Barry Parker draft of Emissions article for Digital Ship


MAIN HEAD

Ship emissions trading

DECK HEAD

There’s a new angle for maritime e-commerce: trading ship emissions online. Barry Parker explores 
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The maritime community has much in common with the world of mental health and wellness. 

For years, self-help gurus have been charting stages from hysteria, denial, grieving, resignation, and then finally getting on with it.  

In a world of increasing regulations, the maritime industry’s range of responses could have been scripted by those who counsel bereaved families. 

Yet OPA 90, COFR’s, the ISM Code, STCW, and now increased security, have encountered an industry that needed to be dragged kicking and screaming in the face of mandated changes. 

Now, suddenly, the European Union, is considering regulations aimed at reducing the amounts of sulphur oxides and nitrogen oxides ships are allowed to emit in the maritime sector. 
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Controlled emissions

The EU regulations come two years on the heels of IMO’s Maritime Environmental Protection Committee  (MEPC) recommended amendment to “Annex VI” of the Marpol 73/ 78 Convention, making the North Sea and Baltic Sea controlled areas for nitrogen and sulphur oxide emissions.  

While this recommendation, part of something called the “1997 Protocol” has not yet become part of international law (pending ratification by Flag States representing big fleets), MEPC’s agenda consistently gets around to maritime greenhouse gasses and the sulphur content of fuels. 

The frenetic activity at the EU saw meetings earlier this year, with proposals tabled for a 1.5 per cent limit on sulphur content in fuels burned in the North Sea and Baltic (about half of the aggregate worldwide sulphur content presently burned by ships, according to Intertanko), and a 0.2 per cent limit on fuels burned while in port. 

These latest stirrings of regulatory fervor are found in North Europe, although the initial fervor was actually seen in California (USA) over the past decade, where vessels now voluntarily reduce emissions by slow steaming inbound. Farther north, in the Alaska trades, cruise ships must sample stack emissions and report to the State. 

As with numerous knotty problems I look at in my columns, political will, rather than the need to invent and optimise remote monitoring sensors, usually slows down the eventual implementations. 

Technologies already exist to monitor stack emissions, transmit a data stream to onboard mandated Inmarsat equipment, and then tie readings to a position obtained by GPS, and then transmit signals back to Port State regulators. 

Consider how existing technologies could move beyond the IMO’s Annex VI vision of  “…port based inspectors, checking bunker delivery logs, and taking fuel samples”.
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Doing the economics

In maritime trades, evaluation of emissions schemes, ie the calculus of economic costs and benefits, is complex. 

Shipowners could perform the same voyages and simply purchase low sulphur fuels in order to comply with emissions requirements. 

However, in doing the math, they may choose to exit trading on that route if the freight rates charged will not absorb the likely several dollars per ton additional cost of bunkers. Or, using the best teachings of Game Theory, they may stay in, gambling that their competitors will exit. 

However, if the bunker providers do not make sufficient low sulphur fuel available, price premiums could be as high as $10-$15 per tonne (according to EU research) and nobody will stay in the trade.
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Emissions trading

Another group of solutions, with precedents of successful applications to industrial markets, involves trading of emissions credits by industry participants. 

Under such a scheme, the regulatory body sets an overall limit on emissions, but also creates market mechanisms for players to trade “licenses to emit” among themselves. 

On the landside, power companies with non-mobile assets can trade off the cost of investing in a scrubber versus (funded by selling pollution credits) against the cost of buying pollution credits in the marketplace (and not cleaning up the discharges). 

In the maritime context, owners of vessels trading worldwide would calculate the value of credits against an increased fuel budget, while owners only trading locally might actually look at the maritime version of scrubbers. 

This all sounds complicated, but the potential for cost savings in the face of new regulations has caused fuel buyers to take a second look. 
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BP Marine

Emission trading schemes for maritime sulphur oxides have garnered the support of one of the world’s leading bunker suppliers, BP Marine, which organized a conference on the subject in June.  

Don Gregory, BP Marine’s project manager for environmental and clean fuels, described the raison d’etre of potential trading schemes as “…about minimizing the economic and disruptive implications of emission reductions but at the same time establishing achievable and sustainable long term benefits.”  

In spite of such good intentions, a great deal of missionary work is required to convince the maritime business to explore market based solutions. 

BP Marine tested the waters at its June conference where attendees were able to experience the market dynamics firsthand, using a computer based simulation game. At the London confab, BP Marine’s CEO, Mr. Tony Considine, expressed a willingness to support a trading market, provided that others would come in. But will traditional maritime guys participate? 
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Existing trading markets

In the UK and the USA, trading markets have been effective in reducing air pollution. The UK recently auctioned off permits to emit greenhouse gasses (carbon dioxide), and one of the permits was resold, through the intervention of a broker, in April 2002. 

In the US, the Clean Air Act of 1990 brought about the beginnings of marketplace a few years later. Regional marketplaces exist for pollution, including nitrogen and sulphur oxides in California, Connecticut, Illinois, and other regions. 

In late 2001, the U.S. Environmental Protection Administration allowed for data on executed trades to be submitted electronically. 

In the emissions and greenhouse arenas, permits to emit are auctioned by the Government (with bids often submitted electronically) and then secondary market trades are done electronically, through the intervention of brokers who match buyers and sellers. 

Clearly, there is an analogous role for larger bunker brokers. 
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An online platform 

A logical platform for trading fuel emissions would be an existing electronic marketplace, already serving the maritime industry. But, top executives in the maritime e-commerce world are not so sure. 

Richard Hext, the CEO of LevelSeas, the online marketplace serving a formidable consortium of tanker and drybulk shipowners and charterers, expressed a concern that “…there would not be a sufficient number of licenses traded…” to make it interesting for an exchange. 

This sentiment was echoed by Terry Hammer, CEO of ShipIQ, with a long background in the oil and fuels business, who said that he wonders about the market size, and goes on to add that “…it sounds like more of a specialty market.” 

A more upbeat view came from Tom Mortensen, the CEO of Imarex, an online derivatives exchange with close Scandinavian ties. Mortensen prefaced his remarks by saying that clear legal and environmental rules must be in place first, and indicated that maritime emissions would be a nice fit, even as a niche market, on a maritime exchange such as Imarex.  

Fabrice DeMichel, CEO of AXS Marine, serving both dry and tanker trades, commented that, “…there is no particular challenge on the technical side”.

ShipIQ’s Mr. Hammer described a number of “boutique derivative markets” operated by large financial players, which resemble insurance markets (ie high premium, little liquidity). 

AXS Marine’s Mr DeMichel, offering the perspective of the several years that he spent as a financial derivatives trader with a French bank, instead raised a number of regulatory and political questions. 

For example, he wondered whether a shipowner buying the credits (ie paying for a license to emit sulphur and nitrogen oxides) would be more likely to be inspected under Port State Control schemes? He also raised numerous practical tax and accounting questions. 

Tom Mortensen of IMAREX points out that successful products need to be standardized (by type and size), priced predictably and transparently, and offer a diversity of players, including natural buyers, natural sellers, and intermediaries. 
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Getting it going

If a maritime market could be jumpstarted, most likely by a market maker as described by ShipIQ’s Terry Hammer, or an online exchange such as Imarex, how would the industry cope? 

Would bunker buyers go running to those head-shrinker doctors, bemoaning their unwieldy budgeting processes or their 20/20 hindsight on market direction while sitting on the couch? Perhaps, they would be lamenting the steady encroachment of regulators? 

The precedents are less than promising, even with a big gun, such as BP Energy, willing to jump start a new marketplace. The recent de-listing of the Biffex futures contracts, and the recent Enron debacle, are still fresh in the industry’s minds. But, the maritime industry does not always have a choice in an increasingly politicized world.

While internet technology can allow a low volume marketplace to thrive with a low financial overhead, it is the regulatory gun pointing at the industry that will stoke the flames. 

Auction software running over a cool private trading network will add functionality for players entering the arena, but state of the art applications will not draw traditional and skeptical maritime folks (did I say “Luddite”?) in. 

As the maritime industry moves past denial and grieving, and tries to cope with new regulatory burdens, the proposed emissions trading programs could make a great deal of dollars and sense.

