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Carbon pricing flips Australia’s 
comparative advantage

No international price on carbon

Australia’s comparative advantage – raw 
inputs to carbon-intensive steel:
• Iron ore
• Metallurgical coal
• Thermal coal or gas

Processing location is competitive
• Energy is 20-40 per cent of 
processing cost

• Transport costs for coal are low –
about 10 per cent of cost

Australia exports raw inputs for 
carbon-intensive steel
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A quick recap on the story that underpins Philip and Rod’s analysis, using steel as an example:When there is no international price that reflects the social cost of carbon, low-cost but carbon-intensive steel dominates international supply chains. In this global environment, Australia’s comparative advantage is limited to the export of raw inputs. That’s because iron and steel processing is internationally competitive. Other countries, such as China, can capitalise on low labour costs, combined with carbon-intensive coal and gas, which is cheap to transport to the processing location.  This creates a `green premium’ for low and zero-carbon steel. When producers have to pay for the social cost of carbon, the price of carbon-intensive steel increases, driving down demand. This is reflected in Philip’s analysis, which captures the cost of an EU CBAM for existing Australian exporter. 



An international price on carbon

Australia’s comparative advantage –
raw inputs:
• Iron ore
• Renewable energy

Australia’s comparative advantage –
processing:
• Energy is 20-40 per cent of 
processing cost

• Transport costs for renewable 
energy and hydrogen are high –
roughly twice their value

Australia exports processed zero-
carbon iron and steel, displacing 

     

Carbon pricing flips Australia’s 
comparative advantage
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But there is another side to this story, reflected in Rod’s analysis, which reveals Australia’s Superpower potential. The EU CBAM price will shrink, and eventually eradicate, the green premium. Low and zero-carbon goods will become relatively more affordable as international carbon prices are introduced, as they increase, and as the cost of zero-carbon industries goes down.  This is how green products will progressively displace carbon-intensive products, and how Australia’s comparative advantage is flipped. In the case of steel: [Add detail]
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With that story in mind, let’s take a step back to look at the specifics of the EU CBAM and what Australia needs to do if it wants to capitalise on the opportunities it presents. Direct and indirect[Explain x 3 paths into the EU]



All goods incur EU-equivalent carbon price

EU CBAM: products with embedded 
emissions

If Australia 
doesn’t have a 
carbon price, 
it will be 
applied at the 
EU border. 

Implication: 
Revenue will go 
to the EU. 

This will be 
true for a 
small and 
declining 

  

Direct emissions: Iron/steel, aluminium, fertilisers, electricity “as a good” 
Direct and indirect emissions: cement, hydrogen
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All goods incur EU-equivalent carbon price

EU CBAM: zero-carbon products

Produced outside 
border, zero-carbon

No revenue

Importer proves 
zero-carbon status

Whether or not Australia has a 
carbon price, producers of zero-
carbon products will need to 
demonstrate zero-carbon status. 

This is essential for zero-
carbon products to capitalise on 
the benefits provided by CBAMs. 

Direct emissions: Iron/steel, aluminium, fertilisers, electricity “as a good” 
Direct and indirect emissions: cement, hydrogen



The EU will accept:

1.Physical measurement of carbon emissions

2.Calculation-based measurement
• Based on the emissions intensity of the energy grid; or
• Using emission factors if production installation is directly 
physically linked to electricity generator; or

• Using emission factors if production installation has a power 
purchase agreement with an electricity generator.

EU CBAM: Measuring indirect emissions

Source: Section 6.1.4 “Indirect emissions”, Guidance document on CBAM implementation for 
importers of goods in the EU, p 70,  December 2023

Presenter Notes
Presentation Notes
Calc methodology: Uses quantities of all fuels and relevant materials consumed, and corresponding “calculation factors” (including “emission factor” based on the carbon content of the fuel or material)Zero-emission hydrogen should be fine if:Not connected to the grid, or;If connected to the grid, able to demonstrate that all energy used in hydrogen production is renewable, via a direct connection. 



Proposed Guarantee of Origin scheme? 

• Goal is to be “internationally aligned” but not yet clear will 
satisfy EU requirements

• Currently limited to hydrogen and renewable energy

• “Could” expand to cover metals, low emissions fuels, and other 
products

Crucial that in addition to zero-emission hydrogen, certification 
scheme also covers…

• zero-emission steel 

• zero-emission aluminium

• zero-emission urea

• zero-emission silicon

• zero-emission fuel

Australia needs an EU-compliant zero-emission 
certification scheme
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1. Calc methodology: Uses quantities of all fuels and relevant materials consumed, and corresponding “calculation factors” (including “emission factor” based on the carbon content of the fuel or material)2. Measurement methodology: Measuring the concentration of the greenhouse gases as well as the flow of the flue gas for each emission source (stack).Australian businesses will also need to be able to properly measure the carbon intensity of CBAM products, to make sure zero-carbon products are appropriately recognised under CBAM laws. This would be straight-forward if Australia had carbon pricing. In its absence Australia will instead need measurement schemes that meet the requirements of countries with CBAMs.



Australia needs to get ready: 
The EU CBAM carbon price is coming
Allocation of free permits to EU producers and share of carbon price paid 
by importers

ce: Review of the EU ETS: 'Fit for 55' package, European Parliament (2023) 
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Country/region Carbon pricing mechanism Carbon border adjustment 
mechanism?

EU EU ETS EU CBAM, introduced 2023

UK UK ETS UK CBAM in 2027

US RGGI (13 states) Proposed: Clean Competition 
Act + domestic carbon 
standards

Canada Mix: provincial and 
national schemes

‘Exploring’ a CBAM

Australia Largest emitters: Safeguard 
Mechanism

Considering a CBAM under 
Carbon Leakage Review (due 
Sept 2024)

Japan Progressive introduction of 
ETS

South Korea ETS

New Zealand ETS

Australia needs to get ready: 
Where ETS lead, CBAMs follow

Presenter Notes
Presentation Notes
Natural tendency is for CBAMs to follow in the footsteps of ETS to ensure local producers are not disadvantaged.As countries move to net-zero, can expand an expansion of CBAMs to cover a growing number of countries and products, expanding opportunities for zero-carbon products made in Australia. 
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