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The purpose of this short paper is to provide a brief and non‐encyclopedic commentary on the decisions made
at IMO MEPC 76 (June 2021) and assess the prospects for the future of shipping decarbonization in the after-
math of that meeting. The recent action of the European Commission to include shipping into the EU Emissions
Trading System (ETS) is also discussed.
1. Introduction

The 76th session of the Marine Environment Committee (MEPC) of
the International Maritime Organization (IMO), MEPC 76, held online
from 10 to 17 June 2021, reached some important decisions regarding
the industry’s drive to decarbonize shipping. The purpose of this short
paper is to provide a brief and non‐encyclopedic commentary on these
decisions and assess the prospects for the future of shipping decar-
bonization in the aftermath of that meeting. The MEPC 76 decisions
can be divided into two main parts: (a) decisions on short‐term mea-
sures, (b) decisions on medium‐term measures.

The rest of this paper comments on these decisions. Section 2 deals
with short‐term measures and Section 3 deals with medium‐term mea-
sures. Section 4 makes some final remarks that also discuss the recent
action of the European Commission to include shipping into the EU
Emissions Trading System (ETS).

As a disclaimer, even though it is perhaps inevitable for this paper
to contain a degree of subjectivity, being shaped to a large degree by
my personal experience with the IMO decarbonization process for at
least the last 12 years or so, an attempt is made to support the state-
ments of the paper by facts or other evidence. In that sense, I believe
that the paper’s content and conclusions are anything but totally
subjective.
2. Decisions on short-term measures

As expected and planned since MEPC 75 (November 2020), MEPC
76 adopted a combined short‐term measure comprising of the so‐
called Energy Efficiency Existing Ships Index (EEXI), the Carbon Inten-
sity Indicator (CII) that includes an A to E ship rating mechanism, and
the strengthening of the Ship Energy Efficiency Management Plan
(SEEMP). After a highly divisive and political discussion, MEPC 76
finally agreed with a compromise proposal to set a gradual, non‐
linear CII reduction scale of 1% per annum until 2023, followed by
a 2% per annum reduction between 2023 and 2027, and leaving fur-
ther CII reductions until 2030 open, to be considered and decided a
part of a review by 2026. Note that 2030 is the year of the intermedi-
ate reduction target stipulated by the Initial IMO Strategy (IMO,
2018), which entails an at least 40% reduction of CO2 per transport
work in 2030, vis‐à‐vis 2008.

My comments on the decision are as follows:

i. In year 2021, and more than 3 years after the adoption of the
Initial IMO Strategy, the IMO still has not agreed on how “trans-
port work” is to be measured, in order to compute carbon inten-
sity. There are two basic options: the one used by AER, the so‐
called Annual Efficiency Ratio (also known as “supply‐based”),
and the one used by EEOI, the so‐called Energy Efficiency Oper-
ational Indicator (also known as “demand‐based”). For a speci-
fic ship, both AER and EEOI are ratios, and both have annual
CO2 emissions as the numerator. Their difference is in the
denominator: in AER the denominator is the product of the
ship's deadweight times the distance sailed in a year, and in
EEOI it is the actual tonne‐miles carried by the ship in a year.
The latter depend on the detailed profiles of the payload
onboard the ship and of its speed through the year.

ii. The reductions of CO2 per transport work (CII) necessary to be
achieved to meet the intermediate 2030 reduction target of
40% vs 2008 critically depend on which of the above two met-
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rics is used. According to the 4th IMO GHG study (IMO, 2020),
if AER is used, the required further reduction of CII is 22%,
whereas if EEOI is used, the required further reduction is only
11%.

iii. The difference between 11% and 22% may be a clue why the
demand‐based approach (EEOI) is supported by developing coun-
tries who have routinely invoked the CBDR‐RC principle (for
Common But Differentiated Responsibilities and Respective Capa-
bilities, which was origininally enshrined in the Kyoto protocol) as
regards GHG emissions. It is interesting to note that Japan also
supported the EEOI approach, even though they are not a
CBDR‐RC advocate. Supporting the supply‐based approach
(AER) were the United States, all countries of the EU, and coun-
tries like Australia and New Zealand. Some Pacific states such as
Marshall Islands, Solomon Islands and Tuvalu wanted an even
greater reduction, going all the way to 75%.

iv. Given the above irreconcilable rift, MEPC 76 refrained from
expressing a preference between the two CII metrics, and left
both of them on the table. Again, CII reductions would critically
depend on which metric is used, AER or EEOI, something that is
not only unclear now, but it is also unclear when the issue will
be resolved.

v. I found paradoxical that advocacy for EEOI by the above group of
developing countries implicitly endorses the collection and disclo-
sure of detailed cargo information to compute EEOI, something
that is sensitive to shippers and is incompatible with the IMO Data
Collection System (DCS), which does not collect such information.
Equally paradoxical is that countries of the EU in which cargo
information is collected by the EU Monitoring, Reporting and Ver-
ification (MRV) system, advocate AER, which does not require
cargo information to be collected or disclosed.

vi. All of the above may actually be inconsequential, at least from a
regulatory perspective. As MEPC 75 decided (to the consterna-
tion of CII proposers) and MEPC 76 reaffirmed, there will essen-
tially be no enforcement of the CII performance of a particular
ship, and in essence there will be no negative consequences to
ships that are not CII‐compliant. Ships rated D or E would need
to submit a plan (any plan) for corrective action, and if that plan
is not followed there will be no repercussions. Furthermore,
whether it is AER or EEOI, the “noise” in these indices is such
that an individual ship that is labelled A in one year may very
well get the E label next year, and vice versa. There are several
papers that document such noise, see for instance Polakis et al.
(2019), Panagakos et al. (2019), and EMSA (2020).

vii. At the same time, the commercial implications of a ship being
rated D or E may be important, at least as regards the ability
of such a ship to attract charters. In that sense, an owner may
be indirectly incentivized to retrofit the ship with energy saving
devices (ESD) so as to improve the ship’s rating.

viii. The impact of the agreed short‐term measure on the 2050 target
to reduce GHG emissions by at least 50% vis‐à‐vis 2008 levels is
unknown. The targets on EEXI will likely be met by Engine
Power Limitation (EPL). If EPL is used for EEXI compliance, a
ship may be at a disadvantage vis‐à‐vis more energy efficient
ships that can sail faster. Again, a ship owner may be indirectly
incentivized to retrofit the ship using ESD to be able to compete
with such ships. However, how much savings in CO2 emissions
may be realized is unclear.

With these in mind, let me now turn to mid‐term measures.
3. Decisions on mid-term measures

After an equally difficult and politically driven discussion, MEPC
76 agreed on a phased approach for the consideration and develop-
2

ment of such measures, including market‐based measures (MBMs),
consisting of three phases as follows:

• Phase I – Collation and initial consideration of proposals for mea-
sures by Spring 2022;

• Phase II – Assessment and selection of measures(s) to further
develop by Spring 2023; and

• Phase III – Development of measures to be finalized within target
dates to be agreed in conjunction with the IMO Strategy.

Due to heavy workload, there will be two intersessional meetings,
the 9th, to be held in September 2021, and the 10th, to be held in
October 2021, before MEPC 77 convenes in November 2021. The dis-
cussion on MBMs will take place at the 10th intersessional meeting
and at MEPC 77.

Perhaps the most high‐profile MEPC 76 submission on such mea-
sures was the one by the Marshall Islands and Solomon Islands, asking
for a USD 100 levy per tonne of CO2 ‐equivalent emissions (Marshall,
2021). This is roughly equivalent to about USD 300 per tonne of bun-
ker fuel. It was not a surprise that the rift that had manifested itself on
the short‐term measures discussion appeared again in the discussion
for this measure, with some marginal alterations.

Indicative of the great divide between the camp of adamant MBM
opponents and MBM supporters was that the greatest battle concerned
not whether the MBM discussion would restart at MEPC 76 (it was
quickly concluded that this was impossible), but whether the restart
would happen at MEPC 77 itself or at an earlier intersessional meeting
one or two months before MEPC 77. After a difficult discussion, it was
decided that the restart would take place at the 10th intersessional
meeting, and this was hailed as a victory by MBM supporters, which
in fact considered this outcome as sign of IMO progress at the MBM
front.

But is this really the case? To put things into proper perspective, it
should be recalled that MBMs had already been discussed at the IMO
as early as 2010, when some 11 MBM proposals were submitted and
extensively evaluated by an expert group and then by the MEPC in sev-
eral meetings (Psaraftis, 2012). Even though the CBDR‐RC proponents
were as much against MBMs then as they are now, they were at least
willing to discuss the subject. It is known that the MBM discussion at
the IMO was finally suspended in 2013, mainly due to political consid-
erations. The fact that this discussion will restart about 8 years later
(basically from scratch and under a much more divisive landscape)
can hardly be considered as real progress on this topic. More than
10 years since the MBM discussion started at the IMO, in year 2021
the IMO acts like trying to reinvent the wheel on the subject.

Others have a different viewpoint. There is perhaps no better evi-
dence that the IMO process on decarbonization is not moving very fast
than the recent (July 2021) action of the European Commission on the
inclusion of shipping into the EU Emissions Trading System (ETS),
which is an MBM. At the time of the writing of this paper, the precise
way such a scheme will work was not known (however see also Sec-
tion 4). Not known either is how effective such a scheme would be
in terms of reducing GHG emissions from ships. However, it is clear
that such a move is a blow to IMO’s authority to regulate shipping
on the GHG front and, if anything, attests to IMO’s ineptitude to pro-
vide bold solutions to shipping’s decarbonization agenda.

The skirmish on MBMs at MEPC 76 had also in my opinion a clear
collateral damage, even though the extent of this remains to be seen.
That was the proposal by all major shipping associations, plus several
IMO member states, for the establishment of an International Maritime
Research and Development Board (IMRB), which would raise some
USD 5 billion for R&D on alternative fuels via a USD 2 per tonne of
bunker fuel surcharge (ICS, 2019). That proposal was already on the
table since MEPC 75, and its discussion was deferred to MEPC 76.
The IMRB proposal is not considered an MBM even by its own pro-
posers, however its architecture could be very useful should the IMO



H.N. Psaraftis Cleaner Logistics and Supply Chain 1 (2021) 100008
want to institute a bunker levy. At the same time, its parallel consider-
ation at MEPC 76, together with the Marshall Islands and Solomon
Islands USD 100 per tonne of CO2 ‐equivalent levy (a levy some 150
times as high) did not benefit the cause for the IMRB proposal. Many
of those who supported the restart of the MBM discussion at the IMO
(with the Marshall Islands and Solomon Islands leading the way) felt
that the IMRB proposal would detract from the MBM discussion and
thus did not support it. Obviously the CBDR‐RC advocates did not sup-
port it either, and neither did the US. Short of rejecting the IMRB pro-
posal altogether, MEPC 76 sent it over for further discussion at MEPC
77, with no prior discussion at any of the two intersessional meetings
before MEPC 77. Its fate is, at this point in time, in limbo.

The shipping industry is frantic in trying to shore up support for the
IMRB proposal when it is eventually discussed at MEPC 77. One would
have to see how that goes. In fact the very inception of the IMRB came
after a long period of internal debate by all major shipping associations
whether or not they should propose an MBM to the IMO. The initial
decision was no, let’s keep away from MBMs and let’s propose instead
a USD 2 fuel surcharge to raise money for R&D, something that is not
labelled an MBM but whose architecture could be used should a bun-
ker levy be eventually instituted. Of course CBDR‐RC supporters were
suspicious that the IMRB proposal would usher MBMs to the IMO via
the back door and that was the main reason they did not support it.
Then in fact they saw the IMRB proposers belatedly directly endorsing
a bunker levy at MEPC 76 in a submission parallel to the one for the
IMRB.

4. Final remarks

As this paper was being finalized, how fast the IMO would move on
the front of MBMs and on the IMRB proposal was not clear. This could
be a long discussion. However, equally interesting and at the same
time relevant are recent developments at the European level. About
a month after MEPC 76, the European Commission (EC) unveiled its
proposal to include shipping into the EU ETS (EC, 2021). The EC
action was expected since at least mid‐2019, when the new President
of the EC Ursula von der Leyen revealed her intent to do so, in the con-
text of the European Green Deal and after the European Parliament
voted in September 2020 to include shipping into the EU ETS. Accord-
ing to the scheme, the inclusion would involve CO2 emissions from all
intra‐EU trips, 50% of CO2 emissions from trips between non‐EU and
EU ports, and all at‐berth EU ports CO2 emissions. The same rules on
auctioning, transfer, surrender and cancellation of allowances, penal-
ties and registries would apply to maritime transport as to the other
sectors covered by the EU ETS.

According to EMSA (2020), CO2 emissions at berth roughly amount
to some 6% of all CO2 emissions under the EU MRV scheme, with the
rest about equally split among emissions from intra‐EU trips, emissions
from incoming trips from non‐EU ports and emissions from outgoing
trips to non‐EU ports. The exclusion of 50% of non‐intra‐EU CO2 emis-
sions from the scheme corresponds to roughly 31% of the annual EU
MRV CO2 emissions. However, what is not clear is how trade flows
may be reconfigured as a result of the new legislation, and we note
that the EMSA (2020) statistics were obtained before Brexit and future
editions of these statistics may show a different picture. Trade flows
reconfiguration may occur so as to avoid paying into the EU ETS,
and may involve switching of transshipment hubs, reverse modal shifts
to land‐based modes and other side‐effects that may create carbon
leakage.
3

According to the scheme, the obligation to surrender allowances in
the maritime transport sector will be gradually phased‐in over the per-
iod 2023 to 2025, with shipping companies having to surrender 100%
of their verified emissions as of 2026, as follows.

• 20% of verified emissions reported for 2023
• 45% of verified emissions reported for 2024
• 70% of verified emissions reported for 2025
• 100% of verified emissions reported for 2026 and each year
thereafter.

It is still too early to assess the potential repercussions of the above
EU action on GHG emissions reductions (regional and global), on the
MBM discussion at the IMO, or on the entire IMO decarbonization pro-
cess, for that matter. For some preliminary analyses and discussion on
this topic, the reader is referred to Lagouvardou et al. (2020), Psaraftis
et al. (2021) and Wang et al. (2021).

From a substantive viewpoint, it would seem that additional
research to ascertain which among the spectrum of candidate mea-
sures are the most cost‐effective to undertake is necessary. In particu-
lar, the role of MBMs in incentivizing the development of alternative,
low‐carbon or zero carbon fuels is something that should be further
investigated and eventually feed into the policy debate. Also MBMs
can have a role in the shorter term, by inducing logistical‐based mea-
sures such as speed reduction or others.
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