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Methodology

• Clean event study around the CBAM legislative breakthrough (Dec 13, 2022)

• Treatment defined using firm-level customer–supplier networks

• Exposure to non-EU suppliers

• Exposure to CBAM-covered industries

Main Findings

• EU customer firms exposed to CBAM-treated suppliers experience −1% to −1.3% CARs

• Interpreted as belief updating about future climate policy

Clean evidence of immediately pricing of climate policy announcements!

+ Highlights supply-chain transmission of climate policy risk and interaction w/ trade policy

Plan for Discussion

1. CBAM and Its Importance

2. Going Beyond CARs
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“If you’re going to sell carbon-heavy stuff into European Union, you should pay for 

the carbon, even if your home country doesn’t make you.

Example: Thyssenkrupp, a German industrial engineering and steel production company

• Steel production emits ≈ 2 tons of CO₂ per ton of steel,

• EU carbon price (ETS): ≈ €80 per ton of CO₂

• EU-produced steel faces a carbon cost of 2 × €80 = €160 per ton, while imported steel 

into the EU faces €0 per ton

• After CBAM, for each shipment, the importer must:

• (1) report embedded CO₂ emissions, and

• (2) buy CBAM certificates equal to those emissions

• CBAM charge mirrors the EU carbon price.

Why Important?

• First credible attempt by a major economy to impose carbon pricing at the border

• A global policy event with exporters, foreign governments, and multinational firms all 

updating beliefs about future trade costs and climate regulation



Exhibit #1: Global Reaction to CBAM

Source: GMK Center
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• Expanded or accelerated national ETS / carbon pricing, which allows exporters to claim a 

deduction for “carbon price paid” under CBAM

• Keeps carbon revenue at home rather than transferring it to the EU

2. Retaliatory Trade and Tax Measures (India, Russia)

• Threats of WTO Challenges and retaliatory tariffs

• Evidence that CBAM seen as materially affecting export competitiveness

3. Climate Club Alignment (United States)

• Congressional proposals for CBAM-style border adjustments

• Parallel negotiations on climate-linked steel and aluminum trade
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Price and Margin Uncertainty: Unclear levied rates, unclear pass-through

“Most of the companies are yet figuring out a way to deal with CBAM… about 60% of our 

exports go to Europe and we want to know what is the rate that will be levied and will it be 

company specific?” [source]

Strategic Risk Perceptions: Concerns about undermined competitiveness & investment

“The first thing to do about CBAM is just to eradicate it, get rid of it… it may not yield real 

environmental benefits and could gradually drive investment out of Europe.” [source]

https://www.cleanenergywire.org/news/german-companies-struggling-fulfil-cbam-emissions-reporting-requirements-consultancy
https://www.reuters.com/sustainability/boards-policy-regulation/indias-steel-exports-europe-set-drop-eu-carbon-tax-looms-2025-12-05/?utm_source=chatgpt.com
https://www.reuters.com/sustainability/climate-energy/eu-risks-slow-demise-aluminium-industry-if-carbon-tax-not-scrapped-constellium-2025-12-05
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As authors correctly note, the stock price response includes a host of “news”:

• Discount rate news: exposure to systematic carbon price volatility, regulatory 

uncertainty, international trade frictions, policy uncertainty, risk aversion

• Cash flow news: future import intensity, ability to pass through costs, market structure

Suggestion 1: Rebalance the institutional background for better interpretation of results

• Paper provides detailed political timeline to help justify the event date

• But more detail is needed on what CBAM actually implied for firms and markets at the 

time (e.g. connection to ETS reform, global policy reactions, firm-level uncertainty)
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Why does the distinction matter?

• Cash-flow shocks imply real cost pass-through and margin effects.

• Discount-rate shocks imply policy risk, uncertainty, or repricing of climate exposure.

• These have very different implications for investment and welfare!

Usually, we rely on the cross-section to distinguish the two, but having non-EU suppliers in 

CBAM-covered industries also means loading on systematic policy risk.

Suggestion 2a. Examine changes in sovereign yields, corporate bond spreads, carbon 

futures prices in the same event window. 

• Does the CAR line up with movements in discounting objects (yields, spreads)?

Suggestion 2b. Method in Nagel and Xu (2025)

• Nagel and Xu (2025) construct a counterfactual stock price change that would occur if 

only discounting moved, holding the cash-flow claims fixed.

• If the authors can get dividend futures for a subset of EU customer firms, they can do:

• Treat dividend futures prices as the “cash flow leg”

• Treat risk-free curve as the “discounting leg”

• Then the authors can fix the “cash flow leg” at pre-event and only let the “discounting leg” 

move with the event

Movements in Yields, not the Equity Premium: Bernanke-Kuttner Redux
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The paper’s title suggests that the authors also view CBAM as a window into how climate 

policy affects financial markets, not just trade.

To better reach this goal, it would be useful to understand whether CBAM is priced as a 

routine regulatory cost or a regime-shifting climate policy.

Suggestion 3. Benchmark CBAM CARs against two groups of policies –-

• Magnitude and persistence relative to other climate policy announcements

• E.g. ETS reforms, carbon tax introductions, subsidy rollbacks

• Policies with similar scope but different enforcement mechanisms

• E.g. price-based vs. quantity-based regulation, border-adjusted vs. domestic-only

Useful Example: December 2017–2018 EU ETS Phase IV reform

• Tightened the emissions cap and adjusted the supply of carbon allowances over time

• Directly affects expected carbon costs and long-run regulation

• Widely viewed as a regime shift
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Final Thoughts

• Clean and carefully executed event-study evidence that CBAM announcements are 

priced by equity markets through international supply chains

• Punchline: CBAM announcements lead to negative abnormal returns for exposed EU 

firms, consistent with markets pricing the consequences of stricter climate policy

• A few suggestions for future iterations:

• Strengthen institutional background for better interpretation of CAR results

• Distinguish cash flow vs. discount rate news and benchmark against other policies

• A few questions prompted by the paper for the future:

• To what extent can firms hedge or insure against policy-induced risks?

• When do policy interventions primarily reallocate risk across firms and sectors, 

and when do they create new aggregate risks that financial markets must absorb?

• Very much looking forward to the next version!
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