Pros and cons of security. 
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Security is high on everyone's agenda. Increased investment in maritime security for both ships and ports is a necessity. But the age-old debate about where the money comes from, who pays and how to measure the benefits cannot be ignored. Shipowners are incurring substantial costs to meet new strict requirements. Some security is paid for by government and port agencies. There are whole ranges of security measures that are being implemented for maritime activities. Some are already in force such as cargo and crew checks, others such as the ISPS Code, will come into force next year.

Working out what is the actual cost of all these diverse measures to the maritime industry and whether it is justified is complex and will vary from owner to owner according to their own trading patterns and operations. The OECD has attempted to gain a handle on this on a global scale and conducted a study to assess the overall economic impact of the new security requirements for maritime transport and assess the relevant risks.

This study estimates the cost of initial investments by ship operators at $1.3bn and an additional annual cost of $730m after that. This figure is probably conservative as it is based mainly on meeting agreed statutory requirements such as the need for additional equipment and management costs, such as the need for security officers and plans. It does not include the cost of increased security by ports, which the study accepts is difficult to calculate accurately and will probably be higher. These will largely be labour costs of employing additional security staff, plus additional costs incurred from implementing new procedures, For example, applying the US rule requiring 24 hours notice of ship's manifests is estimated to cost some $282m. There is still a big debate about what the actual costs will be. One estimate tabled in the US Congress has put the cost of implementing all the requirements in the new Maritime Transportation Security Act in the US as high as $8bn.

Based on a global trading fleet of about 46,000 vessels, that works out at an initial cost of about $28,000 per ship and thereafter an annual cost of about $16,000. Equivalent to some $45 a day, this may seem small beer. According to the OECD study, the cost of a major terrorist attack could run into many times these figures. A simulation exercise concluded that an attack on the US could incur costs of about $58bn in that country alone and result in the entire shutdown of the maritime transport system in the US, with ports being closed. 

Such disruption could have a disproportionately high impact on export-dependent developing countries. There could also be more direct commercial effects and costs, as owners and charterers will have to ensure that any ports they operate to are compliant with the new codes. Otherwise they would face extra costs by having to divert ships and cargoes through alternative compliant ports.

The justification for this investment is clearly based on its effectiveness in reducing the risk of an attack. But the OECD report claims that the new measures will generate some incidental cost savings through greater efficiency. For example, a cost-benefit analysis of the new US Customs manifest handling system is estimated to save US importers $22bn over 20 years. They will also reduce risks of losses due to other more mundane criminal activities such as thefts from or of containers.

Ship operators' ability to pass these costs on to the ultimate beneficiaries, the shippers, is still difficult to assess. But there are already complaints that the maritime industry is largely being left to foot the bill, whereas other industries – most notably the airline industry – has been given substantial financial help in meeting additional security requirements and related costs.

Security worries and costs do not appear to deter substantial investments continuing in container terminal facilities on a global scale. A recent report published by Drewry Shipping Consultants highlights the consolidation that is taking place in the container terminal operating market. It reveals that the top 25 terminal operators are responsible for about 60% of worldwide container throughput and the top six account for almost 40% of throughput. Drewry says that this is raising concerns that if the trend continues competition authorities could begin to take an interest in the dominance and market power of these leading operators.

Another interesting aspect that emerges from this report is the strong involvement of container shipping companies in terminal operations. Half of the top 25 terminal operators are container lines in one form or another, accounting for nearly 20% of global throughput. This involvement and investment has logic. But this potential conflict of interest could also attract the attention of regulators in some countries as much as the increasing dominance of a small number of terminal operators.

Shortsea and inland shipping consistently receive verbal support from governments and other organisations, due to their environmental friendliness compared with other modes. But this rarely translates into financial and other regulatory support enough to switch any significant volumes of traffic from the roads and on to water. Just one example of the disadvantage that shortsea and inland maritime operators complain about is that their vessels have to pay substantial port charges, whereas road vehicles pay nothing at all.

Europe has been at the forefront of trying to promote shortsea shipping and has helped establish a network of shortsea shipping information centres in many European countries that provides shippers with information about routes, services, handling facilities and costs. The UK established the Short Sea and Waterways Forum in July, with modest financial sponsorship from the government, to act as a focal point for all water freight interests in the UK and encourage greater use of water transport. 

Acknowledgement of the underachievement of water transport has also spread across the Atlantic. The US and Canadian governments have signed a memorandum of co-operation on shortsea shipping. This aims to share information, support research and development and act mutually to encourage the greater use of maritime options for what is forecast to be a big increase in cross-border trade. The US Maritime Administration has launched an inland waterways research project website (www.marad.dot.gov/iwrp).
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