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' Bfy . b (£%81,000 KJb)

I X D& FYEOIVDEA JADEA
1987 25,753( 2,630) 71,283( 5,332) -
1988 29,662( 6,282) 123,675( 11,960) -
1989 | 62,615(16,223) 123,478( 18,161) —
1990 40,655( 7,544) 150,408( 14,459) -
1991 16,015(2,739) 165,323( 13,976) -
1992 4,920( 772) 516,277( 64,566) -
1993 240( 33) 1,056,560(121,165) 17,683( 3,211)
1994 1,420( 221) . 688,285(74,912) 3,936( 780)
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MO IZOHBRATEL DL TVEDTHS, 10007t/ L 7' a500kghELGI A gES &
Ebi. FE»SDMYERIY - NEMEEDERLEFBOARY - KEWREPBRAICTVE ZER
TV5DThHs, CORGIREERFHITEF EINT . BEIEEEIENL H WIS Z DDA VD,
B O— IS TR ER L OO ICHADEE SN TREICL>TWV 3 L yEbh. %) DI
BTN TVBEE5TH S,

ZO&DIC, HELHBLEOERES . PEHOEHHEEICH»»DST. 1D byEnav %
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MEzRSICHEIBL, BEZHLAE XXV, ZODICE. ZEVAT LZHARCHZEL., HED
NI FLVBEAUTHEEER LICBYSFER*HRATLIEDBTAIRTH S, BEICE>THL .
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MR3EB. VEOESHRE» L BEOHELTEHE DEEHMA R0 ThHs, Jhickhid. %
FOEGNHHAL ICELTEH LML TV S T EHMHIAT 2, Bic. EICER L - SR D
HOE»8 R IcH IEIMCEHE L@}, FHSATIY, RERNTE. I6EDDE DR I35
HOBEVREI NS, T, PEOBRUSRHSGEICHEEINDLTHS S,

fI&3 SREDFIRES

B AR
s B — % 8 2 # — & =
19945 19955 19964 19945 19955 19965
£ty 2,866 655 3,003 Al 1,453 1,079 650
EIR 73 8 17,646 20,735 15,755 G- St 695 736 725
NEFE s 1,078 1,610 463 7R 633 419 1,922
e 1,117 1,290 642 ik sy 125 372 162
SRR 1,472 3,324 1,303 £k48 12,664 1,934 1,179
Z DibHEt 42,452 48,619 49,703 Z DAthL 5t 19,922 6,361 6,864

HIFR : China's Customns Statistics, Dec.1994-96.
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Recent Development of Cruise and Ferry Markets
in the Far East Asia
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l. Introduction

Occupying close to one third of the eastern Hemisphere the Asian market area offers
unparalleled opportunities for passenger shipping. It is home to more than five of the world's
busiest ports, several of the largest shipbuilding and repair centres and some of the most
powerful shipping concerns. It is an area whose lifeblood is water commerce and contains a
number of the world’s most important domestic and international shipping routes. Truly well
endowed as a destination, Asia is an excellent source of tourism revenue. The Asian cruise
market has doubled its revenue from US$ 220 million to 496 million over the last five years.
In 1992 the citizens of Singapore, Japan, Taiwan, Korea, Malaysia, Indonesia, Thailand, The
Philippines, Australia and New Zealand spent more than US$ 48 billion on tourism abroad.
This split was 55.8% for Japan, 11.8% for Taiwan, 8.3% for Australia, 7.9% for Korea, 4.9%
for Singapore, 3.6% for Malaysia, 3.3% for Thailand, 2.4% for Indonesia, 2.0% for New
Zealand and 0.2% for The Philippines. Hong Kong expenditures are excluded due to lack of
data. However, between January and November 1993, according to figures from the Hong
Kong Tourist Board, there were 1,622,807 departures to the Asia Pacific region; 189,717 to
Europe; 263,982 to the Americas, 133,611 to Australia and New Zealand; and 42,854 to other
areas excluding China and Macao. As a result, since the beginning of the 1990’s the region
has been recognised as being on the verge of expansion, much like the Caribbean in the
1960’s.

This paper examines the Asian cruise and ferry markets in the process of tourism
development as well as regional economic development and co-operation from a macro- and
micro-viewpoint. The macro-viewpoint looks at the characteristics and the causes of growth in
the markets, their market segments and development stages in three areas, the Far East, the
South East Asia and the South Pacific. The micro-viewpoint examines the operators, the
fleets and the market structure of the ferry services between Korea, China and Far East
Russia; the potential prospects for the ferry lines in the region; and investigates the
possibilities of co-operation with more advanced operators in the ferry business.



Il. Characteristics and Causes of Growth in the Cruise and Ferry Markets

When looking at the Asian passenger shipping market from a Western viewpoint one tends to
regard it as a destination for well experienced, rather rich, North American and European
cruisers. They have been served with the majority of berths being supplied by transient ships
on world and Pacific cruises and a small number of pioneering ships such as the PEARL, the
ill-fated PRINSENDAM, and CLUB MED 2 based there year round or the domain of a number
of Japanese registered ships catering to a Japanese market. Until 1993 this was mostly true.

The advent of the Star Cruises, based in Singapore and Hong Kong, has changed the
perception of local cruising by bringing the first quality "state of the art" ships into the market.
This is not to say that FAIRSTAR, ANDAMAN PRINCESS, EMPRESS, LEISURE WORLD
and CORAL PRINCESS are not well maintained and operated, high quality ships serving both
their owners and guests well, but that they are all ships from other markets where they had
become non-competitive and were modified for their present markets and brought into the
region rather late in their lives. However, these other ships carried out the important function
of proving the concept that locally based cruising in Asia works. The Star Cruises' ships were
also built for other markets, but were acquired very early in their lives while they were still on
the "cutting edge" of current ship design.! The late 1994 entry of the Lines International's
NAUTICAN, the former Cunard Crown CROWN MONARCH, has also contributed to
-changing the perception of local market based cruising. These events have changed the
playing field and how the Asian market can be viewed. We would first like to briefly review
the characteristics and causes of growth in this market and then to return to the scene of the
Asian market as a prime candidate for multi-tier development.

1. Geography, One Driver of Market Segmentation

Looking at the geography one can divide the area into three main regions: the Far East,
censisting of the waters surrounding Japan, Korea, China, north of Hong Kong, and Taiwan;
Southeast Asia, consisting of the waters bordering China, south of Hong Kong, Vietnam,
Thailand, Malaysia, Brunei, Singapore, Indonesia and the Philippines; and the South Pacific
consisting of Australia, New Zealand, New Guinea, Micronesia and Polynesia. One of the
most striking characteristics of these regions is the distances involved. The maps and tables
in the appendices show the major ports within the regions and give the distances between
them. When reading the distances cne should keep in mind that at 15 knots a ship covers
360 nautical miles (nm) a day, 480 nm at 20 knots and 600 nm at 25 knots with a big increase

! Lloyd’s Ship Manager, “Star rises in Asia”, Cruise and Ferry Review, March/April, 1995,
pp.28-29. .
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in costs for each 5 knots. The distance tables in the appendices are provided to put the
distances in a European perspective.

The distances involved tend to push the market towards either short cruises or long cruises
with their market specific software and hardware. Both the distances and the fact that most of
the region is water have led to the development of the area's extensive maritime
infrastructure. However, this infrastructure has developed mostly to support container and
other freight operations. Looking through Lloyd's and Fairplay's port directories one finds
relatively few dedicated cruise or non-ferry passenger terminals, e.g. Singapore, Hong Kong,
Pusan, Shanghai, Tianjin, Kaohsiung, Yokohama, Tokyo, Kobe, Osaka, Nagasaki, Sydney,
Fremantle, Auckland and a number of ports in Indonesia and Malaysia. In most of the other
destination ports a cruise ship must either share a dual purpose facility with containerships or
make do with a temporary arrangement. The'ports which would be of interest for cruise
operations are required to have berths of sufficient length, adequate channel and pierside
depth and large enough turning basins.

2. Economic Powerhouse and Rising Populations for the Markets

Another characteristic of these regions is their economic dynamism. According to an article -
by Reginald Dale of the International Herald Tribune, the World Bank projections place six of

the biggest 15 economies by the year 2020 in this area, China, Japan, Indonesia, Korea,

Thailand and Taiwan. From 1965 to 1990 the annual average rate of GNP growth per capita

was over 5% for the economies of Japan; the “Four Tigers”, i.e. Hong Kong, Korea,

Singapore, and Taiwan; and the three newly industrialising economies of Southeast Asia,

Indonesia, Malaysia, and Thailand. These eight nations had a total population greater than

467 million people in 1994. In addition to this, in the South Pacific, Australia and New

Zealand had an estimated 1994 population of 21 million plus.

The population age distribution of the above countries, based on their latest census, indicated
that all these countries have a fair proportion of their populations in the primary cruising
group target age of 45 years plus. But one should also look at the groups 15-29 and 30-44 as
sources of potential guests for short, activity intensive cruises, “a quick getaway”.2 They may
have less money than the older groups but may also have far fewer obligations. The
development of this market should pay rich dividends. One should also not ignore China,
where the 1994 estimated population of the coastal urban centres of Shanghai, Beijing and
Tianjin totalled over 33.5 million. The population of the Guangdong province with its capital
city Guangzhou (Canton) was even greater with a 1993 estimate of 65 million plus. In China
in 1992 the top 40% of households controlled 53.1% of the income, split fourth quintile 22.3%

2 M.J. Schule, An Analysis of the North American Cruise Industry: Executive Summary
(Washington, D.C.: US Department of Commerce Maritime Administration, 1980), p.5.



and the fifth quintile 30.8%. Though there is a great difference in the levels of income, this
distribution compares favourably with Japan. There, the figures were 54.4%, split 23.1% and
31.3% respectively. As the economic prosperity increases and the government travel
restrictions are relaxed these areas should also provide substantial potential markets

3. Regional Economic Co-operation

The economic integration of the EC and the NAFTA played a crucial role in accelerating and

triggering the discussions on regional economic co-operation in the following areas in Asia*:
e The Growth Triangle (Singapore, Johor in Malaysia and Batam Island in Indonesia)
e The BAHT Zone (Border of Thailand, Laos, Cambodia and Vietnam)

e The Greater South China Economic Zone (Hong Kong, Guangdong and Fuchen in China

and Taiwan)

e The Yellow Sea Economic Zone (North and Northeast China, South and North Korea and

Japan)

e The East Sea Economic Zone (Northeast China, Far East Russia, South and North Korea

and Japan)

o [Korean Strait Economic Zone (Southern Korea, Pusan and the Northwest of Japan, Kyushu)

Meanwhile, in four of his major addresses and proclamations since 1985, including his
speech in Vladivostok in July 1986, Gorbachev specifically emphasised his country’s stake in
the Asian Pacific region.* He stated in his Vladivostok address that “the Soviet Union is an
Asian Pacific country"5 and the Amur Territories, Siberia and the Far East are “several times
greater than the assets of the European part of the Soviet Union” in terms of their economic
potential. In addition, his assessment was that Vladivostok itself might become “a major
international centre ...... a seat of trade and culture ...... an open window to the East” g
Furthermore, not only did it raise the possibility of setiling the bilateral border dispute with
China but also signalled the Soviet intention of becoming more active in seeking a political

solution to the Korean peninsular conflict.

The Vladivostok address was followed by flurries of diplomatic activity between China, Korea,
and Russia. As a result, the Republic of Korea established diplomatic relationship with Russia
in 1990 and China in 1993. This has resulted in increased trade, tourism and cultural

? Lee, Tae-Woo and Cho, Sam-Hyun, “Promotion and Development of Sea Trade Routes
between Korea and China”, A paper presented at the 4th- Society for East Asian Studies

Conference held in Tianjin in China from 25 to 26 July in 1994,

They are Gorbachev’'s address at a banquet for Indian Prime Minister in Moscow in May
1985, Gorbachev’s speech at the twenty-seventh CPSU Congress in February 1986, and the

Soviet Government Special Statement on the Asian Pacific region in April 1986.

° Lau Teik Soon and Bilveer Singh (ed), The Soviet Union in the Asian-Pacific Region

éSingapore: Heinemann Publishers Asia, 1989), p.2.
Far Eastern Economic Review, 11th September, 1986.
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exchange. Evidence of this can be found from two developments, which occurred between
1989 and 1994. Firstly, Korea’s foreign trade with China grew from US$ 2.1 billion to 11.6
billion, i.e. increased by more than five times. In the same period, the value of Korea's trade
with Russia increased by twenty-two times,'i.e. from US$ 0.1 billion to 2.2 billion. It can be
said, therefore, that the above three countries have achieved a remarkable increase in
international trade over the past five years and have averaged faster rates of growth than the
rest of the world. Secondly, the number of tourists between China and Korea grew sharply
from 128 thousand in 1992 to 374 thousand in 1994 an increase of over 2.9 times. The
number of tourists between Korea and Russia increased from 102 thousand to 181 thousand,
i.e. increase by 1.8 times in the equivalent period.

At both the national and regional levels, access to internationally competitive transportation
services is a prerequisite for economic development and co-operation. The availability of sea
transportation allows the markets to grow and economies of scale to be achieved through the
division of labour and specialisation.

Furthermore, the disintegration of the former USSR and the change from the socialist
economic system towards the market economies with open economic policies in China were
important driving forces in accelerating regional economic co-operation in the Far East Asia.
Three economic co-operation areas in the region have been developing recently. They are
the Yellow Sea (Huanghai) Rim Economic Area, the East Sea (Sea of Japan) Rim Economic
Area, and the Korean Strait Economic Area. The two former areas need to be mentioned in
more detail because they are very closely related to a new development in the car ferry
market in the Far East.

The Yellow Sea Economic Rim Area covers the north-eastern coastal provinces of China, the

Bohai major economic zone in the broad sense, the western coastal area of South and North

Korea, and the Kyushu area of Japan. The coastal regions of the Bohai Sea consist of 17

major cities and prefectures, i.e. Liaoning, Hebei and Shandong provinces and Beijing and

Tianjin municipalities, including Dalian, Qinhuangdao, Tianjin, Yantai, Weihai, and Qingdao.

Most of them are situated along the coastline of the Yellow Sea with seaports and a vast

hinterland. The above mentioned cities have been linked to Pusan and Incheon by container

and ferry services. The Yellow Sea has several distinctive advantages:

e geographical contiguity and historical relations for centuries

e a complex network of land-sea-air communications

e unique and abundant tourist resources

o opening of the Economical and Technological Development Zone (ETDZ), for example in
Shanghai, Tianjin, and Dalian

e abundant and low cost labour forces

e rich mineral resources

— 77—



Let us pay further attention to the tourist resources and the land-sea-air transport in the
region. As far as the tourist resources are concerned, the coastal cities such as Dandong,
Dalian, Qinhuangdao, Yantai, Weihai, and Qingdao are situated close enough to link with
tourist routes of other areas and form a complete tourist network. For example, these cities
can be easily linked to: a tour to the Greai Wall, which starts at Shanhaiguan Pass in the
east and ends at Jiayuguan in the west; a tour to the Yellow River; a tour to the imperial
residences of the Ming and Qing Dynasties; and a tour to trace the ancient states of Qi and
Lu for the exploration of their cultures. Finally, such coastal cities can join air and sea routes
for tours to both the Province of Jilin in the north-eastern China, where about 250 million
Korean-Chinese people live, and the regions that border with North Korea, where the Yalu
River, the Tumen River and the volcanic Mt Paektu, Korea's highest mountain, are situated.
They are attractive places for the tourists from South Korea.” ’

Apart from the major ports, transportation by railroad and air is easily linked to ferry services.
For example, the main railroads Beijing-Tianjin and Shenyang-Dalian are linked to the
coastal region of the Bohai Sea. As far as air transportation is concerned, the cities of Tianjin,
Dalian, Qingdao and Yantai are comparatively large for China and are available for
passenger transport. Tianjin Airport is now part of the international passenger transport of
Beijing Airport. Therefore, modern transport systems available in the region obviously play a
powerful role in the supply of ferry transport in tourist markets.

Now let us look at the East Sea Rim Economic Area. Gorbachev’s Vladivostok address and
the break-up of the USSR played crucial roles in promoting and accelerating economic co-
operation in the area. In particular, under the auspices of the UNDP, the Tumen River Project
has been actively discussed since 1990 by the US, Russia, China, Japan, South and North
Korea, and Mongolia. It covers the Chinese, North Korean, and Russian border areas the so-
called "Golden Triangle", which is divided into two triangles. The smaller one is formed by the
Port of Rajin, the City of Hunchun, and the Port of Possiet, and the bigger one by the Port of
Chongjin, the City of Yanji, and the Port of Vladivostok. Except for Russia, all the countries
concerned with the project prefer the smaller one because the feasibility and practicability of
the project there is higher.

Meanwhile, there are some signs that hint at the opening of North Korea. First, it appears to
be in a situation of severe economic crisis as well as a crisis relating to rationality,
legitimisation, and motivation. Second, it seems to be under pressure from its allies, mainly
China and Russia, to open its society and to improve its economic performance. Third,

’ Lee, Tae-Woo and Song, Dong-Wook, “Current situation and prospecis for ferry lines between
Korea, China and Far East Russia”, in Cruise+Ferry 95 Vol. 1, London: Business Meetings Lid.,
1995.
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although major political issues, including the atomic surveillance process, remain unsettled,
economic co-operation has been actively discussed in the recent years between the two
Koreas. More importantly, North Korea is eager to establish a special free trade zone in the
ports of Sunbong and Rajin in the “Golden Triangle’. Recently, presenting its own
development plan in co-operation with the UNDP project, North Korea welcomed direct
investment from foreign countries, including South Korea.

As a part of their open-doors policy, the Chinese government has also paid great attention to
developing their rail, road and port infrastructure enough to keep pace with the development
of foreign trade in the smaller triangle. Equally, it is clear why the Province of Jilin views the
transport networks as an integral part of its efforts to accelerate the container cargo and
passenger traffic in the area.

As mentioned earlier, the background of the more rapid and comprehensive economic
development of Russia and its closer integration into the Asian Pacific region was coupled
with the Vladivostok Declaration in July 1986. Two-thirds of the Russian territory is situated
within the region. Abundant natural resources in Siberia, for example gas, oil, and timber, are
likely to be important factors in the region's economic dynamism. The participants in the
economic co-operation in the region may gain the benefits from the growing trade and access-
to sufficient capital and advanced technology and the use of expanded international
economic ties.

Since 1991 three organisations involved in exchanging human and physical resources
between Korea and Russia have been established. Their memberships consist of mayors,
legislators, congressmen, businessmen, and scholars. For example, The Pusan-Vladivostok
Friendship Association contributed to the signing of the sister-city agreement between the two
cities 30 June 1992. Pusan is one of the largest container ports in Asia and Vladivostok®,
which was transformed from a naval port to a commercial one in January 1992, is an open
window to the Pacific for the Russians. The Association also contributed to the opening of
passenger services between the two cities in 1993, although since then they have operated
on a voyage charter basis only.

Post-war Japan has emerged as the centre of economic gravity for the countries of the
western Pacific and has become one of the most important factors for economic development
in the region. Leaving international politics aside, Japan has made a lot of effort in promoting
economic co-operation and cultural exchanges with China, Far East Russia, and North Korea,
at both national and international levels. The Japanese government has designated the City
of Niigata in the north-west of Japan as a main centre for this. Consequently, a regional

8 On further information on the port, see R.J. Fraser Jr., "The ports of the Russian Far East: a
management strategy", Maritime Policy and Management, Vol. 21, No. 1, 1994, pp.37-44.




trading block has been seriously discussed and apparently one is emerging in the East Sea
Rim area. It has strong impact on the ferry and container services, generating the highest
levels of both intra- and inter-regional trade volumes.

The lIntra-regional shipping operations in the East-Southeast Asian are now carrying a
significant volume of passenger and container traffic within a number of sub-systems to and
from the Kobe, Pusan, Kaohsiung, Hong Kong and Singapore hubs as well as to and from the
regional ports. It is the way in which the region's ports are now linked into the shipping networks
- and, effectively, into port-shipping systems - which is of particular importance in the East

Asian area.

lil. The Development Stages of the Cruise Market

The cruise market in Asia can be classified into the four stages as follows:

Stage 1. The embryonic stage wherein there exist strong cultural resistance and
misconceptions to cruising, but a few have cruising experience abroad.

Stage 2: The introductory stage comprising low product awareness, limited supply/choice and
cultural resistance;

Stage 3. The expansion stage wherein there exists an increasing awareness of the product,
cultural acceptance, expansion and supply, efficiency and scale advantages with
some price reduction;

Stage 4. The mature stage wherein mature market growth is evident depending upon price
and income. It is a this stage that the concept of marginal utility may begin to apply.
In addition, both spending ceilings and time constraints will effect the level of
demand.

All four stages exist simultaneously within the Asian market regions. Each stage depends on
the line, its target market and area of operations. Let us discuss each stage in further detail.

1. Stage 1: Embryonic Stage

At this stage, on the local level there are problems with the product awareness,
misconceptions of the idea of cruising, fear of the sea or loss of face from seasickness and
there exist strong cultural resistance and misconceptions to cruising. However, a few may
have cruising experience abroad. For example, as will be discussed at the expansion stage, it
has found that Korean and Taiwan tourists have 1 to 4 day cruises out of Kuala Lumpur.
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These cruises were combined with a variety of land options to form atiractive air/sea
packages. This may open vp an untapped market in Korea and Taiwan.

2. Stage 2: Introductory Stage

This stage would apply in the case of Siam Cruise's ANDAMAN PRINCESS based in
Bangkok. Operating seven day cruises since 1990, this ship has helped introduce cruising in
the Thai waters for the local population. The smaller SEATRAN PRINCESS, another locally
operated ship, operates on two, three and four day itineraries within Thailand. ANDAMAN
PRINCESS is rated three stars by Douglas Ward's 1995 Berlitz Complete Guide to Cruising
and Cruise Ships. This is consistent with other ships at {he Stage 3, such as the ships serving
the Chinese market and the Russian/Ukrainian ships, targeting the local market, operating full
and part time out of both Australia and Singapore.

3. Stage 3: Expansion Stage

At this stage, there is a wide mix of ships and markets. The ships, under charter to German
operators, making increased visits to the regions, tend to be four star or above. Two of the
ships serving the expanding UK market, CANBERRA and SEA PRINCESS are rated three
stars plus and four stars plus, respectively. The Russian/Ukrainian ships serving an
expanding budget-minded European market are rated between two and three stars. The
smaller ships in this stage such as PEARL, CLUB MED I, WIND SONG, SEA GODDESS,
BAL! SEA DANCER also carry a four star plus rating. Their target market is passengers
seeking a port intensive itinerary to unique places. BALI SEA DANCER, WIND SONG and
CLUB MED Il afford their passengers the opportunity to see some of the most beautiful
places in the world from the sea as they should be seen. P&O Spice Island Cruises also
operates the smaller ISLAND EXPLORER and SPICE ISLAND, which can enter ports within
Indonesia which are inaccessible to larger ships; Most of this market's passengers come from
North America, Europe and Japan. Within the Stage 3 the length of the cruises vary. It tends
to be shorter for the permanently based ships, as short as a week or several days in
combination with a land package. While for transient ships the cruise lengths tend to be 10,
11 days or longer. Some are cruises originating and terminating within the area while others
are segments of around-the-world cr circle-Pacific cruises. Rated solely on their levels of
comfort they would fall into the Stage 3, but because of their deployment in market expansion
of traditional markets they fall in the Stage 3.

In comparison the Stage 3 market concentrates on 1, 2, 3, and 4-day cruises. These

companies are aggressively pushing increased awareness and market expansion through
competitive pricing and increased media/advertising awareness. The four main companies



are Singapore-based Star Cruises, New Century Tours and Lines International, and Kuala
Lumpur-based Empress Cruise Lines.

The Star Cruises, established in 1993, has the StarShips LANGKAPURI STAR AQUARIUS
and STAR PISCES, operating on 1-4 day cruises out of Singapore and Hong Kong,
respectively. These are targeted at the first-time local cruisers with young families. Their
facilities make family cruising fun. The two ships are very new former Baltic Sea ferries and
are rated at four stars. Although the ships are sisterships, there are subtle differences to
better serve the ethnic differences between Singapore and Hong Kong. Star Cruises' main
competition in this segment is the New Century Tours' LEISURE WORLD. Sailing a similar
one to four day schedule LEISURE WORLD is rated at three stars. The LANGKAPURI STAR
AQUARIUS is competitively priced starting at approximately US$120 per person in a quad
cabin for 3 days and 2 nights up to US$490 for a single cabin. LEISURE WORLD charged
from US$140 to 940 in a suite for the same time period. The Star also has two smaller ships,
MEGASTAR ARIES and MEGASTAR TAURUS. These recently acquired four star plus ships
are targeted at the corporate market and sold on an invitation only basis. Star's competition in
this segment comes from Renaissance Cruises, with RENAISSANCE [V and RENAISSANCE
VI, and the Indocam Investments Pte. Limited's LIDO STAR, the former COLUMBUS
CARAVELLE. According to press reports Star Cruises intends to continue to expand and
broaden its passenger base to include Taiwan and South Korea. It eventually hopes to attract
cruisers from the Australian and European markets.

SUPERSTAR GEMINI may also offer some competition to the Royal Caribbean Cruises
Limited's VIKING SUN. However, the Royal Caribbean is targeting the experienced cruisers
within their traditional North American and European markets. They have been marketing
within Asia for a number of years and are probably hoping to draw on that market also. Royal
Caribbefan's market entry in December 1995 represents the first attempt to expand North
American/European passenger based contemporary market cruising in this area. They will
offer year round 13 and 14 night itineraries concentrating on China, the Far East and
Southeast Asia. Fares run from US$2,999 to 5,699 in value season to US$3,199 to 5,899 in
peak season.

The Empress Cruise Lines established in 1994 operates THE EMPRESS on 1 to 4 day
cruises out of Kuala Lumpur. These cruises may also be combined with a variety of land
options to form attractive air/sea packages. The Lines' target market is the new cruiser within
Malaysia and the surrounding region and tourists from Korea, Taiwan, Hong Kong and China,
who are visiting Malaysia. Offering Empress Class and First Class service, fares start at
approximately US$170 per person for 3 days and 2 nights. The company intends to expand
as suitable tonnage becomes available. As the only line in the region with a special sensitivity
to the needs of Moslem passengers, it is well placed for expansion.
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The activity in this segment is mostly the result of local entrepreneurs creating uniquely Asian
products and selling them on the local market. However, the Royal Caribbean's venture may
also open up an untapped market segment for the Asian regions.

4. Stage 4. Mature Stage

By contrast the Stage 4 ships serving markets such as the Japanese and luxury North
American and European segments belong to well established companies with strong brand
loyalties. These ships are all in the four star or more categories. As these companies enlarge
their markets in their other operating areas, they will also enhance their Asian operations as
their experienced cruisers seek new itineraries and destinations. Some of these ships are
ASUKA, FUJI MARU, NIPPON MARU, ORIENT VENUS, CRYSTAL HARMONY,
STATENDAM, SAGAFJORD, GOLDEN PRINCESS, PACIFIC PRINCESS and ISLAND
PRINCESS. ltineraries in this category tend to be long with varying port-intensive and long at
sea periods. Their per diem rates are consistent with their high standards of luxury and
service. Though FAIRSEA is only rated three stars, she serves a well established market that
would require the right tonnage with the right price sensitivity to grow. Therefore,
FAIRSTAR's market is placed in the Stage 4.

IV. Car Ferry Market in the Far East

Broadly speaking, the car ferry routes operating in the region of Korea, China and Far East
Russia are long-haul ones, involving more than 14 hours at sea. (see Table 1 and Appendix
1.) They dominate the industry and operate across the Yellow Sea and the East Sea. The
route structure of the ferry industry can be analysed by origin and destination of port. Incheon
is a busy port in terms of passengers handled, and originates three car ferry routes - to
Weihai, Qingdao, and Tianjin. Pusan originates two routes - to Yantai and Vladivostok.

The Weidong Ferry Co., Lid. (Weidong), The Tianjin-Incheon Shipping Co., Ltd. (Jincheon),
The Yellow Sea Ferry Lines (Yellow Ferry), and The Far Eastern Shipping Company
(FESCO) are operating on ferry lines between Korea, China and Far East Russia.

On the one hand, the former three are joint ventures established on the basis of a series of
maritime talks between the Korean and Chinese governments. (See Table 2.) Thus, they
have agreements about services so that there is nothing to force them to make the operation
of one ferry service more aitractive than the other. The investment ratio in setting up the
Weidong and the Jinchon joint ventures was 50 to 50 per cent between the Korean and



Chinese parties respectively, while that of the Yellow Ferry one was 10 to 90 per cent. On the
other hand, the FESCO® is operating on the Pusan-Vladivostok route without a Korean
partner.

Table 1. Long-Haul Ferry Routes and Operators, 1995

Korean Port Destination Hours Operator Service
Frequency
Incheon Weihai 14 Weidong 2 per week
Incheon Qingdao 19 Weidong 1 per week
Incheon Tianjin 29 Jincheon 6 per month
Pusan Yantai 36 Yellow Ferry 6 per month
Pusan Viadivostok 43 FESCO 5 per month

Sources: Weidong, Jincheon Yellow Ferry and FESCO (1995).

Generally speaking, the company size of the Korean parties on the Chinese routes is not
bigger than the average in Korea. However, they have run the car ferry business with
enthusiasm and entrepreneurship. In particular, it is interesting to note that, trying to follow a
diversification policy, The Jinsung Corporation, i.e. the Korean party of the Yellow Ferry that
opened the Pusan-Yantai route in September 1994 owns an international travel agency as
well as a shipping agency.

Table 2. Joint Venture Companies and Fleets Operated on China-Korea Car Ferry Routes

Company Name Weidong Jinchon Yellow Ferry
Established Date 14 August, 1990 9 December, 1991 29 August, 1994
H.Q. Location Weihai Seoul Yantai
Korean party: Korean paity:. Korean party:
Dongnama Shipping Dae-A Shipping Co. Jinsung
Co., Yukong Line & Corporation
Contract parties other 5 companies Chinese party: Chinese party.
Tianjin Shipping Co. Shandong
Chinese parly: Province
Weihai Shipping Co. Yantai Marine
Shipping Co.
Equity Ratio 50:50 50:50 10:90
(Korea:China)
Type of Ship car ferry car ferry car ferry
Ship Name New Golden Bridge Tien In Yellow Sea
Gross tonnage, 9,978 Grt, 6,870 Grt, 8,475 Grt,
No. of 631 persons, 631 persons, 300 persons,
Passengers, Teu 100 Teu 100 Teu 80 Teu
Ship Age 15 years 19 years 18 years
Sea Speed 16 knots 18 knots 18 knots

Sources: The Korean Foreign Trade association(1993), The Dongnama Shipping Company
{1994) and The Jinsung Corporation (1995).

o According to the privatisation programme, FESCO, as one of the state owned shipping
companies of the former USSR, became a joint stock company in Viadivosiok. On the
privatisation process and business performances of FESCO, see Tae-Woo Lee et al, “The
Impact of Privatisation on the Former Soviet Shipping Companies”, Proceedings of the Joint
International KMI/IAME Conference held in Seoul, Korea, in July 1994,

_84_.
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The first ferry route between China and Korea was opened in 1990 by the Weidong. The
company serves the two routes Incheon-Weihai and Incheon-Qingdao with one car ferry,
M.V. “New Golden Bridge” with 631-passenger and 105-teu capacity.

The car ferries deployed on the Chinese routes are on the whole old. Field surveys carried
out by the authors confirmed that the ones which used to be employed on the coastal routes
in Japan are neither suitable nor convenient for passengers and containers on long haul

routes.

The volume of passenger arrivals and departures by sea at Korean ports increased from 100
thousand in 1992 to 117 thousand in 1993. This represents 16 per cent annual growth rate.
Departures for China accounted for 47 per cent of the total in 1992. In 1993, the departures
rose a further 8 per cent to 55 per cent.

The upward trend in the passenger traffic is due to a general increase in demand for foreign
travel, but particular factors have come into play in recent years. One of these is the striking
and consistent rise in the number of the Korean-Chinese tourists mainly from the Province of
Jilin in the north-eastern China with a population of about 250 million. They immigrated to the
region to seek freedom, thus avoiding the Japanese colonial rule in the first half of the 20th
century. Another factor is that there was no direct liner service by air until 1994 when Korea
and China signed a bilateral agreement on air transport. Finally, as mentioned earlier, the
development of the ETDZ with the increase of foreign direct investment and the expansion of
economic co-operation in the coastal cities of the Bohai region have generated considerable
passenger and container traffic.

Ferries offer a complex variety of fares on each route, depending on such basic factors as the
season, the time of crossing, the age of passengers and, in the case of passengers with cars
and the length of vehicle. This complexity increases when the fares on different routes are
considered. The traveller departing from (and returning to) any particular point in a country
must consider the difference in the cost of travel to the port of departure and from the port of
arrival to the ultimate destination before choosing the ideal ferry route. Because, compared to
those in the UK, the fare structure and ferry routes in Korea are relatively simple and the
frequency of the services is lower, the fare structure is based on accommodation classes and
marketing pricing does not exist. Although policies differ between companies, the classes can
be simply summarised in a consistent way for a comparison. (See Table 3.)

The value of the cross Yellow Sea ferry market was thought to be between US$ 100 million
and 150 million in 1992, including container freight. However, these figures must be taken as



broad estimates because they were roughly calculated based on the current fares and

container cargo freight rates.

Table 3. Current Fares by Class and Ferry Company in 1995

Weidong Jinchon Yellow Ferry
VIP Class US$ 220-300 US$ 210-250 US$ 330-450
Special Class 180 210 250
1st Class 140 145-170 150-190
2nd Class 110 110-135 120

Sources: Weidong, Jinchon, and Yellow Ferry (1995).

Let us move on to the cross East Sea ferry services. They have developed in an entirely
different way from the cross Yellow Sea ones. As economic and political relations between
Korea and Russia have considerably improved since 1990, the demand for passenger traffic
has sharply increased in Far East Russia.

Despite a series of shipping conferences between Korea and Russia, including the last
conference in February 1995, the issue of, among other things, whether Russian carriers
have a right to book container cargoes in the Korean market and transport them to third
country, has not yet been settled. Therefore, the two governmenis have not reached an
agreement to establish a joint venture company for the passenger services on the Pusan-
Vladivostok route. However, the latest conference hinted that this is expected to be settled by
the end of this year.

Henceforth, the only means for a Russian shipping company to legitimately enter ferry
services on the route between Pusan and Viadivostok within the scope of the Korean shipping
regulations is to operate passenger ships on either a tramp or voyage charter basis. The
FESCO, which had 8 passenger ships with accommodation for 2,084 passengers and spaces
for 300 cars as of present in 1994, began a voyage charter service in 1993. Afier trial
operations, it has operated a so-called quasi-liner service on the route first with M.V. "Mariya
Savina" from January in 1994 and then alternating five others vassels. (See Table 4.)

Although each of the passenger ships thus employed can accommodate about 200
passengers with a cargo capacity of 300 cubic metres, the ship “Rus” is more modern and
luxurious when compared to the others. Except for the ship "Rus”, the other vessels have an
average sea speed of 14.5 knots and their ages range from 17 to 20 years. They called in the
Port of Pusan at an average frequency of 5 times per month, totalling 60 calls in Pusan from
January to November in 1994. They utilised, on average, 65 per cent of the passenger and

90 per cent of the cargo capacities the same year, respectively.



BBR7I7EZEEBARRE

Table 4. FESCO Passenger Ships -Called in Pusan between January and November in 1994

Ship Name Gross Tonnage Call Sign No. of Calls Built Year
Mariya Savina 4,251 UHJZ 18 1974
Olga Sadovskaya 3,924 UKCW 23 1976
Antonina Nezdanova 3,042 ESWY 7 1978
Olga Androvskaya 4,258 EOFW 5 1977
Lyubov Orlova - 3,941 : UNSC 5 1975
Rus 12,798 UVBB 2 1985

Source: Collected by the author (1995).

It is necessary here to briefly describe the reasons why Russian tourists visit Korea."® Their
trips are mainly organised by tourist companies. These charter a passenger ship from the
FESCO and sell tickets to sither their customers or other tourist companies. They provide
tourists with transportation and accommodation only.

The Korean market is offering various kinds of goods to the Russian tourists from clothes to
second-hand automobiles and used tyres. The most popular goods they are interested in are
foodstuffs, clothes, foot-wear, and electronic goods. Most of these goods are of high quality
and are, on average, half the price of those in the Russian market. They can also be
purchased within one city in Korea. Moreover, the distance between Pusan and Vladivostok is.
relatively short and cheap sea transportation allows bulky cargoes to be carried. All the above
factors make their business easier and more profitable.

However, a survey showed that cargo and cabin spaces on the FESCO ships could not hold
all the cargoes and persenal luggage of the passengers.” As a result, wholesale traders with
a group of peddlers chartered a scientific-research vessel on the basis of voyage or time
charter for the route Vladivostok-Pusan, and slightly modified her into a passenger ship at the
expense of her charterer and shipowner, who are mainly based in the Primorsk region. She
can accommodate about 20 passengers with a cargo capacity of 300-400 cubic metres. (See
Table 5.) Ships of this kind called in Pusan, a total of 64 times from January to November in
1994 and it was estimated that they transported 1,600 round-trip passengers.

Owing to the flood of Russian shoppers, Pusan is currently enjoying an unexpected boom,
following vears of decline in the apparel and shoe industries. Nearly 80 clothing and shoe
manufacturing companies, which were faced with shutdown, have bounced back to life
because of the “Russian demand”. Some special trade and shopping areas have been
established for Russians tourists in Seoul as well as in Pusan.

10 Tae-Woo Lee and Alexei Yatsenko, “A Survey and Short Study on the Russian Peddler in
Pusan”, Unpublished paper, Postgraduate School of Maritime Industrial Studies, Korea
Maritime University, 1993.

! Ibid.



The fares of the FESCO ships on the Pusan-Vladivostok route started at the level of US$ 500
per person in January 1993 and owing to the high demand for the service, increased to US$
800 in 1994 for a return ticket. A round trip takes 8 days, including 2 or 3 days for shopping in
Korea. The fares cover meals at sea and accommodation on board in the Port of Pusan and
up to 100 kg of personal luggage. The fares of the modified ships on the same route were
US$ 500 in 1994 an equivalent terms.

Table 5. Other Russian Ships Deployed on Pusan-Viadivostok Route, January- November

1994
Ship Name Gross Call Ship Type No. of Calls
Tonnage Sign in Pusan
Akademik Shokalskiy 1,753 UuUPB Converted Passenger 6
Akademik Kalorov 5,497 UHGS ! 1
Akademik Oparin 2,441 UFPD ? 5
Akademik Kalorov 5,804 UHQS ! 12
Akademik Shrishov 5,754 UMAY " 12
Priboy 3,270 EREH 5 14
Ocean 3,143 EREI 5 14

Source: Collected by the author (1995).

In the period from January to November 1994, all the Russian passenger ships made about
140 voyages on the cross East-Sea ferry routes and transported about 13,000 round-trip
passengers from Far East Russia. The estimated value of the Pusan-Vladivostok ferry market
amounted to US$ 6 million in terms of fares and cargo traffic in 1994. As this calculation was
. mainly based on information acquired by interviews, consisting of very fragmentary evidence,
the reader should be warned against placing too much reliance on it.

V. Prospects for the Cruise and Ferry Markets in Asia

Links between large cities in Asia are an important factor in the development of cruise and
ferry routes. They have their own, relatively uncontested traffic in particular in the Far East
Asia, both in passengers and cargo. The traffic is well connected to the hinterland and cities
with sufficient tourist resources in the region. In this section much more emphasis is made on
the markets in the Far East Asia because the cruise market is in embryo.

It seems that the introductory stage of the cruise market and the operation of more

modernised car or fast ferries into Asia are highly expected due to the following reasons and

prospects:

e An infinite number of highly desirable destinations, both famous and not so famous.

o Superb maritime infrastructure and government interest in a number of countries to
improve cruise facilities.
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e Well established tourism infrastructure and organisation in major ports.

e Excellent air connections and capacity from various turn-around ports.

e Support from tourist and trade organisations.

e Growing regional economic power, affluence and population.

o An untapped market of potential passengers in Taiwan and Korea, where local capital and
entrepreneurs are entering the market.

e Good climate that allows rotation of ships through the area to take advantage of the best
weather, i.e. Royal Caribbean's Far East and Southeast Asia itineraries suggest Southeast
Asia and South Pacific rotation.

o Incomes in Korea are, on the whole, rising so that not only is the number of tourists from
Korea increasing but also their demand for high quality services is increasing at fast
speed.

o Owing to low-skilled labour and over aged outmoded loading and discharging equipment
at the Chinese ports‘z, modernised ro-ro ships are urgently required.13

e The Chinese government's policy towards the state owned shipping companies gives them
the authority to negotiate contracts with their foreign partners and to make flexible
management decisions by themselves.

e Three more car ferry routes, i.e. Pusan-Kunsan-Yantai, Incheon-Dalian, and Pusan-
Shanghai, are due to open sooner or later. Each route will be operated by a Chinese
company in association with a consortium in Korea. They are looking for second-hand
ships for the routes. For example, a family-controlled company is looking for a second-
hand ship, which should be less than 15 years old, 7,000-10,0009rt/300 to 500-
passenger/200 teu, and with sea speed of 20 knots. She is intended for upmarket car ferry
services and is scheduled to take up Korean-based operations this year. Her itineraries
offered embrace Pusan, Kunsan, and Yantai (See Appendix 1.)

e The FESCO is striving to seek new customers with the aim to maximise hard currency
inflow.

e It plans to increase the carriage of goods for foreign affreighters, expanding the
geographic areas of operation.

o It plans to renew cargo and passenger tonnages with the capital from foreign capital
markets or through joint ventures. '

o It plans to establish a joint venture company for the route Pusan-Viadivostok.
(Conglomerates, and small- and medium-size shipping companies in Korea have been
trying to set up a joint venture with the FESCO.) and to open the route Vladivostok-Pusan-
Shanghai in order to increase the rate of utilisation of passenger ships.

2 On the current bottlenecks at Chinese ports, see Tae-Woo Lee and Sam-Hyun Cho,
“Promotion and Development of Sea Trade Routes between Korea and China®, A paper
presented at the 4th Society for East Asian Studies Conference held in Tianjin in China from 25
to 26 July in 1994.

'3 On the role of ro-ro ships, see Jon Boyce et al., Ro-Ro Ships and Their Market Role (London:
Fairplay Publications Ltd., 1980).



e Furthermore, the FESCO is planning to decommission the passenger ships of the “Maria
Ermolova” type beginning from the year of 2001 and to expand the fleet of the FESCO by
five new passenger ships with 400 to 500-passenger capacity under the State Programme
of Revitalisation of Russian Merchant Fleet and Ports."

However, the area also has a number of challenges to make the cruise and ferry markets

efficient and to make the voyage more interesting:

e On the local level - problems with the product awareness, misconceptions of the idea of
cruising, fear of the sea or loss of face from seasickness.

e Increased safety demand for cruising services."

¢ Regional/ethnic preferences, customs and backgrounds force the development of very
market specific ships, tend to make economies of scale difficult, and work against new
buildings.

e Time and Money! The cost of the cruise, the cost of getting there. The short Asian
vacations versus the long North American and even longer European vacations.

e For the Japanese, North American and European cruise markets, long flight times might
cause a problem. i.e. from FRA to NRT 11 hours, to HKG 12 hours, to SIN 12 hours, to
SYD 21 hours; from SFO to NRT 11 hours, to HKG 12 hours, to SIN 18.5 hours, to SYD
14.5 hours; from NRT to SIN 7 hours, to SYD 9 hours, to PAP 10.5 hours."®

e The political situation in the Philippines, the pirates in the South China Sea, terrorist
threats - one incident can ruin an entire season.

¢ As the number of ships increases problems with congestion at the facilities may increase
along with conflicts between the transient and area based ships.

e To develop total revenue management tec;hnique'17 and to assure total quality
management services at a cruising company.

Since 1994, air transport has been available on the routes Seoul-Beijing, Seoul-Tianjin, and
Seoul-Shanghai in the form of liner services and Seoul-Viadivostok on the basis of voyage
charter. It generally means that the car ferry services may be facing competition from the air
transport ones. However, for the time being, it is not likely that the competition between the
two is going to be severe. The reasons for this are the following: firstly, the traffic is
generated mainly from China and Far East Russia and their incomes, on the whole, are

lower; secondly, the air services are not as well linked to the local regions its passengers want

 On recommendations for Russian water transport, see Jane Holt, Transport Strategies for the

Russian Federation, (Washington, D.C.: The World bank, 1993), Ch.7.

'S C.J. Parker, “Aspects of Passenger Ship Safety”, in Cruise+Ferry 87, London: Business

Meetings Lid., 1987. Drewry Shipping Consultants, Cruise Ship and Ferry Costs in the 1990s:

The Economic Impact of Increased Safety Demand, London, 1993.

'® Gary Doy, The Quality of Service Index and Passenger Atfitudes to Airline Service Levels,

Working papers No.6, Department of Shipping and Transport, University of Plymouth, 1985.
Bob Zayas, Revenue Management: Does it receive enough attention in the cruise/ferry

industry?, Texas: Revenue Technology Services Corporation, 1995.
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to reach as the ferry ones; thirdly, the tourists on the cross East Sea and Yellow Sea ferry
routes have a high demand for cargo space to transport the bulk goods they have purchased
and, thus, they prefer the sea to the air.

VI. New Niche Markets in the Far East Asia?

The Asia Pacific cruise market has been long considered to have great growth potential but
has not always lived up to the expectations of operators. Table 6, in which the historic figures
for capacity in terms of passenger-days (or bed-days) are set out, illustrates that, while the
market has been gradually developing, growth has been erratic with a high in 1987 of 1.1
million passenger-days followed by a low of 691,000 in 1990. Since 1991, growth has been
modest in the Far East Asia until 1994. In spite of this uneven growth pattern, there are
indications that the region has the massive potential in cruising and the embryonic stage in
the cruise market may be changed to the introductory one. For example, in 1994 the
inauguration of a significant new river cruising operation in China was made by Victoria
Cruises, which is based in New York. It deployed the first two vessels entering services,
VICTORIA | and Il, which operate five-day cruises.'®

Table 6. Growth of Asia Pacific Market 1985-94 (‘000s passenger-days)

Year Far East | SE Asia | South Pacific | Trans Pacific | Total
1985 164 249 86 29 528
1986 274 168 508 78 1,028
1987 466 273 353 18 1,110
1988 280 173 317 69 839
1969 239 207 383 114 943
1990 149 185 303 54 691
1991 169 121 407 2 699
1992 189 165 402 11 767
1993 252 227 378 15 872
1994 305 283 764 51 1,403
% Change 1985/94 +86 +14 +788 +76 +166

Source: Lloyd's Ship Manager, Cruise and Ferry Review, Oct/Nov 1994, p.8.

Referring to the above mentioned current situaiion and the prospects for ferry lines in the
East Sea and the Yellow Sea areas, the ferry conversion, refit and second-hand markets are
expected to flourish over the years to come. The upward market for conversion and refit may
be, above all, aitributed to the existence of possibilities of the same basic patitern as the
partly converied ships which were research ships but are now used as passenger ships. In
addition, this market is also likely to be fuelled by the replacement of the older vessels by
younger ones and thereafter by undertaking upgrades and modifications to suit the trading
routes and car ferry requirements. Moreover, because newbuilding prices have risen sharply

18 Lloyd's Ship Manager, Cruise and Ferry Review, April/May, 1994, p.2.



in the recent years and the ferry companies in the region are in a financially weak situation,
upgrades and conversions are seen as being a cost effective alternative.

Furthermore, the other alternative can be found in the co-operation with advanced ferry
operators. As mentioned in the above section, the second-hand car ferries purchased from
Japan, where they had been deployed on the coastal routes, are not considered to be
efficient on long haul routes. Thus, advanced countries will be able to sell their ferries, which
are comparatively modern and comfortable, cheaper than locally built new ships. If the
business is combined with favourable foreign financing, it will be helpful for the ferry industry
operating on the ferry routes between Korea, China, and Far East Russia. Consequently, a
busy second-hand market profitable to both parties will come into existence.

To remain competitive in a more demanding market, the ferry companies will have to operate
competitive and cost efficient ships and to maintain a high profile in the new markets in the
Yellow and the East Sea areas. Therefore, experienced management teams are required for
the ferry industry in the region. Advanced specialist operators will help the industry to solve
covert and overt problems in their ferry operations and management, shorten the ferry
business learning curve, earn the benefits of know-how, e.g. crew training, casino' and duty
free shop operations on board, and to promote the business.

As far as the acquisition of the passenger ships is concerned, according to the FESCO, the
main question of financing the construction of new ships, the purchase of second-hand ships
or the conversion of its existing passenger ships, may be solved by the investments from
foreign partners in mutually profitable joint operations.'

It is also worthwhile mentioning the prospects for the ferry business of the Sakhalin Shipping
Company (SASCO). It began to enter the tramp ferry service on the Pusan-Korsakov route
with sister car ferries, accommodating 100 passengers in addition to about 300 cubic metres
of cargo capacity in 1994. They operated, on average, one voyage per month on the route,
each time carrying, on average, 70 passengers from January to November 1994. The
SASCO car ferry fleet called in the Port of Pusan in the same period, 9 times in total.
Although the volume of passenger and cargo traffic it transported was small in 1994, it is
expected to grow steadily in the years {o come. Three reasons for this are: firstly, 800
thousand of Korean-Russians, who were forced to immigrate by Japan during the Second
World War, live in Sakhalin; secondly, Korea is a suitable couniry for their shopping
requirements; finally, the transportation cost per container teu on the direct route Pusan-
Korsakov is much cheaper than the indirect routes via Viadivostok or Vanino. Furthermore, it
is important to note that at the maritime talks held in Seoul in February this year between the

"9 H.J. Rahn, “Effective Shipboard Casino Operations”, in Cruise+Ferry 87, London: Business
Meetings Ltd., 1987. :



BBER7FI7EEGRMAE

Korean and Russian governments agreed to open a container liner service on the direct
route. They also have plans to use the Port of Possiet for the transfer of passengers on the
route from Sokcho to Hunchun, which is due o be opened in the near future.(See Appendix

1))

In these circumstances, it can be suggested that there are three possible ways to participate in
the cruise and ferry business in the region: firstly, to go into partnership with a Russian
company; secondly, to have a business relationship with a Korean one; finally, to have a
business link with a GhineSe one. It is very difficult to judge which alternative is the best. It may
depend on the co-operative business sector, the foreign investor's company structure, know-
how and business culture. It seems that the first two Ways are more likely to be suitable for
western operators. The reasons for this are: firstly, there may be more room and a higher
chance for them to involve and cooperate in the sale and purchase of second-hand car ferries,
their modification or conversion and refit projects, and the transfer of advanced management
and operation skills of car ferry; secondly, as far as business communications and shipping
business are concerned, they could cooperate with their partners in more favourable
environments which result from socio- and economic systems.

VIil. Conclusions

Of particular interest is the growing economic integration of Asia which has already been
reflected in the rapid development of cruise and ferry networks. (Container transport in the
region is beyond the scope of this paper and has not been dealt with here.?%) The interface
between intra- and inter-regional transport systems is not only the catalyst for economic
development but also one of the principal stepping stones to economic co-operation within
the region. Inter-regional passenger shipping operations are now carrying significant traffic
within the region, where the ports are now linked into shipping and ferry services.

It has been found in the paper: that all the four stages of cruise market, i.e. the embryonic,
introductory, expansion and mature stage, exist simultaneously within the Asian market
regions; that each stage depends on the line, its target market and area of operations; that a
niche cruise market is evolving with high potential in the Far East Asia; and the possibilities
of joint venturing or co-operation with the advanced operators in the cruise and ferry services
are high in the region.

2 On the container transport in Far East Asia, see Tae-Woo Lee, “Current Changes and Future
Prospects in Maritime Transport by Regional Economic Co-operation in Far East Asia”, A paper
presented at the Conference on the Future Role of Ports in the GCC held in Kuwait from 3-5
December, 1994.



In spite of the challenges the Asian ferry and cruise markets have a great potential for further
development at all tiers. If a company wish to build or buy a new ship for the cruise market, it
is required to decide what country and which nationality is to be focused as the market target.
It is also necessary to have a very thorough knowledge in the customs, fashion, laws and
regulations in order to obtain the full support and satisfaction of its customers targeted in the
market concerned. Therefore, it appears that the companies involved in expanding the Asian

markets have taken this into account and are acting accordingly.

Car ferry services are a crucial and flexible means of transporting tourists, and the potential is
considerable in Far East Asia. In addition, providing the two Koreas are reunified in the near
future, the tourist resources at Mt. Keum-Kang in North Korea may be another important
factor to attract tourists and to accelerate the cruise and ferry markets in the region. The
rising disposable income, increased leisure time and a thirst for travel are valid stimuli to
inspire growth in the cruise and fast ferry markets in Asia. We should hear much more about

these markets in the region in the next century.



Appendix 1. Ferry Routes between Korea, China, and Far East Russia
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Appendix 2. Major Cruise Ports in Far East and Southeast Asia Regions

FAR EAST REGION

Destination Sea Miles Origin Sea Miles Destination
Kure (KRE) 515 Yokohama (YOK) | 528 Hakodate (HKD)
Nagasaki (NGS) 683 357 Osaka (OSA)
Shanghai (SHA) 1036 659 Pusan (PUS)
Tianjin (TSN) 1250 1584 Hong Kong (HKG)
Manila (MNL) 1758 2892 Singapore (SIN)
Bangkok (BKK) 2979 4330 Sydney (SYD)

Destination Sea Miles Qrigin Sea Miles Destination
Tianjin (TSN) 1360 Hong Kong (HKG) | 1140 Pusan (PUS)

Northbound
Shanghai (SHA) 824 471 Keelung (KEL)
Quangzhou (QZJ) 410 342 Kaohsiung (KHH)
Xiamen (XMN) 340 210 Shantou (SWA)
SOUTHEAST ASIA REGION

Destination Sea Miles Origin Sea Miles Destination

Macau (MAC) 60 Hong Kong (HKG) | 300 Hainan (HAK)
Southbound

Manila (MNL) 632 803 Haiphong (HPH)
Ho Chi Minh City (SGN) | 927 1460 Singapore (SIN)
Bangkok (BKK) 1489 4480 Sydney (SYD)

Destination Sea Miles Origin Sea Miles Destination
Hong Kong (HKG) 1460 Singapore (SIN) 1341 Manila (MNL)
Haiphong (HPH) 1322 1031 Danang (TOU)
Ho Chi Minh City (SGN) | 646 831 Bangkok (BKK)
Port Kelang (PKL) 210 430 Penang (PNG)
Langkawi (LGK) 520 640 Phuket (HKT)
Jakarta (JKT) 525 1000 Bali (BOA)
Sydney (SYD) 4275 3012 Cairns (CNS)

Destination Sea Miles Origin Sea Miles Destination
Singapore (SIN) 210 Port Kelang (PKL) | 310 Langlkawi (LGK)
Penang (PNG) 220 430 Phuket (HKT)




SOUTH PACIFIC REGION

Destination Sea Miles Origin Sea Miles Destination
Auckland (AKL) 1275 Sydney | Auckland | 1275 Sydney (SYD)
(SYD) (AKL)
Wellington (WLG) 1236 561 Wellington (WLG)
Suva (SUV) 1735 950 Suva (SUV)
Papeete (PPT) 3306 2120 Papeete (PPT)
Caims (CNS) 1277 2120 Caims (CNS)
Appendix 3. Major Aslan Cruise Market Reglon
FAR EAST REGION R .
SOUTHEAST ASIAREQION  — ="
SOUTH PACIFIC REGION """ AN;




Appendix 4. Major Cruise Ports and Distance Tables in the Mediterranean

Destination Sea Miles Origin Sea Miles Destination

Beirut (BEY) 132 Limassol Piraeus 643 Beirut (BEY)
(LMS) (PIR)

Alexandria (ALY) 271 593 Port Said (PSD)
Agaba (AQJ) 595 352 Istanbul (IST)
Piraeus (PIR) 530 729 Tunis (TUN)

Destination Sea Miles Origin Sea Miles Destination
Tunis (TUN) 309 Naples (NAP) 1071 Limassol (LMS)
Marseilles (MRS) 457 ' 1189 Beirut (BEY)

. ° =
. AQY
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