CBAM and the Rising Compliance Imperative for Hong Kong and China Listed Companies

CBAM: Regulatory Background and Scope
Carbon pricing has become a mainstream climate policy tool, with 75 carbon taxes and emissions trading systems currently in place worldwide. The EU CBAM, adopted in 2023, is the first implemented border adjustment mechanism globally. It applies initially to:
· Iron and steel
· Aluminium
· Cement
· Fertilisers
· Hydrogen
· Electricity
Importers must report embedded emissions during the transitional phase and, from 2026, purchase CBAM certificates priced in line with allowances under the EU Emissions Trading System (ETS).
In October 2025, amendments under the EU’s “Omnibus” simplification package introduced a de minimis exemption for importers below 50 tonnes annually (excluding hydrogen and electricity).

Why This Matters for HK and China ListCos
For Hong Kong and Mainland China listed industrial companies exporting components to EU customers—directly or indirectly via Tier‑1 suppliers such as Bosch—CBAM creates three structural shifts:
1. Mandatory embedded emissions disclosure
2. Financial exposure through carbon‑linked import costs
3. Increased supply chain scrutiny
While CBAM’s direct global emissions impact may be limited, it may drive policy spillovers and supply chain reconfiguration, incentivising exporters to adopt carbon pricing or cleaner technologies.
If exporters fail to provide verified emissions data, EU authorities may apply default emission values, reportedly under consideration at relatively high levels—raising the risk that CBAM functions as a de facto trade‑restrictive measure.
For automotive component suppliers, this creates a direct commercial linkage between carbon intensity and competitiveness.

Trade Tensions and WTO Risk
CBAM has already triggered international friction:
· Russia requested WTO consultations in May 2025.
· India, China, and Brazil have criticised CBAM, arguing it may violate WTO principles and the UNFCCC principle of Common but Differentiated Responsibilities.
· Other sceptical WTO members include Indonesia, Japan, South Korea, Taiwan, Türkiye and Paraguay (Lexology, 30 January 2026).
This geopolitical environment adds uncertainty for China‑based exporters reliant on EU market access.

From ESG Disclosure to Verification‑Ready Carbon Data
As EU buyers increasingly require primary emissions data, listed companies cannot rely solely on high‑level ESG reporting. ISO‑aligned Life Cycle Assessments (LCA), compliant with ISO 14040 and ISO 14044, are becoming essential tools for:
· Demonstrating embedded emissions transparency
· Avoiding punitive default values
· Supporting Environmental Product Declarations (EPDs)
· Maintaining preferred supplier status
Alaya’s LCA work for precision manufacturers shows that material sourcing and production energy often represent the largest emissions hotspots—insights that directly inform CBAM risk mitigation strategies.


Strategic Implications for Listed Companies
For HKEX and A‑share issuers, CBAM exposure translates into:
· Revenue risk in EU markets
· Margin pressure from carbon cost pass‑through
· Supply chain restructuring toward lower‑carbon inputs
· Heightened investor scrutiny of transition risk

CBAM’s environmental effectiveness may be debated, but its commercial consequences are already material. For Hong Kong and China listed companies exporting to EU industrial customers, carbon transparency is fast becoming a license to operate.
Proactive development of verification‑ready carbon accounting systems, product‑level LCAs, and decarbonisation pathways will not only mitigate compliance risk but also strengthen competitive positioning in a carbon‑constrained global economy.
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