory toward full cost exposure by 2034. 
However, this can ease some cashflow burden 
on exporters as well as possible exceptions 
for some smaller secondary steel exporters.

CBAM design and why it 
matters for steel
CBAM applies a carbon price on imports 
into the EU that reflects the carbon cost 
that EU producers face under the EU ETS. 
During the transitional phase (October 2023 
to December 2025), importers only reported 
embedded emissions without financial 
obligation. The definitive financial phase 
began in January 2026, from when importers 
must register as authorised CBAM declarants 
and report annual embedded emissions. 

Critically, actual certificate purchase and 
surrender began only from February 2027 
(per the October 2025 Omnibus simplification 
package). The CBAM factor – that is the 
share of embedded emissions requiring 
certificate coverage – starts at just 2.5% in 
2026, stepping up to 10% in 2028, 48.5% in 
2030, and reaching 100% by 2034 as EU ETS 
free allowances are fully phased out.

CBAM currently covers five product 
categories: Iron & Steel (66% of covered 
imports by value), Aluminium (28% by 
value), Cement, Fertilisers, and Hydrogen. 
The EU plans to expand CBAM to polymers, 
chemicals, and downstream manufactured 
goods by 2030.

For India specifically, 1.6% of total trade is 
at risk, according to Bloomberg New Energy 
Finance data (BNEF). While proportionally 
small, iron and steel exports to the EU 
amounted to USD4.2 billion in FY2025, 
representing about two-thirds of industry 
shipments, so there is much to respond to. 
India at present does not have a domestic 
carbon price - meaning zero offsetting credit 
against CBAM charges. BNEF also ranks 
India’s carbon readiness as “Low”. 

Now carbon intensity will shape steel trade 
competitiveness much more directly. Steel 
sits at the centre of the mechanism for three 
reasons. It has high direct emissions, large 
cross-border trade flows, and viable low-
emissions alternatives now exist, even if 
they remain costlier in most markets. CBAM 
therefore changes the basis of competition. 

Price, logistics, and quality still matter, but 
embedded emissions now affect market 
access and realised margins as well.

For Indian exporters, CBAM creates two 
immediate pressures: 

1.	 Firms must generate plant-level emissions 
data that EU authorities accept. 

2.	 Firms with higher emissions intensity will 
either absorb the carbon cost through 
lower margins or pass it on through higher 
prices, which may reduce demand. 

This distinction between reporting 
readiness and production readiness matters. 
A producer may comply with reporting rules 
while still remaining uncompetitive on carbon 
cost.

India’s exposure to CBAM
India’s exposure to CBAM comes from 
both export composition and production 
structure. Iron and steel account for the 
largest share of India’s CBAM-exposed 
exports. Around 90% of India’s CBAM-
covered exports come from steel.

“CBAM currently covers five 
product categories – but iron & 
steel accounts for 66% of  
covered imports by value.”
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This concentration creates sectoral risk. If 
India exported a more diversified basket of 
lower emissions products into the EU, CBAM 
would spread the burden across industries. 
Instead, it falls heavily on a single hard-
to-abate sector. That increases the macro 
sensitivity of the policy for India, even if the 
aggregate GDP effect appears modest in 
modelled results.

It is estimated that under a CBAM-only 
scenario, India’s GDP will be impacted by 
about 0.02% to 0.03% (about USD792 
million to USD1.19 billion), because carbon-
related revenue flows out to the EU rather 
than remaining in the domestic economy. 

It also finds that iron and steel, cement, 
aluminium, and fertilisers face output and 
export pressure, with steel among the 
most exposed sectors. The rules for the 
downstream products are still being framed 
– potentially, the most impacted could be 
auto-ancillary and white-goods exports, 
which could represent an additional burden 
by 2030. 

This macro impact is small in percentage 
terms, but it can still mask sharp 
distributional effects. Output losses may 
cluster in carbon-intensive regions, large 
integrated producers, and upstream value 
chains such as coking coal, power, transport, 
and industrial services. A trade measure that 
looks modest at the national level can still 
reshape a sector’s investment direction.

Why Indian steel faces above 
average risk
Indian steel faces above-average CBAM 
risk because its production base remains 
relatively emissions-intensive. Research 
published by Energy Policy into the steel 
sector in Vietnam – another country 
significantly impacted – notes that higher-
than-average emissions intensity reduces 
export competitiveness under CBAM, 
but CBAM alone does not force a major 
technology shift unless domestic carbon 
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pricing or other internal policy measures 
reinforce the signal. The same logic applies to 
India.

A major reason lies in the production route 
mix. Large Indian producers still rely heavily 
on blast furnace and basic oxygen furnace 
routes, accounting for 70% of the total 
production. These routes generate 2.5 tCO2/
tonne of steel, against the EU average of 1.8 
tCO2/tonne. India also uses coal-based direct 
reduced iron at scale, which lowers some 
dependence on imported coking coal but 
does not create a low-emissions pathway by 
itself. The result is that average embedded 
emissions in Indian steel often exceed those 
of cleaner EU production mixes.

Another reason lies in the absence of a broad 
domestic carbon price. Without a recognised 
carbon price at home, Indian exporters 
cannot offset CBAM liability through domestic 
payments, unlike competitors in the UK 
(USD69.9/tonne carbon price), South Korea 
(USD6.5/tonne), or Taiwan (USD9.0/tonne). 

A domestic carbon tax combined with CBAM 
could soften macroeconomic losses because 

part of the carbon revenue remains within 
India rather than flowing outwards. 

The sector also faces structural constraints 
on decarbonisation. Scrap availability remains 
limited relative to long term electric arc 
furnace ambitions. Renewable electricity 
access varies across states and industrial 
clusters. Green hydrogen remains too 
expensive for broad steel use at present. 

Smaller firms often lack both the capital and 
the technical capacity to install advanced 
emissions monitoring systems or shift quickly 
to cleaner production routes.

Key insight:
The CBAM net cost in 2026 is small 
(~EUR3–4/tonne) because of the 
2.5% CBAM factor. 

The significant impact will accumulate 
toward 2030–2034. By the time of full 
phase-in in 2034, the New  
Delhi-based Global Trade Research 
Initiative estimates that Indian  
exporters may need to cut prices by 
15–22% to absorb the full carbon tax 
burden. 

Under the medium carbon price  
scenario, EU imports of steel from  
India could decline ~24%  
cumulatively by 2034.

“Without a recognised carbon 
price at home, Indian exporters 
cannot offset CBAM liability –
unlike competitors in the UK, 
South Korea, or Taiwan.”
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Company-level impact: which Indian steel player gets hit hardest?
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Indian companies and the government are likely to pursue a combination of 
short-term defensive strategies and longer-term structural transformation.
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India should treat CBAM as an industrial 
policy issue, not only a trade disruption issue. 

A narrow legal challenge at the WTO may 
have political value, but it will not remove 
the underlying market signal if carbon 
differentiated procurement and financing 
continue to spread globally.

A strong policy response would include five 
priorities:

Build a national industrial MRV 
architecture. 
India needs credible measurement 
standards for steel and other CBAM-
covered sectors. Export competitiveness 
now depends on the quality of 
emissions data.

Accelerate the domestic carbon 
market in a sector sensitive way. 
If India develops a workable carbon 
market or carbon pricing framework, 
it can retain more transition value 

domestically and support targeted 
recycling of revenue.

Support low emissions steel 
investment. 
This includes concessional finance, 
viability gap support, renewable power 
access, and infrastructure for scrap and 
hydrogen.

Protect smaller firms during 
transition. 
Larger firms can self-finance compliance 
more easily. MSMEs need shared 
verification systems, technical support, 
and cluster-based decarbonisation 
programmes.

Link trade negotiations with 
industrial transition. 
Any India EU engagement on CBAM 
should focus on equivalence of 
verification, recognition of domestic 
standards, and finance or technology 
support, rather than only exemptions.

What are the Policy Implications for India?

1

5

4

3

2

Conclusion
CBAM changes the basis of competition for steel exports into the European market. For 
India, the challenge is acute because iron and steel dominate the country’s CBAM-covered 
exports and because much of domestic production still comes from emissions-intensive 
routes. Current research suggests that CBAM will weaken the competitiveness of Indian 
steel in the EU, but will not by itself deliver a rapid transition to low-emissions production.

The main effect in the near term will be differentiation within the sector. Firms with 
stronger emissions measurement, cleaner production routes, renewable power access, 
and clearer decarbonisation plans should adapt faster. Firms that depend on blast-furnace 
production, weak MRV systems, and delayed capital investment will face greater margin 
pressure and higher risk of market loss.

The policy conclusion is clear. India should not treat CBAM only as an external trade barrier. 
It should treat CBAM as a signal to accelerate industrial carbon measurement, support 
lower-emissions steelmaking, and develop domestic policy tools that retain transition value 
within the country. The strategic question is no longer whether carbon will shape steel 
trade; the question is which producers will remain competitive as that shift gathers pace.
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