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Leakage and welfare under the EU Methane Regulation: an asset-level evaluation
for crude oil imports

Abstract:

On a globally tradable commodity, unilateral environmental policy faces a classic
concern: emissions may be displaced rather than eliminated. From 2030, EU
Regulation 2024/1787 will exclude crude oil imports above a maximum methane-
intensity threshold — a binary, partial-coverage intensity standard on a globally
fungible commodity. Using an asset-level partial-equilibrium model of global oil
trade calibrated to over 14,000 deposits, with endogenous abatement and route-
specific transport, | find that the gate operates almost entirely through composition:
at the emission-optimal threshold (around 14 kg CO_2 eqg/bbl), EU import intensity
drops roughly fivefold but cumulative global methane declines by less than one
percent. The leakage rate is around 0.96 — rerouting overwhelms within-asset
abatement, and tightening further reverses gains. A Methane Carbon Border
Adjustment Mechanism priced at the Social Cost of Carbon would deliver an order
of magnitude more abatement at lower net EU welfare cost, because the border
revenue retained by the EU offsets much of the welfare loss from higher consumer
prices.
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