
M uch has been written about the impact of 
the global recession on the international 
shipping industry and about the slow 

recovery and how that may shape the future of 
the industry.  However in the background there is 
another dynamic which has yet to be adequately 
considered, the ultimate infl uence of which on the 
conduct of world trade may be equally signifi cant.  
It is a matter not simply of regulation but of the 
combined impact of a number of barely related 
pieces of legislation that will most likely become 
effective in the next 5 to 10 years.

It is a reflection of society’s demands that almost 
all pending regulation of shipping is in some way 
related to the impact of ships on the environment 
in local or global terms.  The industry has faced squarely up to its 
environmental impact over many years becoming in the process 
not only the world’s most environmentally friendly transport mode 
but also its most effi cient in terms of cargo carried per kilometre.  
Industry fully supports the development of regulatory means to 
reduce yet further its impact on the environment with an ultimate 
objective of zero pollution.  This objective recognises that safety 
regulation, through its accident prevention role, contributes much 
to the prevention of environmental damage.

Consider now recent environmental regulation, and in particular, the 
provisions of MARPOL Annex VI on air pollution.  The regulation, 
which has already entered into force, mandates a stepped reduction 
in the permitted sulphur content of marine fuel with significant 
steps in 2015 (0.1% in ECAs) and globally in 2020 (possibly 
2025) when the permitted maximum sulphur content drops to 
0.5%.  This means that by 2025, at the latest, all ships will be 
burning distillate fuel instead of the current heavy fuel oil.  This is a 
much more expensive fuel and at current prices probably implies 
a price increase of around 170%.  This fi gure takes no account of 
the expected shortage of distillate fuel in the transitional period as 
60,000 ships start to create a new market for distillate fuel causing 
a price increase for all other current users of this type of fuel ashore.  

MARPOL Annex VI also bears down strongly on the permitted level 
of NOx emissions over a similar timeframe.  NOx emissions cannot 
be reduced by a fuel change and instead technical adjustments must 
be made to marine engines.  These adjustments imply a reduction 
in the overall effi ciency of the engine and some commentators talk 
about a 2% loss in effi ciency to meet the NOx requirements.  Loss 
of effi ciency immediately brings an increase in the fuel bill.

There are a number of international conventions whose text has 
been adopted at IMO and ILO but which have yet to enter into 
force simply because insuffi cient States have given the necessary 
parliamentary time to adoption into national law and to ratifi cation.  
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In a sense, these conventions are out of control; nobody can 
determine when they will enter into force and consequently 
planning for outfitting the compliant technologies is a difficult 
commercial decision.  Often the required equipment is costly to 
buy and costly to operate.  The most compelling example of these 
conventions is the Ballast Water Convention which has been in a 
state of limbo since the text was adopted in 2004.  The indications 
appear to suggest that it will achieve its entry into force criteria in 
the not too distant future.  At its adoption, the Convention was 
innovative in two respects; fi rstly, it required equipment to be fi tted 
to achieve a standard of cleanliness in ballast water that simply did 
not exist in 2004 and secondly it set compulsory dates for ballast 
water treatment regardless of the date of entry into force of the 
Convention.  The net result of this innovation has been extremely 
costly ballast water treatment equipment with high energy 
demands that deplete the ship’s innate efficiency standard.  It is 
also worrying that the required dates for some specifi c ship types 
to be fi tted have already passed and will be subject to retrospective 
application in some States.  

Another such Convention is the Hong Kong Ship Recycling 
Convention.  This Convention matches the industry’s aspiration 
to ensure that ships are recycled to the maximum extent possible 
when they reach the end of their commercially viable life.  The 
Convention places an obligation on the owner, inter alia, to obtain 
an inventory of hazardous material from the builder (or to put a 
slightly simpler one in place on existing ships) and to maintain 
it throughout the ship’s life before obtaining a ‘ready to recycle’ 
certificate prior to sale of the ship to the recycling facility.  The 
Convention has complex ratifi cation criteria including a requirement 
for a proportion of the world recycling capacity to be represented.  
It has yet to achieve a single State signatory and it is impossible to 
begin to predict when it will become enforceable.  This situation 
makes it diffi cult for owners to decide when and how to complete 
the inventory but nevertheless ICS recommends completion of the 
inventory early as a demonstration of self regulation.

It is worth drawing attention to the ILO’s Maritime Labour 
Convention. The Convention is likely to achieve its ratification 
criteria within the next few years and there is going to be enormous 
pressure on administrations and on recognised organisations to 
inspect and certify ships in the period before the Convention 
becomes enforceable.  The Convention places significant 
administrative burdens on existing ships for compliance and on 
new ships in terms of design and construction.  There is a clear 
need to ensure that ship’s staff are trained in the requirements 
of the Convention in order to correctly and adequately address 
compliance and port State control inspections.  

The current situation can thus best be characterised by uncertainty; 
uncertainty over compliance requirements and uncertainty over 
operational cost juxtaposed with the dramatic certainty that fuel 
prices are going to increase.
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Finally we need to consider the greatest uncertainty of all; the 
matter of ensuring that shipping’s CO2 emissions are reduced or in 
other words that ships demonstrate a marked increase in what is 
already an impressive measure of effi ciency.  IMO is working hard 
to deliver into regulation a package of technical and operational 
measures that will continuously improve the effi ciency of individual 
ships.  Whether IMO can in fact complete this task hangs in the 
balance as the high level political debate continues to be polarised 
between those States that already have an obligation to pay for and 
deliver efficiency improvement (the so called developed States) 
and those States that have been excused such an obligation 
regardless of their CO2 inventory.  It is unsatisfactory for the 
shipping industry to have its quest for effi ciency and its will to make 
a contribution to climate change mitigation thwarted by politics 
that rightly belong at UNFCCC and not at IMO.  Hopefully at the 
eleventh hour, shipping will be given the chance to adopt effi ciency 
measures to a known timetable.  The last thing that is required in 
the present climate is any more uncertainty.  Unfortunately one 
more source of uncertainty still remains to be considered.  

The Copenhagen Accord creates a mechanism whereby funds 
should be raised to pay for CO2 mitigation in the developing 
world. Among the sources identified for an annual contribution 
to an overall fi gure of $100 billion per annum are the two global 
transport modes, shipping and aviation.  The precise magnitude of 
this additional burden on shipping is not known although a fi gure 
of around US$ 7 billion has been mooted in some quarters.  There 
has also been debate in the IMO on a market based mechanism 
(MBM) that could be used to incentivise shipowners to be more 
efficient in their operations and thus assist in addressing climate 
change.  The industry needs to be wary that it does not end up 
with two parallel but independent economic measures; one at IMO 
and the other under the Copenhagen Accord.  

What does all this mean for the future of the shipping industry?  
Uncertainty is never good for commercial decision making.  
Some of the pending regulation will bring requirements for 
new equipment and other regulation will require administrative 
measures and additional crew training.  All of these imply expense.  
The magnitude of the expense is unknown but it has the potential 
to change the face of shipping.  

If the impact of uncertainty is to be so far-reaching then there is an 
urgent need to ensure that future regulation does not compound 
the problem.  This in turn suggests that some procedural measures 
should be taken now.  Not least is that every new piece of 
regulation must be accompanied by a cost-benefi t analysis which 
considers not just the measure itself but also its inter-relationship 
with other regulation.  Finally it is unhelpful and unproductive to 
have adopted legislative text pending for years until the text is 
ratified.  Perhaps it would concentrate the minds of government 
delegations if a draft Convention had a fi nite shelf life of perhaps 
fi ve years, after which if it had not been ratifi ed it would be deleted. 
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