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Abstract

Seaports are recognised for their vital importance in facilitating trade growth and associated economic development. These attributes give rise to the notion that seaports are public goods. Public goods are regarded as goods or services which a market acting in isolation might have difficulty in providing, or at least providing in sufficient quantity and/or at a competitive price. An important element of a public good relates to its non-rival consumption, the implication being that it is impossible to exclude anyone, whether they pay or not.

Key questions this paper seeks to address are:

· What constitutes public goods in seaports?

· To what extent is it necessary for the public sector to provide these goods? 

· Can such intervention lead to market distortion in respect of competing ports?

Taking each question in turn, the paper begins by describing the more common examples of public goods in seaports. This is followed by analysis of public and private sector investment at a number of major north European seaports. Finally, the paper considers the potential for market distortion due to such public sector investment in so-called public goods, and proposes that a single policy for major ports, particularly those ports serving a common regional hinterland, is necessary in order to deliver a more sustainable transport system.

Introduction - what is a public good?

What is a public good? The marketplace is considered to be the most efficient way of producing private goods, but the market tends to rely on a set of goods that it cannot itself provide, such as property rights, predictability, safety, nomenclature and so on. These goods often need to be provided by non-market or modified market mechanisms. In addition, people tend to need both public and private goods, irrespective of whether or not they engage in market transactions. Public goods are recognized as having benefits that cannot easily be confined to a single "buyer" (or set of "buyers"). Yet, once they are provided, many can enjoy them for free. Street names are an example, and a clean environment is another. Without a mechanism for collective action, these goods may be under-produced resulting in obvious difficulties for society in general. 

A pure public good or service is equally available to all members of the relevant community
. Once produced, it will not be efficient to exclude any person from the enjoyment (positive or negative) of its availability. This brings us to the principle of exclusion characteristic of goods produced in the market. Non-exclusion applies in the extreme or polar sense, whilst additional consumers may be added at zero marginal cost.

This definition is somewhat restrictive, and, due to this, it is not surprising that the modern theory of public goods has been criticized on this basis. Strictly speaking, seldom will a good or service fit the extreme or polar definition in any genuinely descriptive sense. In real-world fiscal systems, those goods and services that are financed publicly always exhibit less than such pure ‘publicness’. The standard examples such as national defence come reasonably close to descriptive purity, but even here careful consideration normally dictates some relaxation of the strict polar assumption. 

The lighthouse has become the classic example of a public good: all passing ships benefit from its light, which is available to each of them regardless of their number
. The history of lighthouses nonetheless illustrates an important point - that public goods need not be directly provided by governments. Over the centuries, lighthouses have been built and operated by private investors, shipping guilds and public-private partnerships, in addition to government agencies which are charged with recovering any costs relating to lighthouse provision from users, as in the UK. 

Modern economics nevertheless continues to insist on defining a public good as a good that shares characteristics of the lighthouse, in that: 

· It is not practically possible to charge for the use of the good: and, 

· The cost of the good is indivisible, so that its marginal cost is zero.

Most economists would include traditional governmental services, such as defence and the maintenance of law and order, in this category. Some economists find many other examples of public goods in a modern economy, although there remains a good deal of controversy on this. 

Inevitably, decisions on the demand and supply of public goods are made through political, not market, institutions. However, nothing can be said about efficiency in this framework. Outcomes or results of individuals' choices for public goods in discrete instances can only be classified unequivocally as efficient or optimal by some external observer provided group decisions are made under some effectively operating rule of unanimity. For discrete allocations, political-choice institutions embodying decision by unanimity become the analogue to market-choice institutions that are or may be described as perfectly competitive. 

Any community of individuals can decide to demand goods and services publicly through governmental-political processes, rather than privately. They will do this because they believe that any bilateral exchanges facilitated by market arrangements would be insufficient. The limits of the voluntary exchange theory of the demand for and the supply of public goods are narrow, especially when compared with its analogue, which is the theory of perfectly competitive markets.
Economic theory tells us that a public good will not be provided by profit-oriented private suppliers (e.g. non-commercial radio and TV are mostly public radio and TV). Public goods are therefore goods that the free market, whether perfect or imperfect, will either under-produce, or will not produce at all. A public good is, in essence:

“A good or service which has the features of non-rivalry and non-excludability and as a result would not be provided by the free market.”

(Sloman, 1997: p. 329).

In addition to the seemingly never-to-be-forgotten example of the lighthouse, Sloman (1997
) offers examples of public goods such as pavements, flood-control dams, drainage, the police and even government itself. Economists tend to emphasise the essential characteristics of public goods - non-rivalry and non-excludability – using numerous every-day examples to illustrate the basic principle. In the case of a pavement, for example, others can walk along it and this does not prevent you from doing likewise. Similarly, with a dredged navigation channel, all vessels can reasonably enjoy its access. In the case of a flood-control dam initially installed by a private developer, this may protect houses at the first development in the valley, but it also protects other houses subsequently constructed in the same valley. This is known as the free-rider problem. It would also apply to a new port facility subsequently constructed along a river that has previously been deepened in order to serve existing harbour installations situated along the same river.

The basic principle here is that public goods will be under-provided, or will not be provided at all, by the market acting in isolation. In other words, public goods have larger external benefits compared to private benefits.

Public goods in seaports

The ‘content’ of public goods, however defined or justified, is ultimately determined in democratic legal systems by elected representatives (Stevens, 1999)
. When the state takes responsibility for the provision of goods and services, the regulation of policy implementation is formally guaranteed through statutory regulations. Nevertheless, while state support for ports may indeed be legalised, this does not necessarily mean that it is fair to other competing ports serving the same regional hinterland, or even justified; it simply means it is legal in the state concerned.

Goss (1990a)
 sought to elaborate on the significance of public goods with respect to seaports. He defined public goods as ‘those which are unlikely to be provided sufficiently, satisfactorily, or at all by competitive industries’. In other words, public goods should by implication be provided where there is some sort of market failure. Goss alluded to three distinct conditions for the presence of public goods:

· Their joint or non-rivalrous consumption;

· The inability to exclude those who refuse to pay;

· Non-rejectability of consumption.

It is useful to consider each of these conditions in regard to, for example, a proposed major container terminal development in a region with a number of competing ports serving a common hinterland (e.g. northern Europe). To begin with, Goss argues that non-rivalrous consumption occurs with navigation aids ‘because their cost will be exactly the same no matter how many people are using them’, and suggests the same is true for dredged channels. The UK port privatisation experience would suggest the contrary is true, and serves to confirm that such costs may indeed be recovered through user charges (e.g. conservancy dues applied to vessels). It does not therefore appear to be essential to provide such facilities free at the point of use. In other words, to offer a dredged channel as a public good, free at the point of consumption, is really no more than a political decision as there is clearly evidence, from the UK example and indeed also from the United States (i.e. the US Harbour Maintenance Tax
), that the market is able to provide such a good and make an economic return from it. Why else would Associated British Ports plc, a company listed on the London Stock Exchange, pay good money to deepen the navigation channel in Southampton?

In the case of major container hubs, a significant degree of competition exists between ports serving the same region. If one or more of these ports does not practice full cost-recovery from user charges in respect of navigation aids and dredged channels, or indeed in regard to any other port infrastructure (i.e. if it receives state aid to provide its infrastructure free), this means that these ports will enjoy a competitive advantage over a port, private or public, which does seek to pass on such a charge to users. 

The issue of non-rivalry in the context of an international container hub with an extensive hinterland and with a range of alternative competitive ports cannot be appraised simply on the basis of any analysis within that port alone. The issue of state aid as applied to maritime infrastructure must be considered collectively across all ports serving a given region and common hinterland. Moreover, bearing in mind the UK market example, it hardly seems to be a convincing argument that simply because navigation aids and man-made channels appear non-rivalrous, that this then somehow offers sufficient justification to preclude users from paying for them. 

The second condition noted above relates to the inability to exclude those who refuse to pay for the use of such facilities. Of course, vessels using a given navigation channel are relatively easily recognisable. More often than not vessels are required to report their position to the relevant navigation authority. Generally speaking it is quite easy to acquire information on a particular vessel, such as length, draft, gross tonnage, cargo etc. It should therefore be straightforward in terms of levying a charge on any such ship entering a port. Those who refuse to pay such charges would be subject to legal proceedings brought against them in the normal way. One has to say, therefore, that with regard to dredged channels, the argument that some form of public good exists on the basis that it is not possible to exclude seaport users who refuse to pay, also lacks foundation. This also applies to provision of port navigation aids, and most certainly to users of terminal quays and associated land.

The third condition is the non-rejectability of consumption, of which classic examples previously noted include policing and defence. In today’s market for container terminals and ports, however, there are very often a number of choices facing users in terms of selecting alternative facilities and locations. These port users can therefore reject a given port in favour of a competing facility elsewhere in the same region, and very often do. The condition of non-rejectability of consumption also therefore lacks substance.

Where there are alternative seaport options, as there patently is in the case of major container terminals serving a region with a common hinterland, arguments for state aid to supply so-called ‘public goods’ at such ports seem spurious at best. State aid as currently applied within many major seaports is largely motivated by narrow, local and/or national political and economic imperatives. There is, in fact, very little real justification given for such public expenditure. ‘Real justification’ (for state aid) would need to focus on the net effects on the producers and consumers of goods, and on the environment, across the whole region, to be derived from public expenditure in specific ports. State aid as currently applied to major seaports tends to be justified simply on the basis of perceived local and/or national benefits, and this is wholly insufficient when considering a port system serving a very large regional market (e.g. northern Europe).

Seaport policy in Europe

Over recent years many ports have been faced with the need to accommodate ever-larger vessels. Ports have had to plead for more public funding in order to further deepen what are essentially naturally shallow channels, with ongoing costs in relation to overcoming silting. Greater traffic flows and container interchanges has also led to added land requirements in ports, plus pressure on land and sea access corridors. 

The solution has generally been for public port authorities’ to request additional state aid in order to create new docks, reclaim land from the sea and/or river bed, or even to remove settlements to make way for ‘essential’ port development. With policy decided at the national or local levels, no cost-benefit analysis occurs which considers, in a sustainable way, the wider geographic and economic context (i.e. the net effects across the European Community of any one particular development). In practice, major ports still have a national or, worse, a local mentality at a time when they should be taking a far wider regional or indeed a global approach to more adequately reflect the extent of their influence.

Amidst continuation of state aid applied to seaport infrastructure, certain European Union member states have admitted employing ‘delaying tactics’ as they seek to avoid more centralised control from the Commission in Brussels (Hinz, 1996)
. Most states seem to want to continue ‘doing their own thing’, as far as provision and funding of new infrastructure is concerned, irrespective of what the Commission says. However, most acknowledge that the climate has changed in recent years. The Single Market has removed barriers to trade and transport in the European Union and exposed ports to increased competition; essentially, port hinterlands are more ‘common’ than they have ever been. Furthermore, budget constraints in all member states have made it more difficult to raise public money for port investment.

State funding frameworks as currently applied to major seaports in certain countries of the European Union are considered in more detail below. The three examples selected reflect the locations of the major container ports in northern Europe, namely Germany, The Netherlands and Belgium.

German seaports

In Germany, policy makers claim that because the major seaports of Hamburg and Bremen are situated far inland from the sea, it is believed that the German economy ‘would be severely disadvantaged’ if rivers connecting the ports with the open sea had to be kept navigable on the basis of the ‘user pays’ principle. 

In the German case, three categories of port investment have been identified, these being:

· General infrastructure

· Special infrastructure

· Superstructure

General infrastructure is considered to include road, rail and navigable waterway port connections and all costs associated with these investments are publicly funded with no user charges involved. These are regarded as ‘public goods’ and are therefore offered free at the point of consumption, for any user. Public investments in so-called ‘special infrastructure’ include the creation of dock and quay constructions, reclamation, and installing service utilities. So, in addition to funding navigation channels, the German approach also involves state funding in respect of many other expensive elements of seaport infrastructure.

In this model it is primarily only investments in superstructure – such as cranes, sheds, handling equipment etc. – which are regarded as recoverable through user charges. This is not to say that the private sector always necessarily pays up front even for the latter category; in a number of cases superstructure investments have initially been made by public entities, and where publicly-provided superstructure assets have subsequently been transferred to private terminal operators, the repayment period may be significantly longer than would be the case under normal commercial (i.e. market) loan repayment terms. This, in essence, is another form of state aid.

The rationale for such extensive levels of state intervention is explained by the argument that the national economy, in this case the German economy, depends on port subsidies applied to its national seaports. By implication, if the port subsidy did not exist, German producers and consumers would somehow be adversely affected. However, in reality there is a distinct scarcity of evidence offered to substantiate this. Moreover, as approximately one third of all container traffic handled in the major container ports of Hamburg and Bremerhaven consists of transhipment cargo for third countries, it is not only the German economy that is affected.

Although the extent and form differs by country, subsidies are quite simply allowable under the respective national port policies’, which in each case is based on local and national political imperatives. These imperatives are usually demonstrated by reference to the number of local/national jobs dependent on a port, although inevitably the policy is also influenced by the history and tradition associated with each specific port.

The Netherlands seaports

In the case of Europe’s largest seaport, Rotterdam, investments by public sector entities has dominated port infrastructure investments, as the following examples illustrate:

· The deepening of the Eurogeul Channel to 24 metres was initially paid for in full by the Rotterdam Municipal Port Management (RMPM), although subsequently half of the costs were reclaimed from central government. RMPM has been unable to pass on these costs to users. The cost of the most recent dredge in 1996 was estimated at 70 million NLG with annual maintenance costs of 3 million NLG.

· Construction of the ‘Slufter’ reservoir for holding contaminated dredged material cost 200 million NLG, with costs split fifty-fifty between central government and the city of Rotterdam. A further reservoir for contaminated sludge, the ‘Papegaainbek’, has also been created, again financed with public money.

· In addition to provision of basic infrastructure such as quays and dock areas, various public sector incentives have been used in the past to bring about private sector commitments to use the port, for example:

· Low interest loans to terminal operators

· Postponement of terminal lease payments

· Reduction or cancellation of terminal rent repayments

· Purchase and re-sale of cranes to terminal operators

Rotterdam is another major port that cites its ‘economic impacts’ to help substantiate the allocation of ever more public funds for new infrastructure. The economic impact associated with the Delta 2000-8 plan for the Rotterdam Maasvlakte was estimated to be equivalent to 1,000 NLG per container, although how this was calculated is inevitably subject to debate. Nevertheless, this ‘contribution’ to the Dutch economy was the underlying motive for a high level of cooperation and investment between RMPM, the Ministries of Transport and Economic Affairs, and private terminal operator ECT. It also constituted the Dutch answer to the ‘distorted’ competitive position between container terminals in Europe, and in particular those at Antwerp and Hamburg, with the charge that the latter ports either do not or only partly pass on government investments in infrastructure. Although each of these countries argue against each others’ state aids, in reality they are all ‘at it’, so to speak. In respect of the Delta 2000-8 container terminal project, for example, it was anticipated that the total cost would reach 2 billion NLG, of which half would be raised by ECT, the private terminal operator and, by implication, the other half would be public money. 

Instead of the previous distinction between infra- and superstructure used in The Netherlands, a new distinction has subsequently been introduced between infrastructure, infrastructure plus and superstructure. This, however, appears to be virtually the same as the German definition noted above. Infrastructure plus refers to site surfacing, crane rails, electronic facilities, buildings, connections to the utilities and so on. These items had previously come under superstructure, which was supposedly for the account of the private terminal operator concerned, but is now publicly funded. In total a sum of 600 million NLG was involved for infrastructure plus in the case of the Maasvlakte project, to be recovered over a period of 25 years. To finance the infrastructure, RMPM took out a loan with the European Investment Bank, at a favourable rate of interest, plus central government provided 150 million NLG for construction of the harbour and quay walls. Further investments to connect the port with the new Betuwe Railway plus associated bridge conversion are estimated at almost 9 billion NLG, these being financed from the national budget.

State aid in The Netherlands maritime sector has extended even further than ports. Dutch tug operators Kotug and Smit have been forced to raise their towing fees in the port of Rotterdam by between 15%-20% in a bid to compensate for an end to a Dutch government subsidy for port towage companies which was found to be illegal under European law
. The original subsidy was designed to encourage Dutch nationals into seafaring and, once there, it hoped the stability of the profession would be improved, as well as education and training levels. Subsidies were only available for firms operating under the national flag with Dutch seafarers so it also gave firms an incentive to employ Dutch seafarers rather than cheaper options. Following complaints from German tug operators, the matter came to the attention of Brussels, which ruled against the Dutch government. It is estimated that the end of the subsidy means that towage costs will go up by between 20%-25%. 
Belgian seaports

Major dredging of the River Scheldt was completed in 2000 with the aim of maintaining Antwerp as a deep-sea container port permanently accessible to vessels with a draft of 12.2 metres (40 feet). This dredge alone cost 6 billion Belgian francs, was entirely financed by the Flanders Region, and will not be offset against seaport revenue.

From January 1987, the Flanders government in Belgium ‘only’ provided full public non cost-recoverable financing for the maritime access routes and basic infrastructure (i.e. riverbanks, locks etc.). For quays and other mooring facilities it ‘cut’ its contribution to 60%. Essentially, in Belgium, the most that the private sector are asked to provide is 40% financing of a terminal (excluding dredging which is entirely for the public account), plus provide the handling equipment. 

Since a new decree of 1999, the public port authority now bears greater (financial) responsibility within the port area, while the government retains responsibility for maritime access and hinterland connections. Government intervention is based on the belief that it is necessary in order for ‘the protection of the public interest’
. What exactly this means, and whosoever is protected, remains a burning question. 

Further, the ‘task’ of government is to provide the conditions necessary ‘to let the immense port operations create a societal surplus value’. In the case of Antwerp (and the other major ports noted above), this generally implies creating and funding, through public means, artificial seaport infrastructure in what are essentially naturally shallow urban or semi-urban locations. This is done irrespective of the existence of reasonable alternative natural deep-water sites elsewhere in northern Europe, which could more easily and cheaply accommodate deep-draft vessels.

Motivation for state aid in seaports

Wherever state aid applies, the public sector stress the importance of ports for national economic development, pointing to the perceived close relationship between successful ports and economic growth
. However, one has to remember, especially nowadays, that the influence of a major port may extend beyond its boundaries not only into the industrial and commercial sectors of a nation (Frankel, 1987
), but often far wider than this, serving in effect an entire economic region.

There are a number of circumstances under which the market is not Pareto efficient, these being referred to as market failures, whereby the conditions necessary to achieve the market-efficient solution fail to exist, or are contravened in one way or another (Brown and Jackson, 1990
). This tends to provide, usually, some justification for government involvement. Aside from externalities and imperfect competition, this includes situations in which so-called public goods are present.

However, there is always the possibility of government failure. Government failure is evident where there are too many public sector activities provided. Stiglitz (1988
) identified four limiting factors as the major reasons for the systematic failure of government to achieve its objectives, these being: 

· limited information;

· limited control over private market responses;

· limited control over bureaucracy; and,

· limitations imposed by political processes.

A significant element of state aid applied to major ports in Europe relates to the need to overcome physical and locational weaknesses. Ports situated in shallow alluvial plains and estuaries (e.g. Hamburg, Antwerp, Rotterdam, Le Havre, Bremerhaven) tend to require very extensive and expensive capital and maintenance dredging in order to remain accessible to large vessels. A failure on the part of government to maintain access would, it is argued, result in loss of port traffic, leading to adverse economic impacts. Hence the cost of maintaining the navigable channel is considered to be a ‘public good’. But is it really a public good? It is certainly a public expense, but what good does it pass on to ‘the public’, and who in fact is ‘the public’? Moreover, is it absolutely essential to artificially create new infrastructure at these historic port locations in the sense that there really is no (natural) alternative to handling the largest deep-draft vessels? When any of these major ports considers the need for new port capacity, do they look into the possibility of a more cost effective and less environmentally damaging alternative situated outside their own physically constrained national borders? For the most part they do not even look outside of their own narrow area of jurisdiction, as the recent withdrawal of Hamburg from the proposed Wilhelmshaven development confirms, although one can also witness similar national rivalry between Antwerp/Zeebrugge and between Rotterdam/Amsterdam.

A port authority may argue for ongoing public funding in respect of dredging on the basis that many local jobs are dependent upon it. But the primary purpose of a port is arguably not to create jobs in a given (i.e. local) area. The purpose of a port is to facilitate trade, and the origin and destination of trade moving through a port today can be very wide indeed. Consider, for example, the Port of Salalah in Oman, where some 99% of container traffic involves transhipment for markets throughout the Gulf, Indian Sub-Continent, and East Africa. There are similar virtually pure-transhipment examples at Freeport on Grand Bahama Island, and at Gioia Tauro in Calabria, each serving similarly widely-dispersed markets. Of course, creating employment locally is a useful spin-off; but it is not, and should never be, the overriding objective for public sector investment in the so-called ‘public good’ aspect of ports. 

Returning to the central issue of this paper, Van de Voorde and Winkelmans (2002)
 sought to explain why a seaport should be considered as a public good. They suggested that, with regard to government subsidising, a distinction needs to be made between infrastructure ‘that is accessible to all users’ as opposed to infrastructure intended for specific undertakings. They regard maritime access routes and docks as basic infrastructure ‘for which subsidising is tolerated to a certain extent’. However, they do not explain why such investments should be subsidised, nor in what way these assets actually constitute public goods. They offer an assurance of sorts, namely that such subsidies ‘should never give rise to discrimination…’.  One can be certain that this ‘condition’ is not entirely reassuring to ports dependent on private capital.

In a competitive Single Market, one must conclude that the allocation of subsidy to certain ports serving that market must mean a relative competitive disadvantage for other ports that do not receive subsidy. Moreover, the environmental consequence of such a policy demands further analysis. Take, for example, the case of a natural harbour blessed with natural deep water. At the present time such sites are being ignored as traditional major ports continue to apply stated aid for new infrastructure at physically constrained locations. Yet the naturally endowed port requires no dredging or channel maintenance, and, because it may even have natural protection it does not require a breakwater (unlike, say, the new outer port at Le Havre, which must also represent some form of ‘public good’ as virtually all the infrastructure currently being built there is publicly funded!). If the overriding test (for state aid) is one of local and national job creation/protection, then this surely fails given the extensive common hinterlands now associated with major seaports.

Surely the key questions surrounding this whole issue are:

· what exactly is the specific public good associated with any given seaport subsidy?

· what regional alternatives (i.e. natural deep-water locations) to ongoing subsidy of dredging costs and provision of other infrastructure at existing ports have been considered?

Evidently, ports endeavour to attract public sector investments on the basis of the value they add to the city, local or national area concerned. This ‘value added’ is typically calculated based on a given ratio awarded to different types of cargo handled. For example, a higher rating is applied to general cargo, RoRo and container traffic than for dry bulk, and even less is awarded to liquid bulk. Ports that concentrate on the general cargo, RoRo and container sectors typically argue that they generate considerable value added and that, because of this, they are therefore important economic centres, and hence by implication deserving of public subsidy. 

The key problem with the whole concept of value added, however, is that methods of data collection used between ports tend to be highly inconsistent. Haezendonck and Winkelmans (2002)
 attempted to provide a common rule for estimating value added across ports in the Le Havre-Hamburg range, but the fact remains that there is no uniform or universally accepted definition of value added. Further, given vested interests in the ports sector, there is unlikely to be agreement on any common rule in assessing value added, more particularly when the ‘common rule’ is proposed by one of the vested interests. Another weakness is that estimates of value-added for specific ports only focus on relatively narrow geographic areas, such as the local port or nation concerned; this totally ignores the wider regional context. 

Moreover, in any event a dominant focus on value-added ignores the substantial environmental costs and benefits that may result from specific port investments, and indeed ignores the whole question of sustainable development. This is vitally important in the context of a sustainable transport policy for a whole region, and such an exercise should be a prerequisite when a port serves a whole region or a very large part of it.

Following on from this argument that regional ports need to be considered in view of their wider impacts, while maximising jobs in a given locality is a stated objective of many ports, there are a number of constraints, or limitations, with this approach, including (Goss, 1990b)
:

· There is bound to be leakage across borders of the area in question;

· Consumers and producers of goods may be distant from the port;

· Goods and services consumed locally will usually have to be brought in;

· Many people working within the defined area may live and spend their money outwith it;

· Subsidising the port will benefit both imports and exports, enabling the former to better compete with the latter and hence reducing the number of jobs;

· Subsidising the port will require increases in local taxation making the area less attractive to residents and industry;

· As aggregate demand for labour is determined by macro-economic factors, the most that port subsidy can do is to shift that demand from one area to another.

To some extent the last point is perhaps debatable in the new era of container transhipment hubs. With transhipment, gateway ports are still necessary in some form or another, although with a move towards regional offshore hubs they become less relevant for handling the very largest vessels, for which their suitability is questionable in any case.

Waters (1977)
 questions the usefulness of port economic impact studies, concluding that they are used principally as public relations tools. He also asserts that they cannot hope to answer the key question of whether a community should finance the development of another port facility.

Port policy and state aid

State aid applied to seaports forms part of what we know today as port policy. The term port policy, according to Van Hooydonk (2002)
, is interpreted as ‘any decision that could influence the future development of port activities’. Van Hooydonk goes further, suggesting that, in practice, port policy ‘mainly concerns investment decisions aimed at expanding port infrastructure’. If this is so, then it implies that a government that has a port policy will be expected to allocate resources towards the investment cost of port infrastructure. In practice, different levels of government or public sector entities (e.g. federal, regional and local government, port authority etc.) may contribute towards such investments, although at the end of the day all such investments are public by nature, and hence constitute state aid.

The legal distribution of responsibility between local, regional and federal authorities may be quite straightforward, and explicit (Goss, 1990c)
. For instance, the federal authority may be responsible for funding maritime access channels, and major landside infrastructure, while the regional authority is responsible for developing the dock estate, which may include provision of quays and terminal land, and this approach is reflected in examples already highlighted in this paper. 

This typically leaves the private sector with the responsibility to provide handling equipment and possibly other forms of terminal superstructure (e.g. IT, sheds, gates, buildings etc.). We describe such an arrangement as the landlord port, and we know it is especially common throughout Europe, North America, and in parts of Asia. It is not, however, the practice in the UK, where ports (public or privately owned) must fund all infrastructure costs themselves; port policy in the UK (assuming a policy exists, which is a debatable point), more especially in respect of major ports, does not therefore involve investment decisions on the part of government, whether local, regional or federal.

Thus, we have two main, yet rather diverse strands of opinion, or one might say underlying economic philosophies, regarding seaport investment. On the one hand, there is the argument that because of the so-called ‘public good’ nature of a port, and its ‘value-added’ contribution to the local and national economy, the state must finance a major part of seaport investments. However, on the other hand, the UK approach leaves such investments entirely to the market, as and when it so desires, subject to planning approval. This dichotomy raises two important questions:

· If a port on the continent of Europe receives state aid to pay for infrastructure, and a port in the UK does not, does this not afford a competitive advantage to the former over the latter?

· Within a single European market, given the absence of a pan-European policy for major ports, how can we be sure that port investments decided at the local or national levels, are optimal for the whole region, economically and environmentally?

Clearly, as far as the first question is concerned, ports in the UK will be disadvantaged relative to ports on the continent. There can be no doubt about that. Wherever dredging and quay/terminal construction costs are state-funded at competing ports on the continent, UK ports will be disadvantaged.

The issues raised by the second question are a little more complex. It is certainly the case that most national and local governments will seek to expand ports within their area of jurisdiction. They will do this on the basis of the ‘public-good’ and ‘value-added’ arguments, as noted above, irrespective of how poorly defined and unconvincing such arguments might in fact be. They may also do so even where the net environmental consequences of their investment decisions are more damaging than would be the case had they (or more likely, supra-national government) considered reasonable alternatives for serving the region as a whole. The problem with ‘reasonable alternatives’, as far as major ports are concerned, is that any alternatives located outside of the local and/or national area of jurisdiction will not be considered. This illustrates the weakness resulting from allowing major seaport policy within a large economic region (such as the European Community) to be decided at national or, even worse, at local or city level.

Clearly not all ports need be subject to a pan-regional port policy. Where a port has a very limited local hinterland (e.g. a remote island, for instance), then subsidy issues may be better dealt with at the local level. However, in the case of major ports with demonstrably extensive hinterlands extending far beyond the port and country itself, and by implication crossing into the hinterlands of competing ports in other countries, then there is really no question that for such ports a pan-European port policy makes a lot of sense. 

Examples of inappropriate and quite often entirely unnecessary port investment decisions abound due to the lack of a pan-European policy for major ports. To begin with, if one looks carefully, one finds that every single major container port in northern Europe depends on an artificially deepened navigation channel, yet there exists numerous natural deep-water locations that do not require any dredging. Further, it is no coincidence that each EU member state has ‘its own port(s)’, even where a common economic hinterland now exists. While seaport policy is still decided at nation-state level, today’s economic reality suggests policymakers really need to consider the bigger picture when making major seaport investment decisions. This has to be a pan-European picture, where major seaport investment decisions are made on the basis of a proper economic and environmental cost-benefit analysis covering the entire region, and indeed how this fits into the evolving global transportation system, with major attention paid to the sustainability of future seaport development.

Financing major seaports in Europe

To some extent the supranational funding framework in Europe is already set up to support a more central policy in respect of major seaports. Aside from national governments, various supranational EU institutions are involved in granting financial assistance for seaport modernisation and expansion projects. These include:

· The European Investment Bank (EIB), which can provide up to a third of the total cost of projects of common interest and projects targeting balanced regional development;

· The European Regional Development Fund (ERDF) co-finances specific schemes, if funding is requested;

· The Cohesion Fund is an additional initiative which covers the infrastructure needs of lagging EU regions;

· Complementary projects are financed in the context of other European programmes, like Interreg and Regis, which target inter-state co-operation and the financial support of geographically isolated islands of the EU periphery respectively.

The Trans-European Transport Network (TEN) envisages the development of a single transport infrastructure network via the interconnection and interoperability of the individual modal networks, according to their comparative advantages. In this respect, improvements to ports are regarded as essential. However, rather than specifying particular ports in terms of strategic functionality, all ports are considered to be of common interest. Unfortunately, this ‘standing on the fence’ does not in practice take account of the actual relative comparative advantage of specific port locations as nodal points and/or their geographic characteristics. In terms of ports the general focus of TENs is:

· To facilitate trade (the primary objective of any port);

· Helping to relieve congested land corridors;

· Reducing the external costs of European transport;

· Improving accessibility in the EU;

· Strengthening economic and social cohesion in the EU.

EU initiatives focus on support for launching viable projects, on the identification of missing links in the lagging EU regions, and on the supply of a financial stimulus to national investment programmes pursuing infrastructure development. In this sense, mobilisation of complementary private or public capital through EU assistance is a key requirement for projects (Chlomoudis & Pallis, 1996)
. Some examples of this approach in regard to major container ports include:

· The new container port at Le Havre, with the cost of dredging, reclamation, breakwaters etc. being met by a combination of funds from the EU’s ERDF fund, European Investment Bank, French state, and the local region, with only the cost of cranes expected to be met by private sector terminal operators;

· At Gioia Tauro, the container hub in southern Italy, terminal infrastructure and dredging costs were met by the public sector, and in this instance even the gantry crane acquisition costs were apparently met by grants from the European Commission (Winkelmans, 2002)
 on the basis that the region was lagging behind economically, with the result that only a small proportion of overall port set-up costs were actually met by the private terminal operator, Eurogate.

While state aids (in their various guises) as applied to seaports tend to cover the cost of dredged access channels, reclamation, plus quay and dock construction, as well as inland transport connections (which combined will account for around two-thirds of total investment in any new port facility), this typically leaves (only) the final one third of capital to be provided by the private sector (although one might say that Gioia Tauro was an exception to this). The capital investment requirements for a new container terminal in Europe (UK excepted) might therefore be structured as follows:

· European Union grants (towards basic infrastructure);

· Member state grants matching EU grants (towards basic infrastructure);

· Local and/or port authority grant (towards basic infrastructure);

· European Investment Bank loans;

· Private sector terminal operator investment (for superstructure).

The precondition that the Commission puts forward in order to provide funds for specific projects is their economic viability, which is based on a financial and social cost/benefit analysis. This ignores the net environmental consequences, at local level or across the region as a whole, which in turn ignores the question of sustainability. Direct or indirect public sector financial assistance applied to the ports sector implies that funds are available at below market rates, which in turn results in market distortions. How this squares with the objective of ensuring free and fair competition among European ports is another matter. 

Ports that do not receive assistance, as is the case in the UK, are understandably sensitive about this whole issue. It remains ambiguous whether financial assistance is justifiable or not, or indeed which of the state aids provided, and for what purpose, is in the common interest. Different national priorities have limited the prospects for harmonisation, but the Commission does have regulatory authority and legal possibilities for redressing undesirable conditions and to reverse the sub-optimal results of serious market failures and diverse national policies (Pallis, 1997)
.

Progress nevertheless seems to be rather piecemeal so long as a more coherent Common EU Ports Policy remains unacceptable to member states. However, if European Union policies and resources are to be efficient, cooperation working towards acceptable, sustainable solutions will inevitably be necessary. 

Regional (i.e. European) port policy

This brings us to the question of possible alternative locations for seaports serving distinct yet very large economic regions, such as the European Single Market, and the policy necessary to select and develop such alternatives. In an era of new style ‘offshore’ transhipment hubs (for bulk and unitised cargo), there needs to be a search for locations which can help minimise environmental damage across the region as a whole, avoid excessive provision of artificial ‘big-ship’ capacity in every large member state, reduce overall investment costs (and financial burden on taxpayers), and improve carrier efficiency. For the largest deep-draft vessels (e.g. container ships, VLCCs), the essential conditions for such seaports might sensibly comprise:

· Natural and safe deep water navigation channels (i.e. implying zero or at worst minimal dredging) capable of handling the largest deep-draft vessels in service and envisaged;

· Plentiful, relatively inexpensive and environmentally acceptable land areas for terminal development and future expansion;

· Focus on large-scale transhipment with minimal landside traffic impacts;

· Locations capable of reducing mainline vessel deviation time when serving the regional market concerned, and suitable for serving multiple markets within that region by feeder and interlining.

Vested interests at established constrained seaport locations may be expected to counter any such threat from offshore hubs, and major barriers to change are inevitably reflected by the inherently parochial and political nature of the ports industry. Nevertheless, new-style offshore container hub developments are already evident in southern Europe (e.g. Gioia Tauro, Malta, Taranto, Algeciras), and can readily be identified in other regions such as the Caribbean, Mid-East and Asia. These hubs generally conform to the basic requirements noted above. Offshore hub ports do of course also tend to benefit from their coastal non-river locations, thereby minimising vessel deviation and port entry/exit time.

Generally speaking, collaboration is not done between neighbouring countries, although Goss (1990a) did find that a notable exception to this was the agreement of Nordic countries’ to concentrate container traffic on Gothenburg. Even as long ago as 1990 Goss alluded to the notion of a similar approach being needed in the European Community ‘when it develops an effective ports policy’. Alas, little has changed in this regard yet, although hopefully this and subsequent papers will help motivate key decision makers along that path.

The question relating to why offshore transhipment hub ports have yet to be developed in northern Europe is a relatively straightforward one. Quite simply, this is due to the fact that port investments at traditional port locations continue to be state-supported, with investment decisions and priorities being made by each member state individually, based on local political and economic priorities. In the absence of a central policy for major ports favouring a natural deep-water offshore hub strategy and the environmental and economic benefits that would result, carriers are being driven to use existing constrained locations at which state aid is being applied in seemingly endless measure to continue to artificially develop new capacity. 

This itself demonstrates the need for a single European seaport policy which would have the important objective of helping to identify and select more optimal major port locations that are capable of generating the environmental and cost benefits (for the entire region) noted above. Such an approach will be necessary in order to move towards a sustainable transport policy in Europe, as opposed to the current way of doing things which is anything but sustainable.

Conclusion

The whole concept of major seaports providing some form of public good appears to have been abused, largely for the sake of local and national political expediency. Ultimately, it is very difficult to justify a great deal of the state intervention that exists in major seaports, more especially when such aid is used to artificially develop new infrastructure when more suitable natural deep-water port locations exist elsewhere within the same region. 

The concepts of value-added and economic impacts commonly associated with levering public-finance for major seaport infrastructure are all too often narrowly focused around a particular port, at local or national level. In an era when major ports serve an extensive region-wide hinterland, any cost-benefit analysis that considers only the local, or even national impacts should be considered insufficient. Ports that are expected to serve an entire region, or large parts of it, should, where possible, have their impacts evaluated across the region as a whole. By implication, optimal sites for major new regional port installations are best decided centrally, necessitating a region-wide port policy.

Within very large economic regions such as the European Single Market, the fact that there is now a common hinterland for major seaports suggests the need for a more cohesive common policy for ports. Such a policy can only be implemented at European Commission level. Member States, and worse, cityport’s themselves, should not expect to be able to continue to do whatever they consider to be important within their major ports simply because it stands to benefit their own local or national economy. A wider view is now imperative, more especially given the significant negative environmental consequences resulting from ongoing artificial port expansion at inappropriate locations, combined with the need for a long-term sustainable transport policy in respect of the region as a whole.
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