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SUMMARY 

Executive summary: The Committee is required to confirm the specificity of an economic 
mid-term measure(s) for agreement by MEPC83, having already 
agreed the technical measure will comprise a goal based GFS. The 
emission reduction targets are set in Chapter 3 of the 2023 Strategy 
and the required objectives these measures are designed to meet is 
defined at paragraph 4.5. Additionally at 5.3,  when developing 
candidate mid- and long-term GHG reduction measures, due 
account should be taken to ensure a just and equitable transition that 
leaves no country behind, including supportive measures. 
 
The co-sponsors consider that the only proposal for a combination 
of measures that can adequately deliver on the 2023 Strategy 
objectives, in particular enabling a realistic contribution to ensure a 
just and equitable transition, requires a universal levy on GHG 
emissions with a sufficiently high entry price and a simple GFS that 
is progressively strengthened over time as technologies and fuels 
come to market. 

Strategic direction, if 
applicable: 

3 

Output: 3.2 

Action to be taken: Paragraph 18 

Related documents: MEPC 76/7/12, MEPC 77/7/4, ISWG-GHG 14/3, ISWG-GHG 15/3, 
ISWG-GHG 16/2/6, ISWG-GHG 16/2/5, Resolution A.1173(33) 
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1. In this paper, the co-sponsors state their recommendation for specifying the economic 
measure to be adopted at MEPC83 and summarise the additional evidence in support of this 
proposal from the initial findings of the CIA process and additional analysis since MEPC811.   
 
2. It is the opinion of the co-sponsors that a universal mandatory levy with a high entry 
price and scheduled review accompanied by a simple GFS of increasing stringency is the 
combination of technical and economic instruments needed if a full decarbonisation transition 
that leaves no State behind is to be achieved in the timeframes agreed in the 2023 Strategy.  
The design and rationale for this combination was set out in ISWG-GHG 16/2/6 with further 
discussion on the use of revenues generated at ISWG-GHG 16/2/5. The economic measure 
has been revised to include a limited reward subsidy (feebate).  
 
3. Compliance and reward revenue flows under a just and equitable revenue use 
framework under this combination are shown in Figure 1. The framework is presented in detail 
in ISWG-GHG 17/2/x (Revenues), along with recommended chapter structure and text for 
inclusion in a new Chapter 5 under MARPOL annex VI.  

 
 Figure 1: compliance and revenue use flows under a just & equitable framework 
 
Context 
4. The co-sponsors note the tight time-frames for agreeing the specification of the 
economic measure(s) to be adopted within the combination of mid-term measures to be agreed 
by MEPC83. 
 
5. We recall the three objectives agreed in paragraph 4.5 of the 2023 Strategy that need 
to be simultaneously met by the measures, namely: 1) promote the energy transition of 
shipping, 2) incentivise the fleet, and 3) contribute to a level playing field and a just and 
equitable transition.  While the 2023 Strategy is silent on which, if any, of these objectives 
should be prioritised, the co-sponsors are strongly of the opinion that all are to be treated as 
equal high priority. At paragraph 5.3, IMO has agreed that when developing candidate mid- 

 
1 A detailed analysis of the evidence in support is provided in the accompanying submission ISWG17/2/x 

(evidence). 
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and long-term GHG reduction measures, due account should be taken to ensure a just and 
equitable transition that leaves no country behind, including supportive measures.  
 
6. We note also that the recent ITLOS advisory opinion provides clarity for the delivery 
of the objectives of the IMO revised strategy, confirming that GHG emissions are to be treated 
as pollution and advising on the nature and stringency of the primary obligations of States to 
prevent, reduce and control marine pollution from anthropogenic GHG emissions under 
UNCLOS. Under Article 202, States have the specific obligation to assist developing States, 
in particular vulnerable developing States. Article 203 reinforces the support to developing 
States, in particular those vulnerable to the adverse effects of climate change, by granting 
them preferential treatment in funding, technical assistance and pertinent specialized services 
from international organizations. 
 
7. We also note and acknowledge the other existing proposals for employing forms of 
market-based or economic instruments that establish a price on shipping's GHG emissions 
including, inter alia: a mandatory universal levy on all GHG pollution emitted; credit or 
compliance trading schemes (both public and private) of varying complexity also referred to as 
‘flexibility mechanisms’; penalty/reward subsidisation (or feebates), and various proposed 
combinations of such measures, including as hybrid technical-economic measures.  
 
8. We recognise the need for cost-effective and efficient incentivisation of the fleet’s 
transition and have included a limited feebate component to this end. We consider a feebate 
and flexibility mechanism to be equivalent - they both move revenues from underperforming 
ships to overperforming ships. As passive revenue distribution mechanisms, on their own or 
as the main mechanisms for revenue disbursement, they are likely to move investment to 
ships/regions with high access to capital or existing GHG regulation (e.g. EU). Flexibility 
mechanisms, therefore, further increases regressive effects of measures on states (in 
particular vulnerable and least developed states experiencing the strongest negative impacts) 
and, as such, act counter to the full scope of the agreed 2023 Strategy. The evidence and 
explanation for this is set out in a supporting paper (ISWG-GHG 17/2/X) . 
 
Key Features of a universal levy/GFS combination 
9. The rationale for the proposed combination of measures was set out in ISWG-GHG 
16/2/6. The initial findings of the CIA process provide further evidence in support of this 
combination.  

Feature Justification from initial CIA analysis 

Initial GHG price 
of $150/ton CO2-
eq. 

The cost of the industry's mitigation transition is predominantly driven 

by the cost of the technology and fuel needed. The initial Task 2 CIA 

analysis shows that: 

-  a universal GHG price with a portion of revenue use prioritised for 
deployment of eligible fuels and technologies, accelerates shipping’s 
transition, reduces the technology lock-in for transition fuels and 
sequestration/capture, and results in a lower-cost energy mix for 
international shipping in 2040-2050 and beyond.  
-  a lower price on GHG pollution leads to an imbalance in revenue 
use, dominated by rewarding the energy transition and incentivising 
the fleet at the expense of insufficient revenue available to ensure a 
just and equitable transition.  
 
The initial Task 2 and 3 CIA analysis shows that a ‘reward mechanism’ 
(feebate) and a $150/tonne price has the strongest effect on increasing 
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efficiency to allow longer for the ramp up of new fuels, and creates the 
least regressive impacts on States.  Under the other measures 
combinations proposed, SIDS, LDCs and other developing countries 
experience stronger negative impacts. 

WtW GHG price 
and WtW GFI limit 

The 2030 and 2040 checkpoints are well-to-wake defined and were 
agreed at MEPC 81 to be the basis for the mid-term measures’ 
specification. Only matching the policy design to WtW GHG 
specification can achieve these objectives at least cost and provide 
simplicity and clarity for those making investments.Task 3 CIA analysis 
shows no material additional cost or impact in WtW scenarios. 

Simplified strong 
penalty for 
underperformance 
of GHG Fuel 
Intensity  (price 
set to clearly 
disincentivize)   

Both GHG reduction objectives and ensuring investment in new 
technologies & fuels are contingent on the strength and clarity of the 
sanction for failing to achieve GFI targets. Insufficient disincentive for 
underperformance (FONAR loopholes etc) will only undermine 
investment into the technology and fuel production, leading to a spiral 
of lack of availability. Reliance on higher cost ‘drop in’ fuels and/or ship 
operators resorting to ‘pay to pollute’ will lead to failure to achieve the 
2023 Strategy objectives.   

Revenue use for 
RD&D with a 
focus on eligible 
technologies & 
fuels 

Task 2 CIA analysis clarifies that there is a strong need to support early 
adoption of long-run solutions and this requires a targeted use of 
revenue that cannot be achieved by a flexibility mechanism. Without 
this the mid-term measures only support transient solutions until 2035 
that achieve only lower and non-scalable GHG pollution reduction. This 
leaves insufficient time for the transition to zero GHG emission 
technologies, jeopardising and increasing the cost of the 2040 and 
2050 GHG reduction objectives.  

Strong revenue 
use focused on a 
Just & Equitable 
Transition 

The cost of transition is highly regressive - in general the lowest income 
countries experience the highest negative impacts. Flexibility 
mechanisms are ‘equity blind’ and reward those with existing strong 
industrial bases, good access to low-cost/least-risk capital and 
supportive state enabling environments (the existing large shipping and 
trading economies). If this is not balanced with significant and direct 

revenue investment targeted specifically on climate vulnerable and low 
income countries, flexibility mechanisms increase the regressive 
effects of mid-term measures and increases inequity.  
 
Only if revenue is specifically focused on ensuring just & equitable 
transition objectives, can those with the highest climate impacts/ 
disadvantages in cost of capital and higher DNI, avoid being left behind 
economically and technologically.  

Simple GFS, no 
credit trading or 
pooling 

With underperformance of GFI managed by a strong and clear 
sanction, and overperformance rewarded by revenues generated from 
a universal levy, there is no justification for the added complexity of 
flexibility mechanisms (credit trading, pooling) etc. Removing credit 
trading/pooling both reduces the administrative burden on states and 
shipowners, but it also creates a more transparent and accessible 
regulatory environment that all market actors, especially those based 
in lower income countries, can participate in equally regardless of the 
composition of their fleet, management and strategic capacity etc.    
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10. The combination proposed is further supported on grounds of Effectiveness, Cost, 
Equity and Simplicity. 
 
Effectiveness 
11. All proposals tabled have the potential to lead to significant fleet emissions reduction, 
relative to the stringency with which they are applied. But only a combination of measures that 
also ensures a transition that is fair to all States will result in a long-term, durable and 
sustainable transition pathway. Such a pathway requires simultaneously meeting all three 
Paragraph 4.5 objectives and recognizing that all require significant and differential in- and out-
of-sector investment. 
 
Cost 
12. For the basket of measures to be effective in delivering a just and equitable energy 
transition, a realistically high price is required on shipping’s GHG pollution. To meet the target 
of full decarbonisation by or around 2050, the measures must stimulate large additional private 
sector investment to work in combination with the IMO-derived revenue to achieve the 
technology/energy transition. At issue is whether the overall investment needed is best 
stimulated and supported through disbursements from a central fund, proceeds from which are 
then deployed to a number of purposes agreed by member States, or as credits or rewards 
with the revenues recycled almost exclusively within the industry.  
 
13. As illustrated in the IMO’s CIA, the levy and central fund option does not increase 
transport cost more than other options over the period to 2050. But critically, whilst achieving 
similar cost, it enables a combination of revenues recycled within industry (feebate) as well as 
directly targeted to lower income countries RD&D needs, to support a technologically inclusive 
transition. This is achieved with the certainty of revenue use (e.g. level of subsidy) that cannot 
be offered by just a GFS with flexibility mechanism.  
 
Equity 
14. UNCTAD’s evidence in the IMO’s comprehensive impact assessment shows that of 
all policy options, a levy achieves the lowest impacts on all economies. Relative to the BAU 
scenario, the reductions in global GDP in 2050 are lowest for scenarios with the higher levy 
price modelled (150$/tCO2e) and when revenues are focused on the lowest income countries. 
In 2050, the higher price levy scenarios cause half the global GDP impacts of any of the 
scenarios which do not include the levy.  
 
15. Furthermore, when revenues are used to differentiate the impacts on states created 
by the increase in transport costs (e.g. targeted at lower income countries and those 
experiencing DNI), the regressive nature of the transport cost related impacts can be 
addressed with developed economies taking proportionally more of the burden of impacts and 
reducing impacts on developing economies than in scenarios that do not include a levy.  
 
15. These stark economic model findings are added to the fact that a failure to enable a just & 
equitable transition will likely come at increasing economic and social cost as more and more 
lower income States fall behind a purely market-led transition.  
 
Simplicity 
17. Trading schemes require more complex management and oversight, require active 
monitoring and are open to abuse. Combining trading schemes, reward subsidy programs and 
levy collection architecture adds additional complexity, cost and increased opportunity for 
abuse. 
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ACTION REQUESTED OF THE GROUP 
18. The Group is requested to consider the content of this paper 
 

***
 

 


