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War-driven energy shock makes case
for more alternative fuels

Whatever happens with the IMO’s Net-Zero Framework, the impetus for
decarbonizing shipping is strong, and getting stronger, according to Energy Vision’s
Michael Lerner.

Bunker fuel prices have surged 70% since the start of the war in the Middle East and the
blockade of the Strait of Hormuz. At present, the global average price for very low sulfur
fuel oil (VLSFO) is over $930/metric ton, up from $540/mt in early February. Meanwhile,
the regulation of maritime greenhouse gas (GHG) emissions is evolving. Both trends favor
low-carbon alternative shipping fuels, prompting shipping companies to re-evaluate
investment decisions.

The International Maritime Organization’s (IMQ’s) Marine Environment Protection
Committee just wrapped up a round of meetings on its proposed Net-Zero Framework
(NZF), which would be a major, globally applicable step forward for decarbonizing shipping.
But it’s unclear if the NZF will be watered down, or adopted in any form. Escalating
penalties for noncompliance might get removed, leaving only voluntary measures. The vote

to authorize NZF might get delayed again, as it was last October amid pressure from the US
and Saudi Arabia.
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But whatever happens with the NZF, the impetus for decarbonizing shipping is strong, and
getting stronger. About a fifth of global oil and gas supply ordinally passes through the
Strait of Hormuz. Closing it spiked prices of conventional fuels that 99% of ships use —
mainly fossil oil and liquefied natural gas — and demonstrated their vulnerability to supply
disruptions. The risk of price volatility and further shocks is ongoing.

This is a wake-up call for shipping companies, changing their calculus for adopting low-
carbon alternative fuels. Those fuels cost more than conventional ones, but are becoming
more attractive all the time.

For one thing, many alternative fuels can be made locally from organic wastes, so they don’t
have to pass through Hormuz. For another, European Union maritime emissions regulations
(FuelEU Maritime and the EU Emissions Trading System) are helping shrink the price
premium for them, as each year, penalties on fossil fuels tighten while alternative fuel
production rises. Already, certain alternative fuels on certain routes, for example bioLNG on
intra-EU voyages, are at parity or even cheaper than conventional fuels.

This affects shipping companies worldwide, including in the US. EU regulations apply to
100% of maritime emissions within EU territorial waters, and 50% of emissions for vessels
transiting between an EU port and a non-EU port (for example Marseilles-New York). That
means shipping companies servicing EU-US routes will need clean fuel sources in the US,
which are growing, although not nearly as fast as in Europe.

Can US legislation drive change?

Current US policy is not conducive for producing or using alternative fuels. But bipartisan
bills introduced in both houses of Congress aim to change that by making biofuels eligible
for the Renewable Fuel Standard (RFS) when used in oceangoing vessels (they’re already
eligible when used as road or aviation fuels). This would accelerate US production and use
of bioLNG (which requires new dual-fuel engines) as well as renewable diesel and biodiesel
(“drop-in” fuels that work in conventional engines).

Whether or not those bills become law, US clean maritime fuel producers are also aiming to
sell to the European market and working to get their fuels qualified under EU regulations.
So are international shipping associations. If they succeed, it would boost US clean fuel
production — and energy security — for the European market.

The potential for slashing maritime emissions is gigantic. A new report by the nonprofit
Energy Vision finds that alternative low-carbon fuels derived from food waste or manure —
including bioLNG, biomethanol, or green ammonia — have carbon-negative lifecycle
emissions, i.e., less than net-zero, because more greenhouse gas is captured during
production than is released when the fuel is burned. When these fuels are derived from
landfill gas or wastewater, they do emit some GHG over their lifecycle, but only a third to
half the emissions of heavy fuel oil or fossil LNG.
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The added cost of using alternative low-carbon fuel is a surprisingly small percentage of the
cost of products shipped. Energy Vision calculated that using alternative fuel to ship a
container across the Pacific would cost an extra 12 cents per pair of sneakers or less than a
cent per smartphone or toothpaste tube — and that’s for a “next-gen” e-fuel (made with
renewable electricity and captured CO2) using a high-end cost estimate. The extra cost of
existing alternative fuels such as bioLNG is even lower.

However regulatory regimes evolve in the near future, the writing is on the wall. As vessels
age out, shipping companies must decide what to replace them with. Each alternative
maritime fuel comes with its own advantages and disadvantages, but the basic choice
comes down to this: continue to bear growing regulatory costs and price volatility of fossil
fuels, or invest now in vessels that will have far lower GHG emissions and commodity price
risk over their 30-year lifespans. Companies that proactively invest in adopting alternative
shipping fuels now will be far better off when the next shock hits.

Michael Lerner is Director of Research and Publications at the non-profit organization Energy
Vision. Contact him at lerner@energy-vision.org.
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