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Introduction: Ports before Containerisation

In the past, due to inadequate land transport infrastructure, national borders, tariffs and
other barriers to trade, ports were largely insulated from.competition, each serving its
own captive hinterland. At the same time, ports were seen by governments as ‘growth
poles’ and ‘pivots of regional development’ (good examples being the MIDAs of
Rotterdam and Antwerp), generators of employment, value added, and economic activity
by and large. Port development was thus considered as ‘public investment’jeven
nowadays the prerogative of the State, and investment costs did not have to be
recovered, being financed by the general taxpayer through the general budget.

Ports were therefore considered as essential infrastructure and thus a part of a
bureaucracy that, as with all bureaucracies, had to proliferate itself. Billions have thus
been spent on useless projects -cathedrals in desert- while at the same time market share
has been lost. Port authorities were entrusted with the mere development of
infrastructure, while to word ‘client’ was unknown. Even today, if one walks through the
corridors of many port authorities in the EU, the biggest and most well-equipped
department is that of engineering. The Marketing and Development” department
occupies, maybe, a shared room...
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Containerisation and Port Competition

Globalisation, trade liberalisation, regional integration and
infrastructure development in general have all helped in changing the early
picture drastically. Hinterlands have been expanded (and ceased to be
captive) and ports tend to operate in an increasingly competitive
environment where each port’s development, financing and pricing
decisions can have marked effects on its neighbours, nationally and —
most important- internationally. Often, this raises strong voices for market
driven investments, a more harmonised approach in the financing of port
infrastructure, as well as pricing policies that will have to allow for full
cost recovery. In addition, ports are losing their ‘public good’ character
and are becoming increasingly commercial (at least container ports). This
calls for financing and pricing policies with the ‘user’ in mind rather than
the ‘general taxpayer’.
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General Cargo Shipping before Containerization

£

Operations like the ones above could take weeks, if not months, to complete_and
transport reliability was a major issue, obliging traders to keep large inventories.
Today, even the largest of containerships have to be turned around in 48 hours,
Efficiency has thus become a paramount consideration for port survival and publie
sector management is not renowned for this...
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The Single most Important Reason for the Increase in Ship Sizes
has been Port Productivity

6 round voyages 4 round voyages
Annually, approx. 800,000 t Annually, approx. 80,000 t

Capacity Comparison Europe-Asia Trade

Length Breadth  Capacity (tdw) Speed Engine Crew
Containership 320 m 43 m 100,000 t 25kn 68,640 kw 22
Freighter 160 m 22m 13,000 t 21 kn 18,400 kw 42
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Global container trade 1985-2012 (left: million

tons) and 1996-2013 (right: million TEU)

(right axis: annual (%)-change)
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Perhaps with the exception of Greece, the economic crisis lasted only one year (2009)
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Transhipment Penalizes Peripheral Ports

At the same time, container port throughput has exceeded
600 million TEU; i.e. each export container is handled 4
times. This ratio used to be 3 a few years ago. This is,the
result of concentration in the port sector and the
predominance of hub ports. In spite of the benefits of the
hub-and-spoke system in liner shipping, transshipment
costs time and money and penalizes peripheral ports. This
1s something we should not forget in our, often
enthusiastic, advocacy of hub ports.
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Containerisation:
the Birth of Logistics and SCM

By-passing the waterfront in the stuffing and stripping of
containers, and thus having them ready in port to be handled by
automated equipment, increased immensely the predictability
and reliability of cargo movements, enabling manufacturers and
traders to reduce high inventory costs through the adoption of
flexible Just-in-Time and Make-to-Order production
technologies. Inter alia, such technologies have helped
manufacturers to cope with the vagaries and unpredictability of
the business cycle and plan business development in a more cost
effective way.
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Containerisation and Port Efficiency

Around the world, the port industry has-invested a lot in order to
cope with the technological requirements of containerisation.
Modern container terminals —and suitable cargo-handling
equipment- have been built and new, more efficient, erganisational
forms (including privatisation) have been adopted in-an effort to
speed up port operations. Operational practices have been
streamlined, the element of uncertainty in cargo flows largely
removed, forward planning has been facilitated, port labour
regularised and customs procedures simplified. These
developments took place under the firm understanding of
governments and local authorities that ports, now, constitute the
most important link (node) in the overall door-to-door transport
chain and thus inefficiencies (bottlenecks) in the port sector can
easily whither all benefits derived from economies of scale in liner
shipping.
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Port Work-Hours and Tons Handled in the
US West Coast

Tons Cargo

(million)

Port labour productivity increased by more than 10 times!
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» Value added multiplier of $0.609m per increase of $1m of final demand for
shipping
» Additional multipliers: Income (1.20); Output (1.76); Employment (20.23). In
the case of Singapore, a small ‘foreland’ island state, economic impacts are
distributed as follows:
83% of impacts stays within the local economy
17% of the impacts is spread throughout the national economy
In most other cases of ‘hinterland’ ports, such as Rotterdam, this distribution
could be the opposite and this is a major problem in the financing of ports, as
impacts are not localized.

Income Output Emplovment
a. Direct 0.78 1.00 11.99
b. Indirect 0.14 0.27 2.49
Total (a + b) 0.92 1.27 14.48
c. Induced 0.28 0.49 575
1.20 1.76 2023

Source: Port Multipliers in Singapore: Impact on Income. Output, and Emplovment.

Economic Impacts are not Localised

Nowadays, competition takes place-among global supply chains and
not between ports. Moreover, container traffic is ‘footloose’ and has no
‘loyalty’ to any particular port.

The high capital-intensity and automation of modern ports reduces
local economic value-added. The economic benefits of port
infrastructure development accrue to carriers and, in the.endjto foreign
exporters who use the port just as a ‘gate’.

Governments, therefore, are reluctant to, indiscriminately, finance port
infrastructure, asking for ‘step-wise’, ‘demand-driven’ investments
under commercial terms (Maasvlakte II — Rotterdam). In other words,
“show me the customer (concession) and I will give you the money
which, however, I would like to get back”.

Finally, ports are losing their ‘public good’ character, increasingly
become ‘private goods’ requiring private financing and ‘user pay’
charges to recover costs.
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Port Operating Structures

Port Authority | Port Authority | Port Authority
Owns Owns Provides
Infrastructure | Superstructure Services
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Port Privatisation Options

Port Port Port
Port Models Regulator | Landowner | Operator
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Concentration in Shipping:
Top 20 liner carriers, as of 15t January 2013
(number of ships and total slot capacity deployed)

1 Maersk Line 2149 504
2 usc Snitzerand 39 5186 2064118 129% %2% 19%
3 CMACEMGroup  France 288 4004 1153088 7% 34% 7%
4 £0SC0 Ghina 15 4614 715218 45% a79% 146%
5 Begeenline  fmanfoimncsol g7 3795 09702 44% 423% 243%
[ Hapag-Lioyd Graup  Germany 14 4533 69148 40% 3% 5%
7 L Singapore 127 4432 570497 36% 498% 4%
s cseL China 124 4850 564151 35% 533% 13%
s Hanin Republicafkaea 107 5180 555279 35% 56.8% 1186%
10 MoL Japan 111 4576 507E® 3% B00% 132%
1 oocL Hongkong (Chind) 102 4447 453044 28% 528% 140%
12 WK Japan 93 4334 40300 25% 53% 28.0%
3 Hamburg Sud Germany 93 4132 384793 24% 7 7% 41%
N Huat Repubic af Karea 67 5438 36433 23% 00% 15.8%
15 Yang Ming GenPoinceol g5 4322 383087 23% 729% 57%
0 KLine Japan 75 488 s4imE 2% T43% 0%
7 zim Israel 7398 28241 18% 761% 1%
0 uASC Kot 4 B3 20BIE 6% % 365%
19 AV Chie 5 4716 259391 16% 793% 25.5%
20 PL Sngapore 9% 246 2T 156 808% 03%
Total top 20 liner companiss 2872 4519 12078661  808%

Others 2957 1001 3079572 19%%
Total allliner companies 5820 2755 16058233 1000%

Source:  UNGTAD secretariat, based on data provided by Lioyd's List Intefigence, available at www. loydsiistintsligence. com.

Note: Includes all container-camying ships known to be operated by liner shipping companies.
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AXS-Alphaliner TOP 30 carriers
Operated fleets as at 16 February 2007
The TOP 30 carriers
= The percentage shown on the left of each bar represents the operator's share of the world liner fleet in TEU terms
= The light coloured bar on the right represents the current orderbook (firm orders)
Rnk  Operator TEU [ Existing fleet | Orderbook
1 APM-Maersk 1759 806
2 Mediterranean Shg Co 1051027
3 CMA CGM Group 741007
4 Evergreen Group 563725
5 Hapag-Lloyd 458729
6 CsCL 406 017
7 COSCO Container L. 381 167
8 Hanjin / Senator 351 744
a APL 342 339
10 NYK 334 368
11 00oCL 304 244
12 MOL 280 158
12 K Ling 275153
14 ‘Yang Ming Ling 254 389
15 CSAV Group 244 313
18 Zim 244 236
17 Hamburg-5id Group 215077
18 Hyundai M.M 168 993
19 FIL (Pacific Int'l Ling} 143 870
20 Wan Hai Lines 116 671
21 UASC 86 608
22 MISC Berhad 69 982
23 IRIS Lines 62 832
24 Grimaldi {Napoli) 58 668
25 RCL {Regional Container 48 466
26 CCNI 40213
27 Sea Consortium 37 912
28 Costa Container Lines 34 558
29 China Navigation Co 34176
30 Matson 33018




Global Players and Alliances
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Concentration in Ports 1

» Concentration in shipping was the unavoidable outcome of the
abolition of liner conferences from European trades.

The increased market power of carriers has allowed them, at
times, to play one port against the other.

The fear of losing traffic to competitors has led ports to'price
their services well bellow costs, with the taxpayer called upon
to foot the bill of, often, useless investments, either politically
motivated, economically irrational, or aimed to ‘steal’ traffic
from a neighbouring port, even within the same country.
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Concentration in Ports 2

In a number of cases, countries have thought that the answer to concentration in
shipping is concentration in ports.

In Italy, for instance, the Letta government is contemplating the cteation of a
handful of (well coordinated) “port districts” in the place of the'country’s 24
ports.

The obvious argument behind this idea is the rationalisation of scarce
resources and the avoidance of wasteful competition on infrastructure.

The less obvious, albeit more important, consideration though is to put forward
a countervailing power against that of the carriers.

So far so good, and integration along these lines makes good economic sense.
But the risks of such a strategy are both sizable and visible:
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Concentration in Ports 3

European port policy is moving away from a centralistic-port planning system to one
guided by autonomy; market-driven investments; efficiency;.and competition.

The grouping of ports and the adoption of common commercial practices - apparently
grouped ports would not be allowed to compete among themselves- is not only
anticompetitive, but it takes away every managerial incentive for higher efficieney. and
innovation.

Thus, ports run the risk of developing into passive (bureaucratic) onlookers of;
developments around them ,and this is exactly the (past) situation European port policy
wants to change.

Captive markets do not remain captive for long without innovation, and competition in

neighbouring countries is moving ahead aggressively. In the port sector, “national
grouping” for “international competiveness” remains to be proven.
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In Conclusion:

Efficiency and innovation are tantamount to competition, and ports need to be allowed to
compete both nationally and internationally.
Three things only are required to ensure fair competition:

* transparency in the financial flows between port and government
* Pricing for cost recovery

* an independent regulatory authority

All the planning we need is well described by TEN-T; small national fine-tuning is only
necessary.

Governments should totally retrench from port financing, maintaining only a regulatory
role for what concerns safety and security.

If ports need to be few or many, this must be decided by markets and not by politicians.

This is exactly the spirit of the “market access regulation” of the European Commission
on which you will hear more in the next presentation.
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Finally and most importantly:

* Local politicians need to ensure that a ‘grouping strategy’ does not
cannibalize one port to the benefit of another as a result of political
power games;

They need to explain clearly to their voters how the benefits of the
grouping are going to be shared among the participating ports,
cities; and citizenry;

Hopefully, they should be able to do this keeping in mind that the

best planning ever is that achieved by free albeit well-regulated
markets.
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Thank you for listening to.me
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