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Abstract

The IMO’s 2023 Revised Strategy for reduction of emissions from ships includes provisions which direct a just and equitable transition. How should
revenues be disbursed to ensure that the sector reduces its emissions in a way that leaves no state behind and compensates the climate most
vulnerable for the pollution caused?
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T he International Maritime Organization (IMO) is the UN agency
responsible for regulating international shipping. In 2023 the

IMO adopted its revised Strategy for reduction of GHG from shipping
(2023 Strategy) which proposes to decarbonize shipping by around
2050.1
Under the agreed timelines, IMO member states are now required

to secure agreement on the specification of both technical and eco-
nomic elements in the basket of measures to reduce GHG emissions
from ships by April 2025. The various combinations of measures
proposed by differing alliances of member states to date all entail a
degree of revenue generation, as either financial contributions from
a GHG levy or non-compliance penalties under a global fuel stan-
dard or from some form of emissions credit or compliance trading.
The scale of revenues expected is unclear. The most ambitious pro-
posal sponsored by several Pacific SIDS and Belize sets an initial price
on GHG of $150/tonne CO2-equivalent, potentially generating an
average of $60-90billion p.a. A number of other proposals request var-
ious so-called ‘flexibility’ mechanisms, including public and private
emissions credit and compliance trading, feebates or penalty/reward
schemes and performance subsidies. As with any buyer-seller market,
it is difficult to project in advance the real cost of those proposals.
There is less specificity on the scope of use of the revenues that

will be generated by the measures. Current proposals range from
primarily favoring investment in reward subsidization for the highest
performing ships through to proposing the majority of revenues be
committed to investment in the priority needs of the global south,
particularly the climate most vulnerable states. The decision at IMO’s
Marine Environment Protection Committee (MEPC) on how much
revenue will be generated, how it is to be disbursed and who will
manage these transactions has yet to occur. These are ultimately po-
litical decisions to be made by member States in Committee followed
by formal adoption by the IMO Assembly.
However, in the absence of in-depth formal MEPC interrogation,

the technical Steering Committee established to oversee the compre-
hensive impact assessment of measures being undertaken by various
consultants has been considering a variety of disbursement scenarios
for the purpose of modelling the potential impacts of measures on
states. It is important that those technical discussions on scenario

1https://www.imo.org/en/OurWork/Environment/Pages/2023-IMO-Strategy-on-
Reduction-of-GHG-Emissions-from-Ships.aspx?refresh=1

modelling do not establish a de facto determination of revenue dis-
bursement. Particularly if this would be based on the assumption
that incentivizing the fleet for climate mitigation investment and
alternative energy uptake is isolated, as this would unduly prioritize
and separate the energy transition from the necessary investment in
compensation for disproportionate negative impact and enabling the
equitable transition of those states that can least afford it.

What is at stake?

The climate most vulnerable states are now in a conundrum. On
the one hand they cannot survive a global warming scenario that is
not commensurate with the 1.5°C climate threshold and are already
paying the highest and earliest costs, including a spiraling debt burden
to pay for re-occurring and escalating costs incurred by rising land
and sea temperatures, increased cyclones, increasing sea level rise,
flooding and drought, etc. Ultimately the most climate vulnerable
states, particularly the atoll nations, will simply cease to exist as viable
entities. On the other hand, these States cannot afford to match-
step a global or large economies’ decarbonization transition with
sufficient direct investment in their own maritime and other critical
sectors. This financing barrier can only be breached with significant
external investment that does not increase the already crippling debt
burden most climate vulnerable states now have. However, without
appropriate external assistance, these states face increasing inequity
as other nations transition. For these states, no solution or a solution
that only invests in incentivizing the fleets’ decarbonization without
contributing to a just and equitable transition for all States, are not
available options.
Paragraph 4.5 of the 2023 Strategy sets out the agreed three objec-

tives. IMO must promote the energy transition to non GHG emitting
technologies and fuels, it must incentivize the fleet and it must con-
tribute to a level playing field and a just and equitable transition for
all. If a durable and sustainable solution is to be achieved in accor-
dance with the agreed timelines, a number of underlying revenue
narratives need to be considered. It is assumed that Paragraph 4.5
is what all parties have committed to achieving, an assumption that
depends to large extent on definition of key terms for which there has
been insufficient debate and limited common agreement, including
“disproportionate impact”, “just and equitable” and “contributing to”.
The Strategy is silent on how the three Paragraph 4.5 objectives are
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to be balanced and which has priority, if any.
The issue of revenue allocation in the MEPC’s last emissions pric-

ing debate is where negotiations ultimately failed in 2013, despite
having already agreed in 2003 that a market-based measure was es-
sential.2 The underlying assumption then was that shipping would
use some form of offset trading scheme to essentially buy its way out
of its emissions. On how revenues were to be divided however, MEPC
reached early agreement, but not full consensus. IMO reported to
UNFCCC in 2009 an overwhelming majority supported the disburse-
ment of revenues for a broad range of priorities, including mitigation
of shipping emissions and wider development and climate change
goals.3 The majority of revenues were to be committed to meeting
the needs of developing countries, particularly the needs of LDCs
and SIDS.
The 2009-2013 negotiations ultimately failed at the Kyoto Accord-

era Annex 1/non-Annex 1 firewall of that time, resulting in the GHG
debate at MEPC pivoting to the slightly less contentious operational
and efficiency short term measures. The shipping emissions pricing
can was effectively kicked down the road for more than a decade. If
a 1.5°C agenda is to be upheld in any shape or form, it can be kicked
no further.

How has the debate evolved since the last attempt at
solving this conundrum?

1. The climate change warnings have hardened dramatically and
the global carbon budget available before further catastrophic
warming thresholds are crossed has shrunk equally drastically.
The cost of inaction for shipping is recognized as greater than
the cost of action.4

2. Shipping remains essential to world trade. Shipping does not
have a full suite of cost-viable and at-market energy alternatives
available today. Consequently, shipping has, is and will continue
to be a major emitter of GHG pollutants. There has been a major
shift away from offsetting, with agreement that the industry
can and should take responsibility in-sector. There has also
been a maturing and growing consensus of the responsibility
for up-stream emissions. There is an increasing realization that
actual technology and fuel change is demanded in real time,
the industry no longer has the option of buying its way out
by transferring their responsibility to other sectors or future
generations.

3. A regional alternative to IMO establishing an effective GHG pric-
ing mechanism is now established with the inclusion of inter-
national shipping emissions in the EU ETS.5 Initially presented
as pressure by a Europe frustrated at IMO’s lack of progress,
its transition from threat to promise was as much domestically
focused in the lead up to European elections in 2019.6
Regional measures can only benefit those with a trading ad-
vantage. Whether Europe holds firm to its stance that it would
review its ownmeasure in favor of an IMO alternative remains to
be seen. However, the longer IMO delays its pricing mechanism
decision (and especially if a weak measure is agreed), the more

2Furthermore, the Committee overwhelmingly agreed that a market-
based measure was needed as part of a comprehensive package of mea-
sures for the regulation of GHG emissions from international shipping.”
https://unfccc.int/files/methods/emissions_from_intl_transport/application/pdf/imo
_awg-lca_8_submission.pdf
3MEPC 60/Inf.9, United Nations Climate Change Conference 2009, IMO submissions
and activities, includes: “the development of technical and operational measures for
new and existing ships, as well as market based instruments to, inter alia, act as an
incentive for the shipping industry to invest in more fuel-efficient technologies, and also
serve other purposes such as raising funds for climate change mitigation and adaptation
activities, research and development and the offsetting of emissions”.
4https://unctad.org/publication/review-maritime-transport-2023
5https://climate.ec.europa.eu/eu-action/transport/reducing-emissions-shipping-
sector_en#:̃:text=Inclusion%20of%20maritime%20emissions%20in,of%20the%20flag
%20they%20fly.
6Wettestad, Jørgen & Gulbrandsen, Lars. (2022). On the Process of Including Shipping in
EU Emissions Trading: Multi-Level Reinforcement Revisited. Politics and Governance.
10. 10.17645/pag.v10i1.4848.

attractive regional measures must appear to other large trading
nations or blocs. The most recent evidence strongly suggests
that not only are the major shipping interests simply passing on
the costs of EU measures, but they also generate considerable
windfall profits for themselves in doing so.7
The European pricing mechanism was empowered without any
direct consultation with other IMO member states and required
no internationally agreed assessment of impacts on third coun-
tries. All the revenues collected under the European ETS are
spent within the Union with some of the billions per annum
apportioned for subsidizing European maritime industry transi-
tion, some for addressing inequity between EU member states
and a small token to ocean health. In its current form it is im-
possible to see how this mechanism does not increase inequity
between Europe and its weaker trading partners or can be justi-
fied internationally under the principle of Polluter Pays.8

4. There is an increasingly fast rising tide in the participation of
climate vulnerable states. Historically smaller and poorer states
have had marginal direct political participation in IMO’s nego-
tiations and where they have been heard in decision-making
plenary sessions, it has been largely via their open registry in-
dustry representation. Since 2015 a small cohort of Pacific SIDS
pressing for a 1.5°C aligned agenda has now evolved into a broad
geographic alliance of SIDS, LDCs and other climate vulnerable
from the Pacific, Caribbean and Africa.
This change in representation dynamic has far reaching con-
sequences, with a shift from what was essentially a develope-
d/developing world bi-partisan negotiating landscape with large
western and Asian shipping and trading economies on one side,
the large emerging economies from the BRICS and petro-States
on the other.

5. The IMO debates are no longer conducted in relative obscurity
but held under an increasing global spotlight. With the general
failure of UNFCCC and SDG processes to generate anything like
the revenue needed by the global South to respond to the deep-
ening climate crisis, various interests are now actively eyeing up
the potential use of shipping’s carbon pricing revenues under
the label of “alternative financing mechanisms”.9

Balancing Equitable Transition with industry incen-
tivization.

Two of three front-running measures combinations assume that pro-
moting and incentivizing the fleet to mitigate emissions is a higher
priority than compensation for disproportionate negative impacts
(DNI), reparation for environmental liability or enabling a just and
equitable transition. The task of incentivizing the fleet has been sepa-
rated out and prioritized over everything else that must be achieved.
The third measures combination proposed by the growing climate

vulnerable bloc, offers an alternative that upholds the agreement
reached at MEPC 60. They argue revenues need to be invested in
both direct and indirect incentivization of the fleet to mitigate its
pollution through technology transition, and more broadly in climate
change mitigation and adaptation with the majority of funds directed
to the needs of developing countries, particularly the climate most
vulnerable. In this combination, all three requirements set out in
paragraph 4.5 are prioritized. The significant revenues required in
compensating disproportionate negative impact on the economies of
the climate most vulnerable, deployment of appropriate technology
and energy solutions to the global south and enabling broader priority
climate response, needs to commence in earnest and at scale in 2027.
7https://www.transportenvironment.org/discover/profits-uncontained-an-analysis-of-
container-shipping-ets-surcharges/

8Aidun, H., Metzger, D. M.B. Gerrard, Principles of International Law and the Adoption
of a Market-Based Mechanism for Greenhouse Gas Emissions from Shipping, (2021).
https://scholarship.law.columbia.edu/faculty𝑠𝑐ℎ𝑜𝑙𝑎𝑟𝑠ℎ𝑖𝑝∕2749
9https://www.reuters.com/default/comment-paris-summit-needs-heed-mia-mottleys-
call-shake-up-global-climate-2023-06-21/
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What the loosely worded commitment to a just and equitable tran-
sition looks like in practice is yet to be seen. Climate vulnerable
proponents have been clear that the contribution to a just and equi-
table transition agreed to by all states in paragraph 4.5 is one at least
commensurate with shipping’s contribution to the emergency we
all are now assailed by. No one to date has quantified the real costs
involved in an equitable transition, but it can be assumed these are
going to be significant, at least as significant as the cost of mitigation.
What overall quantum of revenues is required will depend on where
the line is drawn at MEPC 83 in regard the degree of subsidization re-
quired to incentivize the fleet, including the transfer and deployment
of alternative technologies and fuels to all States, and to compensate
for shipping’s historic and future emissions.
A solution where the great majority of revenues are recycled in-

ternally within the industry through various trading mechanisms
cannot deliver a durable or equitable solution for all states. Any trad-
ing scheme requires both buyers and sellers and will be of greatest
benefit to those with access to cheap capital and capacity to absorb
market risk. This can only increase, not decrease, existing inequity.

Conclusion

Unless the IMO can find a way to deliver on all three elements of
Paragraph 4.5, large and powerful countries will have to resource the
just and equitable transition they have committed to, according to
their respective responsibilities and capabilities, to ensure this does
not become an empty slogan. Attempting such a transition on their
own reconnaissance or by acquiring more debt is simply beyond any
capacity of the climate most vulnerable and will only increase the
growing equity and technology divide between rich and poor.
The IMO has one narrow window in which to achieve a global

consensus on delivering the most ambitious and equitable transition
pathway for any sector. Time is short and the jury is still out.
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