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Abstract

The Finnish fairway dues have been a “hot potato” in the discussion within the Finnish
export industry and all actors involved in the Finnish maritime supply chain for decades.
Despite the public discussion surrounding the matter, the Finnish fairway dues are a very
unresearched phenomenon in an academic context.

This thesis studies the significance of the Finnish fairway dues and the implications of it’s
possible removal on ship operators calling Finland and Finnish ports. The study was
conducted as a mixed methods study — the qualitative data was collected through semi-
structured interviews with five industry experts from different segments of the industry.
The quantitative part was conducted through scenario calculations aimed at showcasing
the proportion of the fairway dues in terms of port call costs and the reduced cost effect of
the possible removal.

The findings of this thesis show that despite of the fairway dues being the majority
proportion of port call costs at Finnish ports, their importance to the ship operators comes
from the ice class differentiation rather than the cost itself. The Finnish fairway dues have
significant steering effects and provide a financial incentive for operating ice classed
tonnage year-round. For Finnish ports, the fairway dues were found to decrease their
volumes and therefore revenue, especially in cargo flows that the Finnish ports are
competing on with other countries, such as Russian transit cargoes.

Even though the removal of the Finnish fairway dues would lead to beneficial cost savings
for the operators and actors involved in the Finnish maritime supply chain in the short
term, the long-term implications of the removal are uncertain. The results of this thesis
implicate that the removal could lead to a decline in ice classed tonnage in the long-term,
which in turn would lead to scarcity in the market in winter times, raising freight rates and
possibly increasing the logistical costs of the Finnish export industry.

The removal of the Finnish fairway dues is not as simple as presented in the statements
given in Finnish public discussion. There are multiple implications that need to be studied
more in depth for Finnish legislators to make the most beneficial decisions for the Finnish
maritime supply chain and the Finnish economy.

Keywords Finnish fairway dues, infrastructure fees, ship operators, ports, maritime
transport
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Tiivistelma

Suomen viylamaksut ovat olleet Suomen teollisuuden ja poliittisen keskustelun
kiistakapulana jo vuosikymmenid. Kiivaasta julkisesta keskustelusta huolimatta,
vaylamaksuja on kasitelty hyvin vihan akateemisessa ymparistossa.

Tama tutkielma Kkisittelee vaylamaksujen merkitystd seka niiden mahdollisen poiston
seurauksia Suomessa operoiville varustamoille sekd Suomen satamille. Tutkimus
suoritettiin sekd kvalitatiivisia-, ettd kvantitatiivisia tutkimusmetodeja kayttden.
Kvalitatiivinen data kerittiin haastattelemalla alan toimijoita eri segmenteista.
Kvantitatiivinen osuus Kkisitteli skenaariolaskelmia, joiden avulla pyritdan esittamaan
viaylamaksujen osuutta satamakidynnin kustannuksista Suomessa sekid viylamaksujen
poiston mahdollista kustannusvaikutusta varustamoille.

Tutkimuksessa kavi ilmi, ettd vaikka vaylamaksut ovatkin ylivoimaisesti suurin yksittdinen
kustannus Suomen satamakaynnillda, niiden merkitys varustamoille tulee enemmankin
jaaluokkiin kohdistuvasta ohjausvaikutuksesta, kuin itse viaylamaksujen kustannuksesta.
Vaylamaksuilla on merkittdva ohjausvaikutus varustamoille ja ne tuovat varustamoille
taloudellisen kannustimen jailuokitetun kaluston operointiin ympari vuoden. Suomen
satamille viaylamaksut nayttaytyvat haitallisina — ne viahentavit satamien liikennetta ja
kilpailukykya erityisesti lastivirroissa, joissa satamien tulee kilpailla suoraan muiden
maiden satamien kanssa, esimerkiksi (Venijan) transitoliikenteessa.

Vaikka viylamaksujen poisto toisikin kustannussdistoja varustamoille ja Suomen
teollisuudelle lyhyella aikavililla, pitkdn aikavilin seuraukset ovat epdvarmat.
Tutkielmassa haastateltujen alan asiantuntijoiden mukaan vayldmaksujen poisto voisi
pitkalla aikavililld johtaa jadluokitetun kaluston médran vihenemiseen markkinoilla, joka
vuorostaan voi johtaa jadluokitetun kaluston niukkuuteen markkinoilla. Taméan
seurauksena rahtihinnat voivat merkittdvasti nousta kovina jaitalvina ja teollisuuden
logistiikkakustannukset voivat nousta jopa nykytilannetta korkeammalle.

Vaylamaksujen poisto ei ole niin yksinkertainen asia, kuin teollisuuden ja alan
etujarjestojen lausunnoista voisi olettaa. Mahdollisella poistolla on monia vaikutuksia niin
yrityksille kuin my6s Suomen kansantaloudelle, joita tulisi tutkia syvillisesti ennen
paatosten tekemista.

Avainsanat viylamaksut, varustamot, satamat, infrastruktuurimaksut, meriliikenne
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Introduction 1

1 Introduction

Fairway dues are taxes or fees that are charged by a public authority or governmental
institution on a vessel calling a port or the territory of a certain state. Since the 1920s, the
Finnish State has taxed maritime shipping in the form of lighthouse dues and winter
navigation dues, which were the predecessor of the fairway dues (Linnakangas & Juanto,
2016). Since the 1980s, the lighthouse dues and winter navigation dues have been
combined into the Finnish fairway dues, which is charged by the Finnish State with the
purpose of financing costs associated with the maintenance and provision of public
fairways, navigational safety equipment, vessel traffic services and ice breaking services
(Linnakangas & Juanto, 2016; Sarkijarvi & Giordani, 2018). According to Sérkijarvi &
Giordani (2018), ice breaking costs account to approximately 60 per cent of the total costs
the fairway due has been designed to cover. However, even though the Fairway dues have
been designed to cover the aforementioned costs, the Fairway dues have not been directly
connected to the costs, especially since the implementation of the discounted fairway due
in 2015 after which the fairway due amounts to approximately 50% - 60% of the costs it
has been designed to cover. Therefore, the fairway due is essentially a tax and not a due,
charge or a fee. (Kuntze, Ojala, & Kauppi, 2019; Ojala et al., 2020; Sérkijarvi & Giordani,
2018) The remaining yearly costs associated with maintenance and provision of public
fairways, navigational safety equipment, vessel traffic services and ice breaking that are
not covered by the yearly amount of fairway due collected is funded directly from the state
budget and covered through general taxation or state loans.

In the European Union, Finland, Sweden and Estonia are the only countries that can
be categorized to charge some form of the fairway dues on vessels calling their ports
(Tervonen, 2015; Vierth & Merkel, 2020). Even in the few countries that charge a tax or a
fee that can be classified as a fairway due on vessels visiting their territory or ports, the
pricing principles for levying the dues differ country by country, and therefore the fairway
dues are not directly comparable (Ojala et al., 2020). In other parts of Europe and also in
the United States, the ‘“general® or “basic” port infrastructure, such as fairways,
navigational aids and access channels, is usually provided by the state free of user charges

by the means of general taxation (Baird, 2004; VanCeylon, Lang, & Becker, 2020).
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1.1 Motivation

The Finnish manufacturing industry and stakeholders involved in the maritime
transport chain have been strongly advocating for the removal of the Finnish Fairway (see
e.g., Elinkeinoeldmén keskusliitto, 2017, 2020). The author has been closely involved in
the maritime transport industry in Finland and there seems to be a strong consensus from
the Finnish import&export industry as well as many other actors involved in the Finnish
maritime supply chain, that the Finnish Fairway Dues should be removed completely, and
the necessary costs should be covered directly from the state budget, similar to continental
Europe.

In 2014, in an effort to offset the increased costs to ship owners/operators caused by
the EU Sulphur Directive and IMO environmental regulation, a decision was made to
reduce the Fairway Dues by approximately 50% from the start of the year 2015. This
reduction has been extended multiple times, with the most recent development being in
late May of 2021: Prime Minister Marin’s government published a legislative proposal to
extend the reduction to cover years 2022 and 2023 as well. In case the proposal passes, it
means that by the end of 2023, the reduction has been in force for a full nine years and has
essentially become the “new normal”. Very few, if any parties involved in the Finnish
maritime supply chain are expecting the Fairway Dues to return to their pre-2015 level.

Despite the continued reduction, the call for complete removal of the fairway dues
seems to be getting stronger, with most parties demanding the complete removal of the
fairway dues in each statement given on the legislative proposals. As the Finnish Fairway
Dues are a relatively unresearched phenomenon, this thesis aims to analyze the
significance of the Finnish Fairway Dues on the industry and what the implications of

waiving the Fairway Dues completely would be on ship operators and Finnish ports.
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1.2 Research Questions

Even though the Finnish Fairway Dues are a very relevant and current topic within parties
involved in the Finnish maritime supply chain, the Finnish fairway dues are a relatively
unexplored and unresearched phenomenon in an academic context. Therefore, two main

research questions were selected for this thesis. The first research question is:

RQ1: What is the significance of the Finnish Fairway Dues for ship operators and Finnish
ports?

This research question aims to provide background on the Finnish fairway dues and
explore how significant the Finnish Fairway Dues are for ship operators and Finnish ports
— how the fairway dues are viewed by these parties and whether the fairway dues have any
effect on their decision making or planning. After providing background through the first

research question, the second research question this thesis strives to answer is:

RQ2: What effects/implications would waiving the Finnish Fairway Dues have on ship

operators calling Finnish ports and the Finnish ports themselves?

The second research question explores what the effects on ship operators and Finnish ports
would be in case the industry would get what it wants, and the fairway dues were removed
completely, and the associated costs would be covered directly from the state budget
through general taxation. The research questions are approached by using both quantitative
and qualitative research methods. The main purpose of the quantitative methods is to
provide background for the qualitative study and support the claims of the interviewees —
scenario calculations are conducted using publicly available data and these calculations are
used to showcase the following:
1. How significant the Finnish fairway dues are in the context of costs levied on the
vessel when calling a Finnish port, in other words, what is the proportion of the
Finnish fairway dues of total port costs?
2. What would be the direct cost effect of removing the Finnish fairway dues on
ship operators calling Finland, in other words, if the fairway dues are removed
and other costs remain as they are, how much cheaper will it be to call a Finnish

port?
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The scenario calculations are done for different vessel sizes and types in order to
provide a complete picture of the current situation for operators in different segments of
the industry.

The qualitative part of the research methods aims to answer the research questions
through interviews with ship operators from key segments: dry bulk, liquid bulk and
container shipping. In addition to these three segments, a representative of the Shipping
Agency sector is interviewed to gain a thorough understanding of the view of foreign ship
operators, especially the international cruise industry. Finally, a representative of a major
Finnish port authority is interviewed to gain the viewpoint of the Finnish Port sector. The

research methodology is covered more in depth in chapter 3.

1.3 Structure of the Thesis

This thesis is divided into five chapters. The first chapter introduces the thesis, presenting
the research motivation for the study and the research questions. The second chapter is a
literature review. The literature review explores relevant past literature on the topic. As the
Finnish fairway dues are a relatively unresearched phenomenon in an academic context,
the literature review aims to provide background through exploring past literature on other
similar infrastructure user charges, both in the maritime transport- as well as road, rail, and
air transport industries. The third chapter presents the research methodology used in this
thesis, including the research approach, data collection methods as well as the data analysis
methods used in the thesis. Chapter four presents and discusses the findings and results
from the interviews and data analysis. Chapter five provides concludes the thesis by
presenting a summary and discussion, managerial implications, limitations to the research

and suggestions for further research.
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2 Literature Review

The literature review provides a background for the research conducted in this thesis. The
literature review explores previous literature on transport infrastructure, infrastructure
funding models, transport infrastructure charges and their effects on stakeholders in
different transportation modes and finally fairway dues and other similar tariffs levied on
ships in international traffic. The literature review is divided into 3 sections. The first
section defines transport infrastructure as well as uses existing literature to describe
different transport infrastructure funding models. The second section examines previous
literature on transport infrastructure charges and their effects on stakeholders in 4 different
transport modes: maritime, air, road and rail. Lastly, the third section aims to explain the
current situation of the Fairway Dues in Finland and other countries where a comparable

system exists, such as Estonia and Sweden.

2.1 Transportation Infrastructure

Most of the existing literature on transportation infrastructure defines it as basic
infrastructure such as roads, railways, airports, and seaports (see e.g. Albarran, Carrasco, &
Holl, 2013; Ittmann, 2017; Ramos, 2014; Vierth & Merkel, 2020). In many countries,
transportation infrastructure such as roads, railways, ports and pipelines should or are at
least expected to be provided by the government (Ittmann, 2017). In the context of this
thesis, we mainly focus on the following aspects of transportation infrastructure: railways,
roads, airports and seaports (including navigational infrastructure as well as waterways,
channels, fairways, canals and other nautical infrastructure).

A well-developed transport infrastructure has a direct impact on the quality and costs
of logistics services, as the infrastructure allows for reductions in time and costs of the
transportation, decreasing risk and improving the quality of logistics services by improving
the comfort, safety and security (Kuzmina-Merlino, Skorobogatova, Schmidtke, &
Behrendt, 2018). For a specific firm, quality transport infrastructure and investment
reduces the cost of doing business to a distance and therefore improves the capability for
competing in international markets (Albarran et al., 2013). Much of existing literature
underlines the benefits of a working transportation infrastructure as well as transportation
infrastructure investment on the economic and productivity development (Rokicki &
Stepniak, 2018). In many developing countries and countries that have developed very

quickly in recent decades, such as Dubai and the United Arab Emirates, a working
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transport infrastructure has played a vital part in the modernization and development of the
area. Maritime transport infrastructure, in particular, is crucial to the global economy in
which we function today. (Ziadah, 2018)

In China, which has had most investments and development of transportation
infrastructure in recent decades, multiple studies have shown a very significant impact of
transport infrastructure on economic development and growth (Qin, 2016). According to
Wang et al., (2021) a direct causality between logistics infrastructure and economic
development can be found and especially maritime transport plays a crucial role in

facilitating international trade and economic growth in China.

2.1.1 Infrastructure Funding and Financing Principles

The funding and financing principles of transportation infrastructure vary largely
depending on the mode of transport as well as the country and part of the world. In general,
most transport infrastructure is funded partly by public funds, partly by private funds as
well as direct user charges and fees.

Seaports can be seen in two different ways and the line between the ways differs by
country around the world: partly as a public service or a public, which justifies their
financing through public funds and partly as a business system, which would require for
them to be funded through market mechanisms and user charges (Musso, Ferrari, &
Benacchio, 2006). In Europe, past port investments have been largely done using public
funds and the sector has been controlled by states or other publicly owned entities,
however in recent decades has the port sector been liberalized and given more autonomy in
their pricing, largely through new port policies implemented by the European Union
(Haralambides & Acciaro, 2015). Nowadays, European ports are funded by a mixture of
public funds and the different user fees charged by the port authorities themselves,
however in order to give different ports a “level playing field”, the European Commission
i1s aiming to shift the sector to recover more of their costs through user charges and
decrease the need for public investment through taxation, especially in larger European
seaports, which can rightfully be seen as commercial entities (Haralambides & Acciaro,
2015). In the United States, the situation is similar: US Ports generally fund their
investments through a combination of revenue that they create through user charges and
public grants, such as the US Federal TIGER grant (VanCeylon, Lang, & Becker, 2020).

US legislation also allows for the state and federal level entities to negotiate different cost
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sharing agreements for port investment and financing, for example for the huge Savannah
Port Expansion project (Ramos, 2014).

The concept of seaports can also be seen to include the immediate waterways, such
as dredged access channels, approaches and navigable waterways (Baird, 2004). Even
though seaport infrastructure is funded by numerous private entities, the access channels to
ports are usually funded and maintained by public entities (VanCeylon et al., 2020).
According to Baird (2004), the navigable waterways or dredged channels leading up to
major ports are usually referred to as the “general” or “basic” port infrastructure. Even in
the “new European port policy”, the general or basic port infrastructure is seen as the part
of port infrastructure for which local government funding or even European funding is
needed and justified (Haralambides & Acciaro, 2015). In many countries, such as
Germany, The Netherlands and Belgium, these basic or general port infrastructures have
usually been fully funded by local or national governments and there are no costs levied
directly on the ships or users of this general infrastructure (Baird, 2004). Outside of the
EU, for example in the United States, the United States Army Corps of Engineers is
responsible for maintaining navigation infrastructure such as deepwater channels, locks,
dams and storm barriers whereas the United States Coast Guard is responsible for
maintaining navigation systems and the enforcement of laws (Van Ceylon, Lang, &
Becker, 2020). In the US, the maintenance and investment projects such as dredging the
deepwater channels is financed from the state/public budget and the funds are collected
through taxation, such as the Harbor Maintenance Tax (HMT), which is levied on US
based shippers and is based on the value of the cargo (Talley, 2007). Port specific user fees
have also been suggested but there has been a lot of opposition from key port stakeholders
arguing that port specific user fees would divert cargo flows away from the United States
to Canadian and Mexican ports (Talley, 2007). The HMT is also strongly lobbied against
by major shippers and leaders in the logistics sector (Ramos, 2014).

Air transport infrastructure can be considered to include airports and well as Air
Navigation Service Providers (ANSPs). Air transportation infrastructure is financed
through direct and indirect user fees and state taxes. According to Doll & Karagyozov
(2010): “International airports are among the few examples of transportation infrastructure
that can well achieve self-financing”. Still, airports are generally funded through a mixture
of public grants and different user charges. In the United States, the two major sources for
airport financing are Passenger facility charges, which are paid by the airlines to the airport

operator (but in reality they are charged directly to the passengers) and Air Improvement
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Program (AIP), which is a U.S. federal grant program established to provide funds for
airports (Chang, Kevin Park, Zou, & Kafle, 2016). In addition to per passenger charges and
public funding, airports are also funded through landing fees, which are charged to the
aircraft for their use of airport infrastructure (Martin-Cejas, 1997). The financing of
European airports is similar, airports fund themselves through different forms of user fees
as well as state or regional government provided aid and incentives, which are usually
provided through general taxation and used to promote more traffic in select regions and
airports (Malina, Albers, & Kroll, 2012). It is important to note that fully publicly owned
airports are more common in Europe than they are in the United States — of the 200
European airports studied by Malina et al. (2012), almost two thirds were publicly owned.
European Air Navigation Service providers generally finance their whole activity through
different user charges, such as en route charges, which are charged to aircrafts when they
fly through an ANSPs airspace and terminal charges (Castelli, Labbé, & Violin, 2013). In
the United States, ANSPs are funded through excise taxes rather than direct fees that are
charged to the users (Holloway, 2017).

Road transport infrastructure is generally funded through direct and indirect user
charges as well as from the general state budget. In Europe, Albalate & Bel (2012)
identified three different types of pricing models for motorways: 1. The “free of charge”
model, where the infrastructure is funded from the state budget and users are not charged,
2. The toll concessionary model where users are charged tolls for their road usage and 3.
The mixed model, where tolls are charged on many motorways, but much of the
infrastructure remains free of charge to users. In addition to tolls, many of European
countries charge Heavy Goods Vehicles (HGVs) separately for their road usage (Gomez &
Vassallo, 2020). The HGV charges exist even in the countries that have adopted the “free
of charge” model, such as Germany and Austria (Albalate & Bel, 2012; Doll & Schaffer,
2007). There are only a few European exceptions that charge no direct charges to their
road users, Finland among them. Regardless of the pricing model and whether direct road
user charges are present, all countries around the world charge different indirect charges
and taxes to road users. The most common among these are charges and taxes such as fuel
taxes, vehicle ownership fees, vehicle registration fees, car taxes etc. which are used to
fund road infrastructure (Gomez & Vassallo, 2014). In addition to the direct and indirect
road user charges, roads are also financed through general taxation directly from the state
budget but there are large differences between in the way funding is conducted and

allocated. In the United States, for example, much of road generated revenues are
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earmarked for road infrastructure development, which means that road expenditure often
exceeds road generated revenue and therefore, the difference is funded directly through
general taxation such as income taxes and VAT (Gomez & Vassallo, 2014). Europe is very
different in this matter as in many European countries, politicians aim to raise general
taxation revenues through non-earmarked road generated revenues; this means that in
many European countries, road generated revenues greatly exceed road expenditures and
all revenues generated from road users are allocated by the parliament or different
regulatory bodies (Gomez & Vassallo, 2014). Essentially this means that roads are
financed fully through the general state budget as much of the indirect charges are not
earmarked for road infrastructure development.

Rail transport infrastructure can be considered to include tracks, stations, terminals,
traffic control etc. Rail transport infrastructure has traditionally been owned and operated
by state governments and other public entities and the financing has come from mostly
public taxation and infrastructure user charges, which have been charged by the
government or state owned entities (Laurino, Ramella, & Beria, 2015). In most parts of the
world, with the exception of North- and South America, Japan and Australia, rail transport
infrastructure is still owned, operated and financed mainly by governments or other state-
owned entities (Laurino et al., 2015) In the United States, the Staggers act of 1980 largely
deregulated and privatized the rail infrastructure, but the rail financing charges are still
regulated by a federal government agency (the Surface Transportation Board) to some
extent (Wilson & Wolak, 2016). In Europe, railways are still mainly owned by
governments and they are financed through different user or access charges as well as
public funding from the general state budget (Nash, 2005).However, in recent years, the
European Union has aimed to liberalize the European rail transportation industry in order
to gain a reform which would stop the decline of the sector in terms of market share (Beria,
Quinet, de Rus, & Schulz, 2012). It is possible that this trend may shift the railway
financing system towards a system where more costs and financing are recovered through
user charges and market mechanisms, similar to what the European Commission is aiming

to do in the seaport sector.
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2.2 Infrastructure Fees and Their Significance in Different
Transportation Industries

When assessing a company’s competitiveness in both domestic and international markets,
transportation costs play a significant role. For many companies, transportation costs are a
major part of the total operational cost (Ertogral, Darwish, & Ben-Daya, 2007).
Transportation costs also play a key role in facilitating or on the other hand acting as
a barrier to international trade. A decrease in freight rates has a substantial and positive
impact on trade, mainly by lowering the average price of the traded goods as well as
increasing the average quantity traded. This leads to companies being able to offer goods
to consumers at a more competitive price. (Bensassi, Martinez-Zarzoso, & Suarez, 2014)
We can see the effect of transportation costs in our grocery store every day.
Transportation costs have a significant effect on food prices, even though this angle has not
been studied extensively in academic literature (Wilmsmeier & Sanchez, 2009).
Infrastructure fees are a part of transportation costs and therefore the upcoming chapters
will review existing literature on different infrastructure fees in different transport modes
as well as the significance and effects of infrastructure fees in different transportation

modes and industries.

2.2.1 Maritime Transport Industry

Port charges are fees levied on the ship or its cargo on board when calling a port. Such
charges include but may not be limited to wharfage fees, towage fees, pilotage fees,
storage fees, demurrage fees, entrance fees, tonnage dues, lighthouse dues,
anchoring/mooring dues, canal dues, river dues, tugboat fees, sanitation dues, berth dues
and customs duties. These costs are usually based on the vessel size, in other words,
tonnage and may be compulsory or non-compulsory; compulsory costs are levied on the
vessel whenever it enters a port and non-compulsory costs are levied only when a specific
service is ordered and used. (Park & Min, 2014)

In Finland, the compulsory port charges levied on vessels generally consist of
Fairway dues, harbor dues, waste fees (including dry garbage and oily waste fees), pilotage
dues, mooring dues, passenger dues, cargo dues and in cases where towage is required by
local regulation — towage dues (see e.g., Port of HaminaKotka, 2021; Port of Helsinki,
2021; Port of Rauma, 2021; Port of Turku, 2021). Port charges in Finland are mainly based
on the net tonnage of the vessel and are calculated either by multiplying the net tonnage of

the vessel by a constraint or categorizing vessels into different price brackets according to
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their net tonnage. Customs duties and cargo charges on the cargo are generally paid by the
shipper or the receiver and not by the vessel itself.

The net tonnage is produced by a formula which is a function of the molded volume
of all cargo spaces of the ship and was originally adopted to replace net register tonnage
when the International Maritime Organization adopted the International Convention on
Tonnage Measurement of Ships, which entered into force in 1982. Both the net tonnage as
well as the gross tonnage are used in calculating port charges for vessels around the world.
(Dear & Kemp, 2006)

There has been some literature covering the significance of port dues on carriers and
users of ports. Much of the research however, tends to bundle port charges and port dues
together with terminal costs, such as cargo handling costs (Chang, Lee, & Tongzon, 2008;
Lirn, Thanopoulou, Beynon, & Beresford, 2004; Ng, Sun, & Bhattacharjya, 2013). This
makes it hard to evaluate and separate the effect of the actual port dues from the total port
charges, but according to many of the studies, cargo handling and terminal charges tend to
have a bigger impact on the shipping lines decision making than the port charges and dues
themselves. According to Park & Min (2014), a standalone reduction in port dues or
charges does not really have an effect on the carrier’s choice of vessel size, service route
and service frequency. The factors most influential for these aspects were shipping demand
and freight rates; according to the findings in the study, port dues do not affect the
decision making by a significant amount unless the port dues increase by 39 times — this
shows that the popular policy of waiving port charges is not as impactful as the ports might
think (Park & Min, 2014). The findings of Brooks, Schellinck, & Pallis (2011) also support
these findings. In their study of evaluating port effectiveness, shipping lines ranked
reasonableness of port charges close to the bottom of their priority list, even below such
aspects as invoice accuracy (Brooks et al., 2011). According to Malchow & Kanafani (
2004), industry experts have deemed increases in port charges to be rather insignificant in
terms of a shipping line’s choice of port, which further supports the findings of Brooks et
al. (2011) and Park & Min (2014).

Despite the finding of Brooks et al. (2011) and Park & Min (2014), other research
suggests that port charges are still important and have a significant impact on the shipping
lines port choice. In a study conducted by Ng, Sun, & Bhattacharjya (2013), of the 10
different attributes studied, port charges were ranked as the 3" most important attribute
affecting port choice of shipping lines, obtaining a similar average score with sea transport

cost and only falling after demand from local exporters/importers in terms of importance.
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Chang, Lee, & Tongzon (2008) studied the importance of different port selection factors of
shipping lines and compared the results between feeder service and trunk liners. According
to the findings, port dues were among the most important variables for trunk liners,
whereas for feeder liners, port dues were only among the second most important variables
(Chang et al., 2008). For both types of traffic, terminal handling charges and cargo related
costs were more important, than the port dues themselves (Chang et al., 2008). According
to Ng (2006) even cheap total port costs do not guarantee business — a more expensive port
can still become an attractive option to its users if it can provide a decent service quality.
The service quality according to Ng (2006) refers to the services at the port, such as cargo
handling, not maritime services such as pilotage, mooring etc. According to the study of
Brooks et al. (2011), the shipping lines value the quality of maritime services such as
pilotage and mooring even below reasonableness of port charges in terms of importance.

In the cruise industry, port charges seem to have some impact on the cruise lines’
decisions on which ports to call, but they are not top priority. According to the study
conducted by Y. Wang, Jung, Yeo, & Chou (2014), cruise terminal facilities, which
include the attribute of port costs, only ranked 3™ of 4 categories in terms of importance.
The cruise lines valued tourism attractions and the connectivity as well as agility of the
port more than port facilities in their port call selection (Y. Wang et al., 2014). In another
study, Zhu & Cheng, (2020) found that port incentives were the least important factor
affecting cruise lines decision making when planning coastal cruises. Furthermore, Asic &
Lukovic (2016) have studied how an increase in port dues would affect the cruise
passenger’s willingness to go on a cruise. Their study found, that an increase in port dues
does not necessarily affect the passenger’s decision of whether to go on a cruise or not,
however it is dependent on the current relationship between the port dues and the price of
the cruise itself (Asic & Lukovic, 2016). In their example of the port of Dubrovnik, even a
50% increase in the port dues would remain within the acceptable framework of the
passengers budget and would not endanger their decision to go on a cruise (Asic &
Lukovic, 2016). Even in the case of tourist hinterlands, port costs and charges do not play a
significant role in terms of attracting new business or new cruise lines for the ports of call

(Esteve-Perez & Garcia-Sanchez, 2015).
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2.2.2 Air Transport Industry

In the air travel and -freight industry, infrastructure fees exist in the form of fees that
airports charge to the aircrafts, similar to port dues. From the airlines’ perspective, these
charges are of continued interest, due to their direct effect on the airlines’ bottom lines;
according to Doganis (1992), airport charges account to approximately 15% of the total
operating costs for most European airlines.

At most European airports, the most important source of revenue for the airports is
the landing fee. Landing fees are mostly based on the weight of the aircraft, usually on the
maximum take-off weight (MTOW), in the form of a charge per unit such as per tonne, per
1000 Ibs or kgs. In addition to the landing fee, many European airports also charge the
airline with a per passenger fee as well as a parking charge whenever the aircraft is parked
within the boundaries of the airport. (Martin-Cejas, 1997)

Even though Park & Min (2014) argued that in the maritime industry, changes in the
port charges or dues, be it increases or decreases, do not have a significant effect on the
decision making of the carriers, the situation seems to be different in the airline- and air
travel industry. According to Wei (2006), an increase in airline landing fees may have a
significant effect on the airlines and in the case of an increase of the fees, they may be
forced to use larger aircrafts and less frequency. However, these costs are not directly
comparable — the increase of landing fees used by Wei (2006) was not based on aircraft
size but rather a fixed lump sum per flight, whereas port charges usually increase linearly
when the vessel size increases, as explained previously. According to another study, a
possible temporal and partial waiving of airport fees could have significant benefits for the
travel, tourism and airline industries (Sainz-Gonzdlez, Nunez-Sanchez, & Coto-Millan,
2011). The main difference in the airline industry however, is that the airlines have been
found to fully pass on the airport fees on the passengers (Sainz-Gonzalez et al., 2011).
Because of this practice, a change in airport fees has a direct impact on customer demand
in the form of raising ticket prices.

On the air cargo side, the significance of airport landing fees and airport total costs
have been studied as well. Even though airport user charges accounted for approximately
7.8% of overall costs in the study by Gardiner, Ison, & Humphreys (2005), landing fees
and other user charges have a significant importance by being the largest variable cost in
air freight operations. According to the study on selection of transshipment airports by

Ohashi, Kim, Oum, & Yu (2005), airport landing fees and total costs have some
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significance in the decision making, however they are shadowed off by other factors such
as connecting time and airport efficiency. Their research suggests, that increasing airport
efficiency is more effective strategy than reducing landing fees, even if the investments in
efficiency would increase the landing fees charged to airlines (Ohashi et al., 2005). When
studying factors influencing cargo airlines choice of airport globally, Gardiner et al.
(2005) came to a different conclusion: costs are the most important factor, even more
important than cargo handling efficiency, provided that the turn-around of the airport is not
slowed. According to the study, minimizing overall costs, which includes consideration of
landing fees was the 2" most important of 9 attributes studied, only after night access
(Gardiner et al., 2005). However, night access is mainly important for cargo airlines
serving regional airports, whereas airlines mainly serving major airports do not find the
attribute important as they can schedule their operations around the night-time restrictions
(Kupfer, Kessels, Goos, Van de Voorde, & Verhetsel, 2016). Therefore, in the grand
scheme of things, airport fees are one of the most important aspects affecting airline
selection. The questionnaire and interviews conducted by Gardiner et al. (2005) suggest,
that after night access, lowering fees and other costs is the number one action airports
should take to attract more business from cargo airlines. Lower and competitive fees are
also an important attribute for airports to consider for keeping existing business, because
47% of the airlines studied had relocated their operations due to lower charges elsewhere
(Gardiner et al., 2005).

In addition to landing fees, airlines are also charged air navigation fees when flying
through airspace. All European Air Navigation Service Providers (ASNPs) charge an air
navigation service charge or a so called “en-route charge” which is levied on all flights
passing through their airspace and is used to finance the activities of each country’s own
air navigation services (Castelli et al., 2013). The United States is different in their funding
model, as in the US the ASNPs are generally funded through excise taxes and not direct
fees charged to the airlines (Holloway, 2017). In the countries that do charge en-route fees,
the fees are usually based on the distance flown, MTOW or a formula combining the two
(Holloway, 2017). In most parts of the world, the ANSPs have traditionally been arranged
by the public sector and due to their monopolistic nature, they have always required public
intervention (Button & McDougall, 2006). According to Holloway (2017), due to their
monopolistic nature and despite public intervention, airlines may find themselves paying

for costs over which they have no say, which leads to huge inefficiency costs: participants
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in SESAR have estimated that systemic inefficiencies of ASNPs in Europe cost as much as
3.4 billion euros per year.

There are two different phases in flight planning: strategic (up to six months before
the flight) and tactical (hours before the flight) (Boli¢, Castelli, & Rigonat, 2017). There
have been some studies on the importance of Air Navigation Service fees to airlines and
their planning as well as decision making. En-route charges are set by the state (ASNPs)
and the airlines and airspace users can only affect the cost they pay by route planning and
selection (Boli¢ et al., 2017). According to Castelli et al. (2013), en-route costs can range
from 10 to 19% of the route-dependent costs of the flight and therefore have a significant
impact on the route planning and route selection of the flight. Carreras-Maide, Lordan &
Sallan (2020) studied whether route deviations in the European airspace are triggered by
economical motivations, such as reducing the en-route charge. According to the findings,
airlines do not have a generalized strategy on reducing their en-route charges by deviating
from their planned route, trajectory deviations are usually done to improve route efficiency
but reduction of operational cost has significantly more weight for the airlines than the
reduction of en-route charges (Carreras-Maide et al., 2020). These results suggest that the
en-route costs have a more significant impact at the strategic planning stage than they have
on route selection or deviations at the tactical planning stage or once the aircraft is in the

air.

2.2.3 Road Transport Industry

In road freight transport, the presence of infrastructure fees is more fragmented than in the
air and maritime industries — whether heavy goods vehicles (HGV) such as trucks are
directly charged for the use of infrastructure through a form of user charges depends on the
country. Within the last few decades, The European Union has promoted user charges on
heavy goods vehicles for the use of main road infrastructure as a means of funding the
infrastructure and internalizing external costs (Gomez & Vassallo, 2020). These HGV
charges should not interfere with competition within the EU internal market as they are
payable by all operators and users regardless of their country of origin (Gutiérrez,
Condeco-Melhorado, Martin, & Roman, 2013). All countries in the EU, except Finland,
Estonia and Cyprus, have adopted some form of direct user charge on heavy goods
vehicles using their road infrastructure (European Commission, 2015). There are two main
types of charging mechanisms for heavy goods vehicles: time-based charges (“vignettes”)

giving access to the road network for a specific timeframe, e.g. a day, a week or a month
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and charges based on the distance traveled (Dodoo & Thorpe, 2005). In the EU, distance-
based charges are most common in Western and Continental Europe, whereas time-based
charges are most common in Eastern and Northern Europe as well as Scandinavian
countries (European Commission, 2015). Outside of the EU, travelled distance-based
charges are used in countries such as the United States and New Zealand (Dodoo &
Thorpe, 2005).

There is a large amount of academic literature on the effects of heavy goods vehicle
user charges on the road transport industry and its stakeholders. Doll & Schaffer (2007)
studied the economic effects of the introduction of the German HGV charge. According to
their findings, the effects are minimal on all industries apart from the road transport
industry: on the macroeconomic level no clear undesirable price effects nor positive
employment effects can be identified, and the additional price effects for the majority of
industries is less than 0.1 per cent and for the whole economy, prices were assumed to rise
by 0.11 per cent (Doll & Schaffer, 2007). According to a similar study conducted on Spain,
the effect of the HGV charges on consumer prices were estimated to vary between an
increase of 0.14 to 0.21 per cent (Vassallo & Lopez, 2010). The HGVs have had some
steering effects on the industry, some expected and some unexpected. According to
Broaddus & Gertz (2008), the introduction of the German HGV charges have resulted in a
shift towards more environmentally friendly vehicles, increased productivity and
efficiency in terms of avoiding empty trips. Some contradictory views have also been
presented. In a survey study of the German haulage industry, Link (2008) concluded that
according to the view of the industry, the introduction of the HGV charges has and will not
lead to efficiency increases or traffic reductions. Also, some of the expected and desired
outcomes were not achieved during the first years of the charges: the HGV charges were
hoped to shift traffic from the road onto rails but the effects during the first years were
minimal (Broaddus & Gertz, 2008). In a similar study conducted on the effects of the UK
HGV charges for Irish export stakeholder, Vega & Evers (2016) found that there is no
significant evidence on a modal shift based on the statistics and policy studied. In addition
to the absence of modal shift, Vega & Evers (2016) concluded that national road charging
policies and legislative mechanisms adopted by individual member states can compromise
the effectiveness of these policies; in order to avoid these pitfalls, the charging
mechanisms need to be considered in a wider context of European transport policy, not just
individual countries and their legislation. In the European context, HGV charges can also

be seen as a mechanism of direct revenue transfer between European countries where
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peripheral countries such as Finland are the losers and central European countries such as

Germany and Austria are the winners (Gutiérrez et al., 2013).

2.2.4 Rail Transport Industry

In the rail transport industry, infrastructure charges have traditionally been charged
by the state or a state-owned company. Worldwide, the public sector usually has a strong
role at least as an infrastructure manager and also often as an operator (Laurino et al.,
2015). In Europe, since World War II, railway infrastructure and railway services have
been generally owned and provided by a single vertically integrated state-owned company
(Nash, 2005). Around the world, with the exception of North America, South America,
Japan and Australia, the railway infrastructure is still mostly managed by state or public
entities (Laurino et al., 2015). In recent years, however, there has been a strong trend in
Europe to increase competition in the supply of rail transportation by separating the rail
infrastructure from operations, which has given more significance to the rail infrastructure
charges (Alvarez-SanJaime, Cantos-Sanchez, Moner-Colonques, & Sempere-Monerris,
2016). The key objective of railway liberalization in Europe has been increased efficiency
and cost reductions for the benefit of the users of rail transport and taxpayers (Beria et al.,
2012). In countries like Germany, both passenger and freight transport companies have had
a complete open access to the state-owned company’s rail infrastructure since 1994 (Link,
2012). Essentially, states have started to offer their rail infrastructure to private operators,
who pay for the use of the state-owned rail infrastructure through access charges or other
forms of infrastructure user charges. However, despite these efforts, in many European
countries, the competition in the rail transport industry is still very low or practically
nonexistent. Furthermore, where competition exists, such as in the United Kingdom, it
exists mostly between either domestic or foreign government owned enterprises and
entities. (Alvarez-SanJaime et al., 2016; Crozet & Chassagne, 2013) In a study of 20
different countries around the world, Laurino et al. (2015) found that rail infrastructure
charge and access charge pricing ranges from full cost recovery to social marginal cost
pricing and environmental costs are mainly not taken into account with the sole exception
being Sweden. The pricing principles in Europe are based on either marginal cost recovery
or full cost recovery. The most common form of rail infrastructure charges is a per train
per kilometer travelled charge, but other forms of charges also exist. In Finland, for
example, the users are only charged on a per gross ton per kilometer basis and other

countries, such as France and Italy, also charge a monthly fixed charge in addition to the



Literature Review 18

per train per kilometer charge. (Nash, 2005) Some price differentiation depending on
factors such as congestion and/or the time of day is also applied (Laurino et al., 2015). Due
to the difference in pricing principles (full cost or marginal cost) and the government
willingness to subsidize, Scandinavian countries have some of the lowest rail infrastructure
charges whereas Eastern European and Central European countries such as Germany have
some of the highest (Link, 2012; Nash, 2005). By comparison, the railway infrastructure
charges in Sweden are almost ten times lower than they are in France or Germany
(Ljungberg, 2013). However, regardless of the pricing principles used, literature suggests
that rail infrastructure charges are very disconnected from the actual costs occurred.
According to a study of European rail infrastructure charges and costs, by Calvo & De Ona
(2012), among all the countries studied, the state owned companies generally recover only
a very small and marginal portion of the actual costs through infrastructure or user charges.
Countries and railway infrastructure managers have been aiming to address this issue in
recent years. For example, the new Italian railway access charging regime has been found
to be a much better way to fully recover the relevant and efficient costs for the Italian
railway infrastructure manager, including depreciation costs and return on invested capital
(Rotoli, Valeri, Ricci, Rizzetto, & Malavasi, 2018).

There has been some past literature on the significance, effects and impacts of the
railway infrastructure charges, such as access charges, on the industry. Ljungberg (2013)
studied the effects of increasing the level of Swedish rail infrastructure charges from an
average of SEK 600 million per year in 2009 to an average of SEK 1.3 billion per year
between the years 2010 and 2021. According to the findings of Ljungberg (2013), the
share of railway infrastructure costs of the total operating costs of rail transport providers
would rise from five per cent to 14 per cent, but the increase on the transport costs of key
goods would remain small (between 0.16% and 0.83%). Some shift of freight volumes,
primarily to road transport is likely, but all in all the increase would have little to no impact
on Sweden’s competitiveness and the rail transport industry (Ljungberg, 2013). Crozet &
Chassagne (2013) studied the significance of the rail access charges for High-Speed Rail in
France and whether the high levels of the charges constitute as a barrier to entry into the
market. The findings suggest that the high access charges are not an obstacle of entry for
new competition as long as supply and demand is taken into the account in the model
(Crozet & Chassagne, 2013). Despite the high access charges not being a barrier to entry
on some routes, governments should consider the charges carefully, because they may be

reducing traffic and diverting the traffic to other forms of travel such as air and road —
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especially in the case of High Speed Rail (Sanchez-Borras & Lopez-Pita, 2011; Sanchez-
Borras, Nash, Abrantes, & Lopez-Pita, 2010). All in all, the significance of the railway
infrastructure charges, such as access charges, seems to be quite low and operators in the
industry has taken these costs as a given.

However, there still are problems with the rail infrastructure pricing models.
According to Nash (2005), one of the biggest problems with railway infrastructure charges
in Europe for operators is the lack of uniformity and transparency in pricing. The wide
variety of pricing structures and the levels of charges may even be prohibitive for
international traffic involving transit in that particular country (Nash, 2005). This even
further supports the claim of Sanchez-Borras et al., (2010) that governments should
carefully consider the access charges carefully to avoid diverting traffic to other forms of
transport. These findings are very similar to the findings of Vega & Evers (2016) in the
context of road user charges, which in my view shows that transport policy implications
are not only limited to a single mode of transport. Ljungberg (2013) also supports this view
as, according to his study, the negative effects of the increased rail infrastructure charges in
Sweden would be complemented by an increase in the road charges as well. All the
different and especially competing transport modes should be considered when making
decisions on infrastructure or user charges and similar policy. According to Beria et al.
(2012), the future of railways will depend strongly on the behavior of other transport
modes, such as road, air and maritime. Part of the behavior of other transport modes is
dependent on how they are treated in their respective infrastructure policy and

infrastructure charges.

2.3 Fairway Dues

In the context of this thesis, we refer to Fairway Dues as taxes or fees that are charged by a
public authority or governmental institution on a vessel calling a port or the territory of a
certain state. Fairway dues are generally used to fund the maintenance and provision of
public goods in shipping, such as navigational aids and public shipping fairways. In the
European Union, Finland, Sweden and Estonia are the only countries that can be
categorized to charge some form of the Fairway Dues on vessels calling their ports
(Tervonen, 2015; Vierth & Merkel, 2020). Even in the few countries that charge a tax or a
fee that can be classified as a Fairway Due on vessels visiting their territory or ports, the
pricing principles for levying the dues differ country by country, and therefore the fairway

dues are not directly comparable (Ojala et al., 2020). In other parts of Europe and also in
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the United States, the “general® or “basic” port infrastructure, such as fairways,
navigational aids and access channels, is usually provided by the state free of user charges

by the means of general taxation (Baird, 2004; VanCeylon et al., 2020).

2.3.1 Finnish Fairway Dues

Since the 1920s, the Finnish State has taxed maritime shipping in the form of lighthouse
dues and winter navigation dues, which were the predecessor of the Fairway Due
(Linnakangas & Juanto, 2016). Since the 1980s, the lighthouse dues and winter navigation
dues have been combined into the Finnish Fairway due, which is charged by the Finnish
State with the purpose of financing costs associated with the maintenance and provision of
public fairways, navigational safety equipment, vessel traffic services and ice breaking
services (Linnakangas & Juanto, 2016; Sarkijarvi & Giordani, 2018). According to
Sarkijarvi & Giordani (2018), ice breaking costs account to approximately 60 per cent of
the total costs the fairway due has been designed to cover. However, even though the
Fairway due has been designed to cover the aforementioned costs, the Fairway due has not
been directly connected to the costs, especially since the implementation of the discounted
fairway due in 2015 after which the fairway due amounts to approximately 50% - 60% of
the costs it has been designed to cover. Therefore, the fairway due is essentially a tax and
not a due, charge or a fee. (Kuntze, Ojala, & Kauppi, 2019; Ojala et al., 2020; Sérkijarvi &
Giordani, 2018) The remaining yearly costs associated with maintenance and provision of
public fairways, navigational safety equipment, vessel traffic services and ice breaking that
are not covered by the yearly amount of fairway due collected is funded directly from the
state budget and covered through general taxation or state loans.

The Finnish fairway due is a significant and important part of the total costs in
Finnish shipping and logistics costs (Ojala et al., 2020). In terms of port dues and charges
which are directly levied on the vessel and/or it’s owners or operators in Finland, the
Finnish Fairway due generally constitutes to the largest part of the costs. The Finnish
Fairway due is levied on all commercial vessels that have a net tonnage of over 300 (cargo
vessels) or over 600 (passenger vessels) when a vessel arrives from abroad into Finnish
territorial waters or when a vessel arrives to a Finnish port from another Finnish port
(Vayldmaksulaki 1122/2005). For cargo- and passenger vessels, the Fairway due is
charged by multiplying the vessel’s net tonnage with the corresponding unit price, which
depends on the vessel’s ice class (see Table 1). For cruise vessels, high-speed craft and

vessels without their own propulsion machinery, the fairway due is only based on their net
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tonnage and the unit price is the same, regardless of the ice class of the vessel. The Act on
Fairway Dues also defines maximum amounts that can be charged for each call: For cargo
vessels, the maximum fairway due is 53,875€ per call, for passenger vessels, the maximum
fairway due is 16,215€ per call and for cruise vessels, the maximum fairway due is 22,250
€ per call. In addition to maximum amounts per call, the Act on Fairway Dues also defines
the maximum number of times the charge can be levied on a specific vessel in any given
calendar year. For cargo vessels, the Fairway due is charged a maximum of ten times in a
calendar year and for passenger vessels as well as high-speed craft, the fairway due is
payable for a maximum of 30 calls within a calendar year. According to the Act on
Fairway Dues, the fairway due levied on a vessel may also be reduced on various grounds,
such as load capacity utilization rate or collecting transit cargo for export from a Finnish

port (see Table 2).

Table 1: Unit Cost of the Finnish Fairway Dues (Véaylamaksulaki 1122/2005)

Ice class Cargo ship | Passenger | Cruise vessel | High-Speed | Vessel without

unit price Ship unit unit price craft unit own propulsion

(EUR) price (EUR) price machinery unit

(EUR) (EUR) price (EUR)

IA Super 0.470 0.625 0.911 5.381 2.107
IA 1.098 1.294 0911 5.381 2.107
IB, IC 2.578 2.358 0911 5.381 2.107
11, 111 4.381 4.169 0911 5.381 2.107
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Table 2: Grounds for the Reduced Fairway Dues (Viylamaksulaki 1122/2005)

Grounds Reduction

Calling a Finnish port solely for the purpose of repairs, assessing the
need of repairs, bunkering or similar compelling reasons without 100%

loading or unloading cargo or passengers

Compelling reasons that force the cargo to be re-shipped on smaller

vessels to other Finnish ports from the original port of call 7%

Load capacity utilization rate <15% 75%

Load capacity utilization rate >15% but <30% 50%

Collecting transit goods for export from a Finnish port 50%
Collecting/delivering cargo to a Finnish coastal port in connection to a 0%

voyage through the Saimaa Canal

In 2015, the Finnish Government decided to cut the Fairway due in half in order to
offset the increased logistics costs caused by the introduction of the EU Sulphur directive,
which required shipping companies to use more expensive low sulphur (max. 0.1%)
bunker when navigating in sulphur emission control areas (SECAs) such as the Baltic Sea
(Tervonen, 2017). An important point to note is that even though the sulphur regulation
increased relative fuel costs, the absolute fuel costs remained more or less on the same
level due to a significant price drop in bunker prices in 2015 (Solakivi, Laari, Kiiski, Toyli,
& Qjala, 2019). Originally, the reduction in Fairway Due costs was planned only for the
years 2015 — 2017, but the Government of Prime Minister Sipild decided to extend the
reduction to cover the year 2018 as well (Sarkijarvi & Giordani, 2018). In 2018, Prime
Minister Sipild’s government, citing ‘“competitiveness of the Finnish industry and
economic life” as well as predictability of the operational environment, extended the
reduction to cover the years 2019 — 2020 as well (Valtioneuvosto, 2018). In an effort to
support the Finnish industry during the worldwide COVID-19 pandemic, Prime Minister
Marin’s government proposed to waive the fairway due for the year 2020 altogether, but
after discussions decided to extend the reduction until the end of 2021 (Valtioneuvosto,
2020a, 2020b). Most recently, Prime Minister Marin’s government proposed the reduction
of the fairway dues to be extended for the years 2022 and 2023 as well (Valtioneuvosto,

2021), which would mean that the fairway due reduction would have been in force for
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almost a decade by the end of 2023. Essentially, after countless extensions, the reduction
of the fairway due has been in force for almost seven years at the time of writing this thesis
and the reduced rate has become the new normal in the current operational environment.
Stakeholders, such as Finnish manufacturing industries as well as large importers and
exporters generally anticipate the reduction to be extended and advocate heavily on the
complete removal of the Fairway Due and for the associated costs to be covered directly
from the state budget through general taxation (see e.g., Elinkeinoeldmén keskusliitto,
2017, 2020).

The Finnish Fairway Dues has not been studied or covered in academic literature,
however there are multiple studies and reports from Finnish governmental bodies and
institutions covering the Fairway Dues. In a future study on the Finnish shipping
environment in 2030 by Ojala et al. (2020), they concluded that the Finnish Fairway Dues
are more expensive in almost all vessel categories compared to other countries with a
similar system, such as Estonia, Sweden, Russia and Norway. The largest difference can be
seen in terms of cruise vessels, where the Swedish Fairway Dues are approximately 80 per
cent cheaper than the Finnish Fairway Dues and the Estonian Fairway Dues are
approximately 50 % - 60% cheaper than the Finnish Fairway Dues. This difference may be
prone to hurt Finland’s attractiveness as a cruise destination, as Fairway Dues account to a
large portion of the total port costs for international cruise lines calling Finnish ports.
Furthermore, when pilotage costs and harbor dues are taken into account in the
calculations, the costs are higher in Finland than any other reference country, which goes
to show that there is not much room for increasing the Fairway due in Finland (Ojala et al.,
2020). According to the study by Tervonen (2017) on the effects of the fairway due
reduction in Finland for the years 2015 — 2016, the pre-2015 fairway dues pose an
indicative increased ship operating cost ranging from approximately a couple of per cents
to a couple of per mils of the total vessel operating costs — this goes to show that the
Fairway Dues reduction has some significance in terms of the vessel operating costs and
the discounted fairway due is estimated to compensate approximately 11 per cent of the
price difference between the more expensive low sulphur (max. 0.1%) bunker and the

cheaper fuel oil.
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2.3.2 Swedish Fairway Dues

Sweden also has a system for fairway dues that is in parts similar to the Finnish Fairway
Dues, although the charging principles and pricing are different. Also, in addition to
fairway maintenance, navigational infrastructure and ice-braking, the Swedish Fairway
Dues are also used to fund pilotage services during years when the pilotage fees do not
cover the costs of providing pilotage services in Sweden (Lindé, Vierth, & Cullinane,
2019). The Swedish fairway due is based on four components: the standby fee, vessel-
based, cargo-based and passenger-based fees (Sjofartsverket, 2021). The vessel-based and
stand-by fees are based on the vessel net tonnage, whereas cargo-based fairway dues are
charged a unit price per tonne and passenger-based fairway dues are charged on a per
passenger basis. The regulation of fairway dues also offers possibilities for discounts for a
variety of reasons, such as discounts for regular traffic to remote areas, transit goods and
cruise vessels. The special characteristic of the Swedish Fairway Dues is that, whereas the
Finnish Fairway Dues are differentiated by the vessel’s ice class, the Swedish Fairway
Dues are differentiated according to environmental characteristics such as emissions: from
1998 — 2017, vessels were offered discounts on the fairway due according to their NOx
and SOx emissions (Lindé¢ et al., 2019). In 2018, the SMA overhauled the Swedish
Fairway Due by the initiative of the Swedish Government in order to provide large enough
incentives to ship owners and operators to shift towards cleaner and more environmentally
friendly solutions in their operations as well as to balance the budget of the SMA (Vierth
& Johansson, 2020). As a result the environmental differentiation was shifted to be based
on the Clean Shipping Index (CSI), which takes into account five different environmental
categories: 1) NOx emissions on Tier levels, 2) CO2 emissions on efficiency compared to
reference vessels, 3) SOx and PM emissions on the sulphur content in the fuel used or
exhaust gas treatment, 4) exceeding legal compliance in the handling of chemicals, and 5)
exceeding legal compliance in handling shipboard waste streams (Vierth & Johansson,
2020).

The effects of the environmentally differentiated Fairway dues have been studied in
past literature; however, the literature has mostly focused on the steering effect of the
environmental differentiation system. For example, Lind¢é et al. (2019) have studied the
impact and significance of the environmental differentiation in the Swedish system for
fairway dues which was in force from 1998 to 2018. In a newer study, Vierth & Johansson

(2020) evaluated the effects of the CSI-based environmental differentiation of the Swedish
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Fairway after two years of implementation. According to the studies, the incentives in the
1998 to 2018 model of the fairway dues were not sufficient to have a significant impact on
shipowners to make cleaner investment decisions (Lindé et al., 2019). For the CSI-based
model, Vierth & Johansson (2020) concluded that it was too early to say whether the new
system has a real steering impact, but it seems to be more suitable and offer better
incentives for shipowners which could steer them towards making more environmentally
friendly investment decisions. This goes to show that, in case governments want to use
user charges such as the fairway dues as a means of steering behavior of private entities,
the incentives or penalties need to be significant enough to be worth the hurdle for the ship

owners and operators.

2.3.3 Estonian Fairway Dues

As explained earlier in this thesis, in addition to Finland and Sweden, Estonia is the 3™
country in the European Union to charge fairway dues to vessels arriving in its ports or
roadsteads. The Estonian Fairway Dues are based on Chapter 11 of the Maritime Safety
Act and is used to fund public navigational infrastructure such as fairways, ice breaking,
and infrastructure installed on public waterways for the purpose of ensuring navigational
safety (Riigi Teataja, 2001). The charging principles of the Estonian Fairway Dues are
more similar to the Finnish Fairway Dues than the Swedish Fairway Dues. The Estonian
Fairway Dues are charged based on the gross tonnage and ice class of the vessel, they are
capped at 60 charges per calendar year for passenger vessels, 3 charges per calendar year
for cruise vessels and 10 charges per calendar year for cargo vessels. As a difference from
the Swedish and Finnish fairway dues, the Estonian fairway dues are somewhat connected
to the costs they are designed to cover: for example, in case a vessel visits a port that is not
covered by ice breaker service, only 70 per cent of the Estonian Fairway Dues are charged
and also, due to the fact that cruise vessels rarely, if ever, use ice breaker services, their
charge is capped at 3 charges per calendar year. The unit charges of the Estonian Fairway
Dues are also much lower than the unit prices of the Finnish Fairway Dues, even though
they are based on a different metric (gross tonnage), but when calculated for different

vessel types, they are also significantly lower.



Literature Review 26

2.4 Summary

Even though the fairway dues itself are a relatively unresearched phenomenon, there is a
lot of existing literature on infrastructure fees from different transportation industries,
namely maritime, air, road and rail transport industries. These fees are not directly
comparable with the unique system of Finnish fairway dues, but the existing literature
provides some ideas on the significance of these fees, if they affect the decision making of
the users of the infrastructure and what possible effects these charges have on the users of
the infrastructure.

According to the past literature covered in this literature review, the results are quite
mixed and depend highly on the industry. In some industries, there were contradicting
views even within the industry. In the maritime transport industry, there were studies that
argued that port costs and other similar infrastructure fees are not important to the ship
operators and do not affect their decision making (see e.g. Brooks, Schellinck, & Pallis,
2011; Malchow & Kanafani, 2004; Park & Min, 2014). On the other hand, other existing
literature suggested that the ship operators deem port charges to be an important aspect in
their consideration and decision making (see e.g. Chang et al., 2008; Ng et al., 2013).

In the air transport industry, the closest alternative to fairway dues and port costs are
airport landing fees and en-route charges. According to existing literature, the significance
of these costs seems to be higher than in the maritime transport industry. For example,
according to Wei (2006), airport landing fees may have a significant effect on the aircraft
selection of airlines.

In the road transport industry, a majority of the existing literature argues that
infrastructure fees such as HGV charges, despite huge expectations in terms of increased
efficiency and steering effects towards modal shift, do not really have a large impact on the
industry except in terms of increased costs.

In the rail transport industry, the situation is similar. The infrastructure charges do
not really have a significant effect on the operators in the industry and many of the
industry actors take the cost as a given. Even in the case of more than doubling the
infrastructure fees, only very limited modal shift could be seen and the effects of the

increase remained fairly marginal (Ljungberg, 2013).
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All in all, most of the existing literature on infrastructure fees from different
transportation industries argues that despite being an important factor affecting the users of
the infrastructure, their effects are often shadowed off by more important matters and their
actual effect becomes quite marginal. This view is quite contradictory to the current public
discussion on the Finnish fairway dues, where many argue that the Finnish fairway dues
are one of the most important factors negatively affecting the Finnish maritime supply

chain, if not the most important.
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3 Methodology

This chapter discusses the research approach and methodology chosen to conduct the
research in this thesis. The methodology chapter is divided into three parts: the first part
discusses the research approach taken and the research questions chosen, the second part
discusses the methods used for data collection and the third part discusses the methods

used for the analysis of the collected empirical data.

3.1 Research Approach

Representatives of Finnish industry, importers and exporters, ports and other stakeholders
have been strongly advocating for the complete removal of the Finnish Fairway Dues
system and covering of the related expenses directly from the state budget. In the Finnish
maritime and shipping community, the Fairway Dues have been a strong subject in
different statements throughout the years and judging from them, all stakeholders with the
sole exception of the Finnish Shipowners’ Association seem to be in favor of the complete
removal of the Finnish Fairway Dues system. Even though the subject of the Fairway Dues
has been largely visible in the industry - and public discussion, in terms of academic
research, the phenomenon is strongly unresearched. As mentioned in part 2.3.1, there is
very limited and close to no academic research on the Finnish Fairway Dues and therefore
this thesis aims to contribute to the research gap identified.

The Finnish Fairway Dues affect and have implications on many different
stakeholders and the phenomenon can be researched from multiple different points of
view. The Fairway Dues affect businesses involved in maritime transport and therefore
almost all Finnish businesses involved in foreign trade. Due to the Fairway Dues being a
tax, it has political aspects and implications for the national economy and Finland’s
national competitiveness. One might argue that it even influences on the average Finnish
consumer in terms of being a contributing factor in the Finnish total logistics costs which
eventually affect consumer prices. Due to the vast number of different perspectives and
possible research approaches, limiting the scope of research is crucial to make sure that the
research is feasible to be conducted in the form of a master’s thesis. In the context of this
thesis, the scope was narrowed to only researching the significance of the Finnish fairway
dues and implications of it’s possible removal on two actors: ship operators and Finnish
ports. Political perspectives and implications for the Finnish national economy are

purposely left outside the scope of this thesis.
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The goal of this thesis is to explore the relatively unresearched subject of Finnish
Fairway Dues and in particular their effects on ship owners calling Finnish ports and the
Finnish ports themselves. The thesis aims to study the significance of the Finnish Fairway
Dues on the stakeholders and evaluate what potential effects the strongly advocated
complete removal of the Finnish Fairway Dues would have on ship operators calling

Finland and the Finnish ports themselves.

This thesis intends to answer the following two research questions:

1. What is the significance of the Finnish Fairway Dues on ship operators and
Finnish ports?
2. What are the implications of removing the Finnish Fairway Dues on ship

operators and Finnish ports?

In terms of significance, the goal of the thesis is to study whether the Finnish Fairway
Dues system has any effects on the operations of ship operators and Finnish Ports, if they
take it into account in decision making and what is the approximate proportion of total port
charges constituted by the Finnish Fairway Dues in different Finnish Ports and for different
vessel types and — sizes.

Regarding the second research question, in the context of this thesis, the decision
was made to define the removal of the Finnish Fairway Dues as it is most often advocated:
the Finnish Government refrains from charging Fairway Dues from vessels calling Finnish
ports or territorial waters completely and the costs that the Finnish Fairway Dues are
designed to cover, such as fairway maintenance and ice breaking are directly covered from
the state budget. Essentially, the funding will be covered through the means of general
taxation and taken from the pockets of every Finnish taxpayer. The thesis aims to research
what the actual implications for ship operators or Finnish ports would be in this situation —
or would there even be any?

Due to the Finnish Fairway Dues being a relatively unresearched topic in academic
research, the main methodology approach chosen was qualitative. Traditionally, a majority
of the research conducted in Operations- or supply chain management is done by using
quantitative methods, especially surveys (Néslund, 2002). However, other methods are
needed as well. Qualitative methods, such as case or field studies are among the best

methods of studying a poorly understood, unresearched or emerging phenomena and topics
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(Boyer & Swink, 2008). The main qualitative method used in this thesis are semi-
structured interviews, which are covered more in depth in the next part.

According to Boyer & Swink (2008), multiple approaches and methods are essential
in conducting holistic research of different phenomena in operations and supply chain
management. Therefore, in addition to qualitative methods, this thesis uses scenario
calculations as a complementing quantitative method. The main purpose of the calculations
is to provide background justifications for the findings from the qualitative data. Regarding
the significance of the Fairway dues, the calculations are used to demonstrate the
proportion of the Finnish Fairway Dues in the context of total port charges charged to
different vessel types and vessel sizes when calling different Finnish ports. The “total port
charges” were selected to include compulsory charges which are levied on vessels calling
Finnish ports: fairway dues, waste fees, harbor dues and for passenger as well as cruise
vessels, passenger dues. In addition to the compulsory port charges, the total port charges
were seen to include pilotage charges as well as mooring and unmooring charges. Even
though some ship operators may have pilotage exemption certificates for their vessels,
pilotage was still included in the calculations as most vessels calling Finnish ports use
pilotage services. Cargo dues charged by the ports were not considered a part of the total
port costs, because they are usually paid directly by the cargo owner or shipper and very
rarely by the ship operator directly. Also, for the sake of simplicity, cargo handling charges
were left out from the scope of analysis, as the payer of these costs differs from segment to
segment and contract to contract. Also, for passenger vessels these charges do not exist for
obvious reasons. These decisions were made to make the port charges data as comparable

as possible across different segments and industries.
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3.2 Data Collection

According to Néaslund (2002), the nature of the research and the research question should
guide the selection of the main research methodology. As mentioned before, due to the
topic of Finnish Fairway Dues being a relatively unresearched matter in an academic
setting, the decision was made to use qualitative methods — or in other words, interviews as
the main data collection method for the purpose of this thesis. As the aim of the thesis is to
study the significance of the Finnish Fairway Dues and the implications of their possible
removal on ship operators and Finnish ports, the interviews were focused on these
stakeholders. Senior management most familiar with the matter of different ship operators
from the main segments that visit Finland regularly: containership-, dry bulk, liquid bulk
and project cargo were interviewed. Originally, the aim was to interview a representative
of the Roll-on/Roll-off (RoRo) or Roll-on/Roll-off passenger (RoPax) segment as well, but
unfortunately representatives from the RoPax sector did not answer to interview requests,
so they had to be left out. In addition to ship operators from different segments, a
representative of the senior management of a well-known Finnish Ship Agency was also
interviewed. The main objective of interviewing the Agency was to gain an understanding
on the position of the international cruise industry on the Finnish Fairway Dues system, as
generally they do not have their own operations in Finland and work with an Agency for
local matters. In addition to the international cruise industry, the Agency interview
provided valuable information on the views of non-Finnish ship operators on the system of
Finnish Fairway Dues. Furthermore, a representative of a major Finnish port was
interviewed to gain an understanding of the position of the Finnish port sector on the topic
of Fairway Dues and the system’s possible removal.

The interviews were conducted as semi-structured interviews. Semi-structured
interviews are especially useful in research approaches which aim to study ‘“uncharted
territory with unknown but potential momentous issues and your interviewers need
maximum latitude to spot useful leads and pursue them” (Adams, 2015). Furthermore,
semi-structured interviews provide flexibility for the interviewer to be able to modify the
questions during the interviews and pursue themes that arise during the interviews
(Saunders, Lewis, & Thornhill, 2015). As the research in this thesis is an exploratory
study, the flexibility provided by the semi-structured interviews were key to retrieving

usable data for answering the research questions.
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An interview guide was drafted before the interviews, which formed the basis of the
interview, but both the interviewer and the interviewee could ask follow-up or clarifying
questions. Prior to conducting the interviews, the interview guide was tested on fellow
students and graduates, to make sure that the interview guide was suitable and easily
understandable for the purpose of the thesis. According to Saunders et al. (2015), semi-
structured interviews are the most suitable for situations, where the interviewer needs to be
able to “probe” into the answers of the interviewees and ask follow-up questions.
Therefore, the questions and topics outlined in the interview guide were designed to be
very open-ended and it was essential to be able to pursue the answers through follow up
questions, especially why? and how?-questions. This allowed for studying the
interviewees’ specific areas of expertise or the main themes that arose during the interview
more in depth. The questions and topics in the interview guide were roughly divided into
three sections: Background, The Current Fairway Dues system and its pitfalls/benefits, and
finally, the possible removal of the Finnish Fairway Dues and it’s possible implications on
the sector that the interviewees represented. The interview guide can be seen in Appendix
A.

Due to the COVID-19 pandemic, all interviews were conducted one interviewee at a
time using online meeting tools such as Microsoft Teams and Zoom. The interviews were
recorded using the online meeting tool and transcribed. The method for transcribing will be
explained more in depth in chapter 3.3. The answers of each interviewee were considered
to represent the views of a representative in their particular segment or industry and not the
views of their particular company or their person. This approach was taken on purpose —
the aim of this was to accomplish as honest and real answers as possible and especially the
goal was to gain a more in-depth insight on the topic, one that would differ or add to the
public statements given to legislators or at other forums. According to Adams (2015), the
maximum recommended length of a semi-structured interview is around one hour, in order
to avoid fatigue of both the interviewer and the interviewee. Therefore, each meeting with
the industry experts was designed to last approximately 45 minutes, of which 30 minutes
consisted of the actual recorded interview.

For the quantitative scenario calculations, three sets of data were used: Act on
Fairway Dues, the price lists of three major Finnish ports and the vessel database of the
Finnish port traffic information system Portnet, which is maintained by the Finnish
Transport and Communications Agency as well as the Finnish Customs. The Act on

Fairway Dues is publicly available on the internet at the Finlex service, along with other
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Finnish legislation. The price lists and tariffs of Finnish ports are publicly available on
their websites and the price lists contain the calculation methods as well as the general
terms for charging the different port charges. Most of the port charges in Finland are based
on particulars indicating the vessels size, usually the basis of the charges is the net tonnage
of the vessel. The Finnish Fairway Dues are also based on the vessel’s net tonnage as well
as ice class. Furthermore, the amount of Fairway Dues levied on the vessel is also
dependent on the type of vessel. Therefore, it was necessary to extract these vessel
particulars from a reliable source, which in this case was the vessel database of the Finnish
port traffic information system Portnet. Portnet’s vessel database was seen as the most
reliable source of ice class and vessel particular information, as the Finnish Customs use
the details recorded in this database in drafting Fairway Dues decisions and levying the
Fairway Dues on vessels calling Finland.

With the assistance of Traficom, the following details were extracted as a Microsoft
Excel for all vessels recorded in the Portnet vessel database: Name of the vessel, callsign,
IMO number, Gross tonnage, net tonnage, deadweight, ice class, vessel type, nationality,
build year, length overall, measure length and beam. The data extracted was mainly ready
to be used in the calculations, however the ice class was recorded in numbers ranging from
one to seven, with one being IA Super and seven being unknown. Therefore, Traficom’s
documentation was used to convert the ice class coding to actual ice classes, which made

the data set fully fit for analysis.
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3.3 Data Analysis

After conducting the interviews with the different interviewees, the interviews were
transcribed using software and later the text was proofread and cleaned up manually to be
fit for analysis. All the words said were recorded in the transcript but emotions such as
laughter and the way the interviewees produced their answers were left out from the
transcript as they were not deemed relevant for the purpose of the research as the research
is focused on studying the content and what was said during the interviews. Furthermore,
all filler words and multiple repetitions of words such as “the the the” were removed as
they were not seen relevant for the purpose of the thesis. Also, as the interviewees were
only interviewed as representatives of their particular segment or industry, all recognizable
parts of the transcript such as names or company names were taken out or anonymized and
changed to a form that only generally reflects the segment or industry the interviewees
represented. After transcribing, relevant parts of the transcripts were coded for further
analysis of patterns and themes. Mainly the answers from the interviewees were coded and
the interview questions were not used for spotting themes or patterns in the interview
transcripts.

The main data analysis approach chosen for the qualitative data was thematic
analysis. Due to the relatively unresearched nature of the Finnish Fairway Dues, an
inductive or exploratory approach was chosen, and the themes were derived directly from
the data. According to Saunders et al. (2015), the inductive approach provides flexibility to
the researcher as the themes can be explored according to the research interest, but they do
not have to be based on existing theory, which makes this approach suitable for
unresearched topics and also allows for the modification of the research questions
according to themes derived from the data, if needed.

The quantitative data was analyzed using the Microsoft Excel-software. Formulas for
calculating the different port charges were retrieved from the price lists of the ports and
Finnpilot and constructed into an excel spreadsheet. From Portnet vessel database, 15
different vessels were chosen to be used in the calculations. To gain a thorough picture of
the proportion of the Finnish Fairway Dues on different segments, vessels of different sizes
and different vessel types were chosen. The vessel types selected were tanker, dry bulk
carrier, container vessel, RoRo-vessel, RoPax-vessel and cruise vessel. Of the tanker, dry
bulk carrier and container vessel, the vessels chosen were divided into three different

categories according to their size: small, medium and large. For cruise vessels, the vessels
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were divided into four different size categories: small, medium, large and very large. For
RoRo and RoPax, only one vessel was chosen as most of the RoRo and RoPax vessels
calling Finland on a regular basis are roughly of the same size. All the example vessels are
of ice class IA, with the exception of cruise vessels; cruise vessels do not usually have an
ice class notation and even if they do, the Fairway Dues for cruise vessels are not
differentiated according to the ice class but the unit charge of the Fairway Dues is the same
for all cruise vessels. The ice class IA was chosen for the purpose of the calculations
because it is the most common ice class among vessels calling Finnish Ports. According to
Ojala et al. (2020), more than 40 % of total port calls are made using a vessel with the ice
class IA notation. Furthermore, to make the results more comparable, it is better to use as
many of the same variables as possible. The vessels chosen as well as their particulars, can
be seen in the table 3.

Using the calculation formulas retrieved from port price lists, pilotage price lists and
the Act on Fairway Dues, the total compulsory port charges were calculated for each
vessel. These charges included the following costs: Harbor dues, Waste fees, Pilotage,
Mooring&unmooring fees, passenger dues (only for passenger&cruise vessels) and
Fairway Dues. After calculating the total port charges, the proportion of fairway dues of
the total port charges was calculated. Then, the total amount of port charges were
presented in three different scenarios: using the current Fairway Dues system, where the
Fairway Dues are reduced by roughly 50%, using the pre-2015 Fairway Dues and a
scenario, where the Fairway Dues do not exist at all. The scenarios that used the current
system and the pre-2015 system are designed to showcase the significance of the fairway
dues in the context of total port costs in recent years. The scenario where the fairway dues
do not exist at all is used to showcase the direct cost reduction on ship operators should the
Finnish fairway dues be removed. In all the scenarios, other costs were expected to stay
the same regardless of the level of the Fairway Dues. The results of these calculations will

be presented in chapter 4.
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Table 3: Vessels and particulars used for calculations

. Net Gross Ice Deadweloght /
Size Vessel Carrying
Tonnage | Tonnage | Class .
capacity
Small | L¢Dumont 2996 9988 | N/A 184 pax
D'Urville P
Medium | Europa (Hapag | g, 28890 | N/A 400 pax
Cruise Lloyd)
Large Marina 29151 66084 | N/A 1250 pax
very Norweglan | 3,549 | 145655 | N/A 3963 pax
Large Breakaway
Small Delfin 1587 2780 1A 3792 dwt
Dry Bulk | Medium Viikki 7658 19955 IA 25600 dwt
Large Arkadia 18358 33958 IA 56372 dwt
Small | oM AugUSUS | 595 4859 | 1A 6870 dwt
Essberger
Tanker | \edium Evinco 6521 13769 | IA 19999 dwt
Large Breiviken 35364 62172 IA 112504 dwt
RoRo/ RoRo Finnpulp 7720 25732 IA 23239 lm/
RoPax | RoPax Finlandia 13790 | 36365 | IA pax
1900 Im
Small Coma\l}}g Ships | 4700 | 9902 | 1A 832 TEU
Container | Medium Voronezh 8648 16803 1A 1730 TEU
Large Vayenga 16923 | 34882 | IA 3600 TEU
Maersk
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4 Analysis and Findings

This section presents and discusses the findings from the data, both the interviews and the
quantitative calculations. The chapter is divided into 2 main sections according to the
research questions and under each section, the main themes that rose during the interviews

with industry experts are covered.

4.1 Significance of the Finnish Fairway Dues

This section explores the significance of the Finnish Fairway Dues to Finnish ports and
ship operators from four different perspectives: cost perspective, its effect on ship
operators, its effect on ports and its effect on the competitive landscape in Finland and the

Baltic Sea.

411 Costs

According to data gathered from the calculations, the Finnish Fairway Dues account for a
very significant proportion of total port charges in Finland. The proportion of the Finnish
Fairway Dues of the port costs for three different major Finnish Ports, namely Ports of
Helsinki, Rauma and HaminaKotka are presented in tables four, five and six. As can be
seen from the tables, the port call costs are fairly similar in most major Finnish ports, with
a few exceptions, which are mostly explained by the fact that the ports do have little if any
traffic of a certain vessel type and therefore their tariffs and price lists have not been
designed with the certain vessel type in mind or they may lack a different unit cost for a
certain vessel type completely. Depending on the vessel type and size, the proportion of
the Fairway Dues vary from 18 per cent to 63 per cent of the total port call costs. The
lowest proportion is paid by very large cruise vessels in the Ports of Rauma and
HaminaKotka whereas for large cargo vessels the Fairway Dues account to the most
significant proportion compared of the total port call costs. The small proportion of the
Fairway Dues compared to port charges for very large cruise vessels in the Port of Rauma
and HaminaKotka are an anomaly, which is caused by the fact that the harbor dues in these
two ports do not have a maximum amount built into the price list which leads to absurd
harbor dues for very large cruise vessels, due to them having a huge net tonnage compared
to cargo vessels of a similar size. If a very large cruise vessel would call one of these ports,
the ports are very likely to introduce caps to attract more cruise traffic and avoid absurdly

high harbor dues.
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If we do not take the Very Large cruise vessels into account, the Fairway Dues
usually account to approximately 30 to 60 per cent of the port call costs depending on
vessel type and size. This is a very significant amount and bearing in mind that the
calculations were made using ice class IA for determining the Fairway Dues, the
proportion can be significantly higher for lower ice classes. As can be seen from Table 1,
the unit cost for cargo vessels with ice class 2 or no ice class is more than four times the
amount of the unit cost levied on vessels with ice class 1A. Furthermore, all of the port
charges have been calculated directly from the tariff — ports may have promotions in place
for certain types of vessels such as cruise vessels, that do not correspond in the public price
lists. In case of reduced port charges, the significance and proportion of the Fairway Dues
will naturally increase.

As the Fairway Dues are capped at 10 times per calendar year for cargo vessels and
30 times per calendar year for passenger vessels, the significance and proportion of the
Fairway Dues will start reducing after paying the maximum amount of Fairway Dues for
the calendar year. Therefore, the Fairway Dues can be seen to be much more significant for
spot traffic calling Finland only seldomly when compared to regular liner traffic vessels
visiting Finland multiple times per month or even multiple times per day. The views of the
interviewees supported this.

For example, according to the representative of the dry bulk operator segment, whose
vessels mainly operate in the Baltic Sea and North Sea areas, the Fairway Dues are a
financial burden at the start of the year, but once they have been paid off, the impact is

quite limited:

“It's a burden in the first quarter in the year when you have to pay off the fairway
dues during the winter or at least within the first six months we usually have paid off the
fairway dues but it has an impact --- But you are talking about an operator regularly
calling Finland, paying off the fairway dues. I would say it's rather limited, the impact (of
the Fairway Dues).”

“They are remarkable, but they are limited due to our pretty small and compact area
of operation, so we are usually with the same vessel calling Finnish ports 30 to 40 times

per year. So then we are let's say fairway due free for at least half of the year perhaps.”
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The representative of the container line and the dry bulk segment, whose vessels also call
Finland on a very regular basis, sometimes even multiple times per week, advised that the

Fairway Dues itself have quite a minor impact on cost:

“So in general if I take the fairway dues itself, it represents some 10 or 15% of the
vessel’s so called system or operational costs. So the biggest cost element of course is the
charter cost and then comes the bunker. So the fairway dues itself has a quite minor impact

on cost.”’ — Representative of the Container Segment (2021)

However, for vessels without ice class and that are calling Finland only seldomly, the
Finnish Fairway Dues can be a very significant part of the costs paid during the port visit.
As highlighted in the tables, for vessels with ice class 1A, the proportion of the Fairway
Dues can range from anywhere between 18 per cent and 63 per cent, but for vessels
without an ice class paying the maximum amount of Fairway Dues, the Fairway Dues itself
can be as much as double the amount than all of the other port costs combined. The

representative of the liquid bulk segment highlighted this very well in the interview:

“They are quite significant. [ mean for example on a MR size or about 50,000 tons
deadweight, MR size ship calling Finland, I think the Disbursement account apart from the
fairway dues is in the neighborhood of maybe 25 (000) or 330,000 and the fairway dues

can then be almost $60,000. So it is quite significant indeed.”

As seen from the answers of the interviewees, the significance and the proportion of
the Fairway Dues will decrease with volume in certain vessel types. However, cruise
vessels are an exception. They do not have the same privilege as cargo vessels or
passenger vessels — their Fairway Dues are not capped to a specified number of calls per
calendar year, but instead they will pay the fairway dues every time they call a Finnish port
— be it 10, 30 or 100 times per year. The charges they must pay when calling a port in
Finland will stay the same throughout the year and year over year — volume discount may
only be provided by their suppliers such as the ports themselves, but as the proportion of
the Fairway Dues remain so high, the impact and incentive is quite limited and not really
workable in attracting more cruise traffic to Finland.

In addition to the fact that the significance of the Fairway Dues varies between vessel

ice classes, volumes, types and sizes, there are also differences within segments. As the
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Fairway Dues are levied on the vessel according to its size (net tonnage) and ice class,
without any regard to the goods being transported, the significance can vary even for the
same vessel. The lower value the goods transported and the lower the freight rates are, the
more significant the Finnish Fairway Dues are as a cost. According to the representative of

the Finnish Port segment (2021):

“We have a lot of low value dry bulk moving through our ports and for these cargoes
the Fairway Dues are very significant. Then, if we think about ship operators transporting
roro cargoes and containers, the significance of the Fairway Dues will reduce by multiple
different ways. For example, the value of the goods is much higher (in roro and container
traffic) and then we have the limit of 10 Fairway Dues per calendar year, which all the
liner vessels will accomplish. And most bulk operators are unable to take advantage of the
capped fairway dues as they are in spot traffic. The same (no cap on Fairway Dues) goes
for cruise traffic. What I'm trying to say is that there is a variability (in terms of the

significance of the Fairway Dues) even within the shipping industry.”

Table 4: Port Costs and the proportion of Fairway Dues in the Port of Helsinki 2021

Fairway
Segment Size Vessel Fairway Dues Total Dues %
Small Le Dumont D'Urville 2729,36 € 7 663,81 € 36 %
Medium | Europa (Hapag Lloyd) 8 385,76 € 17 222,31 € 49 %
Cruise Large Marina 22 250,00 € 42 229,96 € 53%
Very
Large Norwegian Breakaway | 22 250,00 € 55499,18 € 40 %
Small Delfin 1742,53 € 5 656,35 € 31%
Dry Bulk Medium Viikki 8 408,48 € 15994,09 € 53%
Large Arkadia 20157,08 € 33947,84 € 59 %
John Augustus
Small Essberger 251991 € 6776,99 € 37 %
Tanker Iy edium Evinco 7 160,06 € 14137,93 € 51%
Large Breiviken 38 829,67 € 61 686,07 € 63 %
RoRo/RoPax RoRo Finnpulp 8 476,56 € 16 095,30 € 53%
RoPax Finlandia 16 215,00 € 38334,51€ 42 %
Small Containerships VII 5259,42 € 11 080,08 € 47 %
Container | Medium Voronezh 9 495,50 € 17 610,26 € 54 %
Large Vayenga Maersk 18 581,45 € 31605,20 € 59 %
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Table 5: Port Costs and the proportion of Fairway Dues in the Port of Rauma 2021

Fairway Fairway

Segment Size Vessel Dues Total Dues %
Small Le Dumont D'Urville 2729,36 € 6 848,66 € 40 %
Cruise Medium Europa (Hapag Lloyd) | 8 385,76 € 16 329,15 € 51%
Large Marina 22 250,00 € 40 609,75 € 55 %
Very Large | Norwegian Breakaway | 22 250,00 € 93677,80 € 24 %
Small Delfin 1742,53 € 5480,22 € 32%
Dry Bulk Medium Viikki 8 408,48 € 17 723,00 € 47 %
Large Arkadia 20 157,08 € 37 982,60 € 53%

John Augustus

Small Essberger 2519,91 € 6937,36 € 36 %
Tanker Medium Evinco 7160,06€ | 15621,83¢€ 46 %
Large Breiviken 38 829,67 € 70353,69 € 55%
RoRo/RoPax RoRo Finnpulp 8 476,56 € 17 837,58 € 48 %
RoPax Finlandia 16 215,00 € 30614,52 € 53%
Small Containerships VIII 5259,42 € 11916,68 € 44 %
Container Medium Voronezh 9 495,50 € 19552,52 € 49 %
Large Vayenga Maersk 18 581,45 € 35330,72 € 53 %

Table 6:Port Costs and the proportion of Fairway Dues in the Port of HaminaKotka 2021

Fairway Fairway

Segment Size Vessel Dues Total Dues %
Small Le Dumont D'Urville 2729,36 € 9414,32 € 29%
Cruise Medium Europa (Hapag Lloyd) | 8 385,76 € 21309,66 € 39%
Large Marina 22 250,00 € 50112,58 € 44 %
Very Large | Norwegian Breakaway | 22 250,00€ | 122367,42€ 18 %
Small Delfin 1742,53 € 6 823,61 € 26 %
Dry Bulk Medium Viikki 8 408,48 € 19 336,56 € 43 %
Large Arkadia 20 157,08 € 38467,72 € 52 %

John Augustus

Small Essberger 2519,91 € 8304,11 € 30 %
Tanker Medium Evinco 7160,06€ | 17224,02¢€ 42 %
Large Breiviken 38 829,67 € 68 715,79 € 57 %
RoRo/RoPax RoRo Finnpulp 8 476,56 € 19451,76 € 44 %
RoPax Finlandia 16 215,00 € 34276,92 € 47 %
Small Containerships VIII 5259,42 € 13481,82 € 39%
Container Medium Voronezh 9 495,50 € 21 296,34 € 45 %
Large Vayenga Maersk 18 581,45 € 36 059,79 € 52%
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Even with the current reduction of the Fairway Dues, which has cut the amount of
the Fairway Dues almost in half, the proportion of the Fairway Dues of Port Costs is quite
significant. However, with the pre-2015 unit prices of the Fairway Dues, the proportion is
even more significant, ranging anywhere from 30 per cent to almost 80 per cent of the total
port costs, as presented in tables seven, eight and nine. The port charges have stayed on a
relatively similar level before and after 2015, which allows to showcase how the situation
was before the decision to temporarily reduce the Fairway Dues from the start of 2015
onwards. Furthermore, tables seven, eight and nine present what would happen if the
reduction would not be extended after 31.12.2021, when the temporary reduction is
currently set to expire. Such a sudden rise in shipping costs could have unprecedented

effects in the market.

Table 7:Port Costs and the proportion of pre-2015 Fairway Dues in the Port of Helsinki

2021

Fairway Fairway

Segment Size Vessel Dues Total Port Costs Dues %
Small Le Dumont D'Urville 3130,82 € 8 065,27 € 39%
Cruise Medium Europa (Hapag Lloyd) | 9619,23 € 18 455,78 € 52 %
Large Marina 30462,80 € 50442,75 € 60 %
Very Large | Norwegian Breakaway | 44 450,00 € 77 699,18 € 57 %
Small Delfin 3791,34 € 7 705,16 € 49 %
Dry Bulk Medium Viikki 18 294,96 € 25 880,56 € 71%
Large Arkadia 43 857,26 € 57 648,01 € 76 %

John Augustus

Small Essberger 5482,76 € 9739,83 € 56 %
Tanker Medium Evinco 15578,67€ | 22556,54 € 69 %
Large Breiviken 84 484,60 € 107 341,00 € 79 %
RoRo/RoPax RoRo Finnpulp 18 443,08 € 26 061,82 € 71 %
RoPax Finlandia 16 215,00 € 38334,51 € 42 %
Small Containerships VIII 11443,31€ 17 263,97 € 66 %
Container Medium Voronezh 20 660,07 € 28 774,83 € 72 %
Large Vayenga Maersk 40429,05 € 53452,79 € 76 %
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Table 8:Port Costs and the proportion of pre-2015 Fairway Dues in the Port of Rauma

2021
Fairway Fairway
Segment Size Vessel Dues Total Port Costs Dues %
Small Le Dumont D'Urville 3130,82 € 7 250,12 € 43 %
Cruise Medium Europa (Hapag Lloyd) | 9619,23 € 17 562,62 € 55 %
Large Marina 30462,80 € 48 822,54 € 62 %
Very Large | Norwegian Breakaway | 44 450,00 € 115877,80 € 38%
Small Delfin 3791,34 € 7 529,03 € 50 %
Dry Bulk Medium Viikki 18 294,96 € 27 609,48 € 66 %
Large Arkadia 43 857,26 € 61 682,78 € 71%
John Augustus
Small Essberger 5482,76 € 9900,21 € 55 %
Tanker Medium Evinco 15578,67€ | 24040,44 € 65 %
Large Breiviken 84 484,60 € 116 008,62 € 73 %
RoRo/RoPax RoRo Finnpulp 18 443,08 € 27 804,10 € 66 %
RoPax Finlandia 16 215,00 € 30614,52 € 53 %
Small Containerships VIII 11443,31€ 18 100,57 € 63 %
Container Medium Voronezh 20 660,07 € 30717,09 € 67 %
Large Vayenga Maersk 40429,05 € 57 178,32 € 71%

Table 9:Port Costs and the proportion of pre-2015 Fairway Dues in the Port of

HaminaKotka 2021
Fairway Fairway
Segment Size Vessel Dues Total Port Costs Dues %
Small Le Dumont D'Urville 3130,82 € 9 815,78 € 32%
Cruise Medium Europa (Hapag Lloyd) | 9619,23 € 22 543,13 € 43 %
Large Marina 30462,80 € 58 325,38 € 52 %
Very Large | Norwegian Breakaway | 44 450,00 € 144 567,42 € 31%
Small Delfin 3791,34 € 8872,42 € 43 %
Dry Bulk Medium Viikki 18 294,96 € 29223,04 € 63 %
Large Arkadia 43 857,26 € 62 167,90 € 71 %
John Augustus
Small Essberger 5482,76 € 11 266,96 € 49 %
Tanker Medium Evinco 15578,67€ | 25642,63€ 61%
Large Breiviken 84 484,60€ | 114 370,72 € 74 %
RoRo/RoPax RoRo Finnpulp 18 443,08 € 29418,28 € 63 %
RoPax Finlandia 16 215,00 € 34 276,92 € 47 %
Small Containerships VII 11443,31€ 19 665,71 € 58 %
Container Medium Voronezh 20 660,07 € 32460,91 € 64 %
Large Vayenga Maersk 40 429,05 € 57 907,39 € 70 %
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Many interviewees mentioned that the significance of the Fairway Dues as a cost is
not nearly as important now than it was before the reduction in 2015 or before the overhaul
of the system in 2005. Especially in the interview with the representative of the ship
agency, this matter was discussed thoroughly. According to the representative of the ship
agency segment (2021), the Fairway Dues in the early 2000s were so high, that they
regularly accounted to anywhere between 80 and 90 per cent of the total port call costs.
They were also significantly higher than the Fairway Dues in other surrounding countries,
that it was prone to hurt the Finnish economy, and everyone involved in the Finnish
shipping ecosystem at the time. The cost had the most significant effect on the cruise lines

and cruise vessels calling Finland:

“Fairway dues at that time was very, very high. You could manage to get 85%
reduction, if you are not leaving or taking any passenger, just going through. But anyway,
it was based on the net register tonnage and otherwise same as the cargo vessels. So, it
was still despite this 85% deduction, it was still much higher than the fairway dues in our
neighboring countries. They were comparing with Estonia and comparing with Sweden

and of course another Baltic states as well.”

4.1.2 Effect on Ports

The Finnish Fairway Dues have always been a topic to discuss within Finnish Ports and
Finnish ports have been one of the most vocal parties in advocating for the complete
removal of the Finnish Fairway Dues even though the Fairway Dues are not a direct cost
for the ports but a cost that is paid by their clients: the ships calling their ports. However,
even though the ports themselves are not paying the cost, it still very much has
significance for them and multiple effects as well as implications on how they can and will
operate.

According to the industry experts interviewed, the main effect that the Fairway Dues
have on Finnish ports is that it decreases their volumes by raising the costs associated with
calling a port in Finland. Obviously, between Finnish ports, the Fairway Dues are the same
in each port, but in situations where Finnish ports may need to compete with ports in other
nearby countries, the Fairway Dues decrease their competitiveness by a lot. Mainly this is
the case with transit cargoes, usually Russian transit. Transit cargoes are cargoes from

another country of origin, in the case of Finland usually Russian, which is shipped to
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Finland using trains, road or other transport modes and then loaded on a vessel and shipped
out to the world in Finland. Especially the agency representative and the representative of
the Finnish port authority sector brought this matter up in the interviews multiple times as

one of the main negative effects of the Finnish Fairway Dues:

“It (Fairway Dues) can actually harm transit cargoes via Finnish ports. And then
we're talking of course of Russian transit. There you are of course competing with

’

Estonian ports.” — Representative of the Agency sector (2021)

“It (Fairway Dues) is very exceptional in international comparison. Its effect comes
through the world trade into our volumes and therefore decreases our competitiveness
because other countries do not have a similar system. It decreases the competitiveness of
Finland and through that our volumes. Especially in transit traffic, it is really hurting the
competitiveness, because we are competing with Russia and Baltic ports and these

countries do not charge Fairway Dues” — Representative of a Finnish Port (2021)

There are other factors affecting the growth of transit cargoes through Finland and
the Baltic States, such as politics and geographical reasons, but according to the
representative of the Finnish port segment, Finland is by far the smallest transit country for
Russian cargoes and the main reason for this is that the costs of shipping the cargo out
from Finland are significantly higher than from the Baltic States. And all the interviewees
that discussed transit cargoes agreed that the main reason for the higher costs are the

Finnish Fairway Dues.

“There has been a lot of transit cargoes moving through the Baltic States in recent
yvears due to political reasons. But Finland is still by far the smallest transit country of
transit cargoes — even though Finland’s population and size roughly equals all of the
Baltic countries combined, each of the Baltic countries have more transit cargo flows than
Finland ... and the Fairway Dues are the main reason that affects this matter. ... The
potential for growth in transit cargoes in Finland is substantial and currently the Finnish
Fairway Dues are standing in the way of this development.” — Representative of a Finnish

Port (2021)



Analysis and Findings 46

“We are not living in a bubble. You have to see your surroundings and it's all related
to what your competitors are doing and what their cost structure is. Of course, it is not
only their official tariffs and official dues that counts, but for these bulk cargoes that can

be a decisive thing. *“ — Representative of the Agency sector (2021)

To tackle the issue and make Finnish ports more competitive in terms of transit
cargoes, the Finnish legislators have included a 50% discount on the Fairway Dues in case
the vessel calling Finland is carrying purely cargo of a 3™ country origin (transit). Table 2
presents the different grounds for receiving a discount on the Finnish Fairway Dues.
According to the experts interviewed, the discount or the reduction of the Finnish Fairway
Dues in 2015 has not had much effect on their transit volumes. When the representative of

a Finnish Port was asked about whether they could see an increase in their transit volumes:

“There was some (increase in transit volumes). After the reduction we had growth in
the transit traffic. But still, according to our calculations the Finnish route was two euros
more expensive per transported tonne than the Baltic states prior to the reduction. And
now that they (Fairway Dues) have been halved, it’s one euro per tonne. If you for
example have two million tonnes of fertilizer, it means that Finland is two million euros
more expensive per year in that traffic. ... So the volumes started growing but we didn’t
really feel the kick because we are still a million euros more expensive for each million
tonnes transported. And the difference comes directly from the Fairway Dues. We have
done calculations and according to them we are on the same level with Russia and the
Baltic States when it comes to sea- and rail freight costs. Therefore, the difference is solely

’

in the Fairway Dues.’

In other segments where Finnish ports are competing directly with ports situated in

other countries, such as the cruise industry, a similar effect has been witnessed in the past:

“Previously when there was a big variance between, for instance Estonia (and
Finland), we saw actually bookings not taking place and the owners directly said that they
will not call Finland due to these high Fairway Dues every call, but they called Tallinn
instead.” — Representative of the Agency sector (2021)
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With the reduction of the Fairway Dues, the cruise segment has grown in Finland
and there are only very few operators that skip Finland or Helsinki altogether due to the

costs.

“At that time, they had options of choosing between Tallinn and Helsinki. There
were some owners and some vessels that didn't call Helsinki, while they called Saint
Petersburg and they called then Stockholm and Tallinn. Not Helsinki due to the costs.” -

Representative of the Agency sector (2021)

Other than the effect that the Fairway Dues have on reducing the volumes of the
ports, the Fairway Dues very much restrict the pricing possibilities of Finnish ports. As
found in the calculations, Fairway Dues generally account to approximately 30 to 60 per
cent of the total compulsory costs levied on a vessel when calling a port. This means that
in some cases, the ports themselves only have a say on less than 40 per cent of the costs
their customers pay when calling their port. This means that competing with other Finnish
ports or against ports in other countries with their pricing is not a really feasible strategy.
Therefore, the pricing and charges of Finnish ports are fairly similar to each other in most
vessel types, as can be seen from the calculations presented in tables four through nine.

This also means that the ports cannot really attract more business by lowering their prices.

“We would like to take it (Fairway Dues) into account (in our pricing), but when the
level of the Fairway Dues is so much higher than our charges, we are unable to
compensate them in any way. ... And if we think about the situation before the year 2015,
the significance of the Fairway Dues in bulk transport was even higher. If we hadn’t
charged anything on vessels calling our port, it still wouldn’t have had a real effect on the

cost of the vessels. That really highlights the magnitude of the Fairway Dues.” —
Representative of a Finnish port (2021)
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4.1.3 Effect on Ship Operators

The Fairway Dues are a cost that is levied on the vessel and that the ship operator must pay
whenever one of their vessels calls a Finnish port or anchorage within Finnish territorial
waters. Mainly, Finnish ship operators and other ship operators that own ice classed
tonnage are in favor of the Fairway Dues or even increasing them, whereas (mostly
foreign) ship operators that operate non-ice classed tonnage are advocating in favor of the
complete removal of the Fairway Dues. This is due to the way the system is built — ice
classed tonnage will pay significantly less Fairway Dues than vessels without ice class.
However, the ship operators are rarely really paying the whole cost of the Fairway Dues
themselves — it will be passed on to the shippers or the charterers in one way or another.
This was highlighted in the interviews as the ship operators themselves did not see the
Fairway Dues as a competitive disadvantage for themselves, but they could see the

competitive disadvantage it causes for Finland.

“If you look at it and the whole picture, then it might (have negative effects)”. It
gives some disadvantages for Finnish shippers, importers, or exporters. So, for sure there.
In the end of the day, the fairway dues are in a way or another, put on the freight rates. So
veah, it can be seen as a competitive disadvantage. “ — Representative of the Dry Bulk

segment (2021).

However, as the Fairway Dues are cheaper for ice classed vessels and vessels that
frequently visit Finland due to the cap on the times it can be charged in a calendar year, the
Fairway Dues can be seen as a competitive advantage for ship operators with ice classed
tonnage, which most Finnish ship operators are. Due to this, the Finnish Shipowners’
Association has been actively opposing the removal of the Fairway Dues. Some may see
this as protectionism whereas the other side argues that this is required for maintaining the

Finnish security of supply.

“The Finnish Shipowners’ Association has been opposing the removal of the
Fairway Dues because they think that (if the Fairway Dues would be removed), they would
lose their benefit from a higher ice class and there would be more foreign competition.
And to be honest, this is the only “benefit” the Fairway Dues may have, if you are really

’

digging for benefits.” — Representative of a Finnish port (2021)
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“«“

t's actually an incentive for those who have high ice class, 14 and 1A Super. That
investing in ice class tonnage actually gets an advantage and then it's also favoring vessels
that are trading frequently to Finnish ports as this (fairway dues) is paid only 10 times per
yvear and then you are free from payments. So actually, any spot calls pay much more than

’

frequent callers.” — Representative of the Agency sector (2021)
“There are some protectionist elements on it.” — Representative of the Container

segment (2021)

The Fairway Dues also influence the vessel choice of ship operators. The higher the
ice class is, the less Fairway Dues it pays, but on the other hand it also has more bunker
costs and slightly smaller cargo intake. In the bulk segments, when operators are choosing
vessels to time charter or voyage charter, the Fairway Dues are seen to be affecting their

choice of vessels and other decision making:

“With our short sea trade, it is of less importance in a way because we will need the
ice class vessels no matter what happens. We're sort of ruling out the non-ice class vessels
from the beginning But, when it comes to importing from far away, which is not happening
that frequently or when we're exporting products from Finland to overseas destinations,
then of course, in the ice-free period, we could be using and are using sometimes also non-
ice-class (vessels). But obviously the fairway dues burden is always a thing that you have
to take into consideration when you're chartering a ship for carrying something to or from
Finland. It is always in equation where you are calculating freight on one hand and then
the other expenses which is escort towage and then fairway dues. And as you know, of
course the fairway dues for non-ice class are quite a bit higher than for the ice classed
ones. This fact that the fairway dues are according to the ice class throughout the year, is
very much steering our way towards using the ice classed vessels more than what we

would be doing otherwise.” — Representative of the Liquid Bulk segment (2021)

“I do take it into account always if vessel is 1B or 1A, because of course it's an
operational issue. But then you can roughly calculate on a yearly basis how much less you

can pay for a lower ice class vessel and so on. So, it is something we are taking into

)

consideration when planning our capacity and tonnage.” — Representative of the Dry Bulk

segment (2021)
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However, the effect of the Fairway Dues on vessel choice does seem to vary by
segment as the interview with the representative of the container segment contradicted the
views of the bulk segment completely, which goes to show that there are differences not

only between different types of operators but also between the segments.

“When we are selecting the right type of vessel into our Finland service, we don't
think a second about the fairway dues. The choice of the vessel is depending (on) many
other criteria. But the fairway dues itself is not on the agenda at all. ... In terms of vessel
selection, it’s the conditions that matter (e.g., need for ice maneuvering capabilities), not

I3

the costs. “ — Representative of the Container segment (2021)

In the bigger picture, all interviewees agreed that the Finnish Fairway Dues have a
steering effect for shipowners and operators. In the current system, where the fairway dues
are cheaper the higher ice class the vessel has, it provides an incentive to ship operators
and owners to invest in ice classed tonnage. Ice classed tonnage generally has a higher fuel
consumption and slightly less cargo intake, which means that they are not as cost effective
as vessels without ice class. The current system of fairway dues differentiation attempts to
offset the difference, at least partially. The lower fairway dues for ice classed tonnage may
also provide a competitive advantage for owners and operators competing on cargoes

to/from Finland.

“This is the fact that the fairway dues are, according to the ice class throughout the
year, is very much steering our way towards using the ice classed vessels more than what
we would be doing otherwise. ... it is of course at open water times reducing our choice

and it's sort of making it more complicated to make decisions about this.” -

Representative of the Liquid Bulk segment (2021)

“We need to keep the high ice class anyhow, since we have contracts with Finnish
and Swedish customers and then it's usually mandatory to be able to grant the round year
service. So 1'd rather see that we remain with this system giving a rebate to those keeping
the ice class tonnage compared to just sailing without. Because you know, there's
additional cost anyhow to have those vessels, they have higher fuel consumption, perhaps

a bit less cargo intake, and so on, so you need to have some benefit for them.” —

Representative of the Dry Bulk segment (2021)
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Many of the interviewees agreed, that the current fairway dues system provides a sort
of “insurance” to Northern shippers, exporters, and importers, that there will be ice classed
tonnage servicing the areas also in the future. Obviously, there will be cargoes going in and
out of countries that have tough ice conditions year-round, and some ice classed tonnage
will always be needed, but the interviewees agreed that without the incentive granted by
the Finnish Fairway Dues there would most likely be less ice classed tonnage in the
market, which in turn could lead to more scarcity and higher freight rates for ice classed
tonnage in the winter. Therefore, even though the fairway dues are not the main driver in
investments towards ice classed tonnage, it plays a role.

“Main Point is that it (ice class differentiated fairway dues) is insurance for the
Finnish, Swedish and the Northern customers that there will be operators even in the
future, providing ice class tonnage. ... I think that we need to have something here up in

the Upper Baltic in order to get investments in ice classed tonnage even in the future.” —

Representative of the Dry Bulk segment (2021)

“There are aspects (Finnish security of supply) that are telling that we should have
an incentive for ship owners to invest in ice class tonnage. And if you do not have a
financial incentive like the fairway dues bound to ice class, then who would invest in high
ice class tonnage? ... as this tonnage is of course much more expensive than ordinary

vessels.” - Representative of the Agency sector (2021)

4.1.4 Competitive Landscape

One of the most frequent themes that rose in the interviews and the interviewees answers
regarding the significance of the fairway dues was its effects on the competitive landscape
in which the operators, ports and Finland in general operates. The current system was seen
to favor certain types of vessels and operators, as well as restricting competition in the
shipping market. According to the interviewees, the main reason that the fairway dues are
making some operators and owners unable to compete is the ice class differentiation and
the fact that the cost of the Fairway dues can be multiple times higher for vessels without
ice class than they are for vessels with an ice class notation. As mentioned before, ice
classed vessels can have higher operating costs, but despite this, they tend to be more
competitive because of the ice class differentiation in the Fairway dues system. This goes

to show that rather than just offsetting the extra costs from having ice classed tonnage, the
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Finnish fairway dues system goes further and provides an extra competitive advantage for
operators and owners having ice classed tonnage. Some of the operators interviewed were
operators benefiting from the system, whereas some represented global players with also

non-ice classed tonnage, and the difference in their comments could be seen clearly.

“Obviously, this is more transparent when you're chartering with worldscale terms
and the fairway dues are straight debited to the Charterer. But I would say that also with
the smaller vessels or if you are otherwise not fixing with world scale then the ice classed
vessels tend to be more competitive. ... It's clear that the fairway dues system in Finland
and the way it is built is favoring (ice classed) ships and owners who are building ice

classed vessels.” — Representative of the liquid bulk segment (2021)

“Usually in the winter these waters are operated by the local providers, North
European usually and then the market works so that the freights are going down quite
heavily in the summer, and that effect could be even stronger if you could come in with
non-ice classed vessel and just as I said, “pick some cherries” here. So, I think it is tricky
as well from a point of view of what is fair competition and what is what is protectionism.”

— Representative of the dry bulk segment (2021)

Especially the representative of the port segment was very critical of the benefit
offered to operators with ice classed tonnage through the Finnish fairway dues system. The
port segment deemed it unnecessary and hurting competition in the market by reducing the
pool of vessels that are feasible for calling Finland. Representatives in the container,

agency and liquid bulk industries agreed with the view to some extent.

“I think that ice classed tonnage is by itself a significant competitive advantage
because you can utilize the vessel in Finland year-round. Whereas foreign operators
without ice classed tonnage can only utilize their vessels here in open water times. This
thwart the whole argument by the Finnish Shipowner’s association (that the Finnish
Fairway Dues are essential for the Finnish security of supply and ice classed tonnage)” —

Representative of a Finnish port (2021)



Analysis and Findings 53

4.2 Implications of Removing the Finnish Fairway Dues

This section explores the main themes and findings that arose during the interviews on
what potential implications removing the Finnish Fairway Dues altogether would have on
ship operators and Finnish ports. The implications are divided into four main themes and
perspectives: costs, effects on Finnish ports, effects on ship operators calling Finland and
effects on the competitive landscape. Finally, as the interviewees presented different views
on an alternative system in case the system was overhauled but not completely removed,

the main themes for alternative systems are presented as well.

421 Costs

In a situation where the Fairway dues would be removed and financed directly from the
state budget, the first obvious implication is that at least in the short term, the costs of
calling a Finnish port would decrease quite significantly. As can be seen from tables 10, 11
and 12, the cost reduction varies anywhere between approximately 30 per cent and 60 per
cent, depending on vessel size and type. This reduction in costs is for vessels with ice class
1A and therefore for vessels with lower ice class or without an ice class at all, the removal
would account to much more significant proportions. Also, for owners calling Finland less
than 10 times per year for cargo vessels and less than 30 times per year for passenger
vessels, the cost saving effect would be even more significant. For cruise vessels, as they
do not have a cap on the number of times the fairway dues are charged, the removal of the
fairway dues would lead to direct cost savings for every single one of their calls in Finland,
every year, year-round. As the cruise lines usually pass the port dues and taxes directly to
their passengers (including fees like the Fairway Dues), the removal of the Fairway Dues
may reduce the price of the cruise for the passenger, which in turn could attract more
passengers on the cruise to Finland, bringing in more income and spending to the Finnish
destinations.

As can be seen from the tables, the larger the vessel, the more significant the cost
reduction will be. In other words, removing the Fairway Dues will benefit large vessels
more. In recent years, it has been a global trend that vessel sizes are growing almost across
all segments as ship operators are chasing for economies of scale. The removal of the
Fairway dues could accelerate this trend in our corner of the world as well. Cost-wise the
biggest benefiters of the removal would be vessels that are paying very close to the

maximum amount of Fairway Dues for their vessel type, but not the maximum. The reason
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for this is that the harbor dues in most ports are capped at a lower net tonnage than the

Fairway dues generally are, especially for ice classed vessels.

Table 10: Cost effect of removing the Finnish Fairway Dues in the Port of Helsinki 2021

Total with
Fairway Total Without
Segment Size Vessel Dues Fairway Dues | Difference
Small Le Dumont D'Urville 7 663,81 € 493445 € -36%
Cruise Medium Europa (Hapag Lloyd) | 17 222,31 € 8 836,56 € -49 %
Large Marina 42 229,96 € 19979,96 € -53 %
Very Large | Norwegian Breakaway | 55 499,18 € 33249,18 € -40 %
Small Delfin 5 656,35 € 3913,82€ -31%
Dry Bulk Medium Viikki 15994,09 € 7 585,60 € -53 %
Large Arkadia 33947,84 € 13790,75 € -59 %
John Augustus
Small Essberger 6 776,99 € 4 257,08 € -37%
Tanker Medium Evinco 14137,93€ | 6977,87€ -51%
Large Breiviken 61 686,07 € 22 856,40 € -63 %
RoRo/RoPax RoRo Finnpulp 16 095,30 € 7 618,74 € -53 %
RoPax Finlandia 38334,51€ 22 119,51 € -42 %
Small Containerships VIII 11 080,08 € 5 820,66 € -47 %
Container Medium Voronezh 17 610,26 € 8114,76 € -54 %
Large Vayenga Maersk 31 605,20 € 13 023,74 € -59 %

Table 11: Cost effect of removing the Finnish Fairway Dues in the Port of Rauma 2021

Total with
Fairway Total Without
Segment Size Vessel Dues Fairway Dues | Difference
Small Le Dumont D'Urville 6 848,66 € 4119,30€ -40 %
Cruise Medium Europa (Hapag Lloyd) | 16 329,15 € 7 943,40 € -51%
Large Marina 40 609,75 € 18 359,75 € -55%
Very Large | Norwegian Breakaway | 93 677,80 € 71427,80 € -24 %
Small Delfin 5480,22 € 3737,69 € -32%
Dry Bulk Medium Viikki 17 723,00 € 9314,52 € -47 %
Large Arkadia 37 982,60 € 17 825,52 € -53 %
John Augustus
Small Essberger 6 937,36 € 4 417,45 € -36 %
Tanker Medium Evinco 15621,83€ | 8461,77€ -46 %
Large Breiviken 70 353,69 € 31524,02 € -55%
RoRo/RoPax RoRo Finnpulp 17 837,58 € 9361,02 € -48 %
RoPax Finlandia 30614,52 € 14 399,52 € -53 %
Small Containerships VIII 11 916,68 € 6 657,26 € -44 %
Container Medium Voronezh 19 552,52 € 10057,02 € -49 %
Large Vayenga Maersk 35330,72 € 16 749,27 € -53%
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Table 12: Cost effect of removing the Finnish Fairway Dues in the Port of HaminaKotka

2021
Total with
Fairway Total Without
Segment Size Vessel Dues Fairway Dues | Difference
Small Le Dumont D'Urville 9414,32 € 6 684,96 € -29%
Cruise Medium Europa (Hapag Lloyd) | 21 309,66 € 12 923,90 € -39%
Large Marina 50112,58 € 27 862,58 € -44 %
Very Large | Norwegian Breakaway | 122 367,42 € | 100117,42 € -18 %
Small Delfin 6 823,61 € 5081,08 € -26 %
Dry Bulk Medium Viikki 19 336,56 € 10928,08 € -43 %
Large Arkadia 38467,72 € 18 310,64 € -52 %
John Augustus
Small Essberger 8304,11 € 5784,20 € -30%
Tanker Medium Evinco 17224,02€ | 10063,96 € -42 %
Large Breiviken 68 715,79 € 29 886,12 € -57 %
RoRo/RoPax RoRo Finnpulp 19451,76 € 10975,20 € -44 %
RoPax Finlandia 34 276,92 € 18 061,92 € -47 %
Small Containerships VIII 13 481,82 € 8222,40 € -39%
Container Medium Voronezh 21 296,34 € 11 800,84 € -45 %
Large Vayenga Maersk 36 059,79 € 17 478,34 € -52%

As mentioned by the representative of the container segment (2021), the Fairway dues
represent some 10 to 15 per cent of the vessel’s so-called system or operational costs. With
the removal of the fairway dues, this amount would be usable for investments or lowering
freight rates, which in turn would help the Finnish exporters and importers lower their
logistics costs, which in turn will improve the competitiveness of Finnish products in the
global market.

Obviously, if the Fairway dues were removed and covered from the state budget, the
costs of ice breaking, and fairway maintenance would still be there and would have to
covered somehow. Many of the interviewees were reserved about the idea of removing the
fairway dues because they did not know what the alternative would be — the money has to

come from somewhere, be it from general taxation or user fees.

“The money is needed of course. We have a consensus that shipping lines want to see
icebreaking services and could say that we need that money to cover the cost. But the way
we are collecting we can find that we will have a much more workable solution in the

future.” — Representative of the container segment (2021)
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4.2.2 Effect on Ports

According to the interviews, Finnish ports were the party most dedicated to seeing the
fairway dues completely removed and the cost to be covered directly from the state budget.
The ports are strong advocates of this approach even though they are not paying the
fairway dues directly, but instead it is paid by their customers — the ship operators or
Finnish shippers, importers and exporters. When the representative of a Finnish port
authority was asked if the fairway dues should be removed, the answer was very straight

forward:

“It absolutely should be removed. Finland has shot itself in the foot by introducing
the fairway dues and created a significant trade barrier without anyone asking for it.
Finland has created this situation by themselves and removing the fairway dues would be
very easy. Unlike in other things, the EU is very critical when it comes to industry
subsidies. If Finland removes the fairway dues, then the EU has no say in the matter. But if
the fairway dues are not removed, it will have an effect on the development of Finnish
industry, possibly the decrease of the industry, which in turn will cause the factories to
move elsewhere and increase Finland’s unemployment. ... I can’t understand why
maritime fairways are the only infrastructure, where user fees are being collected. The
costs should be covered in the same way as roads are maintained in the winter — from the

state budget.” — Representative of a Finnish Port (2021)

Removing the Fairway Dues could have a positive effect on Finnish ports in the form
of increased vessel volumes, especially in connection with transit cargoes. As mentioned
earlier, the interviewees felt that the fairway dues are hurting Finnish ports’
competitiveness when it comes to choosing the ports for Russian transit cargo flows.
According to the interviews, the Finnish Fairway Dues are the sole biggest negative aspect
hurting Finnish ports’ competitiveness. Despite the reduction of the Fairway dues in 2015
and the 50 per cent discount offered for vessels transporting solely transit cargoes, the
representative of a Finnish port (2021) advised that Finland is still one euro per transported
tonne more expensive than competing countries. According to the representative of the
Finnish port, without the fairway dues, transit cargo flows through Finnish ports would
increase substantially and the increased tax revenue would offset the amount collected

from Fairway Dues completely.
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“The port sector and its customers have done calculations where the removal of the
Finnish Fairway Dues will finance itself. If fairway dues for transit cargoes were removed,
a 10 per cent increase in transit volumes would cover the whole amount of fairway dues
collected from vessels transporting transit cargoes currently. If transit volumes were to
double, it would finance the whole amount the state is collecting in fairway dues yearly.
This would be the magnitude of the positive effect.” — Representative of a Finnish port
(2021)

Furthermore, if the fairway dues were removed, the ports would have much more
independence in their pricing. As mentioned previously, the charges on vessels across
different ports in Finland are more or less on the same level, especially for cargo vessels,
because due to the huge proportion of the fairway dues in the costs of calling Finnish ports,
lowering port charges or competing with other ports in price would not have a significant
effect on the total costs paid by the ship operators. In case there were no Fairway Dues,
ports could compete through their pricing as well, as their charges would contribute to the
majority of the charges paid during a visit to a Finnish port. On the other hand, ports could
also raise their prices and collect more fees from their customers to fill the void the fairway
dues would leave. This sort of action was already seen in 2015, when Port of Helsinki
introduced a whole new charge, the passenger dues, at the same time as the fairway dues

were halved.

“On the same occasion when they reduced the fairway dues (in 2015), Port of
Helsinki introduced passenger dues. That was of course taking a part of the reduce costs
from what the owners are paying from one pocket to another pocket and not giving that to

the owners.” — Representative of the Agency Sector (2021)

4.2.3 Effect on Ship Operators

Even though the removal of the Fairway dues would bring cost savings to the ship
operators and owners, most of them were not in favor of outright removing the Fairway
Dues and covering the costs directly from the state budget. The opinions about the removal
differed from segment to segment, but there was a clear division between the interviewees
that global ship operators wanted to see at least some form of removal or rehaul and local
Finnish companies wanted to keep the system as it is. The slight protectionist aspects of

the fairway dues were clearly visible here.
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“I would say they should not (be removed) and if they would be then there should in
any case be a way to collect the same money from either the charterers or the ship owners
in some way because I'm really against anything that should be financed with taxpayers’
money. Yeah, so just [ mean because the expenses for icebreaking and fairway keeping will
remain exactly the same. So rather I would perhaps talk about removing or easing up for
self-piloting than removing the fairway dues.” — Representative of the dry bulk segment
(2021)

“If you look at the total sum we are collecting from fairway dues, it is ninety million.
OK. The government has decided to give 50 per cent reduction on that level. But if you
look at the total sum of 45 million and the time we spend on the whole organization and
the legislation... I think it's better to think rethink the whole thing. Which means that to get
rid of the fairway dues and trying to organize the financials in different way would be

perhaps the best solution for industry, both for shipping lines and also for cargo owners.’

— Representative of the container segment (2021)

“I think that in the short term it (the removal of the Fairway Dues) will be beneficial
for us. But then again, in the longer term I wouldn't really favor that.” — Representative of

the liquid bulk segment (2021)

The biggest concern that most of the ship operators shared was that in case the
fairway dues are removed, the financial incentive for operating ice classed vessels would
be removed and this could influence the market, both in the short and in the long term. In
the short term, the removal of the fairway dues would most likely bring more non ice
classed vessels to the Finnish market, not only in open water times but also in the winter,
which could obviously hurt the competitiveness of the ice classed vessels as they will still
have the increased cost burden but no financial incentive. In the long term, the
interviewees were concerned that the amount of ice classed vessels would decrease
globally, which would lead to scarcity in the market in case there were hard winters where
the ice classed tonnage is required. The same concern applied for scenarios where the
fairway dues would be reduced even further in the case that they are not completely
removed — this could also have a significant effect on reducing the steering effect towards

ice classed tonnage.
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“I think that the effect will be that the number of ice classed vessels will overtime
decline and then every now and then when we still have some ice restrictions in the winters
.. or we saw it already this winter that the market was taken by surprise that we had ice
this winter, so rates skyrocketed when we got those 1A restrictions. And other than that, 1
think that perhaps it would be a competitive disadvantage for local owners and then
Finnish owners need to lower the cost by flying other flags or just competing on the same

cost level then.” — Representative of the dry bulk segment (2021)

“I'm worried about the market effect that this will have, that there will be fewer ice
classed ships, not very soon. Obviously, this will not have an effect in the if they would be
removed now, for example, in the end of this year then it wouldn't have too much effect yet
next year or the year after but looking maybe 5 to 10 years ahead and then this will have
an effect already. . And my feeling is that if the fairway dues were taken away, then there
should be some other mechanism to support and encourage ship owners to build ice class
ships, and then [ think this is very difficult to be very difficult to be controlled. Basically,
then it would be quite the complex system to channel that. That you brought the owners to
the right places and so that could even end up in a situation that Finland would be
supporting some owners with building ice classed ships that will never come to Finland,

and that wouldn't have the desired effect.” — Representative of the liquid bulk segment
(2021)

However, the views of the container segment differed from other interviewees
completely. The interviewee did not see any significant effect for them in case the fairway
dues would be removed. According to their view, it is only the condition that matters in

vessel selection and not the costs.

“We see the fairway dues as a let's say tax type of additional cost, but for strategic
or tactical decision (making) it has no meaning at all for our business today. ... There
might be some operators that are a bit worried about it (removal of the fairway dues), but
as you know the background and the history of fairway dues in Finland.. There are some

protectionist elements on it.” — Representative of the container segment
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4.2.4 Competitive Landscape

The removal of the fairway dues and covering the associated costs directly from the state
budget could possibly have a significant effect on the competitive landscape of shipping
to/from Finland as well as the competitiveness of the Finnish export industry in general. As
already mentioned, some ship operators were concerned about the abolishment of the
steering effect and financial incentive for ice classed vessels in case the fairway dues were
to be removed. In case the fairway dues would be removed, most interviewees agreed that
the amount of competition for cargoes into or out of Finland would increase, as more
vessels are able to tender for the freight without the cost burden levied by the Fairway
Dues. During open water period, this potentially increased competition from global
shipping operators, who do not necessarily operate ice classed tonnage at all, would lead to
a significant downfall of freight rates and make it even harder to operate ice classed vessels

profitably outside the winter or ice season.

“I'm convinced that there would be more non ice class vessels trading to and from
Finland as a result of that (removal of the fairway dues). Of course, in the open water
period but I will say that also in the winter. I mean if there is no monetary incentive for
using the ice classed (vessels) then you are going into the situation where you are just

saying that will this ship be able to come to our port or not?” — Representative of the

liquid bulk segment (2021)

However, once again the representative of the container segment did not share the
views of the other segments. According to their views, no operator will bring vessels to
Finnish waters if they are not navigable here. Especially in the winter season, when there is
a risk of ice or ice class restrictions, the risk of bringing low ice class or non-ice classed
vessels to the market is too high to be a feasible option. The cargo owners and shippers can
also be very strict in their vetting and replace the cost-incentive steering effect that the
fairway dues had with their own contractual obligations on which vessels they charter or
use to transport their cargoes (e.g. that the chartered vessel needs to be ice classed to
operate in Finland year round). Other segments could somewhat agree that the
requirements of the cargo owners, shippers and charterers could replace some of the
steering effects that the fairway dues have, but it would have an effect for the winter period

only.
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“Of course, some cargo segment owners may think that if we withdraw the fairway
dues, it will bring into the market wrong type of vessels or there's an impact to
competition, but that's a really old-fashioned way of thinking. I don't think that any carrier
or ship owner will bring vessels that are not good enough to Finnish market. And the way
that cargo owners or shippers (are), they also are quite critical that they don't like to see

1

the vessels coming to Finland market which are not sustainable.” — Representative of the

container segment (2021)

4.2.5 Alternative System

Even though some of the interviewees were against complete removal of the Finnish
fairway dues, all industry experts that were interviewed, agreed that there should be at least
some changes made to the current system. For example, the shipping industry is striving
towards being more sustainable and environmentally friendly. The operators wanted to see
some steering effects towards more environmentally friendly vessels and practices in the
industry, similarly to what the Swedish system is doing, but still they would not want the
Swedish system to be implemented in Finland. Furthermore, in the steering effect
discussion, the environmental and ice class differentiation could collide; ice classed vessels
tend to have less cargo intake and higher fuel consumption, which makes them less

environmentally friendly.

“There should be some incentive for the environmentally friendly ships, which I think
in practice will be less consumption. But since the ice class basically requires a stronger
engine, there should also be a mechanism for how to compensate that in those
calculations. I mean we are for sure favoring environmentally friendly ships, but then
again this should not come at the cost of, you know, losing the ice capability.” —

Representative of the liquid bulk segment (2021)

“There might be a small conflict, yes, so basically I would like to see a system that
takes more environmental issues into consideration.” — Representative of the dry bulk

segment (2021)
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According to the representative of the dry bulk segment (2021), one way of taking
the environmental friendliness into account would be to punish inefficiencies and part
cargoes. This would in turn reduce the shipping emissions for each tonne of cargo

transported.

“It (environmental differentiation in fairway dues) should be calculated not only on
the vessels consumption, but on the cargo amount. Let's say that, for example, if your
vessel is filled up only 50 per cent, you have a punishment for that by paying the full

fairway dues. S,o you should always try for full and complete cargos.’
the dry bulk segment (2021)

— Representative of

Another alternative system to the complete removal that rose during the interviews
was that the fairway dues should be directed more towards a user fee than what the current
system is. For example, cruise vessels are currently paying for icebreaking services
through the fairway dues, even though they will never use the service as they visit Finland
only in the summer. The same goes for “double-acting” vessels, meaning cargo or
passenger vessels that can also act as ice breakers. Also, for vessels that only visit ports in
Southern Finland — they don’t use icebreaking services very often or for a long period of
time each year because the ice situation in the Gulf of Finland rarely gets as tough as in the
ports in Northern Finland. Essentially, cruise vessels and vessels that are solely calling
ports in the Gulf of Finland, are subsidizing vessels and traffic to the ports in the Bay of
Bothnia and Northern Finland.

“When we're talking about cruise, they don’t come here in winter times. They don't
need ice breakers’ assistance, etc. But of course, then you have the other opinion saying
they should be here paying for these so that the those who are using icebreakers don't need
to pay too high fees for their traffic. So, you are subsidizing Finnish exports industry
paying fairway dues. ... Here in Southern Finland the need for icebreaking is very limited
compared with Northern Finland. The government have previously made the decision that
all ports should be open for traffic and someone is paying for that decision. And then of
course the calls to Southern Finnish ports subsidize port calls to those Northern ports.” —

Representative of agency (2021)
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“The money is needed of course. We have a consensus that shipping lines want to see
icebreaking services and could say that we need that money to cover the cost. But the way
we are collecting it, we can find that we will have a much more workable solution in the
future. ... I will say that because we are actually the users of these services, so it's logical

’

that we will pay as a shipping line.” — Representative of the container segment (2021)

A small adjustment that most of the operators would like to see on the system is a
change on the yearly cap of the fairway dues. Currently, the fairway dues are capped at 10
charges per calendar year for cargo vessels and 30 charges per calendar year for passenger
vessels. Instead of the per vessel cap, the operators would like to see the fairway dues to be
capped per operator. According to the interviewees, this would help their planning and
bring more flexibility in vessel selection, as bringing a new vessel to Finland would not
immediately result in higher port call costs for the vessel in question. This would only
apply for operators that call Finland frequently and there should be a system to base the

payable amounts on the size of the ship operator.

“We are ready to pay whatever amount of course, but it should be based on the

operator, not particularly the vessel.” — Representative of the container segment (2021)
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5 Conclusion

This section discusses the key takeaways of the thesis, provides managerial implications as

well as limitations and suggestions for further research to conclude this thesis.

5.1 Summary and Discussion

The Finnish fairway dues are a complex phenomenon which has implications on all actors
of the Finnish maritime supply chain. This thesis studied the significance of the Finnish
fairway dues on ship operators calling Finland and Finnish ports. In addition to the
significance, the thesis aimed to explore the implications of the possible removal of the
Finnish fairway dues on the same actors. The thesis aimed to answer the following two

research questions:

RQ1: What is the significance of the Finnish Fairway Dues for ship operators and
Finnish ports?
RQ2: What effects/implications would waiving the Finnish Fairway Dues have on

ship operators calling Finnish ports and the Finnish ports themselves?

According to the calculations conducted in the context of this thesis, for vessels with
ice class IA (second highest and the most common within vessels calling Finland), the
proportion of the Finnish fairway dues in terms of total port charges varies between
approximately 30 per cent to approximately 60 per cent, depending on vessel size and type.
For vessels with a lower ice class than IA, the proportion can be significantly higher, as the
fairway dues for vessels without ice class can be as much as four times higher than for
vessels with ice class IA. The fairway dues are the single largest cost when calling a
Finnish port. In terms of significance of the Fairway dues, the industry experts were
divided — the representatives of the bulk shipping segments felt that the Fairway dues are a
significant cost that has an effect on their vessel choice and possibly even their vessel
investment decisions, especially when considering the ice class of their tonnage. According
to Lindé et al. (2019), if authorities are aiming for a steering effect through their
infrastructure charges or taxes such as the Fairway dues, the cost differentiation needs to
be significant enough to be worth the investment for the ship operators. Judging by the
views of at least the bulk shipping segment, the Finnish authorities have managed to

achieve such steering effect in terms of investments in ice classed tonnage. According to
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the industry experts, despite the ice classed tonnage having higher investment and
operational costs such as fuel consumption, they still tend to be more competitive than the
non-ice classed tonnage, even in open water times when the ice class is not needed from a
weather conditions perspective. The opinions of the industry experts mainly contradict the
findings of previous literature (see e.g. Park & Min (2014)), who argued in their study that
port charges do not really have an effect on the vessel choice of ship operators. However,
in the container segment, the industry experts’ views mainly supported the views of
existing literature. According to the representative of the container shipping segment
(2021), the fairway dues have no effect on their decision making and when deciding on
which vessel to choose for their Finland service, they do not think for a second about the
Finnish fairway dues and its potential effects. For them, the fairway dues are just a tax-type
fee that exists in the background and has no effects on operative decision making. The
views of the container shipping segment complement the findings of existing literature
from other transportation segments, such as air, road and rail (see e.g. Carreras-Maide et
al., 2020; Ljungberg, 2013; Vega & Evers, 2016). All in all, for the ship operators, the
Finnish fairway dues can be seen as a significant cost, but whether it has effects on
decision making depends on the sector and type of traffic.

For Finnish ports, the Finnish fairway dues have always been and seem to still be a
real thorn in their flesh. Even though the fairway dues are not a direct cost on the ports
themselves and instead paid by their customers, the ship operators, they have been one of
the most vocal supporters of the removal of the fairway dues. According to the findings in
this thesis, the ports feel that the fairway dues significantly reduce their volumes especially
in cargoes where they are directly competing with ports in other countries, namely
(Russian) transit cargoes. Even though the Finnish Government has introduced a 50 per
cent discount on the fairway dues for vessels transporting transit cargoes, the industry
experts say that Finland is still too expensive for unleashing the real potential of transit
cargoes. Other than the transit cargoes, the Finnish fairway dues restrict the pricing of the
Finnish ports very significantly. As can be seen from the calculations done for the purpose
of this thesis, the pricing of major Finnish ports is very close to each other and there are no
significant differences. According to the industry experts, this is because of the fairway
dues — the fairway dues account for such a significant amount of the port charges that even
if the Finnish ports would waive their fees completely, it would not have a significant
effect on the total cost of the port call. According to the representatives of the ports, the

Fairway dues are an unfair cost burden for the maritime transportation in Finland, as other
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similar infrastructure such as roads are maintained directly from the state budget without
any user fees. This is in line with previous literature (see e.g. Ljungberg, 2013), which
argues that infrastructure charges and policy should not be implemented on a single mode
of transport but instead they should be considered in a wider context.

The most tangible and obvious implication of the removal of the fairway dues, at
least in the short term, would be the cost reduction for calling a Finnish port. According to
the calculations, for vessels with ice class 1A, the removal of the fairway dues would
account to an approximately 30 to 60 per cent reduction in the total port charges,
depending on vessel size and type. Despite this cost reduction, most of the ship operators
interviewed were rather concerned about the implications that the removal of the fairway
dues would have. First, the steering effect and financial incentive of operating ice classed
tonnage would be abolished. The effect of this will be mixed — for ship operators with non-
ice classed tonnage, the costs of calling a Finnish port would decrease substantially and
their tonnage would be much more competitive. On the other hand, the operators that
currently operate ice classed tonnage, could see an increased amount of competition in the
market during the open water season. Even in the current environment, where the fairway
dues exist and ice classed vessels tend to be more competitive, the freight rates usually
decrease significantly over the summer and open water season, due to the increased
competition in the market. The removal of the fairway dues could amplify this effect as all
vessels would be on the same line port cost wise. As the ice classed vessels do have higher
operating costs, their competitiveness could suffer severely during the open water season
and the operators could be forced to seek cost savings elsewhere, through flags of
convenience, for example. On the other hand, during the winter season when ice classed
tonnage is required to navigate to Finland, the freight rates could skyrocket. According to
the industry experts, if the fairway dues are removed, the amount of ice classed tonnage in
the market could decrease in the long term. Therefore, whenever ice classed tonnage is
actually needed, the freight rates could skyrocket because of the scarcity of suitable vessels
in the market.

For the Finnish ports, according to their view, the removal of the fairway dues could
mean significant increases in volumes, mainly through transit cargoes. This view
contradicts with previous literature: according to Park & Min (2014), a standalone
reduction in port charges has no effect on the ship operators’ service frequency or number

of calls. However, the ports argue that the removal of the fairway dues would increase their
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cargo flows, especially in terms of transit cargoes. If this is the case, then obviously there
will be more demand for vessel calls and the volumes could increase accordingly.

Another implication of the removal of the fairway dues for Finnish ports would be
that it would grant them much more independence in their pricing. As mentioned before,
the ports do not currently have much room for adjusting their prices because they do not
have a significant impact on the costs of a port call due to the high proportion of the
fairway dues. Should the fairway dues be removed, ports could compete on price and their
charges as well. It is possible that with the fairway dues removed, we could see more
differentiation on the pricing of Finnish ports.

Overall, when interviewing the industry experts on the removal of the fairway dues,
the opinions differed from segment to segment. However, all segments agreed that some
changes, if not a complete removal, should be done on the system. The operators wanted to
see some sort of environmental incentive to be applied on the fairway dues. The
implementation of this change would be problematic because the environmental incentives
are in contradiction with the ice class differentiation, because ice classed vessels tend to be
less efficient in terms of cargo intake and fuel consumption. One possibility to tackle this
pitfall could be to punish operators of cargo capacity inefficiencies such as part cargoes.

All in all, the removal of the Finnish fairway dues could have long carrying
implications on all actors of the Finnish maritime supply chain. In the short term, it would
mean cost savings for everyone involved, but the long-term market effects remain
uncertain — should the Finnish fairway dues be removed, there would be winners and there

would be losers, as with all policy changes.

5.2 Implications for Practice

As an exploratory thesis, the findings of this thesis help all actors in the Finnish maritime
supply chain understand the phenomenon of the Finnish fairway dues and especially its
significance for ship operators calling Finnish ports and the Finnish ports themselves. In
addition, the thesis provides an insight on what the possible implications of the removal of
the Finnish fairway dues could be, both in the short term and in the long term.

The calculations conducted in this thesis show that the Finnish fairway dues account
to a significant proportion of the port charges associated with a port call in Finland. The
calculations can help managers planning vessel movements to or from Finland to better
understand the costs associated with calling a Finnish port and the significance of the role

the Finnish fairway dues play in these costs. For Finnish ports, the findings implicate that
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the proportion of the fairway dues of total port costs is so high that it may partly restrict the
pricing of Finnish ports and make them unable to compete with prices. It is a matter to
consider whether the Finnish fairway dues restricts competition between Finnish ports and
what effect this has on port selection.

The results of the thesis indicate that the removal of the fairway dues is not as
straightforward as it would seem from analyzing the statements given by the Finnish
industry or other stakeholders. Most statements given about the removal of the Finnish
fairway dues present the cost as an unnecessary burden that has no positive effects on
anyone — the results of the thesis go to show, that the Fairway dues have a significant
effect beyond just the additional cost. There are numerous aspects, such as the ice class
differentiation, that need to be taken into account when evaluating the long-term effects of
the possible removal of the Finnish fairway dues. Should the fairway dues be removed,
there may be a need for alternative mechanisms to secure the availability of ice classed
tonnage in the market and to make sure that the Finnish security of supply is not
compromised. The statements often argue that the removal of the Finnish fairway dues
would be the easiest way to support the Finnish export industry’s competitiveness. In the
short term, this may actually be the case, but in the long term, the ship operators were
worried about the ice classed vessels becoming financially unfeasible to operate or
compete with non-ice classed tonnage. Should this be the case, there would be significant
scarcity in the market of ice classed vessels, which would lead to skyrocketing freight rates
in non-open water times, which in turn could lead to a significant increase of the logistical
costs of the Finnish export industry, far beyond the costs they were previously paying for

the fairway dues through their freight rates.
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5.3 Limitations

As a Master’s thesis, the scope of this research has been narrowed down significantly. The
Finnish Fairway Dues have significance and implications throughout the Finnish maritime
supply chain and basically for all companies that are somehow involved in shipping goods
or people by sea to or from Finland. To make the research manageable, the scope of this
research was narrowed to only two actors in the maritime supply chain: Ship operators
calling Finland and Finnish ports. Implications and significance for other actors were
discussed briefly, where applicable, but in-depth analysis for other actors was purposely
left out to keep the scope manageable. The most important actor that was left out of the
scope is Finnish industry and its competitiveness. However, this aspect of the Finnish
fairway dues and its effects is more suitable for a master’s thesis conducted at the
Department of Economics.

As the Finnish fairway dues are by definition a tax and not a due or infrastructure
user charge, the phenomenon has numerous political and legislative aspects. These aspects
were not considered in this thesis as they did not directly fall under the discipline of the
thesis. Further to the aspects that are related to political science, there are multiple
macroeconomic aspects of the fairway dues that fall under the Economics discipline. These
aspects were also not covered, as this thesis solely focuses on the significance and
implications of the fairway dues on private entities, namely ship operators and Finnish
ports.

Within the scope of the research, there is one significant limitation: despite interview
requests, a representative of the RoRo/RoPax segment was not interviewed as no reply was
received on the requests. For this research and to compensate for the lack of interview data
from this segment, the RoRo/RoPax segment was assumed to hold very similar views in
regard to the Finnish Fairway Dues as the Finnish Shipowners’ association. The Finnish
Shipowners’ association is made up of ship owners and operators based in Finland, of
which most are operating in the RoRo/RoPax segment, which means that the statements
related to the Finnish Fairway Dues given by the association are strongly influenced by
this segment. Furthermore, the international cruise industry was not interviewed directly,
but this is not a significant limitation, as the agency sector was interviewed and the
international cruise industry handles most of their local cost- and legislative matters
through their Agents, which means that their local agents in Finland have more expertise

on the subject than the cruise lines themselves.
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There are some biases that need to be considered when reading this thesis. The
author is closely involved in the Finnish maritime supply chain and involved in discussions
about the Finnish fairway dues daily. Even though the thesis and data collection aimed to
remain as neutral as possible, some interviewer bias and views from the daily involvement
with the fairway dues could influence the results. Also, as the number of interviewees was
very limited (only one representative for each industry), the interviewee’s personal biases
on the topic could affect their answers. The results would be more reliable in case there
were more than one interviewee per segment. However, it should be noted that the number
of people fully familiar with the fairway dues system within ship operators and ports’
organizations is limited.

There are limitations associated with the calculations conducted in this thesis as well.
As all calculations are based on publicly available price lists and tariffs, they do not take
into account any possible agreements between the ports and the ship operators. Many ship
operators, especially ones that are frequent visitors to Finland, may have negotiated
discounts directly with the ports and other service providers. However, this does not really
affect the findings of the calculations, because the lower the port charges are, the more
significant the proportion of the fairway dues of the total costs is. In addition to not
considering any discounts, the calculations do not consider any non-compulsory costs,
which in reality could be used during almost every call, such as agency fees and other
additional services. However, the cost effect of these services is usually quite small in the

big picture and do not largely affect the significance and proportion of the fairway dues.
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5.4 Suggestions for Further Research

The Finnish fairway dues and other infrastructure taxes in Finland is a very broad subject
with various possibilities for further research. As the Finnish fairway dues are a relatively
unresearched subject, this thesis only provides a small introduction into the topic from the
ship operators and Finnish ports’ point of view. Should the Finnish Government continue
to upkeep such a system for covering the costs of fairway maintenance and ice breaking,
further studies should be conducted on the matter. As mentioned in the limitations, the
Finnish fairway dues can be studied from multiple different perspectives and disciplines.
From an Economics perspective, a particularly interesting research approach would be to
study the effect of the Finnish fairway dues on the Finnish export industry and its
competitiveness — and how it affects Finland’s economy. Also, should the Finnish Fairway
Dues be removed at some point in the future, the actual implications could be studied and
verified.

From a political science perspective, it would be interesting to study what has led to
the current situation where the users of maritime fairways are being charged for their usage
of fairways and ice breaking services directly, whereas on the Finnish roads, not even
HGVs are charged for road maintenance or winter upkeep. A multidisciplinary study
covering most of the limitations presented in part 5.3. could be studied and could provide
meaningful theoretical and practical contributions to the topic.

Finally, the effect of the fairway dues on the ship operators’ total costs and its
subsequent effect on freight rates in and out of Finland should be studied, should the
relevant data be obtainable for the researcher.

All in all, there are countless possibilities for further research on the topic, from
multiple different scientific disciplines. such as Economics, Law and Political Science, to

name a few.
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Background:

Tell me a bit about your company and your role.

How are you familiar with the Act on Fairway Dues and the Finnish Fairway Dues?
Significance of the Fairway Dues:

How does the Finnish Fairway Dues affect your operations?

How significant are the Fairway Dues in the context of port call costs?

Are there any positive effects for having the Fairway Dues system that we do currently?
Can you see any negative and harmful effects arising because of the Finnish Fairway
Dues?

Do the FWD make it unfeasible to transport low-value goods?

Implications for removing the Finnish Fairway Dues:

Should the Finnish Fairway dues be removed? Why? Why not?

How would removing the fairway due affect your operations?

Are you familiar with the Estonian or Swedish system on Fairway Dues? What if the

Finnish system was replaced by either of them?



