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STRENGTHENING INTER-
ISLAND SHIPPING IN THE
PACIFIC

INTERNATIONAL MARITIME SHIPPING ACROSS
THE ASIA-PACIFIC REGION HAS DEVELOPED AT A
RAPID PACE. HOWEVER, MANY PACIFIC ISLAND
COUNTRIES AND TERRITORIES (PICTS) AND
OTHER ISLAND AND ARCHIPELAGIC DEVELOPING
COUNTRIES LACK EFFICIENT, RELIABLE AND
AFFORDABLE SHIPPING SERVICES TO, FROM,
AND BETWEEN THEIR ISLANDS. THIS IS DUE TO
A NUMBER OF CONSTRAINTS AND CHALLENGES
ARISING FROM THEIR PARTICULAR GEOGRAPHICAL
LOCATION AND CHARACTERISTICS, AS WELL AS
THE PARTICULAR NATURE OF THE SHIPPING
INDUSTRY IN THIS SUBREGION AND THE WAY

IN WHICH SHIPPING SERVICES ARE ORGANIZED,
REGULATED AND FINANCED.

This Chapter describes the various constraints facing inter-

island shipping in the Pacific and their possible consequences and
relationships with other factors. It will then highlight a number

of innovative approaches which some Pacific Island Countries

and Territories have initiated, which demonstrate that through
careful assessment and planning, strong political will and a resilient
cooperative spirit, it is possible to effectively tackle these challenges.



Constraints and consequences

Most of the constraints facing the PICTs

are well-known and are shared by other
countries which are located at a distance from
international markets (such as Landlocked
Developing Countries), or which have a
narrow resource base in terms of energy,
water and agricultural resources (which is
common to many Small Island Developing
States and Least Developed Countries). The
most obvious of these is the distance between
islands as well as to international markets.
However, distances alone do not account for
the relatively high costs of transport to and
from the PICTs; freight rates from Australia
to Nauru, for example, were cited as costing
A$7,000, while only A$5,000 from China to
Nauru for a distance that is at least double.
Imbalanced cargo flows and low unit values of
exports add to the challenge of matching ship
size, service speed, and port capacity with low
and often irregular traffic volumes.

Figure 5.1 shows the links between various
constraints and their potential consequences.
For example, the lack of safe, affordable

and reliable shipping services limits access
of populations to markets and other social
opportunities, which in turn may result in
low incomes for islanders and low ability to
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pay for shipping services. This low ability to
pay reduces the ability of ship operators to
make adequate profits, which in turn, leads
to a further deterioration in the quality of
shipping services.

The scale of operations, combined with

the remoteness and the geographic spread
of the islands, also make it relatively more
expensive for individual ship owners

and port owners to keep up to date with
international regulations in safety and
comfort. In addition, various institutional
and organizational constraints contribute to
making the provision of shipping services in
the subregion one of the most challenging
in the world, including the availability and
allocation of budgetary, human and other
resources to the maritime sector (including
port infrastructure, navigational aids and
hydrographical services), out of date

or poorly enforced maritime legislation
compared to international standards, the use
of uninsured or uninsurable ships, limited
enforcement of safety standards, inadequately
trained seafarers, lack of transparency in
the operation of government-owned fleets
and in the awarding and monitoring of route
licenses and contracts for subsidized shipping
services.
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As can be seen from Figure 5.1, there are a
myriad of factors which contribute to the
specific challenges facing the PICTs, each
of which may require concerted actions

to address. To support Pacific countries in
identifying means to address many of these
issues, ESCAP, in collaboration with the
International Maritime Organization, the
Pacific Island Forum Secretariat (PIFS) and
the Secretariat of the Pacific Community
(SPC), convened a High-level Meeting on
Strengthening Inter-island Shipping and
Logistics in the Pacific Island Countries in
July 2013 in Suva, Fiji, which adopted the
Suva Declaration on Improving Maritime
Transport and Related Services in the Pacific.'

The Meeting discussed various issues,
including: (a) the production- transport
nexus: domestic shipping services, (b)
improving regional shipping services in

the Pacific, (¢) maritime infrastructure
development, (d) sustainable maritime
transport, and (e) information and data
requirements for informed decision making
and policy formulation. The Meeting also
highlighted innovative solutions which both
governments and the private sector are
implementing to address them. These issues
and solutions are described in more detail
below.

Extending Domestic Shipping Services
The irregularity of domestic inter-island
shipping services has a negative impact on the
production and income generation potential
of islands, as regular access to markets is
crucial to planning production cycles and
establishing reliable distribution mechanisms.
Consequently, these islands are faced with a
circular problem, where the lack of adequate
shipping services limits the ability of
islanders to generate the income sufficient to
pay for the shipping services.

In addition, maritime cabotage, or reservation
of the domestic trade of countries to carriers
of that country, is a complex and sometimes
emotive issue. The principle reason for

its complexity is that it has a significant
impact on stakeholders with different vested
interests. In this regard, the Pacific Plan,
endorsed by the Leaders at the Pacific Islands

Forum meeting in 2005 and subsequently
revised in 2007, is based on a concept of
regionalism, meaning that countries should
work together for their joint and individual
benefits. Similarly, the Forum Principles

on Regional Transport Services, adopted

by the Forum Economic Ministers in 2004,
declared a number of principles, emphasizing
“(a) strategic alliances; (b) liberalization of
the economic regulatory environment; (c)
agreement by Forum Island Countries to
regional cabotage, where they could benefit
from more services and greater competition”.

Box 5.1 describes the Rotuma-Tuvalu Bilateral
Trade Agreement concluded between the
Governments of Fiji and Tuvalu in 1998. The
case shows that the increased production of
a traded commodity and a reliable shipping
service are essentially complementary in
promoting economic development, and that
there are opportunities to add commodity
trade volumes to existing shipping services
in the PICT. This would enable producers,
exporters, shipping companies, importers

to create business opportunities where

they can increase their revenues. The case
also illustrated that relaxation of cabotage
rules can benefit both countries and service
providers.



SOURCE:

Presentation by the IACT
(Increasing Agricultural
Commodity Trade) project
funded by the European
Union and implemented
by The Land Resources
Division of the Secretariat
of the Pacific Community3

NOTE:

Shipping routes indicated
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BOX 5.1
ROTUMA-TUVALU BILATERAL TRADE AGREEMENT

The Government of Fiji signed a Bilateral Trade Agreement
with the Tuvalu Government in 1998 for the Fijian Island of
Rotuma to export fresh root crops to Tuvalu. However, the
Agreement did not become operational because of the lack
of availability of a ship, the importer’s capacity to sustain or-
ders (Tuvalu-side), and lack of organization on the supply side

(Rotuma-side).

Currently, an agreement has nevertheless been reached where
a Tuvalu ship departs once a month from Suva Port to Rotuma F
(subject to the confirmed orders by the Tuvalu importers) with
a combined free space for 20 tonnes of fresh and frozen com-
modities. Commodities from Rotuma are loaded on the ship
en-route to Tuvalu. The ship returns straight back to Suva port
from Tuvalu. The shipping agent, however, has indicated that
he is willing to divert the ship to Rotuma on its way back to
Suva to pick-up commodities and/or passengers destined for
Fiji, subject to confirmation by both Government of Tuvalu and
(as the negotiations are ongoing).
trade initiative is expected to be extended to Kiribati.?

Government of Fiji

Some governments are also considering
direct interventions to encourage private
operators to provide shipping services which
are not otherwise commercially viable.
Such interventions can be justified on the
grounds that improved shipping services
will increase the welfare of populations,
especially on outlying islands. For example,
in 2010 a franchise shipping scheme co-
financed by the European Union, the Asian
Development Bank, and the Solomon
Islands Government was introduced. The
scheme a) engages private sector shipping
operators competitively, b) uses a minimum
subsidy tender process, and ¢) implements
an output-based approach where subsidies
are tied to performance. It was envisaged
that the franchise would lead to increased
incomes and productivity of producers in
remote rural areas, thereby increasing the
number of passengers and freight revenues,
and reducing the levels of subsidy. Initial
results show significant increases in the
number of passengers and cargo volumes in
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2012, compared to those of 2010 and 2011.
A similar scheme is under implementation in
Vanuatu and that the long-standing franchise
system in Fiji is currently being reviewed.

Improving Regional Shipping Services
The profit-maximizing behaviour of

private sector ship operators encourages
them to service ports with relatively high
traffic volumes, efficient infrastructure

and commodities that have remunerative
freight rates. Conversely, ports with low
traffic volumes and poor facilities, as well as
commodities with low unit values, are poorly
served by these operators, if at all. Niue, for
example, currently receives one ship call
every 28 days from a vessel that also calls at
New Zealand, Fiji, Samoa, American Samoa,
Tonga, and the Cook Islands.

For international shipping, the main policy to
address service quality has been regulation of
entry. This is practiced at both the national
level, where ships providing international

13
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services to some countries in the Pacific are
required to be licensed (for example, Cook
Islands, Nauru and Niue); and at regional
level, where entry is regulated by groupings of
countries. One example of the latter practice
is the Micronesian Shipping Commission
(MSC) of the Marshall Islands, the Federated
States of Micronesia and Palau (Saipan

and Guam being non-voting members)
established in 1997. More recently, the
Central Pacific Shipping Commission (CPSC)

SOURCE: B was officially launched on 4 August 2010.
Secretariat of the Pacific  p,y 5 o provides some background on CPSC.
Community

B0X 5.2

THE CENTRAL PACIFIC SHIPPING COMMISSION

After carefully studying shipping patterns in the region, the Secre-
tariat of the Pacific Community found that the very close collabora-
tion amongst shipping companies rendered little or no competition
within the Pacific subregion, resulting in a cartel-like environment.
Under these circumstances, an appropriate regulatory regime was
needed to regulate these operations and to protect approved op-
erators from “cherry pickers”, especially in small market economies
such as those which characterize the Smaller Island States (SIS).
Smaller Island States is a term adopted by members of the Pacific
Islands Forum and includes the Cook Islands, Kiribati, Marshall Is-
lands, Nauru, Niue, Palau, and Tuvalu.

Consequently, the Ministers of a number of Smaller Island States
agreed to establish the Central Pacific Shipping Commission, or
CPSC, including Kiribati, Tuvalu, Marshall Islands, Nauru and pos-
sibly Wallis and Futuna. The objectives of the CPSC are: a) Facili-
tate access for Member States to international markets to promote
national trade and commerce; b) Facilitate adequate and reliable
frequency of shipping services to Member States to guarantee suf-
ficient supply and inventory; c) Approve carriers to arrange services
to all subregional Smaller Island States, thus carriers are to pro-
vide favourable route structures to serve all Member States’ ports;
d) Ensure affordable service rates in line with the local economies;
e) Control competition based on the volume of cargo available and
restrict number of carriers to remain commercially viable; f) Monitor
conditions for cost-efficient shipping services; e) Promote sufficient
or controlled competition thus monopoly is removed.

In September 2013, the Annual General Meeting of the Central Pa-
cific Shipping Commission (CPSC) passed an endorsement for CPSC
to become fully operational and have necessary enforcement abili-
ties to regulate shipping in the central Pacific region. It is under-
stood that under the new policies coming into effect on 1 January
2014, CPSC will issue shipping licenses to approved shippers with
validity period of five years.*

It has also been observed that many countries
in the subregion, especially the Smaller
Island States, do not have direct shipping
services to and from Asia, Europe and North
and South America. While some shipping
operators have aligned their route structures
to accommodate some of these countries, in
most cases the services are not commercially
viable. Consequently, the development of
efficient hub and feeder ports, as well as the
geographical structure of feeder services, is of
vital importance.

In May 2009 the Kiribati Shipping Services
Limited (KSSL) signed an agreement with the
Governments of Nauru, Tuvalu, Kiribati and
Wallis and Futuna to provide regular feeder
shipping services to those countries, using
Suva as a transhipment point. The Secretariat
of the Pacific Commission monitored the
service provided by the company, noting in
2011 that it was providing affordable and
regular services to Tuvalu, Nauru and Kiribati
via Suva. ® Research showed that as a short-
term measure the service was effective, but
in the medium term (after 18 months of
operation) the service was struggling due

in part to reliability and scheduling issues.
The company has responded by purchasing
another vessel.

Maritime Infrastructure

A study on “Ports located in small islands”
prepared by the PIANC-IAPH Joint Working
group’ noted that many of the main ports
serving deep sea shipping were built in the
1960s and 1970s. Similarly, the 2004 Pacific
Regional Transport Study ° revealed that
“Many of the port facilities ... were built in
the 1950s or 1960s, prior to containerization
and such ports pose serious operational
problems.” However, some of those ports are
currently being developed by using grants
provided by donor countries, sometimes in
the wake of a major disaster.

One example is King’s Wharf in Suva which
was upgraded in 2004/2005, including work
on: (a) the restoration of King’s Wharf to
extend its life to 2020, (b) upgrade of King’s
Wharf to minimum seismic standards, (c¢)
strengthening of the King’s Wharf deck and
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reorientation of the container yard to improve
the efficiency of cargo handling, and (d) ship-
to-shore sewage to improve water quality
control at Suva Port.

In New Caledonia, a master plan for the
development of the ‘Port Autonome de
Nouvelle Caledonie’ over the period 2003-
2014 has been adopted. The plan comprises
several extension and modernization works.
For instance, the dredging of the access
channel is scheduled to increase the port
capacity to receive vessels with a draught of
12.5 meters (from 10.3 meters currently). An
extension of the main wharf is also planned
which will raise its length to 1000 metres in
total. As regards traffic, the port handled
approximately 5.2 million tons in 2012.°

In the Cook Islands, the recent redevelopment
of Avatiu Harbour in Rarotonga has allowed
larger ships to combine economically with
other services to Tahiti, Tonga and Samoa,
enabling more than two ships to service the
Cook Islands. The increase in ship size and
multi-country scheduling has also reduced
freight rates.

PHOTO:

Port Autonome de
Nouvelle Caledonie
(PANC)

Another significant element of maritime
infrastructure is in navigational aids. In
many places in the Pacific, these aids are
limited or lacking effective 24/7 all-weather
operations. While these shortcomings
directly affect risk, they also impose

direct financial costs as vessels may incur
additional diversion costs and be limited

to daytime operations. Recognising this
issue, the Asian Development Bank and

the World Bank have financed a number of
projects with a navigational aids component,
including in Papua New Guinea, Solomon
Islands and Tonga. For example, in 2003,
the National Maritime Safety Authority Act
was promulgated in Papua New Guinea,
establishing the National Maritime Safety
Authority (NMSA) as the agency responsible
for the maintenance and operation of
navigational aids. One of the innovations
introduced by NMSA was to establish
Community Lighthouse Committees (CLCs)
at all navigational aid sites to monitor

lights, provide security, and conduct basic
maintenance. In 2011, funds were also
allocated for rehabilitation and construction
of 63 day markers along the coastal waters
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of Central, Milne Bay, Oro, Morobe, Madang
East and West New Britain. Another 99
navigational aids will be replaced and 33 new
aids installed under the recently signed ADB
Maritime and Waterways Safety.

In addition to navigational aids, the accuracy
of charts in many areas of the Pacific is poor.

For example, in one of its national reports, the
Cook Islands has stated that “the current state

of nautical charting and the lack of coherent
Maritime Safety Information (MSI) services
may have a significant adverse impact on
the Cook Islands economy as well as putting
the safety of life at sea and protection of
the marine environment at risk”."® In this

regard, the International Hydrographic

Organization plays an active role in promoting

hydrography-related activities in the Pacific,
some of which are described in Box 5.3).

B0X 5.3
THE INTERNATIONAL HYDROGRAPHIC ORGANIZATION (IHO)

The IHO has encouraged the establishment of Regional Hydro-
graphic Commissions (RHCs) to coordinate hydrographic activity
and cooperation at the regional level. The South-West Pacific Hy-
drographic Commission (SWPHC) is the body that covers most of
the Pacific Islands. SWPHC meets annually, with the twelfth Con-
ference being scheduled for Port Vila, Vanuatu, 12-14 November
2013.

Land Information New Zealand (LINZ) and the Ministry of Foreign
Affairs & Trade of the Government of New Zealand are also working
on a South West Pacific Regional Hydrography Programme." The
outputs of this two year programme, started in 2012, include (a) a
complete set of Electronic Navigational Charts published for Tonga,
Samoa, the Cook Islands, Niue and Tokelau; and (b) an enduring
Hydrography Risk Assessment Framework of the accuracy and ad-
equacy of nautical charting coverage to improve understanding of
the wider risks and priority areas for action by partner countries and
donors.

Finally, in order to improve the subegion’s capacity to conduct hy-
drographical surveying, a Memorandum of Understanding (MoU)
between the IHO and SPC was signed in April 2011. Under the
MoU, future hydrographical survey activities carried out by SPC will
be coordinated with the regional hydrographical charting authori-
ties, the SWPHC, and member countries.

Sustainable Maritime Development
The High-level Meeting on Strengthening
Inter-island Shipping and Logistics in the
Pacific Island Countries held in Suva also
considered the three pillars of sustainability
namely, economic, social and environmental.
One of the major issues relating to the
economic and social sustainability of
maritime transport is ship acquisition. As
in the case of maritime infrastructure
financing, the principal sources of funds for
capital expenditures on ships include public
sector budget (current revenues or public
borrowing); official development assistance,
including concessionary loans and grants;
the private sector, including banks; or a
combination of these sources.

In a number of countries of the Pacific,
government-owned vessels are used to
carry project cargo or service routes that
are not commercially viable. For example,
the Government Shipping Services in Fiji
has 14 vessels (of which 6 were reported
as operational in 2009)." In 2011, it also
purchased the MV Rogovoka II (a second
hand navigational tender vessel) from
Malaysia for a reported FJD 1 million
(approximately $0.5 million).

In other cases, vessels are acquired through
development assistance, especially from the
Japan International Cooperation Agency
(JICA). For instance, vessels so acquired
include three Samoan ferries and a Tongan
ferry. JICA has also undertaken a design
study for a 525 DWT (deadweight tonnage)
cargo passenger vessel and a 300 DWT
landing craft vessel for Marshall Islands.
Other examples include New Zealand,
which is supporting Tokelau to build a new
passenger ship. In the interim, charter
services are in place to provide continuity of
services.

Banks also support the financing of ships.
However, individual ship-owners often have
had to rely on their balance sheets. According
to one newspaper report, a ship-owner in
Fiji was reported as saying that “Some ship
owners who have provided essential services
in the past 20-50 years, have only been able
to float because lending institutions have



accepted mortgage on real estate, which
current operators inherited from their
parents. In my case the property I inherited
from my father when he died 35 years ago is
still mortgaged to the financial institution that
is still willing to finance our company.” *°

In the area of environmental sustainability

of maritime transport, measures are being
developed to prevent pollution from ships
and to organize international cooperation in
combating major incidents. For example, a
Pacific Regional Marine Spill Contingency
Plan (PACPLAN) has been prepared in
response to the International Convention on
Oil Pollution Preparedness, Response and Co-
operation (OPRC), which requires Parties to
establish measures for dealing with pollution
incidents, either nationally or in co-operation
with other countries. The PACPLAN was
originally developed in 2000, and underwent
extensive review and modernization in 2012
before being endorsed in September 2013 at
24th Annual Meeting of the Pacific Regional
Environment Programme (SPREP)."

Similarly, the development of adequate

‘port reception facilities’ for ship-generated
waste and cargo residues, together with the
establishment of systems which provide
incentives for ships to use these facilities,

are major elements in the process to reduce
ships’ discharges into the sea." In this
respect, a Regional Reception Facilities Plan
(RRFP) has been prepared in response to the
International Convention for the Prevention
of Pollution from Ships (MARPOL). It is
anticipated that the RRFP will be developed
by the second quarter of 2014 for eventual
submission to IMO’s Marine Environment
Protection Committee (MEPC) in 2014/2015.

Information and Data Requirements
Many Pacific Island Countries and Territories
lack access to current and reliable transport
data and information, which forms the basis
for effective planning and decision making
in the transport sector. In this respect, the
Suva Declaration on Improving Maritime
Transport and Related Services in the
Pacific calls for the development, updating,
benchmarking and monitoring various
aspects of maritime transport, including the
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following specific areas:

1. Develop and regularly update inventories
of ships;

2. Develop and regularly update inventories
of maritime infrastructure and facilities
(ports, wharves, jetties, dredged channels and
navigational aids);

3. Strengthen data and information collection,
including the monitoring of the adequacy

of port and shipping services, as a basis for
effective planning, decision-making and
benchmarking;

4. Monitor the adequacy of shipping services
in the Pacific, particularly regional shipping
arrangements; and

5. Benchmark, monitor and improve the
efficiency of trade and transport, including
border control

It is clear that the there is scope for
strengthening subregional cooperation

for the sharing of information and data on
the transport sector in the Pacific. Such
cooperation can also support capacity-
building activities for the use of such data
in transport planning and forecasting,

as well as in the identification of best
practices, for example, in new technologies
or financing modalities. In this regard, the
implementation of the Suva Declaration on
Improving Maritime Transport and Related
Services in the Pacific, and other similar
initiatives, will help countries to foster
cooperation in data sharing and ultimately
improve maritime connectivity in the Pacific
subregion.
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END NOTES
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unescap.org/ttdw/common/Meetings/TIS/Inter-Island-
Shipping-2013/Inter-Island-2013.asp
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