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Abstract

The development of coastal transport services has been an issue of major importance for a long time and captured the interest of both the Greek State and its citizens.  Indeed, Greek coastal transport has played a crucial role in national cohesion in various respects.  From a geographical perspective coastal transport connects mainland with islands. From an economic and social perspective sea ferries services influence the population levels of the islands, provide opportunities for economic development, and enhance islanders’ quality of life.

This paper analyses the reasons that have led to almost eternal difficulties in developing an efficient and effective Greek coastal shipping system. The analysis focuses on the interplay of oligopolistic market features and ineffective state policies that has resulted in an unstable coastal market and has undermined the quality of the supplied shipping services. In particular it discusses the role of an intervening state in shaping the market (i.e. by controlling entry, fares, and safety rules and intervening in routes, manning, duration of employment) in absence of the user of the services. 

The paper provides a qualitative assessement of the liberalisation of the coastal market. Greek island cabotage was opened up to European competition in 2002. Greece sped up its decision to liberalize its coastal services since according  to the European Regulation 3577/92, its exemption was prolonged until 2004.

The paper discusses research findings on market concentration and user satisfaction vis-à-vis market characteristics and  (de)regulatory developments, aiming to conclude on the potential of a framework that would satisfy the users of a service with general economic interest.

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.

Passenger shipping has undergone many changes since the establishment of the modern Greek state in the early 19th century (Lekakou and Fafaliou, 2003).
From the liberation and formation of the Modern Greek state (1821) and on, the market for coastal shipping services has taken various forms. 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.” 

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 social welfare. 

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 state controlled many aspects of coastal services provision, through licensing, price-setting and the definition of the elements of the quality of service.
 State intervention had traditionally been prompted by the «public service» character of the coastal shipping but had also drawn criticism - and even local protests- due to ineffective service provision. This was blamed in turn on ineffective policy and the preservation of a state regulated oligopoly; this was characterised by a small number of maritime companies with close operational links who were serving a large number of users devoid of any bargaining power and with the aims of producers in conflict with those of the users.

While profit maximization and market position stand as the goals of private coastal shipping companies, islanders have historically regarded coastal shipping as an essential service for maintaining all aspects of social and economic activity. The lack of users’ satisfaction was manifested in a very practical way, which was the mobilization of island populations to create their own, locally based and financed, shipping firms. These firms have aimed at bridging the gap between the level of services private companies were eager to provide and the needs of local societies (Lekakou, 1994). Although omnipresent at all levels, state regulation was not considered, in general, as an effective mechanism in matching provision with user needs. In this context the emergence of local initiatives was the only possible outcome. (Lagoudis et al, 2006).

2.The institutional environment

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). 

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). 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 Greece the last twenty years the relationship between the state and the private coastal 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 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- mainly through assymetric information (Hagg, 1997)

Further distortions occurred because most prices for passenger coastal transportation were controlled by the State. Not only prices but also  lines 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 on 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 maritime companies themselves and their rivalries but without having sufficient data and an established monitoring scheme, enerything was based on the experience in “solving” operational problems and eternal negotiations. 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 coastal shipping sector have witnessed a host of rather strange bargaining situations. Maritime companies 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.

Changes of the national institutional framework have been the result of the implementation of a European Union Regulation 3577/92, aiming to the abolition of any cabotage restrictions in all EU member-states Greece was the last EU member state to implement this rule that was adopted despite the preferences of successive Greek national administrations (see: Pallis, 2002) and eventually changed competition terms. Coastal passenger shipping services in Greece became open to EU flagged ships who are allowed to compete without licensing in all major routes – though “public service” contracts are provided for “lines of low commercial interest”- and with only minimal state intervention as regards price setting.

Traditionally the exclusive right of the national shipowners to provide coastal services has reined legislation on coastal shipping. Following a ‘liberalization wave’, the EU agreed in the early 1990s to the removal of restrictions in the provision of cabotage services (EU Regulation 3577/92). The new European regime put priorities to the provision of regular, affordable sea transport all year round to all inhabited islands and the prevention of destructive competition and predatory pricing. Interestingly, the abolishment of cabotage in the EU creates the need to adjust via fleet renewal and modernisation, even though it has increased pressures for the Greek flag (Lekakou et al, 2004a). These adjustment pressures are directed towards both product innovation, which is the improvement of the provided services, and a process innovation, implicating entrepreneurship and reorganisation of the ways coastal services are provided.
Under the new regime, it is sufficient for a maritime company to formally express an interest for specific sea routes, with the provision that said party will serve that route all year round (10 months minimum). In the Greek case, this provision ensures the presence of transport service even during the off-season period. This might be considered as an economic barrier, since off-season provision of services often does not cover costs for the shipping firms. Yet, this guarantees continuation of the service and enhances social cohesion. 

Because of the new regulatory regime, however, the state is no longer able to prevent newcomers from entering the market. The state wishes to promote a sustainable market and ensure competitive practices. This in effect is part of the implementation of the aforementioned EU regulation promoting increased competition in coastal  services at national level. Firms are asked to bid openly for licenses on an annual basis. Thus, entry barriers are seriously reduced. Firms have to act competitively to ensure continuation of their license.

However, the main changes in Greek coastal shipping today refer, in essence, only to the regulatory framework. While there have been some changes on the supply side, demand traits remain more or less unaltered. When the institutional barriers to entry were being removed, the protests of Greek coastal shipping users about the level of services provided specifically in the Aegean routes excluding those to Crete made the headlines. On the supply side, services are still provided by the same - more or less maritime - companies, pointing eventually to limited firm rivalry in the market. However, in essence only the one year provision stabilizes the market and although this could be expected to create certain monopolistic practices along viable routes, in practice, the market is so unstable and violent that there  no single dominant monopoly has arisen. However the larger shipping firms do seem to operate along the lines of a classic oligopoly due to the capital outlay required. The characteristics of the market structure need yet to be confirmed but  taking into account that since the initial move towards liberalization, there have been practically no new entrants in the market the ones assumed here do not seem far from reality. On the contrary, mergers and acquisitions of shipping firms were observed as they adjust both to the new regulatory environment as well to rising costs (Lekakou et al, 2004). . 

The truth of the matter is that for Greece, the move towards a liberalized environment coincided with a downturn in the market – less tourism, a major maritime accident, (Express Samina off the coast of Paros, Sep. 2001), the decline of the Athens  Stock Exchange, the increase  in oil prices, and the general “malaise” since the dot com crash. Perhaps liberalization came just in time to absorb the shocks. However, neither the market nor the government was prepared for the economic shocks, partly due to low quality of management in the shipping sector which was used to functioning under the umbrella of an overly-protective state, and partly due to the state’s inability to adapt to the demands of the new environment, an environment which the state itself brought about.

In order to preserve competition, according to the new regime the government has to “threaten” those  firms which act as predators against competitors. In this event, the government has a series of “weapons” in order to dampen anti-competitive practices – such as taking the firm to the Regulator. Along with the new law on Liberalization, the government also set up a Regulatory Authority for Inland Maritime Transport  (RATHE, according to the greek initials). Between 2002 and 2003 this Authority processed over 300 petitions, having to do mainly with pricing, anti-competitive practices and quality of services.  

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.
. 

3.Greek Coastal Shipping Network

Nowadays, Greek coastal shipping has become a complex network of mainland-to-island, island-to-island and mainland-to-mainland connections. The current system serves about 100 islands and includes 200 ports, which are located both at the mainland and the islands. At the eve of the 21st 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, operated by 170 coastal shipping companies.

Figure 1 illustrates the current Greek coastal passenger shipping system which consists of passenger (pax) and freight-passenger (ro-pax) vessels, mainland and island ports, and coastal (multilink) and ferry (single/short-link) lines.

The demand for these coastal services has also followed a constant increase throughout the last two decades ( Xideas, 2001). Shipping passenger traffic in Greece exceeded 27,8 millions in 2000 – being a considerable part of the total national, international intra-EU and international extra-EU transport of passengers in the EU that has grown constantly since 1997 and passed 328 million persons through EU ports in 2001 (Eurostat, 2003). In 2001, 19 million passengers, 1.7 million cars, 8.000 buses, and 600.000 trucks were transported by the main coastal lines.  In the same year, 18.5 million passengers, 3.5 million cars, 66.000 buses and 700.000 trucks were carried in strait-crossings. Half of the users of the main lines were embarked and disembarked in the port of Piraeus. The demand for coastal services is characterised by an intense seasonality, showing peaks during the summer period, particularly in August.

Demand for passenger ferry services in the Aegean archipelago shares the same characteristics with other island archipelagos around the globe such as the Canary and the Indonesian ones (Hernadez, 2002; Ortuzar and Gonzalez, 2002). 

Pronounced seasonality affects either passenger satisfaction or financial viability of the lines concerned – and even eventually both – with important consequences for both users and service providers (Lagoudis et al, 2006)

The Greek coastal system consists of passenger (pax) and freight-passenger (ro-pax) vessels, mainland and island ports, and coastal (multilink) and ferry (single/short-link) lines. Today, the system employs ships of all types, such as mono-hull conventional open-deck and closed-deck vessels for passenger and passenger-vehicle transport, passenger and passenger-vehicle catamarans, passengervehicle high speed mono-hulls (HSVs) and passenger carrying hydrofoils. 

It is developed through main and secondary coastal lines distributed in nine basic island regions, as well as through short crossings, which in total provide 1500 connections between almost 40 and 100 mainland and island ports. With the exemption of a limited number of mainland connections, coastal passenger shipping in Greece covers the demand for passenger and ro–ro transport from and to the islands through the provision of connections between the mainland and the islands, as well as interisland connections (Fig. 1).
Passenger movement in the 13 busiest coastal and 17 busiest ferry lines exceeds 90% of the respective overall movements, whereas the ratio of ferry to coastal passengers is about 3:2. Demand is highly seasonal peaking in July and August (ratio of summer to winter is2:1) and there is significant spatial non-uniformity in the qualitative and quantitative characteristics of demand, depending upon the destination (e.g. urban port centers of Crete versus rural island communities). Seventy per cent of the national passenger transport demand is served through the Aegean network, which is further split to Cyclades by 45%, to Crete by 25%, to Dodecanese by 15% and to north Aegean by 15%. (Tzannatos, 2005). The Aegean network is virtually of mono-hub structure based upon the Port of Piraeus, from which 10 major coastal lines radiate and 35% of the overall coastal passenger movement is performed (inc. Argosaronic Gulf lines).The Aegean network employs 70% of the coastal passenger ships operating in Greece, being of all types and ages, from newbuildings through to 35 years old where the upper limit of a ship’s operational license lied till August 2006.

Out of the 90 larger ro-pax closed-deck vessels (over 650 grt), about 70% are employed in the Aegean and distributed to Cyclades by 40%, to Crete by 22%, to Dodecanese by 13% and to north Aegean by 17%, in an apparent correspondence to passenger demand. The establishment of ro-pax vessels as a dominant type is concurrent to the general trend of intermodal transport promotion, whereas the high share of open-deck ferries reflects the need to satisfy a high ferry-transport demand through many local and frequent connections within the national road network (Rio–Antirio, Piraeus–Aegina, etc.) (Tzannatos, 2005)

In the preliberalization period, the Greek inland maritime transport system was characterized by a number of ‘inefficiencies’ on both the demand and supply sides, which can be summarized as follows (Giannopoulos & Aifandopoulou-Klimis, 2004):

· High seasonal variation in traffic volumes, with more than 80% of the year’s     demand concentrated in the summer period.

· Uneven geographical concentration of passenger flows with more than 50%      originating in the Athens/Attica region.

· Fleet of ships is ageing with approximately 70% of the vessels being more than 25 years old in 2000.

· Low capacity utilization rates: For long-distance lines, the annual average capacity utilization level is 50–60%; for medium to short distances (where high-speed ships are being mainly used), the average capacity utilization is only 30–35% and for the so-called “thin lines” to the small islands even lower.

· Low reliability and disruption of services mainly due to weather conditions, and frequent mechanical failures of ships which in the summer months work ‘round-the-clock’ schedules without adequate ‘dead’ times for maintenance.

· Suboptimal (from the ship operators’ point of view) operation due to manning regulations and to the network characteristics - i.e. itinerairies was ‘defined’ by the Ministry to include a number of smaller ‘non-commercial’ islands, etc.

· Inadequate port infrastructure, which suffers from low-capacity, low-quality installations and operational characteristics on both the sea and land sides.

4. Evaluation  of the Greek Coastal market liberalisation 

According to the European experience, the objectives of sector specific regulation are: (i) fair and efficient operation of markets and (ii) consumers protection. Regulation aims also at providing in shorter term, the benefits to end users which the market would offer if it were effectively competitive (Monti, 2003)

However, liberalization does not intervene in the “nature” of coastal market in order to change it into a perfect competition market or to smoothen seasonality, this also the case for liner shipping in EU and elsewhere, where has been widespread, but not total, theoretical and practical agreement that the abolishment of the block exemption for liner conferences will not have significant overall impacts on capacity, or market structure. This viewpoint has held across both shippers and carriers. There is somewhat more disagreement regarding average tariffs, and especially regarding rate volatility. Greater impacts are expected on smaller trades, especially while market adjustments are being made, there is the potential for liner of capacity withdrawals that would not be instantly filled (ICF 2005). 

The main purpose of introducing competition practices, in Greek coastal services, is to cease state protectionism which the pre-existing system included, aiming at the protection of the user’s interests. State intervention is replaced by regulation and this constitutes a clear structural change. This practice has a precedent in the liberalization of other industries-networks (energy-telecommunications) as well as in market monitoring of public interest services. 

The structural characteristics of coastal shipping allow the prediction of the Greek market prospects and are the necessary for the prevailing of the competition. Coastal shipping market presents characteristics which lead to oligopoly markets and conditions found in other regular transport service markets (airlines) and in the liner shipping as well:

· small number of providers

· A large number of independent users (Table 1).

·  Low level of knowledge and information

· A differentiated service

· High institutional and economical entry barriers 

· Limited  mobility 

· Indivisibility of supply

· Seasonal imbalances 

· High fixed cost, low variable and almost constant and low marginal cost (fixed to variable: 3:1).

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). 

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 practices for others. 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 (an accident) 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. 

The concept of “services of general economic interest” is a crucial aspect for the evaluation of the Greek coastal market process. This concept is based on certain activities that network industries 
 (like coastal  services) should offer to the end-users and are closely related with customers’ protection. The non respect of these general rules is considered as an indicator of a market failure (Vannini, 2004).

The principles of services of general economic interest are:

· The nature of “universal service” 

· Continuity

· Quality of service

· Affordability

· User and consumer protection

· Sector specific obligations

Having all these in mind, the coastal market process is assessed with respect to market concentration and passenger satisfaction. These two issues are of big interest and importance for a regulated market that provides  services of general economic interest.
4.1 Coastal Market Concentration

The analysis of coastal shipping industry needs to be based on detailed historical information on the cost structure of the coastal companies, sales volumes in addition to other market data which is somewhat more easily available (e.g., supply, demand,). However, the data on the tariff rates and traffic provided by the stakeholders to date are unfortunately not sufficient to fully address this issue.  Market shares and the overall level of concentration in a market normally give useful first information about the competitive situation in a market (Verouden, 2004).

In the Greek coastal market, a small number of companies, the “5 big ones”, dominates the ferry industry (Figures 2,3,4). But, in spite of a growing market in terms of demand, the number of players is historically decreasing (Table 2). 
Industry or Market concentration (also often referred to as seller concentration) measures the relative position of large enterprises in the provision of specific goods or services. The rationale underlying the measurement of industry or market concentration is the industrial organization economic theory which suggests that, other things being equal, high levels of market concentration are more conducive to firms engaging in monopolistic practices which leads to misallocation of resources and poor economic performance. Market concentration in this context is used as one possible indicator of market power (Khemani, Shapiro 1993)

The appropriate definition of a relevant “market” is crucial, and is a pre-requisite to the estimation of market shares. Studies on the industry concentration are limited in coastal shipping except Philippines (Austria, 2002) but examples can be borrowed from liner shipping or other industries such as aviation. 

Market definition is the key to any competition assessment, so based on the European experience gained from the airline industry, the Origin & Destination (O&D) approach (EC, 2003) and the The CFI’s 2003 Greek Ferries judgment, each route considered as a different market. The maritime economic literature supports this choice (Goulielmos, Gatzoli, 2004). But considering passenger markets, routes, modes of transport and time of travel may be examined. Other factors which may need to be considered include the time or season. On the other side, according to a comprehensive cruise market analysis conducted by the US Federal Trade Commission, in 2002, a single cruise itinerary does not constitute a market; rather, competitive conditions should be assessed in the context of a market that includes all vacation options or, minimally, all other cruise options. One of the reasons for FTC’s broad market definition is its finding that cruise passengers are highly sensitive to price changes (GAO, 2004). But cruise industry doesn’t share the same demand character with coastal scheduled services.

Market concentration is a function of the number of firms in a market and their respective market shares.Various concentration ratios are used by governments and regulatory authorities, the most commonly used method for calculating industry concentration is the Herfindahl-Hirschman Index. This index consists of the sum of squared market shares of all firms in the industry and ranges between 0 (perfect competition) and 1 (monopoly). A smaller value indicates a more even distribution of shares and thus less concentration.
Although Herfindahl-Hirschman Index is a very accurate and easy heuristic quantifying market concentration, its implementation on Greek coastal shipping market is rather problematic because of the lack of public financial data (except a small number of big companies listed in Athens Stock Exchange), coastal shipping companies are not obliged to publish financial data due to the special tax system (tonnage tax) covering the maritime sector in overall and there is also an absence of any monitoring authority. Another way to estimate companies’ market share is by  calculating “transport power”. As Prof. Tzannatos (2005) points, «the parameter “transport power’’ (TP) is introduced, as a performance index for the ships of coastal passenger shipping as a measure of the fleet’s capability to produce transport work (TW) in unit time (T), according to the relationship:
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where, TC is the ship’s transport capacity (number of passengers) and V the ship’s speed (in knots)». 

Transport power can be considered as an alternative market share indicator, especially after deregulation. While institutional barriers to entry have been removed, shipping companies’ ability for mobility has been increased. They now have the freedom to place their units (ships) into selected markets (lines) aiming on profit maximization. If the strategic decision of placing a specific ship on a route proves to be wrong after a period of time (10 months), ship owners have under the new regime the freedom to withdraw it and place it into a new market (route). Accorging to these, ships transport power is a quite representative index of market shares.

As mentioned, replacing market shares with ships transport power is an alternative solution under the restrictions that research community faces in Greece. Implementing such a methodology can’t be accurate and under any circumstances has to be very precise and to take into account every special characteristics of the market. In order to raise the reliability of the proposed heuristic, services frequency, one of the strucural characteristics of liner shipping, shouldn’t be ignored. As any intervention during the calculation of the HHI index is precarious and may lead to false results, frequency has to be incorporated into previous stages. However, its incorporation during the calculation of ships “transport power” is made and the entailed “relevant market shares” were estimated.

In every coastal line, an x number of shipping companies may provide services on a weekly basis with an N number of ships. Every ship has its own specific capacity and speed characteristics, variables which determine its unique “transport power”. As presented before, multiplying the number of passengers that a ship is able to carry with its speed measured in knots, results on ships “transport power”. 

Shipping companies provide services on a weekly base. A ships’ transport power for a specific route though, has to be calculated on a same period basis, which especially for coastal shipping has to be a week. “Week Ships Transport Power” (WSTP) is measured according to the relationship:
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where STP is a ship’s transport power and A ships port calls on a week basis for the specific island port. 

For every route, there is a “route’s week transport power” (RWTP), given by the sum of “week ships transport power” for every ship that provides services on it, given by the equation: 
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 the number of ships providing services on the specific route. 

“Relevant ship’s market shares” for every ship, is the quota of “week ships transport power”, calculated as:
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Lastly, in order to estimate suitable variables applicable to the HH Index, every “company’s relevant market share” (CRMS) has to be calculated. CRMS is given by the equation:
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 the number of different ships that the company has assigned to the specific route.
The heuristic of this calculation of the HH Index, surpasses any problems faced in the Greek case. As such it is applicable in any coastal shipping route. For the purposes of this research, a small but representative sample of routes is selected. The selection was based on authors’ empirical knowledge according to transport traffic of each line; the common origin is Piraeus, given that Piraeus is the hub of the coastal “centripetal” network. The collection of data referred to the frequency of services and ships providing services on the specific routes, has been done via the Ministry of Mercantile Marine. 

Demand for coastal services in Greece, is characterised by an intense seasonality, showing peaks during the summer period followed by the addition of a number of ships which mainly serve the so called “touristic islands” as well as a more intense productivity. Competition scheme changes dramatically between the two periods, creating the need for observation and comparison.

Two different weeks were selected, one referring to the summer period (17/7/2006 – 23/7/2006) and the other to winter period (15/1/2007 – 21/1/2007), in order to implement the proposed heuristic. The findings show clearly that market concentration and competition change dramatically between the two periods (Lekakou, Vitsounis, 2006). In Table 3 the HHI for summer and winter season is presented, where it mooves between 0.297 to 1.
According to US Department of Justice, markets in which the HHI is between 0.1000 and 0.1800 points are considered to be moderately concentrated, and those in which the HHI is in excess of 0.1800 points are considered to be concentrated. By these definitions, the examined coastal markets are generally highly concentrated and in the same level as the North American Cruise Market (HHI over 0.400) (GAO, 2004). Most routes have also fewer than four carriers.

A high level of concentration is possible to conclude to anti-competitive behavior and changes in market structure that could have a significant impact on fares. Exercising market power is also possible in highly concentrated markets, as the airlines paragigm shows. As the coastal industry becomes more and more concentrated, the pool of potential entrants shrinks. The ability of the large dominant firms to avoid one another in the market and engage in conscious parallelism or strategic gaming increases, as in the airline industry (Consumer Federation of America (2001).
The findings are consistent also with the trend towards increased concentration in liner shipping that becomes more obvious as mergers had taken off (Thanopoulou, Ryoo, Lee, 1999). 
The cause that is underlying this process in liners, is the increased proportion of fixed costs among total average costs, what is also typical for coastal shipping. Management re-engineering will continue to demand investments in human capital, marketing, information technologies and telecommunications as well as in capital intensive port facilities and faster ships. All these will imply higher fixed costs versus ever lower marginal costs (Hoffmann, 1997). Economies of scope and scale seem also, to limit the degree of pure competition in most liner markets (Brooks, Button, 2006).

If this is the process that the coastal industry will follow, given its public service character, the State needs to begin monitoring the market not controling it. Citizens’ rights are protected not through price setting and quantity regulation but through effective regulation. A Regulatory Authority has to ensure competitive access to all lines, outlaw predatory practices and provide consumers with direct protection from poor quality service and high prices.(Cooper, 2001)

4.Testing the waters for passenger satisfaction in Greek Seas

In view of the market characteristics and concentration discussed in the previous section, the focus shifts to the level of satisfaction users get from the service provision. The hypothesis that can be deducted is that the level of service provided is supposed to be tailored to this category of demand and to its characteristics leaving the largest number of individual users with a “satisfaction deficit”. 

The non-price competition was the result of the statted preferences by the users of the system in the preliberilasation period, what they value most in their choice of carrier was the time of the departures as well as the travel duration. (Giannopoulos, Aifantopoulou- Klimis, 2004)

A survey among users in Northeastern Aegean, held during the summer of 2005 (Masvoulas, 2005) revealed equally a low level of users’ satisfaction from the provided coastal service. Respondents were asked to express their satisfaction in a number of criteria with the assistance of a 7-point Likert scale, with 1 being unsatisfactory and 7 very satisfied. According to the findings presented in Table 4, none of the top three ranked factors (frequency, safety, ticket price) obtain a high level of satisfaction by the users. 

Notably, one of the main conclusions of yet another survey regarding users’ perception towards the level of ticket prices which was conducted among the island municipalities of the Aegean and the Ionian Sea (Chlomoudis et al, 2006) put forward an interesting finding. Despite the fact that fares paid for coastal services are considered as rather high when compared to the quality of the services provided,¶ users were not opposed to potential further cost increases insofar as this increase would be accompanied by an analogous increase of the quality of service supplied. Frequency was again among the top factors in this survey as well ¶hashas jkdfhas it came second only to cost.  ¶ 

This survey was conducted through a questionnaire that was sent to the Local Authorities of the island areas. The questionnaire was focused on matters concerning mostly the price of the fares and the quality of service. There are several matters that this questionnaire had dealt with, such as the reliability of itineraries, the total time of the journey, the quality of the ship itself, the quality of certain characteristics of the coastal navigation in Greece e.t.c.

On the mater of pricing, which is one of the most important ones for the passengers, the participants stated that currently are facing fares from 10 to 30 euros in most cases. Surely, they prefer a price decrease but they are not very optimistic about this, on the contrary, they expect increases on the prices of fares. Regarding the reliability of itineraries, the participants replied that they are experiencing a delay up to half an hour and they don’t anticipate that this will change. They certainly want more accuracy on the timetables, but they are not very troubled with a short delay up to 30 minutes. The duration of the journey certainly there is matter that concerns all the habitants of the islands. The participants do not evaluate this particular aspect very positive. Their trip usually lasts from 6 to 10 hours and sometimes more than 10 hours. As it is expected, they want a significant decrease but they don’t expect any drastic change. All in all the stance of the participants towards the current regime, even after liberalization, cannot be characterized as a positive or an optimistic one. It seems that they are particular concerned on the  level of prices and the duration of the journey. They are not pleased with the present situation and they expect stalemate or even deterioration. 

Evaluating the fleet and the services, the participants  unsatisfying shape. The main reason for that is the age of the ships. The costal fleet in Greece is rather old with an average age over 20 years. The participants also believe that the maintenance is inadequate. These two in combination, affect the comfort of the passengers and especially their safety feeling. On the other hand, the participants stated that the rescue means are in a satisfying level and the training of the crew in a very good level. Overall of course these two positively evaluated characteristics cannot annul the whole negative image.

Regarding the system of island transport, the findings of the survey are revealing a rather puzzling image. Of course there are problems concerning the weather conditions and the prohibition of sail as well as the port infrastructures and the access to ports (with cars and public transportation). Finally, the participants express their discontent about the passengers’ terminal in ports. However, there are several positive points, that the participants outlined, such as the system of tickets reservation, the number of ships calls, and the sources of information that are available either in ports or on ships as well as the travel agencies.

Conlusions

It is generally accepted that islands and insular regions in general, face a series of problems which undermine their integration in today’s globalised world. It is a reality which has been recognised in the context of the European Union in the Amsterdam Treaty  (Article 158) which states that the EU member states need to develop national transport policies which take into consideration the particular character of their regions and intervene in order to minimise the structural difficulties of accessibility from/to the islands.

In the case of Greece, the institutional reform towards market liberalisation that took place in 2002, seems ill-suited to meet the initial objective which was the satisfaction of passenger needs together with the effectiveness of the market The conclusion arising from the specific evaluation of the policy realization for maritime cabotage liberalization in Greece is that the particular characteristics  of a highly concentrated market (including high seasonality) require policies that endorse a systemic and network approach (network – port – company –facilities– monitoring traffic and economic data – evaluation – assurance of service provision) and satisfy the citizens economic and social demands, rather than a “copy and paste” liberalisation solution experienced in other sectors. Today, the structure of the offered services continues to be supply-driven, with the various users of these services remaining discontent. The findings of surveys suggest specific criteria that users adopt when evaluating services have yet to be met.
In these conditions, a change in the framework governing the operational conditions of the coastal transport system is essential, so that the system will respond to the fundamental principle of the European competition policy, that is, the improvement of the end-user’s position. Innovative policy intervention might work towards that direction, on the condition that it promotes the institutionalization of special policies and procedure; the meanings of competition and of public interest need to be further discussed to include all the constituent parts of the transport system together with the users. 

A requirement for such development seems to be the presence of organized consultation, along with independent research and the utilization of international experience in order to correct errors in the practices which have been endorsed. Utilisation of successful international experiences (i.e. Scotland,or Ireland) provides the specifications of the transport service which is indispensable for the development of insular regions. Transparency and information, a greater participation of users than the one that has been observed until today, and monitoring of the market will provide the data necessary for successful policy formulation.

Independent evaluation of the impact of liberalisation could be based on principles, institutions and methods (European Federation of Public Service Unions, 2005).:

· a coastal shipping observatory, consisting of experts at national and European level

· guaranteed independence from government, and which should be accountable to the National Parliament

· an annual report, a website, and ad hoc reports, 

· open to all stakeholders and citizens - including public authorities, operators, consumers/users/citizens, trade union organisations, professional groupings, civil society, research

· centres, who should be encouraged to provide inputs to and take feedback from the meetings and consultations

· technical assistance to groups representing vulnerable users of  coastal services 

Part of this process needs to be a definition of the universal service, the terms which define the required levels of all main aspects of the service provision,  i.e. price, quantity and quality and the assurance of the citizens’ access to passenger coastal transport as it constitutes a service of general economic interest. Services of general economic interest comprise activities of commercial character while they fulfil a public utility mission. As a result, EU policies grant explicitly special public service rights, in the sectors of transport, energy and telecommunication networks. These services should operate on principles and regulatory requirements which facilitate the fulfilment of their purposes which are to satisfy economic and social needs of the citizens concerned. This framework has to be applied in a targeted way to the case of Aegean coastal services as otherwise the inhabitants of a historic archipelago will be left  to the mercy of the winds and of market forces  for their connection  to the rest of the world. 
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Figure 1. Greek Coastal Passenger Shipping System [image: image14.png]



 Source: Chlomoudis et al (2007)

Table 1: Passengers carried by coastal shipping (1996-2002, in thousands)

	
	1996
	1997
	1998
	1999
	2000
	2001
	2002

	Transported Passengers*
	41.638
	43.535
	46.092
	48.396
	50.816
	54.646
	56.285

	Passengers/Miles**
	105.568
	110.357
	110.481
	110.481
	116.005
	130.269
	134.177


*transported passengers=all passengers who embarked or disembarked at ports of a scheduled line. 

** passengers / miles= the number which results from multiplying the number of passengers embarking at every port by the –in a straight line-distance in nautical miles of the destination port.

Source: National Statistics Service data process

Figure 2. Market shares of the Top Five Firms (passengers– 2005) 

Number of passengers transferred – 2005 Greek region 
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Source: XRTC, 2006
Figure 3. Market shares of the Top Five Firms (private cars - 2005 )

Number of cars transferred – 2005 Greek region 
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Source: XRTC, 2006
Figure 4. Market shares of the Top Five Firms (Trucks– 2005)

Number of trucks transferred – 2005 Greek region
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Source: XRTC, 2006
Table 2. Greek Coastal Market development in main lines (1930-2005)

	Year
	No of ships
	No of firms

	1930
	86
	32

	1939
	40
	20

	1941
	3
	3

	1950
	30
	17

	1960
	35
	18

	1966
	41
	16

	1976
	41
	18

	1995
	55
	17

	2005
	70
	16


Source: Processed results based upon data obtained from Ministry of Mercantile Marine.

Table 3. Comparison of HHI during summer and winter periods

	Route
	HHI

	
	Winter period
	Summer period

	Piraeus – Chios
	0.532
	0.516

	Piraeus – Paros
	0.687
	0.436

	Piraeus - Syros
	0.571
	0.377

	Piraeus – Iraklion
	0.593
	0.565

	Piraeus – Rhodes
	0.483
	0.420

	Piraeus – Thira
	0.758
	0.297

	Piraeus – Samos
	0.509
	0.534

	Piraeus - Chania
	1
	0.533


Table 4: Passenger satisfaction from Coastal Services 2005

	Factors
	2005

	Ticketing accessibility
	5,6

	Frequency
	5,0

	Safety
	4,9

	Service reliability
	4,8

	Accessibility
	4,8

	Ticket price
	4,4

	On board services
	4,1

	Personnel
	4,1

	Cleanness
	3,4

	Comfort 
	3,3

	Passenger port facilities
	3,3

	Facilities for people with special needs
	3,0

	Speed
	2,8

	Access to Information Technology
	2,3


Source: Masvoulas (2005)

Figure 5. Expected and desired level of fares according to the islands local  authorities
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� For further discussion on regulated markets and industries: cf. Scherer, 1980; Stigler, 1971.


� For an analysis for the use of transport as an instrument of integration by the European Union see Button, Nijcamp, 1997
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