IN JUST FIVE months, shipping will
be included in the European Union's
emissions trading system (ETS). To
put it more simply, shipping will be
subject to a carbon tax in the EU.
This will have a series of ramifica-
tions for carri%nd shippers not
only in the EUbut also globally.

Inclusion in the ETS will affect
not only the cost of shipping to and
from the EU but also the cost of ship-
ping elsewhere, and it will likely put
upward pressure on pricing for cargo
that doesn't touch the EU at all.

At first glance, this might seem
counterintuitive. Why would a tax in
the EU have any effect on trade that
has nothing to do with the EU?

First, the EU carbon tax also
includes shipments to and from
the EU. Technically speaking, the
ocean carrier will be required to
pay a carbon tax for 50% of the

emissions on the journey from the

last port of call before arriving in the
EU to the first port of call in the EU
and vice versa. In addition, the car-
rier is on the hook for 100% of the
emissions for any journey between
EUJ ports.
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Inclusion in the EU ETS will likely put
upward pressure on pricing for cargo
‘that doesn't touch the EU at all.

It is also critical to note that the
tax is levied on the vessel perform-
ing the journey, not on the individ-
ual containers loaded on the vessel.

S0, how would thisimpact ship-
pers moving goods solely between

non-EU ports?

Some liner services move
through the EU. CMA CGM's Turkey
US Express (TUX) service, for exam-
ple, links three ports in Turkey with
the L5 East Coast, calling at other

ports in the Mediterranean along
the way. The carrier even markets
the TUX loop as offering “dedicated
coverage from Turkey and West Med
to the US East Coast.”
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- Asupra-regional tax

Neither Turkey nor the United
States is part of the EU carbon tax
regime, However, because the TUX
service calls several Mediterranean
ports in the EU in both directions, as
currently designed. it would incur the
following penalties under the EU ETS:
« 50% carbon tax from Istanbul to
Piracus;

« 100% carbon tax from Piraeus 1o
Algeciras;

+ 50% carbon tax from Algeciras to
New York:

« 50% carbon tax from Savannah to
Algeciras;

. And 50% carbor tax from Algeciras
to Iskenderun.

The entire round-trip journey is
13,000 nautical miles, and only 1,700
of those nautical miles would not be
subject to the ETS, 2,000 would be
subject toa 100% tax and g,300 would
be subject to a 50% tax. In effect, this
means the round-trip service will be
subject ta 51% of the EU carbon tax.

As a result, shippers using this
service to move cargo exclusively
berween Turkey and the US would
be required to pay a share of EU car-
bon tax. There are only two ways 1o
avoid this. CMA CGM could remave
all EU port calls from the rotation,
but this will limit the amount of
cargo it can carry, resulting ina :
downsizing of the vessels and higher
per slot Costs.

The other option would be to
pass the full cost of the EU "-:".".m
rax onto shippers with cargo being
picked up o1 delivered in the EX 1.
This would increase costs sigmilis
cantly for those shippers, however,

and could prompt them to switch 1o
competing Servi: - Or CarTiers with
more favorabls

And the TUX 15 just one E;{;]m-ph.:
there are multiple "cross-EU” ser-
vices that will be similarly impacted

by the ETS from January 2024.

On a larger scale, the efecr witt
'-EII?E a slow skewing of vessel deploy-
‘ments. Because the EU IS presently
the only region with sucha carhon
tax, carriers have an economic incen
tive to shift their most fuel-efficient
vessels to services that touch the FU,
This will result in reduced carbon
emissions in the EU, and when mez-
surements show this to be the case i
will likely also be heralded as success
for the environment, not only by the
carriers but also the politicians.

But in reality, when carners shifl
the most efficient vessels to the EL
the fleer deployed elsewhere will
become slightly less efficient on
average. After all, the global fleet does
not change just because you shift
the deployment locations. And those
slightly less efficient vessels will
rranslate to slightly higher fuel costs
and, in turn, upward pressure on
freight rates in the non-EL trades.

The largest ships in the W orld,
which are also the most efficient on
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a per TEU basis, are already depioyed
in the EU trades. But the largest
impact will be on smaller vessels A
sizeable part of the fleet of smallet
vessels is quite old and, theretott,
also relatively inefficient. There Wit
be a strong incentive to shift older
regional and feeder vesselsout !
the EU in favor of newer wpssels i
11."!11'.".’*.'1-‘!:']"-"'_'1'1"-| in orhet prade lanes

'['i1|2‘ global affect of the B
ETS will be relatively slow, P
hacguse the EUT tax is implement
aradually, with a 40% IMPIEiE
rion rate in 2024, 70% i 26153
full implfnu-m.m'-.:-n I'_:ulll L
addition, it will take tme
money — to peconigure L .
networks and redeploy Yo
vessels will need to contt v
contracts before being shifted
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