SETTING FOUNDATIONS FOR COASTAL SHIPPING POLICY:
THE CASE OF GREECE.

Maria Lekakou
, Nicholas Papandreou
, George Stergiopoulos

Supervision Committee of the DSTMS Project

Abstract

Maritime transport policy is undergoing major changes in Greece, especially in the coastal sector. There is “concerted action” undertaken by the Greek Government to develop a sustainable maritime transport network for the insular regions. This action is based on a new systems approach, which takes into account the forthcoming liberalization of the coastal services. Previous practice viewed the actual ship as the main point of regulation and control. A crucial element of this new action plan is the project titled “The Development of the Domestic Sea Transport System” (DSTMS). The main aim of this project is the democratic modernization of the Greek coastal system and the achievement of national cohesion, quality, and renewal of the coastal fleet, employment, and compliance with EU policies and rationalization of the Administration.

The realization of these objectives is related to the formation and evaluation of proposals, measures and policies, aiming at: (i) The improvement of the service currently offered, (ii) the improvement of the management of the Coastal transport system and finally, (iii) to ensure a smooth transition towards free competition, while ensuring that the basic demands of public service are met. It is of great importance to underline the support of the Development of Domestic Sea Transport System” (DSTMS) in governmental strategic planning. In November 2002, when the coastal shipping is fully liberalized, the state will have to supervise and dynamically regulate its operation. The future maritime transport system, based on the principles and knowledge gained through the DSTMS project, are intended to meet the expressed needs of the Greek people into the 21st century.
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1.Introduction: Historical background 
Coastal shipping for Greece has always been an essential means of transportation. In fact, it would not be an exaggeration to say that maritime transport was responsible for binding the islands and the mainland together as one nation.

 In the Greek case, coastal shipping has become a complex network of mainland-to-island, island-to-island and mainland-to-mainland connections. Greece is characterized by an extensive coastline (14,854 km) and an insular complex, which includes 3,500 minor and major, islands, which represent 19% of Greek territory and 14% of the Greek population. These particularities have determined the historical course of coastal shipping, fully diversifying it at the same time from the evolution of the Greek ocean-going shipping.

Coastal shipping has been of major importance to the development of Greece, and the issues surrounding it have been followed closely both by governments and the citizenry.

From the liberation and formation of the Modern Greek state (1821) and on, the market for coastal shipping services has taken various forms (Lekakou, 1994). The market was characterized by a state monopoly from the Liberation up until 1892, and again right after the 2nd World War up until 1947. There was also a period of “perfect competition” (1892 – 1932), which ended up in destructive competition, according to the classic Schumpeterian analysis, resembling the problems caused by unregulated railroad transportation in turn-of-the-century America. As a result of the uncertainties caused by this completely liberated coastal shipping market, the state clamped down in 1932, regulating primarily the ships’ age and the routes allowed. This in order to reduce “destructive competition.” 

The end result of both a history of state monopoly, prefect competition, and regulation was the formation in 1938 of a compulsory joint venture, the “Coastal Lines Joint Administration,” in which all coasters were necessarily incorporated. It should also be mentioned that alternatives were put on the table during this transitional period. Two proposals for a private monopoly were promoted, the first in 1934 on the part of an Anglo-Hellenic Group, and the second in 1946 on the part of the famous Greek ship owner Aristotle Onassis. Both proposals were finally rejected on the grounds that they did not adequately serve and protect consumer welfare, and were also deemed uneconomic. 

Since 1947 coastal shipping is an industry that is highly regulated by the state. That being said, state intervention has not always had the same qualitative features. The government passed the Public Maritime Law Code in 1973, and in 1976 enacted Presidential Decree number 684. 

These regulatory instruments are of particular importance to the current regime. These more recent legislative instruments clearly stated all elements characterizing a regulated industry (Goulielmos, Lekakou, 1993). Explicit reference was made to entry and exit barriers and price fixing. State intervention was justified on the grounds of preventing destructive competition, although such Schumpeterian terminology was not actually used by the legislators.

As mentioned, state intervention in transportation markets is not a phenomenon unique to Greece, but has been almost standard practice in all transportation markets. In the USA, the regulation of transportation began in the 19th century. In fact most of the economic theories of regulation had as their starting point the experience of transportation markets (Kahn, 1991). Regulation was first applied in rail transport. 

Perhaps it is worth spending a moment on this phenomenon. Why is it that transportation apparently requires some government regulation if we are to prevent monopolistic outcomes? First of all, transportation is an important market, which affects the economy as a whole. Secondly, these markets are characterized by high fixed costs and extremely low marginal costs (Johnston, 1960). For a ship, an airplane or a train, an extra passenger costs practically nothing. Yet in a perfectly competitive world, marginal cost pricing at close to zero would lead to a firm operating at a loss. This is exactly what happened in the market of railroads in the US at the turn of the century, and the train companies themselves called for regulation as a way to prevent extreme price-cutting. 

In shipping, in general there is the additional element that entry and exit to specific routes is particularly easy. (We are not talking about entry into the shipping industry). For example, if a route to one island is loss making, a ship in a completely free market (without government licensing) could simply change routes. This is a source of extreme competition and causes great instability. Reflect for a moment on most product markets. It takes much longer for a firm producing products to switch products to enter other markets. They need to re-tool their factories, change direction, et cetera a process, which causes time and serves as an entry barrier into new products. Yet a loss-making route in transport can be dropped instantly, and shipping companies will turn towards profitable routes. 

Entry barriers (such as licenses or the provision under the new law that those who receive licenses must serve the route for a year) stabilize the market but also cause monopolistic practices. The key for a policy maker is to find the perfect mix. This means “threatening” firms, which act monopolistically with competition. In this event, a government could promote a sustainable market, where the license entry barrier can be used as a “weapon” to ensure competitive practices. 
This in effect is part of the EU regulation promoting increased competition in shipping services. Firms will be asked to bid openly for licenses on an annual basis. Thus the element of an entry barrier is seriously reduced. Firms will have to act competitively to ensure continuance of their license.

In the rather complex set of transport nodes that the hundreds of Greek islands present to any transportation system, a modus operandi had evolved through time that functioned adequately, but not perfectly. In terms of the over all distribution of means of transport in Greece (rail, air, road, ship) the coastal transport has played a leading position. 

In the last twenty years the relationship between the state and the private shipping sector can be characterized as rather unhealthy. Because licenses were assigned by a procedure that was not very transparent, shipping companies vied for power and access to the Ministry of Mercantile Marine, and depending on the particular constellation of political and private power, the minister himself (so far only male) had the upper hand, while other times the state appeared to be supporting specific private interests. In the tradition of the literature on regulation, the regulated companies managed to capture the regulators – though not all of the time.

Further distortions occurred because most prices for transportation were controlled by the State. Not only prices but also shipping routes and time slots were the prerogative of the State. In short, the state controlled both prices and quantities, not a positive situation for generating a healthy market. To make the whole thing work, the Ministry of Mercantile Marine had to do spend much time and energy planning out the complex network of island transportation, trying to satisfy both the needs of the islanders, the tourists, as well as being concerned about the shipping companies themselves and their rivalries. Yet the market was changing and it wasn’t clear if the state could incorporate the changes properly.

Over the last decade students of the domestic shipping sector have witnessed a host of rather strange bargaining situations. Shipping firms and ship owners look to the Ministry for solutions to their problems rather than worry about competition. Energy and resources were spent on searches for bureaucratic ways to block competitors from receiving licenses for specific routes. Rather than compete against each other, owners jockeyed for influence with the minister or with decisive civil servants within the Ministry itself.

Thus much time and energy was spent trying to convince the ministry to grant or block the granting of licenses. Until the mid-nineties, licenses were given for up to 35 years, depending on the age of the ship – the length of the license duration depended on the specific ship’s age. After the mid-nineties and before the liberalization process, the socialist minister forcibly upgraded the fleet in the Aegean by mandating that all new licenses be granted to ships ten years or younger. Finally, the process of licenses for private shippers was not transparent, and this created grounds for accusations of corruption. 

For this and for other reasons, Greece sped up its decision to liberalize its seas and as of 2001 the process of licenses and route assignation is transparent and less subject to political control. As long as the license procedure passes through the ministry, there will be questions regarding the independence of the license allocation process. However prices are still partially determined by the state and unfortunately, the design of the route structure continues to be the exclusive prerogative of the state. Rather than allow the private sector (or even the state itself) to come up with a sophisticated routing network for the islands, the state continues to rely on its old “central planning” approach. However, these matters will most likely be cleared up by the summer of 2003, and the market will come much closer to full liberalization. A better system would be for the government to provide relevant information concerning the transport needs for the islands, define the “hubs” of the system by taking into account existing or planned island infrastructure as well as the “socio-economic” needs of the islands and then ask the private sector to come up with its own routing structure, a structure capable of service this network. 

Entering a new route still requires a form of government licensing, even under the new liberalized legal framework. A large number of the market’s experts and players believe that the law needs to move farther to lift the remaining state-enforced entry barriers. In fact, because the liberalization has so far been half-hearted, since it is being put into practice by an administration that still thinks along the old modes of thought, many of the problems remain. In practice newcomers to the market are already facing difficulties in compiling and supporting viable business plans.

In conclusion, the principal features of coastal transportation, which according to our opinion should influence the whole form of the market, is that coastal lines are the “arteries” through which the country is both expanded and completed. Shipping is an important element to the cohesion of the nation. This is exactly why it has been such an important and sometimes divisive issue for the government and for the citizenry at large. 

2. The current coastal System 

The current coastal system serves about 100 islands and includes 200 ports, which are located both at the mainland and the islands. At the end of the 20th century, the coastal fleet that served the domestic maritime transports consisted of 430 vessels, with a total capacity of 112.000 passengers, 21.000 vehicles and 3.600 trucks. 

Twenty-eight million passengers were transported in the main coastal lines in the year 1999, for which we have the most recent data. Half of the users of the main lines are embarked and disembarked in the port of Piraeus. The passenger and cargo demand for coastal services is characterized by an intense seasonality, showing peaks during the summer period and in August in particular.

The main player in the domestic maritime transport scene has been definitely the state, through the Ministry of Merchant Marine (also known as the Ministry of Shipping) The state controls entry, fares and safety and intervenes in routes, manning, duration of employment. The previous institutional framework “shapes” the market structure of the coastal services. 

The economic characteristics of the shipping market in Greece (Lekakou, 1994) can be summarized as following 

1. A small number of interdependent maritime companies

2. A large number of independent users

3. Incomplete knowledge of the market on behalf of all involved parties (companies, employees, passengers, port authorities, local authorities and the State). 

4. Cross-purposes among key actors. Companies aim at profit maximization and at maintaining their share in the market. Users seek transport for different reasons (professional, leisure, health, social, administrative, etc.) Finally, the State aims theoretically at the protection of the consumer, the promotion of the coastal industry and the improvement of the overall transport system. 

5. Differentiated service. 

6. Very high institutional and economical barriers to entry. 

7. Limited mobility of maritime companies. 

8. Indivisibility of supply (Ships come in specific sizes with specific capacities). 

9. Low level of forecasting. 

10. High fixed cost, low variable cost and almost constant and low marginal cost. 

The market has all the makings for instability, and in fact recent developments led to just such an example. Under the old legal system, the government was unable to prevent one of the existing major players to effectively control (through interlocking directorships) the whole of private shipping for the islands in the Aegean Seas. By controlling specific ships, the major player controlled the routes, since exclusive licenses were attached to ships. It is odd to contemplate that a highly regulated market could end up in the hands of a single company, but research on regulated markets in America points out to just such a possibility (Scherer, 1980). This is what happened in Greece. 

The end result of the near-monopoly has not yet been adequately studied, but there is a sense that the results were rather mixed. Monopoly lead to better service for some islands but also to serious monopoly pricing for others. In the Argosaronic system of islands the quality of service improved but in the Cyclades system of islands a number of islands received reduced quality of service. Yet some claim that this reduced quality was part of a strategy on the part of the monopolist to force the government into providing the company with new licenses – in order to improve service. Following a serious exogenous shock (a serious shipping accident on the Express Samaina in September 2000 with a loss of 80 lives) the system could not absorb the consequences. There was public outcry against both the monopolist and the state itself. This led to a conflict between the monopoly and the regulatory state and the existing institutional framework collapsed and the monopoly reached the brink of bankruptcy. This resulted in new laws and in new companies and worked as a motivating force to speed up the process of liberalization and a new institutional framework. At this point, the coastal shipping of Greece and in the Aegean in particular is in great transition. This presents an exciting opportunity for researchers and economists.

There were also some previous serious institutional changes which shook up the domestic shipping sector. On the first of January in 1993, Council Regulation (EEC) Number 3577/92 of 7 December 1992 opened up the closed market to competition from E.U. shipowners. In particular, the law applies “the principle of freedom to provide services to maritime transport within Member States (maritime cabotage).” Nevertheless, apart from this development imposed on Greece by the EU, there was also an inherent need for serious structural changes (Vlachos, Lekakou, 1997). These required appropriate policy decisions on the part of the government and the responsible ministry. It was recognized that Greek shipping services need to take a wider perspective. A study by the National Bank of Greece (1988) suggested that what was needed was a focus on the quality of services (such as passenger / user satisfaction). This requires adopting a systems approach, an approach which takes into account all the constituent parts of the domestic sea transport of Greece (network, ships, port, infrastructure, institutional framework, shipyards, communication services, technological innovation etc). 

This new awareness on the part of the players in shipping has altered the focal point of the regulators of the domestic ferries sector. Rather than focus on the vessel as the main subject of regulation, the government has come to realize that what needs to be targeted is passenger satisfaction and the provision of transportation able to service the country’s needs. This new approach is now the driving force and the center of all policy measures in recent years. 

3. The new approach 

In Greece the socialist government (PASOK) has been in power for approximately eighteen of the last twenty years. For all the problems caused by a rather government-oriented party in a world of increasing emphasis on free markets, the socialists have tried to adopt an approach to solving problems which includes all the parties involved. Most observers agree that compared to the past,  the new government attempts to solve problems democratically. 

In the case of coastal shipping, after years of sticking to the old, government- heavy solutions, the last few years have seen new winds entering the market. The principles applied to solving the issues surrounding shipping can be boiled down to three: 

· Democratic consultation 

· International expertise 

· Independent research. 

This is in contrast to the older model around which regulation was based, which was essentially supplied driven, relied on protectionism and heavy state intervention in the whole spectrum of its operation. The new economic reality, the increased pressure from the EU, the forces of competition, the Greece’s position as sole EU member in the region and full member of the single currency area, has made clear that the only way to compete is to move from the supply-driven model to one which is demand-driven. 

A demand-driven model requires taking into account all the actors concerned. The most recent development is towards a shipping market characterized by “sustainable mobility.” This is defined as “striving to meet the multiple needs of present while ensuring that future generations will have adequate resources to meet their needs.” (U.S. Transport Research Board, 1997). 

Transport systems and especially passenger transportation networks must fulfill certain criteria. System accessibility is of crucial importance. In addition affordability, safety/security and quality requirements such as frequency, cleanliness and comfort are preconditions for making transport more attractive. Finally, well- qualified and motivated stuff are necessary for meeting quality criteria (Green Book: The citizens’ network, 1996) 

The new maritime transportation model is in accordance with these directions. It is planned as a fully “users’-oriented approach.” Over the last three years a large project had taken place. Local authorities, maritime companies, ship-owners, banks, shipyards, State players (ministries and other authorities) and roughly 30,000 users have been consulted or interviewed in order to restructure the coastal market. This is part of the principle of democratic participation in generating a new market. 

The second principle, international consultation has led to increased Greek participation in transportation and regional development fora of the EU. This has led to a shift of the policy priorities and requirements towards a transportation and regional development policy, where enhanced sustainable mobility and regional and national cohesion represent the renewed political objectives. 

The reorganization of the coastal sector demands serious amount of knowledge and experience but all the previous studies had pinpointed serious lack of information and missing data. (Ministry of the Aegean, 1998). Physical morphology, market conditions (e.g. degree of competition) and policy regulations (e. g. fare structures or access conditions) in a transport system all feed into the ultimate outcome. (Zwier, Nijkamp, et al, 1995). 

Thus the government set up a team to analyze the emerging market in shipping that would take into account consumer needs, market structure, and in short involved all the players in formulating basic principles. 

One of the results of this is the creation of a sophisticated Decision Support Tool. All parties realized that the traditional practices and methods for handling and solving problems did not work. In an era users were always dissatisfied, local authorities could not meet local transportation needs, and traditional coastal shipping companies where faced with serious operational, financial and corporate problems and issues. Decision makers had to address a host of simultaneous issues that affected the viability of their traditional approach, parameters including connectivity, reliability of service, and quality of service, enhanced safety procedures, open market attitudes, user priorities and customer satisfaction. This has led to the development of a Maritime Transport System” (DMTS), which we will discuss below.

4. “Development of a Maritime Transport System” (DMTS) 

The project titled “The Development of Maritime Transport Management System” (DSTMS) is the outcome of a “concerted action” undertaken by the Greek Government. It is a tool meant to help the government deal with the new winds of competition. It focuses on the strategic choices needed to maintaining a sustainable transportation system for the insular regions. This project “embodies” a new approach, the systems approach. Recall that the previous practice of regulation was based exclusively on the ships themselves and the means to allocate the routes, without talking into account user needs and financial viability, among other things. 

The new approach displaces the center of gravity from the ship to the user. It imposes an institutional reform and an operational reorganization on the existing market. 

The main aim of this project was the modernization of the Greek coastal transport system and the achievement of the following targets. The call for bids of the DMTMS in 1998 was as follows: 

a. Secure national cohesion, through the development of an improved network of coastal transport, integrated into the national transport network. 

b. Upgrade the quality of services in combination with increased safety level in order to achieve more stable and efficient transport.

c. Renew the coastal fleet and adapt it to the needs of the islands.

d. Safeguard and create new jobs. 

e. Comply with the EU. Policies, particularly with those that concern the abolition of cabotage.

f. Develop a Decision Support System in order to support the decision-making task of the Administration or the stakeholders.

In this context, in the year 2000, the Ministries of Mercantile Marine, the Ministry of Development and the Ministry of the Aegean, with the financial assistance of the Hellenic Industrial Development Bank S.A. (ETBA) commissioned a special project for the development of a Maritime Transport Management System (DMTMS).
 This project aims at modernizing the country’s coastal transport system, at achieving the aforementioned policy objectives and especially at developing software (Decision Support System – DSS) to assist the decision-making either of the Administration or the stakeholders. 

The realization of these objectives is related to the following elements:

a. A thorough assessment of the present situation of the Coastal Shipping sector. 

b. A study of the consequences that will result from the change in the institutional framework that regulates coastal shipping, and the parallel development of increased competition in air transportation. 

c. Development of a Decision Support System (Software) that will allow the simulation of the future conditions (scenarios of the development of Coastal Shipping) and the evaluation of their consequences.

Formation and evaluation of proposals, measures and policies, aiming at: 

a. Improvement of currently offered services 

b. Improvement of the management of the Coastal transport system 

c. The smooth transition to the new system of free competition, but with a simultaneous assurance that the basic demands of public service, where needed, is met. That the best possible support to the economic development and prosperity of the islands is given. 

In his respect and with the opportunity of he new liberalized coastal shipping legal framework, the state has to supervise the operation and the development of he market and monitor continuously the quality of services provided. Besides navigation safety rules, compliance with which must be controlled, and the quality and safety standards, the State must be able to: 

· Forecast demand and direct supply based on this demand. 

· Confirm and validate that the level of service demanded by the public is being offered and that the shipping companies offer what they promise, 

· Plan for the future 

· Through the coordination of port infrastructure and land connections, direct the supply of coastal shipping services where it is needed, following the principles of sustainable development, through fair and equal development, through appropriate land planning, protection of the environment, development of the distant regions and revitalization of the islands.

This last policy is important to Greece in light of the abandonment of many islands by their residents in the last decades. 

More precisely the DSS will be a tool for formulating and evaluating “desired” networks and levels of service in the new operational environment. Because of the democratic nature of the planning, the DDS will give an adequate base of desired service networks for evaluating the liberalized operation. 

The development of a mechanism for the development, coding, and evaluation of alternative “scenarios – networks” contains: 

· Network and timetable scheduling.

· Port capacity and the time slots Management 

· Terms of Quality of services 

· Public Service Obligations 

· Desired Technical characteristics of vessels 

· Cost Estimation.

· Calculation of an indicative upper limit of fares for “economic class” 

· Management and Presentation of the System’s Data 

As stated above one of the main strategic tools is the completion of the “Project Development of Maritime Transport Management System” (DSTMS) that can be described as follows:

Objectives of the DSTMS 

1. Detailed analysis of the current situation and characteristics of coastal shipping transport in the Aegean and Ionian Seas.

2. Study of the expected impacts due to the change of the institutional framework in coastal shipping and the growth of air transport in the region.

3. Elaboration of a Decision Support System (specialized computer software) that permits the simulation of future conditions (alternative scenarios of coastal shipping development) and the evaluation of their impacts.

4. Formulation and evaluation of propositions and policy measures in order to:

· Improve the services offered

· Improve management in coastal shipping transport

· Facilitate transition to the new system of free competition assuring, at the same time, an acceptable level of public service, and the best support possible in the effort of  socioeconomic development of the Greek islands.

Main Deliverables of the DSTMS  

1. The Decision Support System (DSS-ALKYON), a unified software platform combining the GIS Module, the Transport Model, the Econometric Model, the Time Windows Model, the Multi-criteria Evaluation Module, etc., which function in an integrated manner so as to optimize planning and decision making in coastal shipping transport.
2. A number of reports analyzing and evaluating the current conditions in coastal shipping including the planning and operating system, state of the port infrastructure, composition of the fleet, passenger and cargo flows, coastal line networks and associated levels of service, shipping accidents, socioeconomic situation by zone, etc.
3. Data analysis and presentation of the stated - preferences survey conducted by interviewing coastal shipping passengers on-board; also, of the survey on planning, operations, propositions and other information collected from relevant authorities, organizations and coastal shipping companies.
4. Economic feasibility analysis of the coastal shipping sector.
5. Evaluation of the existing and future institutional frameworks in coastal shipping transport.
6. Evaluation of the need for upgrading the fleet; ship entrance into the market and safety of operations; specification of the need for fleet renewal and proposed incentives.
7. Study on the competitiveness of air and coastal shipping transport.
8. Methodology and determination of alternative coastal shipping network configurations.
9. Assessment of tariff policies, development and calibration of the Econometric Model.
10. Development, calibration and evaluation of a 4-stage Transport Model (that includes Trip Generation, Trip Distribution, Modal Split, Traffic Assignment) for the estimation of expected demand under a variety of alternative routing, fleet and pricing scenarios in future time horizons.
11. Elaboration of the operational architecture of DSS-ALKYON; Technical design; Development of the software and preparation of the manuals; Testing and evaluation of the product.
5. Conclusions
The project and its main deliverables have already begun to make a positive contribution towards the final formulation of a safe, well-balanced, coherent, and efficient coastal shipping system. Although the time period since the final product of the DSTMS has been delivered is short, already ministerial decisions take into account a host of actors and determinants which were never considered before. The old style regulation was based on the minister’s instinct as well as administrative experience more than anything else. In the new situation, existing regulations as well as arguments for and against certain policies are based on specifics which include expressed user needs, econometric projections of traffic flows, impact of policy changes on the shipping industry as well as on the overall shipping transportation network and the welfare of the island population.

It is our feeling then that the government is properly placed to play an important role in the new liberalized market for shipping. The reason for this, as mentioned, is the adoption of three basic principles:

( Democratic consultation 

( International study 

( Independent research 

It is our feeling that already, the process of democratic consultation, in conjunction with the other two principles has radically altered perceptions and has put Greece in a uniquely privileged position, ready to take advantage of full market liberalization. With this in mind, it is foreseen that the future sea transport system, based on the expertise gained by the DMTMS project, will meet the needs of the Greek people into the 21st century. 
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