
Lloyd’s Register Copenhagen Podcast Series Transcript
Episode 2 Shipping
Welcome back to the Lloyd’s Register Copenhagen podcast series. This six-part series focuses on the key topics that will be discussed at the upcoming COP 15, the fifteenth conference of the parties Under the United Nations Climate Change Convention.  The Conference takes place in Copenhagen December the 7th to the 18th 

	This episode, the second in the series, takes a closer look at the issues that will be discussed during the Copenhagen conference in regards to the marine sector. We will be talking to Dr Anne-Marie Warris, Lloyd’s Register’s leading environmental and climate change expert. She is currently the Chairperson for the ISO technical committee responsible for the future development of the global environmental management systems standard ISO 14001. She is also the Chairperson for the United Kingdom Emissions Trading Group (UK ETG). 
Mike Chambers:   Anne-Marie puts the importance of the Copenhagen negotiations for the marine sector sector in perspective.

Dr Anne-Marie Warris:   So for the shipping industry what’s at stake is – if the deal is wrong it will cost them a lot of money and not give them what they need. If the deal is wrong and the reduction commitments are too tight, there will be problem about survival for the shipping industry, and if nobody understands the critical importance of shipping industry integrated into the overall picture then shipping might be hit unfairly. They need to manage that, but that’s not the same as saying shipping does not want to pull their weight – they do, IMO is very clear about that. 


	

	Mike Chambers:   Anne-Marie also addressed the issue of the level of understanding of shipping issues by the delegates as they attempt to bring shipping into the Climate Change agreement.

	Dr Anne-Marie Warris:   Both yes and no. On one hand all the negotiating teams include people that represent most of the major ministries, so shipping will be there. Will the people that are actually going to do the negotiations in terms of the people at the last minute know enough about shipping? Probably not because they’ve got a lot of other things they need to know about -  adaptation funding, deforestation, and what commitments are they going to make as a developed country? Or a developing country? 
So they’ve got four big issues to talk about, shipping is on of the lower end of their agenda, so I’m not convinced that the people that are going to negotiate at the end actually know enough about the shipping industry and of their contribution to the global deal.  

	

	Mike Chambers:   Here she explains the Common but Differentiated Responsibility issue that is set to be one of the most important topics of discussion during the Copenhagen negotiations.

	Common but Differentiated Responsibility came into being in the framework convention in 1992. It’s About developed countries taking responsibility for having emitted the largest proportion of CO2  with CO2 lasting in the atmosphere for about 100 years as compared to developing countries. It was really about talking about burden sharing, about sharing the responsibility fairly. 

	

	Mike Chambers:   Anne-Marie talked about the need to balance the need to ensure that any global climate change deal that includes shipping needs to take all of the relevant factors into account.

	Yes there can be but it does require that we work with the IMO principles of covering all ships and it does require us to look at it more as a sector that will be capped across it and then IMO making a decision.  So whatever happens in Copenhagen needs to be a deal that is then sent back to IMO for management and we need to be very, very clear that we avoid any leakage any way and means whereby some ship industry may not be covered except of course for those that goes to small island states where its critical that there not in any way covered by this deal.   

	Mike Chambers:   She went on to explain what is at stake for those nations known as small island-states.

	Dr Anne-Marie Warris:   Developed countries I think we all understand - European Union, United States, Japan, Australia, people like that. Developing countries cover everything from funnily enough Singapore down to the poorest African Country or the poorest small island state out in the Pacific. So when I talk small island states, I’m thinking about small Pacific Nations not a lot of people that may suffer quite suffer substantially from kind of adaptation in a sense that sea water rise and all that sort of thing. Some of the islands might actually disappear. Also because they are totally dependent on shipping to transport their goods. Whether its goods from the islands to allow them to earn money or goods to them in terms of food products or survival products. It wouldn’t seem fair that we charge them for something that they need to survive.  

	Mike Chambers:   With both the shipping and aviation industries set to be in the spotlight in Copenhagen, Anne-Marie compares the two.   

	Dr Anne-Marie Warris:   Well it’s difficult for me to judge what is realistic. We have been involved as the Lloyd’s Register Group in aviation specifically in helping them implement EU ETS and, of course as Lloyd’s Register we’ve been in the shipping business for 250 years. To answer whether the aviation industry can achieve 50% I wouldn’t know. But I think it’s a very important goal and it matches the goal that the G8 ministers made in July - 50% reduction by 2050 and, it’s an interesting negotiating opening, but we’re talking about shipping but what can shipping do?  Well we know from the IMO greenhouse gas study that the shipping industry could achieve something like on the medium prediction 30% emission reductions at no cost or cost benefit. We can argue forever about cost cuts but it gives us an indication of the achievable. If you’re listening to our clients, which I do a lot of my time, you can hear a lot of our major clients doing quite substantial work in reducing CO2 emissions. Yes it’s driven by energy efficiency, its driven by the need to ensure that they survive, either because they are in a clean shipping rating scheme or any other way where they or the people they provide the service to want them to demonstrate that they’re environmentally friendly or what their carbon footprint is.  The shipping industry can definitely achieve something.

	Mike Chambers:    Here she takes a closer look at potential cost benefits of reductions in greenhouse gas emissions for the shipping industry.  

	Dr Anne-Marie Warris:    When you do a conventional cost cut you work out what the cost would be of achieving the reduction and then you work out what the benefit would be in cost terms. So what would you say? And in this case, if you are looking at it, the 30% reduction would come at no cost or actually gain benefit, i.e. give the company back money rather than them spending money. So it’s like a saving so it would be quite important for them. 

	Mike Chambers:   Anne-Marie also talked about the three schemes that are currently being discussed in relation to the shipping industry.

	Dr Anne-Marie Warris:    Well the IMO has been talking about what’s now known as market based measurements,  used to be market based instruments at a couple of meetings, MEPC58 and MEPC59. The three schemes we’ve seen most of is of course an emission trading scheme, and a levy and finally a scheme that the US only proposed this year which is like a relative target linked to the energy efficiency design index that would apply to all ships and where fundamentally the design index would be ratcheted down lower so that ships would better and better meet. It would apply to both existing ships and new builds which is the difference for it. 

	Mike Chambers:   She also talked about the specific criteria that could be used to measure each of the schemes.

	Dr Anne-Marie Warris:    Well IMO has come up with a set of principles which covers things like environmental sustainability, that it’s fair, and a whole host of other issues. We link them in a paper that Lloyd's Register published with the IMRE that’s The  Institute Marine Science and Technology  at MEPC58 where we looked at the link between that and sort of if you want a land based emission trading scheme guidance rules which we took from the UK emissions trading schemes lines golden rule. You wouldn’t be surprised to find out that they’re actually very similar but some of the things that are in there we definitely need to look about. How sure are we about the environmental outcome? What certainty can we offer people who operate the schemes and ship owners about what it will cost for them? What flexibility can we offer them so they get to choose the most optimal solution for them? Finally how do we make sure this is fair and equitable and apply to all ships? I think those four things are probably the most critical, there were many more but those are the things I’d start with.  

	Mike Chambers:   A levy has also been discussed as a possible option. Here are Anne-Marie’s thoughts on a possible levy.

	Dr Anne-Marie Warris:    A levy would be levied on a tonne of bunker fuel when you bought it. And so the question is first of all would the levy be in proportion on the price of the bunker fuel or would it be a fixed property. The other one and perhaps the one I find the biggest challenge is how frequently would you reset the levy? And so if you think About the European Union Emission Trading Scheme, in April 2006 the price was About 40 euros a tonne. If you said the levy would be linked to the price of EU ETS, it would have been have been set at about 40 euros. We would need a bit more than that because we would need some administration costs so call it 60 or 80 euros a tonne. Now in May 2006, the price fell dramatically, so six weeks later the price fell to lower than 5 euros a tonne so we were then down to possibly a levy that would have been 20 or 30 euros a tonne. That time barrier says something about frequency of setting the price, we would need to set it more frequently than we think we do. It’s not something that will be set for the future in to it. You’d also have to set a levy high enough to actually achieve the intended environmental outcome that’s not very easy to do. It can be done but it’s not an easy solution to come up with. And, finally you have the issue of where is the money going? Who is going to administer? And where is the money going? If you’re in Europe part of that money will want to go back in to the coffers of Europe to pay for things. You’ve also got a proposal that it might go into the UNFCCC Adaptation fund, so there’s some issues here to be sorted out. They’re challenges, not insurmountable.  

	Mike Chambers:    Finally, she took a closer look at a possible emissions trading scheme for the shipping industry.

	Dr Anne-Marie Warris:     Well first of all it would be an International Emissions Trading scheme. It would have to cover all emissions for all shipping to meet the first principle of IMO. There’s also challenges about an emissions trading scheme. We talked about levy being an issue where the money would go, the same thing applies here. The administrative cost would be an issue here as there would be for a levy. So some of the challenges are the same. Some of the other challenges are a sense that emission trading sounds complicated and so it might be worth remembering that 35% of European Union Trading Schemes installations, 35% out of 12,000 installations are actually less than 10,000 tonnes of CO2. That’s actually less than an average marine engine. It covers a lot of hospitals, universities etc in Europe, worth bearing in mind. The other challenge people come up with is well trading that sounds like a lot of hassle. Well if you look at some research that the German Government just published  about three months ago as an outcome of the EU ETS last year, we found that virtually no installation trade every year, a number of them don’t trade at all except at the end of the period and less than three percent of installations trade regularly and that’s not surprising because that will cover the big power installations  and they have to forward trade every time they forward sell electricity they must also purchase CO2 to match it.  So their trading is driven by the way there business model works not to make or lose money on some sort of trade market. 

	Mike Chambers:   Many questions remain as to whether or not the consumers of freight should shoulder the costs associated with a significant reduction in shipping’s carbon footprint. Anne-Marie talks about that debate.

	Dr Anne-Marie Warris:    Yes. It should be, but the question is how will it be linked to a pricing mechanism which makes me as a consumer pick a good over another? Or, will it be linked to some sort of restriction that means that the shipping industry will be restricted on where they choose to grow. Do you want to have a mechanism that allows the shipping industry to pick and therefore decide where they want it to be? Or do you want a mechanism where somebody, a politician tells the shipping industry you can no longer transport goods this way?

	Mike Chambers:   Anne-Marie addressed the issue of ships transporting coal for use in powering coal fired plants.

	Dr Anne-Marie Warris:     Well there’s a couple of arguments in there that I don’t necessarily buy. First of all, there’s no doubt in Europe that we’ll be seeing the phase out of coal fired power stations as we know them. Not as if used to generating electricity but we’ll see them increasingly linked with end of pipe solution such as carbon capture and storage. We will see the development as we already have of, CO2 free user coal. Were already seeing that in China, China has invested a huge amount of money in fact more than Europe is in carbon capture and storage. So well definitely see that reducing there. In terms of oil production. Yes, the oil production is still growing but we are also beginning to see what could possibly be the end of the peak. Difficult to predict when we see peak oil, but it is a subject of conversation extensively. I don’t think we’ll increasingly ship more of those goods to burn them to generate CO2 I think we’ll increasingly see more shipping.  I don’t think the shipping industry will lose out, but I do think that the way they get used will be much more a solution at the end that generates no CO2, moving away from an end of pipe into a technology that allows that to happen. I think exactly the same thing will happen to the shipping industry. I think the shipping industry will move to another way to fuelling some of its ships that does not involve any of those uses of hydro carbons.         

	Mike Chambers:   The final segment of this podcast answers the most crucial question for the shipping industry. What will it mean to shipping if they are a part of a deal in Copenhagen and what will it mean if they are not.

	Dr Anne-Marie Warris:    Well if shipping isn’t part of the global deal then it depends a little bit on what happens to the global deal. If you begin to have an argument about carbon leakage at European level which means if you put tax on imported goods to stop cement and other manufacturer moving to China, then that would affect the quantity of products we might transport from China to here. It would affect the shipping industry. So shipping would probably be affected one way or another. The other thing is shipping industry, if you didn’t believe that, would continue to grow in CO2 emissions. And that means that by the time we reach the target of 50% reduction by 2050, shipping would be a very large proportion of the remaining 18,000 million tonnes. Shipping would be like 3 and a half to four thousand million tonnes of CO2 rather a large proportion of the total. So, I’m not sure shipping would survive in that instance even if it didn’t get included in the deal. I think it’s much better if shipping gets included into the deal and then actually gets a deal that allows it to learn, grow and experience and manage the paradigm shift It needs to make anyway.   

	

	Thanks you for listening to episode 2 of the Lloyd’s Register Copenhagen podcast series. We look forward to our next episode which will focus on the issues facing the rail industry and how those are likely to be addressed in Copenhagen. That will be episode three in the series and will be available on both www.lr.org and www.businessassurance.com/climatechange on the 10th of November.   
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