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FOREWORD 

It is nw more  than 15 years since the introduction of the container 
method of handling cargo i n  the Australian overseas liner trades. 
Throughout  this period, legislation governing Australian overseas 
liner shipping was essentially predicated on the closed conference 
system with the preservation of reasonable freight rates and service 
entrusted to the countervailing power  of shipper organisations. 
Changes are ncw occurring which raise many issues for shiuowners, 
shippers and governments. Developments such as round-the-worl d 
container services, the introduction of replacement ships by the 
existing conference operators, and an.y further expansion of the 
freight forwarders' role in the movement of overseas  freight wil 1 all 
have to be assessed. 

The changing environment and the lack of comprehensive information 
regarding Australia's overseas liner shippinu services led the 
Minister for Transport, The Hon. Peter Morri S, in August 1984, to ask 
the Federal Bureau of Transport Economics to undertake this study of 
liner shipping services. The  Minister also established an industry 
Task Force to examine Australia's overseas commerci a1 shipping 
arrangements. 

The  study  has  been  confined to the  collection,  analysis and 
presentation of information. The understanding of liner shipping 
gained i n  the  study w i l l ,  however, provide the Bureau with a basis for 
further studies directed towards more specific issues. The study is 
structured so as to shed light on the main issues of concern to 
shipowners, shippers and governments, and was provided in draft form 
to the industry Task Force. 

The Bureau i S also currently conducting research for the  industr,y Task 
Force examining shore-based shipping costs. The liner shipping study 
has therefore addressed land-side activities only  to the extent 
requi red to explain the i nvol vement of liner operators and to 
complement the work conducted by the Bureau for the Shore-Based 
Shipping Costs Task Force. 
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The  study  is  presented i n  b o  parts. The  first part,  Volume 1, 
presents  a  distil  lation of the  findings of the  study  together  with 
some concluding  remarks  which  are  drawn f r m  the findings  and  insights 
gained  during  the  course of the  study.  Volume 1 is i ntended to 
address  the  interests  of  a  wide  audience and provide  a  succinct  basis 
for an understanding of the  liner  shipping  industry.  Volume 2 of the 
study  presents  the  findings  of  the  study in full, together  with  the 
detai 1s of the  analyses  carried out. Volume 2 will  be of particular 
interest to  those  who wi sh  to  explore  in  some  depth  the  structure, 
conduct  and  performance  of  the  industry. 

The  success  of  a study of thi S nature  is  heavily  dependent  on  the qood 
will  of  those  who  can  provide  information. I would 1 ike  to 
acknowledge  the  interest,  support and co-operation  of a1 1 the 
organisations  approached by the  Bureau i n  the  course of the  study. 
The high degree of co-operation may ,reflect  a  genuine  concern  about 
the lack of factual  information on liner  shipping  and, to some  extent, 
a  concern  about the  future. 

The  study  team  was  directed by Mr C. Sayers,  and  Mr A. Smith, MS S. 
Austen, Dr R. Mellor,  Mr S. Wheatstone,  Mr B. Honu,  and Mr D. Dao all 
made  significant  contributions, 

I hope  that  this  report will provide  a  useful  factual  basis  for 
consideration  of  the  significant  issues  facing  the  liner  shipping 
industry  and  their  customers. 

G. K. R. REID 
Director 

Bureau  of  Transport  Economics 
Canberra 
February 1986 
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CHAPTER 1 I'NTRODUCTION 

The  report of the  liner  shipping  study  has  been  prepared i n  two 
volumes.  Volume 1 presents  a  distillation of the stud.y findinqs 
structured to cater to a broad  audience,  particularly  one  interested 
i n  the  strategic  economic  issues.  These  results  are  specifically 
addressed i n  Chapter 7. Volume 2 is  essentially  a  compendium of 
factual  information,  aimed  at  highlighting  the  technical,  commercial 
and  institutional  factors  underlying  the  industry's  current form. 

Market  power is a  major  element of the  analyses  carried  out  in  the 
course of this study. This  traditional  theme of industry  organisation 
analysis  was  chosen  because it is relevant  to  the  examination of 
legislative  arrangements  for  liner  shipping,  which  traditionally 
concede some market  power  to  shipowners i n  return  for  the  provision  of 
stable  and  efficient  services.  The  theme  was  also  considered 
appropriate  because  many of the  issues  identified  relate  to  aspects  of 
market  power,  for  example,  the  adequacy of services,  rates and the 
effects of competition. 

This  introduction  sets  out  the  scope of the  study  and  the  definitions 
used i n  the  analyses  and  presentation  of  information  and  outlines  the 
structure of this  volume of the  report. 

STUDY  SCOPE 

The  Bureau wlas asked  to  investigate and report on: 

1. the ph:ysi  cal characteristics of the  major  inward  and  outward 
trade  routes  including  the  commodities  carried  and  the  types of 
service; 

2. the si;ze, ownership and organisation  of  fleets  serving  these 
trades,  with  particular  reference  to Alistral ian-fl  aq 
participation; 

3. conference  and  non-conference  capacity  in  these  trades and the 
impact of trends in capacity  and  other  relevant  factors on the 
level  and  stability of services; 
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BTE Report 60 

4. rates  charged  for ke~y commodities and the  factors  associated  with 
variations i n  rate  structure; 

5. the extent  and  nature of competition  within  conferences and bv 
'outsiders'  and  its  effect on rates  and  other  aspects of the 
industry ; and 

6. technological  developments  affecting  liner  shipping and their 
implications  for  the  structure  of  Australia's  shipping  service 
and fleet  replacement programs. 

The  Bureau  was a1 so invited  to  examine  other  -related  matters  pertinent 
to the  study. 

A general  aim  of  the  study  was to examine a1 1 of Australia's  liner 
trades  and  present  information  that  was as u p  to  date as possible. 
Outlined  below  are  some of the  significant  elements  which  defined  the 
coverage of the  study  and  this  report. 

Inward  and  outward  services have been  investigated  with the  intention 
of providing  similar  information  for both.  However,  because of a 
general  lack of consistent  data  on  inward  shipping  there  is  a  greater 
depth of analysis of outward  services. 

Wherever  appropriate,  information  is  reported  for all of  Australia's 
recognised  shipping  trades  to  give  a  comprehensive  world-wide  picture 
of the  task  and  services. 

The  Terms of  Reference call for the  examination of rates in terms of 
key commodities.  The key commodities  were  chosen on the  basis  of 
their: 

. importance i n  the 1 iner  trades i n  terms  of  tonnage and value;  and 

. significance i n  regard  to  highlighting  shipping  problems  by 
providing  a  range of demand e1 astici  ties,  stowage  characteristics 
and  freight  rates. 

Information  on  the  level  of  trade is  current  to  June 1984. The 
majority of the  information  concerning  trade  and  the  fleet of ships 
serving  Australia  is  for  the  1983-84  financial  year.  The  scheduled 
rates  reported  are,  however,  those  which  applied i n  January 1985. 

DEFINITIONS 

For the  purpose  of  this  study,  liner  services  have  been  defined  as 

2 



Chapter 1 

scheduled regular shipping services where  at  least part of the cargo 
is  non-bul k. Services such  as those offered by 4BC Contai nerl i ne 
which combine the carriage of  mineral sands and containers are 
therefore i ncl uded. 

The freight quantities reported are measured i n  mass tonnes and not 
revenue tonnles. The freight value represents: 

. inward cargo: the free-on-board (FOB) equivalent of the price 
when thle sale of  those goods is conducted under open market 
conditions; 

. outward  cargo so2d prior to shipent: the FOB equivalent of the 
actual jprice paid to the exporter; and 

. outward  cargo sold on consignment: the FOB equivalent  of the 
price that would have  been  paid to the exporter had the aoods 
actual  1y been sold to an  importer' in the country of their final 
desti na'ti on. 

Cargo canmodii ties are classified according to  the Australian TransDort 
Freight Commodity Classification (ATFCC). 

The fleet serving a particular trade area was defined by including 
only ships which carried 1000 tonnes or more of cargo, either inward 
from or outward to that trade area, in the 1983-84 study  period. 
Ships which carried small amounts of cargo to or from a trade area 
en route to the other trade areas were therefore excluded from the 
trade area fleet. 

The ship-type classification used throughout this report is an 
abbreviated version of the classification i n  LZoyd's Register of 
Shipping, 1983. 

Ship capacity is measured as either: 

. nomina2 capacity: the maximum number of Twenty Foot Equivalent 
Unit (TEUs) containers which a ship can carry in a single vovaqe; 
and 

. service  capacity: the maximum number of TEU containers which a 
ship could have carried in  the  study year given the actual number 
of voyages it made. 

Capacity uti1 ization of ships can be measured in terms of DMT (weight) 
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or  TEUs  (numbers  of containers).' The  more  apwopriate of these k o  
measures  of  utilization i n  a  particular  trade is the  one  which is 
closer to 100 per  cent.  Where  a  trade  consists  mainly  of  bulky 
commodities  then  the  TEU  capacity of the  ships  employed is 1 ikelv to 
be  reached  before  the 1 imi ts  on DWT,  and  vice  versa  for  a  trade  with 
predominantly  high-densi ty commodities.  Both  the  DWT  and TEU 
utilization  of  container and ro-ro  ships  in  the  itward  and  outward 
trades  .are  therefore  examined  separately. 

The  TEU  utilization  measures  were  calculated  usinq  estimates  of 
numbers of equivalent full containers  derived  for  each  commodity  from 
the  ABS  Sea and  Air  Cargo  Commodity  Statistics  (SACCS)  information on 
tonnes of cargo  carried  and  estimates  of  the  commodity  stowage  factors 
on the  following basis.* 

Dry container  nunbers  were  estimated  as  follows: 

. If  the  stowage  factor  for  a  commadi ty  is greater  than 1.7 , 
number of containers = tonnes X stowage  factor 

31 
(31 cubic  metres  representing  an  average  volumetric  capacity 
of  a  dry  container) 

. If  the  stowage  factor  for  a  commodity  is  less  than 1.7, 
number  of  containers = tonnes 

18 
(18  tonnes  representing  an  average  weight  capacity of a  dry 
container 1 

Reefer  container  numbers  were  estimated  as  follws: 

. If  the  stowage  factor  for  a  commodity is greater  than 1.5, 
number of containers = tonnes X stowage  factor 

26 
(26  cubic  metres  representing  an  average  volumetric  capacity 
of reefer  containers) 

D,,,,. utilization = tonnes  carried + weight  of  containers  carried 

nominal DWT capacity - weight  of fuel 
TEU utilization = full  TEU  carried 

nominal TEU  capacity 

pallets  an1  space  not  utilized  because of irregular  shapes. 
2. The  stowa  e  factors  allow  for  'broken  space'  which  includes 

4 
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. If the stowage factor for a commodi t.y is  less than 1.5, 
number of containers = tonnes 

17 
(17 tonnes representing an average weight capacitv of reefer 
containers 1 

In reality, containers may not be fully loaded and the utilization of 
'slots' by partially filled containers would of course be higher than 
the measures derived by this pr~cedure.~ The utilization of slots by 
all containers including empties (commonly called slot utilization) is 
hi gher agai  n. 

The calculatioln  of capacity utilization relied on the records of the 
nominal  capaciity  of ships reported i n  iZoyd's Register of Shipping. 
It should be recognised that the  actual capacity of the ships used in 
particular trades may  vary from these figures, however, because of 
operating restrictions such as draught limitations in certain ports 
and  ship stability considerations. Furthermore, TEU capacity is 
constrained by the high costs of re-positioning containers on board 
ship when unloading and  loading. 

To assist with the investigation of ship utilization, a system of 
trade routes which closely approximate the common trading patterns of 
liner shipping to and from Australia were defined. 

For the examination of conference and non-conference competition, a 
set  of  trades  has  been  selected  which  encompasses a ranqe of 
competitive sii tuati  ons. Trade areas, trade routes and the selected 
trade referred to i n  thi S volume  of the report are defined in Appendix 
I of Volume 2. 

REPORT OUTLINE 

The historical background to conference formation, industry structure 
development, geographical  basis of operation and regulation is 
summarised in Chapter 2. The background is intended to provide a 
perspective of  how the industry arrived at its current form and, 
consequently, the institutional constraints on change. The material 
for the chapter was drawn from Chapters 2 and 3 of Volume 2. 

3. 'Slots' is the term  given  to container stowage positions on board 
a  cellular  container ship. 

5 



BTE Report 60 

Chapter 3 out1 ices  the  current  characteristics  of 1 iner  cargoes and 
the  industry  response i n  terms of the  ships  deoloyed  to  meet  the 
task. This  information on demand  and  suoply  characteristics  of  the 
industry  was  drawn  from  Chapters 4 , 5 , 6 and 10 of  Volume 2. 

One of the main  industry  issues  is  the  relative  merits  of  conference 
and  non-conference  services  and rates. Chapter 4 presents  information 
on  conference  and  non-conference  operations,  drawing  out  the  trade-off 
between  service  and  rates  facing  shippers i n  their  choice  between  the 
two  groups  of  operators. The  information for this  chapter  was  drawn 
from  Chapters 4, 5 , 6, 7 and 8 of  Volume 2. 

Chapter 5 describes  current  industry  practices and discusses  the 
economic  issues  involved.  The  information  for  this  chapter  was  drawn 
from  Chapters 2, 3, 7 and 8 of Volume 2. 

Chapter 6 identifies  the  factors  which  influence  the level of 
conferencehon-conference competition and examines  the  expected  effect 
of  increased 1 evel s of  competi  tion on the 1 evel of service.  The 
information  for  this  chapter  was  drawn  from  Chapters 2, 8 and 9 of 
Volume 2. 

Finally,  Chapter 7 presents  conclusions  about  the industr,y which  can 
be drawn  from  the  information  collected  and  the  analyses  undertaken  in 
the study.  These  conclusions,  which  address  economic  issues,  are 
aimed  at  providing  insight  into  how  the  industry  may  adjust  to  change 
within  the  commercial , institutional and regulatory  regime. 

The  conclusions  necessarily  involve  a  degree of subjective  assessment 
or may  appear  to  be  subjective  where  a  large  number of aspects 
considered  has  prevented  a full justification of the  conclusion i n  the 
context  of  a  summary. Every endeavour  has  been  made,  however,  to 
ensure  that  the  conclusions  are  supported by an impartial  assessment 
of  the  factual  information  collected  in  the  study. 

6 



CHAPTER 2 HISTORICAL  DEVELOPMENT OF AUSTRALIAN  LINER  SHIPPING 
SERVICES 

This chapter describes the formation of conferences which have been 
the main feature of  the  industry since liner shippinq operations 
commenced. The development of the industry structure, the operational 
geography and  the regulations which have evolved around conferences 
are also described. 

CONFERENCE  FORMATION 

A shipping conference is an association of competing liner operators 
engaged in a particular trade who have agreed to 1 imit the competition 
amongst themsel ves (Sturmey 1972 , 322). 

Conferences evolved on most deep-sea routes between 1870 and 1914. 
They formed in response to rapid increases in shipping tonnaqe, and a 
consequent fall in freight rates, caused by the introduction of 
steamers and a rapid  growth of non-British (US and Norwegian) merchant 
fleets. The fmorm  of conference agreements and the consequent industry 
organisation reflect these market conditions. The agreements orovided 
for: 

. pricing through agreements between the shipowners participatinq 
in the conference; 

. the establishment of freight and earnings pools to allocate cargo 
and traffic revenue, respectively, between member operators (the 
aim of this  was to prevent price cuts be1 ow the tariff and agreed 
rebates 1 ; 

. common action against competition from non-member operators which 
usually  took the form  of 'fighting ships' conducting a rate war 
wi  th  the competition; and 

. the  tying  of  shippers to the  conference  through  'loyalty 
agreement's' which provided deferred rebates on freight rates paid 
i n  return for shipper loyalty. 

These various aspects of liner conference organisation were evident on 
the Australian inward trades prior to 1900. 

7 
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Conference  coverage  of  a  route  is  noma1 ly i n  one  direction  only, 
although  membership of the  backhaul  direction is often  identical. The 
relationship  between  the  conferences  which  operate in opDosite 
directions is therefore  usually  close.  They  sometimes  share 
administrative  offices and  may  jointly  program  tonnage to serve  the 
requirements  of  the  inward  and  outward  trade. 

The  role  of  conferences 
The  various  functions  of  a  present day conference  may  include: 

. the  co-ordination  and  rationalization  of  schedules  and  capacities 
to maximize  utilization  of  capi  tal-intensive  operations  (Sletmo 
& Williams  1981, XXIX-XXX); 

. the  co-ordination of members'  transactions  with  ShioDers, 
shippers'  councils and  governments; 

. the  co-ordination of responses to non-conference  competition; and 

. the  provision  of  administrative  services  to  facilitate  the 
gathering  and  distribution of information  required  for  reasons  of 
trade,  government  regulation  and so on. 

Amongst  the  major  differences i n  conference responsibi1it.y which  occur 
between  trades is that  caused by the  distinctive  regulatory 
environment  operating in US trades  where  'open'  conferences  are 
required  by US regulation.  Open  conferences  impose  no  restrictions  on 
entry  other  than  requiring  a new member to  charge  published  rates  and 
observe  conference rules. Operators  are  free to move  tonnage in  and 
out  of  the  trade  as  desired  (Trace  1981, 31). The  level of  co- 
ordination  and  rationalization  of  capacity is therefore  limited. 
Conference  relationships  with  shippers  are  also  distinctive i n  US 
trades.  Deferred  rebates  are  prohibited  and  shippers'  associations, 
prior to 1984,  were not  recognised. 

The  'closed'  conference is a1 l w e d  on most  other trades. This  permits 
the  conference  participants  to  restrain  the  entry of new  operators  and 
impose  conditions  based  on  specific  criteria  for  admission  (Hermann 
1983, 17). 

Some  characteristics of conference  agreements 
The  conference  agreement is the  basic  machinery  that  establishes 
co-operation  between  member  operators.  Its  content  reflects  the 
desi re of members  to  restrict  competition but a1 so to  maintain  their 
individual  identities. 

8 
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The  scope  of  each  agreement  varies  between  trades  according  to 
differences in membership,  the  strength of shipper  demands,  trade 
conditions and  regulatory  frameworks. As a  generalisation,  the 
stronger  and halrder the  outside  competition  which  the  conference  has 
to  face,  the  mo're  likely  it  is  that the ties  among  its  members rill be 
stronger  (Hermann 1983, 21). 

All conference  agreements,  however,  provide  for  a  uniform  schedule of 
tariffs. Speciific rules  are  provided  which  describe i n  detail the 
ways to calculate  freight  rates to nrevent  secret  rate  reductions i n  
the  form of a  different  classification of cargoes.  Fines  are  levied 
on  members  for  violations  of  these rules. Where  the  apreement  is 
1 imited  to  pricing i n  this  way,  member  operators  are  free  to  compete 
on  a  non-price  basis  for  available  cargo;  that is, each member  can 
schedule  as  many  services as it finds  remunerative and  service  any 
nunber of  ports,. Overtonnaging  can  result  under  these  circumstances 
(Hermann 1983,  23) . 

Closed  conference  agreements may also  provide  for  the  allocation of 
sailings  and  ports  between  members.  This  fixing  of  members' 
itineraries  avoids  excess  capacity  and  also  helps  ensure  that  the 
conference fulfiils its ob1 igations  to  the  entire  trade  and  not  only  to 
the  most  lucrative ports. 

Further  rationalization, to  ensure  discipline  within  the  conference, 
can be undertak.en by including  pooling  arrangements.  Two  forms of 
pool S exi  st: 

. cargo pool!;: i n  which  the  cargo  carried by the  members is pooled 
and  then diivided into  precise  shares;  and 

. revenue pools: i n  which  the  earnings  of  the mernbers are  also 
pooled  and divi ded into  predetermined  shares. 

Whilst  the  former  provides  incentive  for  canpetition  between  members 
for  the  higher  rating  cargoes,  this  incentive is removed by the  latter 
c option. Therefore,  the two forms  of pools are  usually  operated i n  
conjunction  with  each  other. 

The  extent  of  pooling  varies  amongst  conferences. In some cases  only 
a  certain 1 imited  number of commodi ti es are  classified as 'pool I 
cargo.  Such  pooling  arrangements  are  introduced to eliminate 
competition  within  the  conference  which is centred  around  certain 
types  of  commodities.  Where  the  route  is  overtonnaged,  carqo  is 
diverse,  or  malpractice is common  and  no  specific  cargo is regarded as 
the  major  traffic  component,  pooling of the  whole  cargo  is usual. 
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Cargo  pools  may  also  be  introduced  to  complete  the  members' 
obligations as common  carriers;  that i s, low-val ued carqoes  and 
cargoes  from  outports  are  often  pooled.  Some  commodities,  such as 
hazardous  and bulk cargoes,  are  difficult  to  include i n  poolirlq 
arrangements. 

The  consequences  of  pooling  cargoes and revenue 1arqel.v  reflect  the 
members'  aims  of  restricting  competition  and  allowing  the 
rationalization of services. Cmpetition  between  members  is  larqelv 
eliminated,  although  the  system still confers  benefits on low  cost 
operators.  Entry  into  conferences  is a1 so made  more  difficult  since 
the  market is strictly  divided  and in order  to gal'n a  share of the 
market  prior to joining  the  conference  a  newcomer  will  usually  have to 
quote  below-cost  rates.  Pooling  arrangements a1 so confer on the 
incumbents  advantages  of  scale and increasing  barriers to entry. 

Other  consequences  of  pooling  arrangements  include  a  decline i n  
malpractice,  such  as  secret  rebates  and  rate-cutting,  because  the 
benefit is removed by earnings  sharing.  The  pooling  system  can a1 so 
be used  to divide  cargoes  between national  flags. 

The  membership of closed  conferences  typically  comprise  ooerators 
which  have  historically  dominated  the  trade.  Achission  of  lines  to 
membership of the  conference is actively  restrained  and  specific 
criteria  for  entry  are  imposed.  To  enter  the  conference  an 
independent  shipowner will need  to disp1a.y a  permanent  interest i n  the 
trade.  National  lines,  rather  than  cross  traders,  therefore  have  a 
strong  case. In addition  there is usually  a  requirement  that  members 
own and not  charter  the  ships they use (Deakin & Seward 1973, 56). 

THE FORMATION  OF  INDUSTRY  STRUCTURE 

This  section  describes  the  major  features  of  the  industry  which 
influence  the,industry  structure on a  particular  trade. 

Joint operations 
I n  the  post-war  period  to 1965, conferences  remained  as  the  dominant 
market  organisation  for  co-operation  between  shipowners  and 
negotiations  with  shippers and  governments. 

The  advent  of  containerization  and  developments i n  international 
maritime  policy,  however,  required  a  reorganisation of liner  markets 
after 1965, to  prevent  the  development of overcapacity,  to  reduce 
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financial presssure,  and to strengthen the posi tion of shioowners 
relative to botlh governments and  shippers.  Horizontal integration was 
the main form of industry restructuring with four main tyDes of joint 
operations evol vi ng, that is,  cartel S, consortia, container syndicates 
and joint ventures. 

The f o n  of joint operation introduced on each  trade route reflected, 
in  part, the strength of  the conference organisation prior  to the 
introduction of containerization. Cartels were established on those 
routes where thle conference traditionally held a strong position, that 
is, in the Far East and Caribbean trades. Consortia and container 
syndicates werle introduced in  trades characterised by a stronq 
bargaining posii tion of consignors, for example, in the Australian 
trades. Joint ventures, the closest f o m  of co-operation between 
independent  lines, a1 lowed the establishment of worl d-wide operations 
(von Schirach-Szmigiel 1979, 14). Each joint operation, however, had 
a similar purpose: 

. to faciliitate the  withdrawal of ships  from  the  trade, 
necessi tatled by the increase in productivi tv associated with 
1 arge ships; 

. to achieve  economies of scale in operations  throuqh  the 
development of  a large and fairly homogeneous fleet; and 

. to reduce financial pressure through  the spreading of  risk. 

Contai nerizatioln has resulted in a  close integration of the activities 
of liner companies on most deep sea routes. This trend is continuing 
with  integrated  schedul  ing of ships  between  the  major 
consortia and container syndicates, and even 'accords' between 
conference and non-conference operators are becoming evident. 

Table 2.1 shows the main forms of co-operation. 

Shippers' council S 
Shippers' councils are collective organisations of shippers in 
particular countries or regions which have formed to further their 
interests in  delaling with carriers,  government departments, and other 
related bodies (Hermann 1983, 117). 

The  multiplicity  of  technological  and  economic  factors  facing 
shippers and the market organisation in which man.y shippers face 
relatively few carriers are the main reasons for shippers' councils 
(UNESCAP 1982b, 3). The objectives and functions of shippers' 
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councils  reflect  this  rationale.  The  prime  objective of a  shippers' 
council is to  attain  strength  for  shippers  in  negotiations  with  the 
shipping  industry.  This  is most commonly  achieved by providinq: 

. greater  analytical  power  through  the  provision  of  some 
technological  and  econanic  insight  into  the  market  not  attainable 
by individual  shippers;  and 

. some countewailing monopoly  power  to  the  shipping  conferences. 

Their  functions  include  the  rationalisation of shipments,  packinq, 
documentation,  staging  and  consolidation of cargoes,  and  the  joint 
chartering  of  ships;  that is, the  shippers'  council  may  perform  some 
freight  forwarding  functions.  In  addition,  shippers'  councils  may  act 
as  representatives of shippers i n  government  or  industry  sponsored 
investigations  of  matters  relating  to  trade  or  maritime  affairs and i t  
may have  responsibility  for  the  monitoring  of  conference  agreements. 

The  Australian  Shippers' Council (ASC)  was  formed i n  August  1972  and 
has  ever  since been given  Ministerial  recognition i n  October  1972 
(under  the  Trade  Practices Act), as  the  representative body of 

TABLE 2.1 FORMS OF CO-OPERATION  BETWEEN  OCEAN  CARRIERS 

Areas of Joint 
co-operation Cartel syndi eat e Consortium  venture 

S e w i c e  scheduli ng 
Operation of 

Shi PS 
Termi nal s 

Tariffs 
Revenues 
N ame 
Marketing 
In1 and container 
operations 
Management 
Investment  plans 
Ownership 

Ve s se1 S 
Termi nal S 

Commo n 

Common 
Common 
Common 
C ommo n 
Common 
I ndi vi dual 

Indi vi dual 
Individual 
Indi vi dual 

I ndi vi dual 
I ndi vi dual 

Common  Common 

Common Cmmo n 
C ommo n C ommo n 
Common Commo n 
Common Common 
Common Common 
Common Common 

Common Common 
Partly  common Common 
Partly  common Common 

Individual Individual 
I ndi vi dual Common 

Common 

Common 
Common 
C a n m n  
C ommo n 
C a n m n  
Common 

Cannon 
Common 
Cannon 

Common 
Common 

Source von Schi  rach-Szmi giel ( 1979,  149). 
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shippers for the Australian outward trades. The ASC Constitution 
states that the body was formed 

for the purpose of negotiations with shipowners and other 
carriers with regard to arrangements for, and the terms and 
condi tions applicable to the carriage of cargo. . .frm 
Australia.. . 

The negotiation procedure adopted by the ASC is described in Chapter 
5. 

In the inward trades, shipper interests i n  the various exporting 
countries are most often represented either by national ShipDerS' 
councils or via regional or sub-regional shipper organisations. 

Commodity boards 

Australi  an  canlmdi  ty authorities have been established to centralize 
the control of their industry's commodities and are responsible , inter 
atia, for transport arrangements associated with their industry's 
output. The authorities are mainly associated with rural industries 
and consequently i n  the Australian cutward trades can control larqe 
volumes of cargo. 

The functioning of canmodi ty boards in the transport market i S 
generally associated with their statutory roles as representatives of 
particular industries. In the export trades this responsibil i t v  i S 
most commonly defined in terms of promoting the exports of the 
cmmodi ty and protecting the interests of the  industry in relation to 
that export. This implies, in turn, a responsibility to participate 
i n  rate negotiations and investigate the canmdi ty's transnortation 
arrangements to enable lower handling and shipping charges. 

Commodi ty  boalrds general ly negotiate rate and service agreements 
(including 1 oyal ty contracts). These negoti  ati ons are  conducted 
either through the board' S membership of the ASC or di rectly with 
operators. 

Negotiations are canmonly held outside the ASC in cases where the 
commodity trade is large enough to confer independent market power on 
the industry,, or where a highly cmmercial matter (such as the 
granting of rebates) is involved which places negotiation outside the 
scope of the  ASC. 

Canmodi ty boards also influence the operation of the l i  ner market 
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through  their  appointment of 'licensed  exporters' or 'marketers'. 
These  traders  commonly  have  authority  to  arrange  shipping  services 
within the limits  imposed by the  above  negotiations. This may include 
the  arranging  of  discounted  rates. 

Commodity  organisations  which  operate  price  support  schemes 
participate i n  the  liner  markets i n  another  significant way. On  an 
irregular  basis they require  shipment  of  larqe  volumes  of  carqo. 
These  cargoes  may  not be tied  to any 1oyalt.y agreement  and,  therefore, 
provide  an  inducement  for  non-conference  competition. 

Freight forwarders 
Forwarding  is  defined by the US Federal  Maritime  Commi  ssion  as  the 
preparation  and  processing of international  transport  documents,  the 
co-ordination of transport,  including  the  provision of warehousinq, 
and  the  giving  of  expert  advice  (cited i n NEDO (1970, 1) l. 

Broadly,  the  forwarder  acts  as  an  intermediary  between  consignors or 
consignees  and  the  providers of transport.  However, as there  are  no 
particular  legal  barriers  which  restrict  the  undertaking  of  forwarding 
and  the  initial  capital  requirements of the  activity  are  low,  it  is 
not  easy to identify  freight forwarders. 

The  main  role  for  freight  forwarders is i n  the  assistance of small or 
medium  sized  shippers in the conduct  of  the  international  transDort 

Whi 

arrangements.  Shippers  may  employ  a  forwarder  to: 

provide  advice  on  existing  transport  services  and  rates; 

conclude  the  contracts of carriage;  and/or 

organise  transport  from  point of receipt to point 
desti nation .l 

1st  large  shippers have usually  developed  well  organised  shiDp 

of 

i nq 
departments,  they  may  employ  a  forwarder  in  an  advisory capacit.y; as  a 
consultant  on  port  activities,  developmnts in  shipping  markets,  and 
so on. A1 ternati  vely,  a  large  shipper  may  prefer  to  employ  the 
services  of  freight  forwarders  on  a  needs  basis,  rather  than  keep 
specialist  shipping  advice  'in house'. 

1. A !istinction is som,etimes made  between a 'freight  forwarder'  and 
a forwarding  agent . The  former is said  to  be  an  organisation 
which  assumes  responsibility  for  the  door-to-door  transport  of 
cargo.  The  latter  performs  only  the  narrcwer  range  of  functions. 
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There is, therefore, a broad spectrum of possible functions performed 
by a freight forwarder. These will vary, not only accordirlg to the 
size distribution of shippers in  a particular trade, hut also 
according to the extent to  which  the ocean carriers provide through- 
transportation services, and according to  the location of consiqnars 
and  consi  gnees. 

The  forwarder may a1 so provide services directly, as a orincioal , 
rather  than  procuring  services on behalf of the  consiqnor  or 
consignee. Those  most commonly offered  are: 

. Groupage or Consol idation: The process of bringing together so- 
called less than container load (LCL) cargo so as to  pack each 
container, as  nearly as possible, with a full load. 

. Road Haulage:  The  operation of  a cargo  collection  and 
delivery service to  and  from  sea  ports. 

, Container Services: Some freight forwarders own or lease 
containers  to  consol  idate  cargoes  or  provide  services  to 
consignees with full container 1 oad  (FCL 1 consignments, and 
operate scheduled container services. Such forwarders are known 
as Non-vessel Operating Common Carriers (NVOCCs). 

The multi-modal potential  of containers has allowed ocean carriers to 
extend their operations, and hence control, into  land  based activities 
which is traditionally the sphere  of the freight forwarder and other 
land transport operators (this devel oDmnt is di scussed in Chapter 
5). Freight forwarders in particular have claimed that through- 
transport ocean carriers have  denied the achievement of econmies in  
the transport of LCL cargoes in  particular. They propose instead a 
division of responsibility for LCL  and  FCL shipments between freirlht 
forwarders and liner operators respectively. 

On the other hand, containerization has enabled NVOCC' S to use their 
market power derived from control ling larger cargo offerings to offset 
the market power of the established ocean carriers. This is  of 
particular concern to  the  ocean carriers because  of the perceived 
disparity beween the risk borne by themselves and the NOCC's. 

Australian-flag participation 

Australian shipping policy towards the developmnt of national flag 
participation has traditionally been characterised by an acceptance of 
market determined allocations.  The perceived role of national flaq 
participation in the interests of commerce and defence, which 
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justified  market  intervention  in  the US case,  was  apparently  not 
accepted i n  Australian  policy.  Indeed  between 1927 and 1969 no 
Australian-flag  ship  participated  in  the  overseas  trades. 

In 1969, the  Federal  Government-owned  Australian  National  Line  (ANL) 
entered  the  overseas trades.  It was required  to  operate  on  a 
commercial basi S, government po1ic.y i n  the 1970s being  to  conti nue to 
support and encourage entry of  Australi  an-flag  ships  into  the  overseas 
trades  where  this  would be 'economical  and  efficient' .2 This 
proscribed  the  adoption of  any protectionism  or  preferential  policies 
that  supported  the  development of a  national  fleet. 

ANL  was  required to ccmpete  on  canmercial  terms  and  does so as  a 
member  of  the  established  shipping  conference^.^ Its  perceived  role i n  
contributing  to  the  achievement  of  more  efficient  overseas  shipping 
was,  at  the  time  (DOT 1978,  61-62): 

. through  direct  influence  within  a  conference  to  support 
Australian  trading  interests  or by itself  meeting  special 
shipping  needs  not  catered  for by a  conference; 

. through  influence on foreign  shipowners  to  improve  their  service 
rather  than risk the entry of  ANL  service  into  a  trade; and 

. to  encourage  innovation  through  the  employment  of  different t.ypes 
of vessels i n  different  trades  and  the  adoption of modern  cost- 
saving  techniques;  and  to  afford  the  Government, as well as  the 
ANL,  a  closer  insight into  the  costs  and  conditions  of  operatinq 
in  overseas  shipping. 

The  fact  that  ANL  operates  within  the  conference  structure  has  been 
cited as limiting  the ANL's ability  to  capture  larger  shares of the 
available trade. The  limitations  imposed by conference  pooling 
arrangements  were  demonstrated as early  as 1970. ANL had  inaugurated 
the  Eastern  Sea  Road  Service  between  Australi  a and Japan  employing ro- 
ro  ships,  which, by common  consent,  had been able  to  give  better 
service and faster delivery to  its  clients and  has  been  favoured  with 
reasonable  loadi  ngs  throughout  (ASC 1970 , 7). 

ANL  has  been  successful i n  negotiating  higher  conference  shares i n  
some  trades i n  recent  years.  Australian  maritime  unions  also  have 
used  the  conference  system  to  maintain  Australian-manned  ships i n  

2. Liberal-National  Party Policy 1975. 
3. Operational  subsidies, tax  concessions  and so on  are  provided  in 

line  with  common OECD  practice  (see  Crawford 1981 1. 
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overseas  trades.  The  'accords'  to  regulate  non-conference cmpetition 
i n  the  northbound  trade,  which  resulted  from  union  action i n  support 
of ANL'S operations,  serves  as  an example. 

Gove'rnment policy  retains  the  requirement  that ANL  be operated on a 
commerci a1 ba  si S. 

... the  only  responsible  way  to  expand  our  shippinq  industrv 
is  for  the  industry  to  become  more  efficient,  more 
canpetitive  and  more  aggressive i n  the  marketina of its 
services.. . (Morri S, MHR,  Hansard,  February 1984, 203). 

Some recent  willingness to intervene i n  support of Austral i an-fl aq 
participation,  however,  has been demonstrated. I n  1984 the  Government 
announced  that  Australian  shipowners  operating i n  the  overseas  liner 
trades  would  recei ve priori ty in  the  carri  age  of  Commonwealth  cargoes, 
provided  the  service  offered  is  reasonably  canpetitive i n  price, 
timeli  ness  and reli abi l i  ty.  Extended  depreci ati on a1 1 owances  were 
also  introduced i n  1984, as  were  investment  allwances,  on  the 
condition of reduced  manning  levels  (Income  Tax  Assessment Bill (No.5) 
February 1984). 

THE GEOGRAPHY OF LINER SHIPPING 

Another  distinctive  characteristic of the  liner  shipping  industry is  a 
trade  route  division  of  markets.  Unlike  the  bulk  or I tramp'  sector, 
i n  which  ships ply for  hire  between  trades  accodinq to  demand, the 
operation  of  liner  ships is geographically  defined.  The  degree of 
divi sion i S increased i n  the liner  sector by the  separate  arranqements 
for  inward  and  outward  services.  This  feature of the i ndustrv 
structure  reflects  a historical  perspective of shiD  technology, 
government  intervention and  trade  conditions  that  has  only  recently 
been  challenged by an alternative  geography,  that is,  round-the-worl d 
( RTW servi ces. 

The  initial  impetus  for  a  trade  route  division of rnakets  came from 
the  geographical  allocation of mail rights  between  the  major IJK 
merchant  shipping  interests i n  the  period 1837-48 (von  Schirach- 
Szmigiel 1979,  12). The  division,  however,  also  reflected  physical 
limitations  of  ship  performance,  and  differences i n  trade  conditions 
and  regulatory  environments  between  trade  routes.  The  benefits  which 
this divi sion  provided,  throu@  the  restriction of canpeti tion, 
supported  its  retention by the  conference  system. 

The  partition  of  the  inward and  outward  services i n  conference 
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arrangements had similar  motives.  Differences exi st  not  only in  the 
volume but a1 so i n  the  types of cargo  moved i n  opposite  directions on 
a  trade  route.  Shipper  demands  and  regulatory  environments  also 
differ  at  the  two  ends  of  the  route,  resulting i n  particular 
conference  structures and requiring  speci fic expertise.  Furthermore, 
the  diversity  of  cargoes  and  shippers  involves an extensive  manaqement 
task to organise  freight.  This  task  could  only  be  kept  to  a 
reasonable  size  within  a  confined  market. 

The  advent  of uni tization,  however,  greatly  redefined  the  physical and 
economic  constraints on ship  operations.  Containerization  and  other 
forms  of uni tization  has  allwed  the  standardization of a diverse 
range of shipments.  Ships and containers  are  therefore  more  easily 
deployed  between  trade  routes.  It  has  also  provided  scope  for  the 
freight  forwarder  to  take  over some of the  land  operations of the 
ocean  carriers.  For  example,  an  operator  may  decide  not  to  invest i n  
containers  and  leave  the  organisation of freight  into  containers  to 
the  forwarder.  The  forwarder  is  charged  on  a  per  container  basis and 
the  operator's  responsibility  ends  at  the  wharf.  The  forwarder  is 
left  to  assess  shipper  needs  and  provide  transport  services 
accordi  ngly. 

A further  consequence of unitization  is  the potential for inter- 
modality.  Land  bridging of transhipment  operations ma~y be implemented 
as  a  feeder  service  across  continents  or regions.  These allw  the 
achievement of economies of scale  in  ship  operations by concentrati n q  
traffic  on  a  few  major  routes. 

All these  factors,  the  standardization of shipments and ships,  the 
potenti a1 for  simplification  of  the  management  task,  and  the 
availability  of  land  bridging  options,  have  promoted  the  feasibility 
of RTW services. 

THE  DEVELOPMENT OF GOVERNMENT POLICY 

The ori gi ns of  current policy  can be traced  to  early  English  common 
law  interpretations  of  monopoly  practice and to  the  findings  of  early 
Commonwealth  and US investigations  into  the  conference  system. 

In  the UK , the princi p1 e  of disinterested mzZevoZence had a  clear 
influence on early  judicial  interpretations of shipping  practice  and, 
thus, on  the  perceived need for  government  regulation. By this 
principle, an enterprise  is  not  prevented  from  disposing  of  a  rival 
provi ded  that: 
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. it does not cmmi t  a recognised crime, that is, arson, libel, 
and so on; and 

. the objective is commercial advantage. 

I n  .1906, the Royal Commission on Shipping Rings was appointed to 
investigate shipping conference practice. The majority report 
supported the conference system, finding that it possessed only 
limited monopoly power and that the latent possibili tv of a1 ternative 
transport modes coming i nto existence would limit the abuse of 
monopoly power of  the conferences. Its major recanmendations for the 
regul ati on of conference practi  ce were : 

. the establishment of representative shippers associations to 
bargain in the most favourable position with conferences; 

. the vesting i n  the Board of Trade’ the Dower to investigate and 
act on  complai  nts  relati ng to national i nterest ari si ng  apai nst 
shi ppi ng conferences; and 

. greater publicity of the matter with conference agreements, 
rebate ci rculars and so on having to be lodged with the Board of 
Trade either confidentially or i n  published form. 

These recommendations and conclusions largely defined the future 
public  policy approaches to liner shipping adopted by most  western 
maritime states. 

The minority report of the 1906 Royal Commission was  less supportive 
of conference practice. It found that the conference s.ystem had 
created a monopoly on which the limitations were, i n  many cases, 
illusory. They also noted  that such a monopoly was not subject to 
statutory or legal  control and saw this position as inadmi  ssable. The 
perceived need to regulate shipping practice was therefore considered 
to  be  far greater. To ensure regulation, the mi noritv recanended 
that the Board of Trade‘s powers to investigate and act on complaints 
should not be limited only  to those relating to public interest. It 
a1 so recommended greater publicity of conference agreements, requi ri n a  
them to be presented  annually to Parliament, and that DUbliCi t.v also 
be  requi red of agreements wi  th non-conference operators. 

I n  1912, the US House of Representatives approved a resolution to have 
the Committee on Merchant Maritime and Fisheries (the Alexander 
Cmn’ ttee) investigate shipping canbi  nations. The cami ttee issued 
its report of findings i n  1914 and they subsequently formed the basis 
of  the  regulatory portions of the 1916 Shipping Act (Marx 1953, 49). 
This committee supported the continuation of conference agreements, 
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noting the  advantages  of  greater  regularity  and  frequency  of  service, 
stability  and  uniformity of rates,  economy  in  the  cost  of  service,  and 
so on. However,  an  important  rider  was  placed on these  conclusions, 
that is, the  conference  agreements had  to be fairl,y, honestly  and 
openly  conducted  before the claimed  advantages  could he secured. The 
Committee  continued, ' the  disadvantages  and  abuses  are  inherent  and 
can only be eliminated by effective  govermnent  control '. Its 
recommendations  therefore  differed  somewhat  from  that of the  British 
Canmi ssion. As  implemented  in  the 1916 Shipping Act, the  Alexander 
Commi ttee  recommended: 

. that  the  use  of  deferred  rebates  and/or  'fighting  ships' he 
illegal in  American  trades; 

. shipping  companies  be  brought  under  the  supervision  of  the 
Interstate  Commerce  Commission  in  respect of the  regulation  of 
rates and the approval of conference  agreements; and 

. that  the  Commission be empowered  to  investigate  complaints  and 
institute  proceedings  on  its  own  initiative, and  to order  the 
di sconti  nuance  of  unfair  practice  (Marx 1953 , 66). 

These  two di stinct  approaches to the  liner shippi nq i ndustr.y provided 
the  context  for  the  development  of  Australian  public po1ic.y and  the 
future  organisation of the  Australian  liner  shipping  trades. 

The Trade Practices  Act 1965 (and  subsequent  enactments)  continued  to 
reaffirm  the phi1 osophy  of  early legi slation, that is, conferences 
'suitably  regulated'  were i n  the  'public  interest' .4 Conferences  were 
allwed (by  exemptions  provided by s.112 and s.113 i n  Part IV of  the 
Act)  to: 

. fix  and  regulate  freight  rates; 

. give  or  withhold  special  rates,  privileges  or  advantages; 

. allocate  ports or restrict  sailings;  and 

. restrict  the  volume  or  character of goods  carried (DOT 1978, 
31). 

To ensure  regulation of these  activies,  shipowners  were  required  to 
negotiate  with ' designated  shipper  bodies' (S. 122). To add  force  to 
this, i n  1966, through an amendment to the Act, the  Governor General 
was  given  discretion  to  disapprove  a  conference  agreement  if  he  was 

4. Part X, which  exempts  liner  conferences  from  the general 
provisions  of  the  Act. 
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not  satisfied on a number of grcunds,  including that the services  were 
'economical , efficient and  adequate. ' 

A single  designated  shipper body was  not nominated i n  the legislation 
unti 1 a  1972  amendment of the Act. 

Since  1929,  Australian  government policy  towards liner shipping 
industries has been characterised by the  adoption of 'conference 
enfranchising, bilateral  monopoly solutions'  (Cassidy  1980a, 1) which 
feature: 

. the acceptance of closed conference  practice; 

. the establishment of  national  shipping  associations as a 
countervailing  force on conference monopoly power so as to 
'regulate'  conference  practice; and 

. a  role for government which is mainly  supervisory  and  non- 
i nterventi  oni  St. 

Two purposes  for  government  intervention were cited i n  the Department 
of  Transport (DOT) review of the legislation, 1978: 
. to ensure  that  monopoly  powers  are  not used  to  produce 

unreasonably high  profits or to dull innovation  and 
responsiveness so that  costs or quality  of service becane 
unreasonable;  and 

. to ensure the reasonableness of commercial  responses. 

The final aspect of government  liner shipping policy  which warrants 
attention i S the emphasis on outward trades. A reason  suggested for 
the  lack  of weight given  to inward  shipper  interest i n  liner shipping 
policy was  that the higher rates on the inward  trades  were we1  comed 
because  they  effectively increased protection  for  domestic import- 
canpeting  industries (Cassidy 1980a, 11). However, a major reason for 
not attempting to  regulate inward  shipping is the need to maintain 
comi  ty i n i nternational re1 ations. 
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CHAPTER 3 CHARACTERISTICS OF AUSTRALIAN  LINER  TRADES 

Liner  shipping is the  main  form of transport  used  for  carrvinq 
Australian  high  value  imports  and  exports. In 1982 the  expenditure  on 
1 i ner services  was $A 1991 mill  ion,  or 41.6 per  cent of total 
expenditure  on  sea  freight services.  The  Australian  international 
liner  task is significant i n  terms of world  ShiDping  .markets  with 
Australia  ranked  as  the  ninth  largest  generator of world  container 
traffic (Containerisation International 1983). 

I n  this  chapter  the  characteristics of the  Australian  trades  are 
examined in terms of the  task  and  the  fleet  serving  the  task. The 
expected  technological  developmnts i n  the  fleet and their  impact  on 
services  are  described and the  results of an analysis of who  bears  the 
freight b i l l  are  presented. 

TASK  CHARACTERISTICS 

To provide  details  of  the  characteristics  of  the  Australian  liner 
shipping  trades,  the  following  were  examined: 

. the  overall  pattern of overseas  trade; 

. the  liner  shipping  task; 

. characteristics  of 1 iner  canmodi  ties  (value  per  tonne,  stowage 
factors,  seasonal i ty) ; and 

. tne  scope for  market power. 

Pattern of trade 

Taking  Australian  trades  as  a  whole,  imports  comprise  mainly 
manufactured  goods  and  exports  are  dominated by mining  and 
agricultural  products.  The  orientation of Australia' S trade  has 
changed i n  recent  years,  reflecting  a  decline i n  the  significance of 
Europe  and  an  increase in importance of the  Asian  region. 

The 1 iner  shipping  task 

Air transport,  liner  shipping and bulk shipping all make  important 
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contributions to servicing  Australia's  trade.  Air  transport  carries 
very high-val  ued commodities  where  speed  and  frequency of service  are 
of  paramount  importance, bulk shipping  carries  1w-valued  cmmodi  ties 
and 1 iner  shipping  a  great  range  of i ntermediate-val ued commodities. 

Liner  ships  carried  about 5 per  cent by weight and 45 per  cent by 
value  of  Australia's total two-way  trade i n  1983-84. Table 3.1 
presents  the  quantity  and value of the  freight  task  for  each  of  the 
modes. Table 3 .l shows  that i n  1983-84 the  total  value of the  inward 
liner  cargo  was  much  larger  than  the  value  of  the  outward cargo. The 
reverse  was  the  case  (by  a smal ler  margin) i n  terms of tonnes. 

Table 3.2 shows  the  quantity  and  value of the  task i n  the ma,jor 
Australian  liner  trades.  Comparison  of  the  inward  and  outward 
task  indicates  a general  imbalance. 

Characteristics of liner  commdities 

The  average  value per  tonne  and  the  stowage  factor  for  total  liner 
inward  cargo  were $2 400 and 2 cubic  metres per tonne i n  1983-84, 
compared  with $1  300 and 1.5 cubic  metres  per  tonne  for total liner 
outward  cargo. 

TABLE 3.1 QUANTITY  AND VALUE OF INTERNATIONAL  CARGO BY MODE, 1983-84 

Direction Quantity Value Average  value 
of trade Mode ('000 tonnes) ('000 $A) ($A Der  tonne) 

Inward Ai r 102 4 171 40  900 
Non-liner 16  885 6 149  364 
Liner 

Conference 3 751 10  443 2 784 
Non-conference 1 932 2 776 1 437 

Total 1 i ner 5 683 13 219 2 326 

Outward  Air 85 2 073  24  400 
Non-liner 203  519 13 588  66 
Liner 

Conference 4 656 6 889 1 479 
Non-conference 1 660 1 541 9 28 

Total 1 i ner 6 316 8 430 1 335 

Source ABS (1985a). 
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Commodities i n  the liner trades, however, vary greatly i n  terms of 
average value per tonne, stowage factor (cubic metres per tonne) and 
the  responsiveness of demand to changes i n  prices  (demand 
e1  asti  ci  ti es 1 . 

Major imported commodities were machinery, road vehicles and transm-rt 
equipment, and textile yarns and fabrics, with  values  per tonne of 
$7  700, $6 000 and $4  500 respectively. The three cited commodities 
were a1 so amongst some of  the most  bulky imported i tems with stowaqe 
factors of 2.8,  4.7 and 3.7 cubic metres Der tonne respectively. 
Major exported commodities were wool, meat and  metal 1 iferrous ores. 
Average values per tonne and  the stowage factors for these three 
commodi ti es were $3 000 , $2 200,  $900 and 3 .D , 1.9 and 0.7 cubic 
metres per tonne respectively. Overall , inward liner carqo cmprised 
higher valued  and more bulky commodities than outward carao. 

TABLE 3.2 QUANTITY AND VALUE OF THE TASK I N  THE MAJOR AIJSTRALIAN 
LINER TRADES, 1983-84 

Quantity Value 
f '000 tonnes) ($m) 

Trade areaa I m r d  Outcurd I m r d  Gutwdrd 

Europe and North 
Mediterranean 1 491 8 97 3 835 2 091 
Philippines, Hong Kong 
and Taiwan 61 0 6 74 1 439  696 
Japan 629 1 314 2 834 1 544 
South Korea 80 116 2 63  207 
West Coast North America 7 14 332 1 381  479 
East Coast North America 503 5 95 1 674  91 4 
Middle East Gulf 6 134 10  164 
Singapore, W. Mal  aysi a, 
Indonesia and Thai1  and 432  754  602  787 
New Zeal and 388 3 17  482  500 
Papua New Guinea and 
Sol omon Is1 ands 39  330  73  306 
Other 791  854 6 26  741 

All trades 5 683 6 317  13  219 8 429 

a. Trade areas are defined in Appendix I of Volume 2. 

Source Derived from ABS Shipping and Air Cargo Commodity Statistics. 
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The  net  effect  of  the  inward  and  outward  stowage  and  tonnage 
differentials is that  there is a  greater  number of containers  shipped 
inward.  This  creates  an  imbalance i n  container fl ws. This  imbalance 
is expected  to  worsen as inward 1 iner  tonnages  increase  with  respect 
to  outward  tonnages. 

Re1 ati ve market  power 
The  scope  for  commodity  groups to exercise  market  power i n  their 
negotiations  of  freight  rates  is  influenced by their  relative 
importance i n  the  trades. F r m  information  on  market  shares  it  is 
apparent  that  the  export  trades  are  dominated by relatively  few 
commodity  groups.  For  example,  wool  is  the  dominant c m m d i  ty in  the 
Australia  to  Europe  and  North  Mediterranean  trade,  accounting  for  more 
than 30 per  cent  (by  weight)  of  the total task, and meat and 
metal 1 iferrous  ores  account  for 34 and 43 per  cent (by weight) 
respectively  of  the total task  in  the  Australia to  East  Coast  North 
America  trade. By contrast,  there  was  a  greater  number  of  imported 
commodities  and  the individual shippers had smaller  cargo  offerings. 
This  suggests  that  Australian  exporters  have  greater potential market 
power  and  are i n  a  better  position  than  importers or  overseas 
exporters  to  exercise  their  power by co-ordinating  their  efforts i n  
their  negotiations  with  operators. 

FLEET  CHARACTERISTICS 

To  provide  information  on  the  characteristics  of  the  fleets  engaged i n  
Australian  trades,  the  organisation,  capacity,  age  and  flag  of 
operation of the  fleet  was  examined. 

Size and  composition of fleet 
There  were 58 lines  operating 185 ships in  the  Australian  liner  trades 
in 1983-84. Container  ships  were  the  most  numerous  type,  accountin4 
for 40.5 per  cent  of  the  fleet  (see  Table 3.3). These  container  ships 
provided 52.5 per  cent of nominal  TEU  capacity  (both dry and 
refrigerated)  and 68.6 per  cent  of  refrigerated  container  capacity.l 

Organisation of the fleet 
Generally,  operators  were  consistently  conference  members i n  all the 
Australian  trades i n  which  they  operated  in  or  consistently  non- 
conference,  operators. Many lines  served  more than one  trade,  and 

1. Nominal refers to the  theoretic41  capacity  of  the ship. 
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frequently  participated in several conferences. With the exception of 
the  East Asia (Hong Kong and  Taiwan)  trade,  there were  more conference 
ships than non-conference ships in the major trades. 

It was  found that  the 20 largest  operators,  representing 34 per cent 
of a1 1 operators, served Australian  trades  with 107 ships, which 
represented 58 per cent of the fleet. The 1 eve1  of concentration was 
greater on some of the major trades,  and was effectively much areater 
where operators had combined into  consortia. 

Age of ships 
The average age of  the liner  fleet serving Australia in 1984 was  nine 
years. The  distribution of  age was  skewed,  with 61 per cent of the 
ships aged 10  years  or less, 26 per  cent of  the  ships between 10 and 
15 years  old, with  the  remaining 13 per cent 16 years  or ol  der. Non- 
conference  operators were found  to generally  operate newer ships than 
conference  operators. 

Flags of operation 
Only 6.5 per  cent of  the fleet (12 ships) were registered in 
Australia,  compared  with 10.8 per cent (20 ships) and 9.2 per cent (17 

TABLE 3.3 DISTRIBUTION OF SHIP TYPES IN THE LINER FLEET  SERVING 
AUSTRALIAN TRADES,  1983-84 

Lloyd's  ship type 
classification 

flumber of 
6hipsa per cent 

General cargo 
General cargo/container 
Container 
Ro-ro 
Contai  ner/ro-ro 
Bulk carriers 
Other 

40 
10 
75 
26 
8 
16 
10 

21.6 
5.4 
40.5 
14.2 
4.3 
8.6 
5.4 

Total 18 5 100 .o 
~~ ~~ 

a. A single ship may serve in several  trades. 
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ships) i n  centrally  planned  and  flag  of  convenience  countries 
respectively. 2 

The  average  age  of  Australian  registered  ships  was  found  to  be 13 
years,  compared  with 10 years  for  flag of convenience  ships  and  six 
years  for  ships  operated by centrally  planned  countries.  The 
remainder  of  the  ships had an average  age of nine  years. 

TECHNOLOGICAL  DEVELOPMENTS 

The  cost  effectiveness  of  developments to the  existing  fleets  were 
assessed  for  the  Australia/Europe  and  North  Mediterranean,  Japan  and 
New  Zeal  and  trades  as  long,  medi urn and  short  haul  routes 
respectively.  Costs  were  primarily  determined  for  the  carriers  (the 
operators),  however,  separate  estimates  of  the  cost to the  customer of 
inventory  and  insurance  whilst  cargo is i n  transit  were  made  to 
examine  service aspects. 

The  cost  effectiveness  of  various  develoDments  was  used to  draw 
conclusions  about  the  future  composition of the  fleet  and  services. 
The  findings  identified  are  summarised  as  follws: 

Rep1 acement of ships 
. A  greater  use  of  automation  is  expected  in a1 1 aspects  of ship, 

terminal  and  cargo  management.  Consequently,  pressure  for 
reduced  crew  sizes  is  likely  to  continue. 

. Progressively,  the  smaller  and  older  ships will be replaced  by 
fewer but larger ships. These  ships  are  expected  to  be  capable 
of accommodating  a  higher  proportion  of  Fortv  Foot  Equivalent 
Unit  containers (FEUS). 

. With  the  exception of Port  Botany,  draught and length  limitations 
i n  Australian  ports  are 1 ikely  to  constrain  the  ability  to  take 
advantage  of  the  economies  of  plant  size  associated  with shios. 

. Greater  use  is 1 ikely to be  made  of  con-hul k and  con-ro 
(container  roll-on  roll-off)  ships  and  less use of ro-ro ships. 

. The  replacement of some older  ships  with  seven  or  eight  year  old 
ships  of  greater  capacity i S likely  to be a  preferred  option  for 
many  operators. 

2. Centrally  planned  countries are defined  to be Albania,  Bulgaria, 
Czechoslovakia,  East  Germany,  Hungary,  Poland, USSR, Yugoslavia 
and  China;  and  flag of convenlence  countries  are  Bahamas,  Bermuda, 
Costa  Rica,  Liberia and Panama. 
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Shipping servi ces 
. The use of larger ships is expected to  lead  to the amalgamation 

of consortia in order to maintain frequency of service. 

. Loading methods at terminal S can be expected to undergo further 
development to speed up loading and unloading operations. This 
may  lead  to further centralization of terminals. 

. A greater degree of computerised control of container movement, 
aimed at improving container management in terminals and aboard 
ships, is expected. 

. Container utilization can be expected to improve with a greater 
use of FEU containers, particularly with any increase in road 
vehicle 1 imi  ts. 

INCIDENCE OF TRANSPORT COSTS 

The distribution of transport costs between canmdi ty suppliers and 
the ultimate consumers has important national we1 fare imp1 i cati  ons. 3 
The degree to which transport costs are borne by suppliers and 
consumers theoretically depends  on the relationship between the own 
price elasticity of  demand  and  supply for the commdi ties being 
traded.  If the e1  asti  ci ty of supply is l o w  relative to the e1  asti  ci  t.y 
of demand, then in international trade exporters bear the larger 
proportion of the costs of transport. Conversely, if the elasticity 
of demand is low relative to  the elasticity of supply, imorters wil 1 
bear  the greater burden  of a freight tariff. The analysis of the 
incidence of transport costs borne by Australian importers and 
exporters is presented in Appendix IX of Volume 2. 

Despite  the  inadequacies  surrounding  the e1 astici ty estimates 
underlying the analysis of the incidence of transport costs,  the 
results indicate that, in general , the major burden of the costs of 
transporti ng  Austral i a 'S i nternati  onal trade by 1 i ner shippi nq 
services is borne by Australian residents. For imports, the incidence 
ranges from 50 per cent to 80 per cent and  for exports the ranqe 
extends from 47 to 71 per cent. 

It follows that the benefits from the significant reduction in liner 
shipping rates in most trades since the late 1970s should have mainly 
accrued to Austral i an residents. 

3. The distribution is often referred to as the incidence of 
transport costs. 
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CHAPTER 4 CONFERENCE AND NON-CONFERENCE  OPERATIONS 

There is a tradeoff between  the higher levels of service offered  by 
conference operators and the l w e r  rates typically offered by non- 
conference operators. Furthermore, non-conference competition can 
have a significant impact on capacity and service levels. 

In this chapter information on the various aspects of conference/non- 
conference operations are presented to enable the consequences of 
competition between  these  two  groups  of operators to  be assessed. The 
aspects examined are: 

. service pattern 

. fleet capacity 

. service capacity and market shares 

. capaci ty  uti 1 i zati on 

. service levels 

. rates. 

SERVICE  PATTERN 

Australia's  major  liner trades 'are dominated by conference operators. 
Generally, the inward conference has an outward counteroart comprising 
the  same members. Where there are  operational advantages, New Zealand 
is served together with Australia. With the exception of the North 
American open conferences, the major conferences are closed and 
provide a high  degree of service rationalization involving capacity 
controls and revenue pooling. 

I n  the  smaller  trades,  non-conference  operators play  a more 
significant role. Where conference arrangements exist they tend to be 
less structured and in man.y instances take the form of simple rate 
agreements. 

The imbalance in the majority of Australia's liner trades together 
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with  Australia's  isolation  from  other  tradinq rwtes  creates  difficult 
operating  conditions  for  ship  owners. I n  response  to  these 
difficulties,  diverse  service  patterns  have  emerged,  for  example, 
ships  are  operated  around  the  world, i n  both  conference  and  non- 
conference  services,  to  take  advantage of trading  patterns. 

To characterise  these  operations,  conference  members  generally  operate 
direct  services  between  trade  areas  and  combine  trades  when  transit 
times  and  frequency  are  not  adversely  affected.  Non-conference 
operators  generally  employ  smaller  more  flexible  ships, and adopt 
diverse  calling  patterns  to  achieve  adequate  levels  of  ship 

'utilization. As  a  consequence,  non-conference  operators  do  not 
provide  the  same level of service  as  conference  operators. 

Australian  liner  trades  are typical of the  worl d situation  with  a high 
degree of concentration.  This  high  degree of concentration is the 
consequence of a  natural  response to market  conditions  which  enable 
large  joint  operations and  consortia,  particularly  when  operatinq 
within  conferences,  to  reduce  costs  and  maintain  high  levels of 
service. 

FLEET CAPACITY 

Shippers  cannot  exercise any potential  countervailing  market  Dower 
they might  have  unless  there is competition  for  market shares. Table 
4.1 shows  the  ratio of non-conference  and  conference  ships  and  their 
nominal TEU capacity,  reefer  capacity  and DWT capacity i n  the  major 
trades. 

In most trades,  the TEU and DWT capacity  of  conference  operators  was 
greater  than  the  combined  capacity  of  non-conference  operators.  This 
was  particularly  apparent in the share  of  refrigerated  capacity.  The 
ratios  presented i n  Tab1  e 4 .l indicate  that  there is the  potential  for 
competition  for  market  shares in all of  the  major trades.  The 
potential  for  competition in dry cargo is greater  than  that  for  reefer 
cargoes. 

There  was  also  a  significant  degree of concentration i n  caDacity,  with 
the 20 major  operators  controlling 75 per cent  of TEU capacity.  This 
signifies  that  these  operators have larger  ships  than  the  remaining 28 
operators.  Conference  ships  were  significantly  larger  than  non- 
conference  ships i n  most trades. Table 4.2 shows  the  averaqe DWT of 
conference  and  non-conference ships in  the  major  trades. 
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TABLE 4.1 VARIOUS  MEASURES OF NON-CONFERENCE/CONFERENCE NOMINAL 
CAPACITY RATIOS OF SHIPS SERVING THE MAJOR AUSTRALIAN LIMER 
TRADES, 1983-84 

Trade are& 

Non-conference/conference ratio 
TEU  capacity DWT 

ships ToSaZ Reefer  capacity 

Europe and North Mediterranean 0.5 
Philippines, Hong Kong and Taiwan 1 .l 
Japan 0.4 
South  Korea 0.6 
West  Coast North America 0.9 
East  Coast North America 0.5 
South East  Asia 0 .8 
New Zeal and 0.7 
Papua N e w  Guinea and 
Sol omon Is1 ands 0.2 

0.4 
0.7 
0.4 
0.3 
0.5 
0 .4 
0.5 
0.3 

0.2 

0.2 
0.3 
0.1 
0.1 
D .l 
0.2 
0.3 
0 .l 

1 .o 

0 .qb 
0.7 
D .3 
0.2 
0 .9 
0 .6b 
0.5 
0.3 

0.2 

a. Trade areas are defined  in  Appendix I of  Volume 3. 
b. DWT  ca acity is high  because  non-conference  ABC  Containerline 

typica! con-bulk  (combined container and  bulk) ships are 
significantly larger than  conference  ships. 

TABLE 4.2 AVERAGE DWT CAPACITY OF CONFERENCE AND NON-CONFERENCE SHIPS 
SERVING THE MAJOR  AUSTRALIAN TRADES, 1983-84 

Trade are& 
AQeruge DWT (tonnes) 

Conference Non-corference 

Europe and North Mediterranean 
Philippines, Hong Kong and  Taiwan 
Japan 
South Korea 
West  Coast North  America 
East  Coast North America 
Middle East Gulf 
South  East Asia 
New Zealand 
Papua New Guinea and 
Sol  anon Is1 ands 

25 982 
17  888 
18  047 
22 333 
21 584 
23  326 
18  568 
17 848 
23  764 

11 835 

20 430 
11 130 
12 684 
9 419 
22  017 
29  335 

11 944 
10 149 

.. 

9 933 

a. Trade  areas are defined in Appendix I of Volume 2. 

. . not  applicable 
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SERVICE  CAPACITY  AND  MARKET  SHARES 

The  non-conference  share of service  capacity  and  the  liner  task  are 
presented  in  Table 4.3 and  Table 4.4 respectively. 

As a  generalisation,  it  can  be  seen  from  Tables 4.3 and 4.4 that  the 
non-conference  task  share is slightly  lower  than  the  share of service 
capacity,  signifying  that  non-conference  ships  do  not  qenerally 
achieve  the  same level of  utilization  as  conference shios. 

The  non-conference  market  shares  indicates  that the degree to which 
the  trades  were  open  was  disparate,  ranging  from 1 ess  than 20 per cent 
on the Japan and South  Korea  trade  to  almost 100 per  cent i n  some 

TABLE 4.3 DEADWEIGHT  SERVICE  CAPACITY  AND  NON-CONFERENCE  SHARE BY 
TRADE  ROUTE, 1983-84 

Non-conference 
Capacity share of capacity b 

( '000 DWT tonnes) (per  cent of DWT) 
Trade routea  Inward  Outward I m r d  Outward 

Europe,  Mediterranean and 
Red Sea ports' 3 710 
East  Asia 1 350 
Japan and South  KoreaC 2 130 
West  Coast  North  America 1 660 
East  Coast  North  America, 
Latin  America  and  CaribbeanC 1 980 
Africa' 280 
South  Asia 5 30 
Middle  East  Gulf 60 
South  East  Asia 1 160 
New Zeal and 1 000 
Papua  New  Guinea  and 
Sol omon I sl ands 520 
Pacific  Islands 500 
All trades 14  270 

3 140 
1 290 
2 420 
1 070 

1 900 
270 
380 
300 

1 390 
1 080 

5 80 
950 

14  160 

27 16 
33 33 
12 19 
32 31 

18 31 
74  98 
2 6 
0 4 
15 24 
72  63 

41 32 
75  46 
26  26 

a. Trade  routes  are  defined i n  Appendix I of  Volume 2. 
b. The  figures  reported  here  for  non-conference  operations  are  the 

c. Trade  areas  have been combined  to  reflect  the normal  operational 

Source Derived  from ABS Shipping  and  Air  Cargo  Commodity  Statistics, 

per  cent  shares  of total operations  in  each  case. 

itineraries  of  liner services. 

1983-84. 
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smaller trades. In aggregate, the  non-conference  share was  less in 
the major  trades  at  27 per cent  inward and 28 per cent outward than i n  
the smal ler  trades  where it  was 77 per  cent inward  and 40 per  cent 
outward. 

Tables 4.5  and 4.6 reveal some of the differences i n  the cmmodi tY 
composition of the task  of conferences;  non-conference  and Australian- 
flag  operators. 

In the  itward trades,  conferences  concentrated  more on high-valued 
commodities such  as machinery,  vehicles  and  transport  equipment  (which 
together accounted for 38 per cent by value of the total conference 
trade)  than did the non-conference  operators  (where the above i terns 
accounted for 26 per cent). In the  outward trades,  high-valued wool 

TABLE 4.4 TASK AND NON-CONFERENCE SHARE I N  THE MAJOR AUSTRkLIAN 
TRADES,  1983-84a 

~~ 

Trade  area b 

Non-conference 
Quantitg share 

I ‘000 tonnes) (per  cent) 
Inward outward Imard Outward 

~~~~~~ ~~~~~ ~~ ~~ ~ ~~~~ ~~~ 

Europe and North 
Medi terranean 1 491 897 23 19 
East Asia 610 674 26 31 
Japan 62 9 1 314 12 19 
South  Korea 80 116 17 20 
West Coast North America 71 4 332 30 16 
East  Coast North America  503  595 15 47c 
Middle  East  Gulf 6 134 0 3 
South  East  Asia 432  754 17  26 
New  Zeal and 388 3 17 77 56 
Papua  New  Guinea and 
Sol anon Is1 ands 39 3  30 31 33 
Other  791 584 77 40 

All trades 5 683 6 317 34 29 

a. Task  shares  relate  to the tonnes of cargo shipped. 
b. Trade  areas  are defined i n  Appendix I of  Volume 2. 
c. This  figure is high-because of shipments of  high-density  mineral 

sands i n  con-bulk ships. 

Source Derived from ABS Shipping  and Air  Cargo  Commodity  Statistics, 
1983-84. 
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accounted  for  a  relatively  high  proportion of the  non-conference  task 
compared  with  conference  operations. On the  other  hand,  the  non- 
conference  operators  carried  large  volumes  of  low-valued metal  ores 
and  cereal S. Furthermore,  non-conference  operators  carried  only 
modest  quantities  of  high-valued meat. 

Table 4.7 presents total quanti  ties  and val ues of cargo  carried by 
conference  and  non-conference  operators i n  the  inward and outward 
trades i n  1983-84. The  data  show  that,  overall , conference  operators 
(and  Australian-flag  operators)  specialized i n  high-valued  commodities 
more  than  non-conference  operators.  This  was  particularly  true  for 
the  inward  trades  where  the  average  dollar  value  per  tonne  for 
conference  cargo  was  nearly  twice  that  for  non-conference carqo. This 
suggests  that, i n  devel oping  their  markets,  non-conference  oDerators 
did  not  necessarily  direct  their  efforts  towards  hiqh-valued 
commodities  which  tended  to  attract high rates. Rather they may- have 
tailored  their  service  for some of the  lower-val ued commodities  where 
colnpeti tion  with  conferences m y  have  been 1 ess  intense.  The 
distributions  of  conference  and  non-conference  scheduled  rates 

TABLE 4.5 SHARES OF MAJOR INWARD COMMODITIES  CARRIED BY CONFERENCE 
AND  NON-CONFERENCE  OPERATORS IN  THE  AUSTRALIAN  TRADES, 
19  83  -84 

(per  cent by value) 

Commoditya 
Task  share 

Conference  Non-conference 

Machinery  and  equipment 
Textile  yarns  and  fabrics 
Road  vehicles  and 
transport  equipment 
Paper  and  paper  articles 
C hemi c a1 S 
Manufactures  of  metal 
Other 

31 
8 

7 
4 
3 
3 
44 

23 
10 

3 
3 
4 
4 
53 

Total 100 100 

a. Some  commodities  are  affected b confidentiality  embargoes  for 
trade  pur  oses  and  are excludd from  their  ATFCC  category, 
however,  tRey  are  included  in  the  'Other'  category. 

Source Derived  from  ABS  Shipping  and  Air  Cargo  Commodity  Statistics, 
19 83 -84 . 
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TABLE 4.6 TASK SHARES OF  MPJOR OLTWARD COMM3DITIES CARRIED BY 
CONFERENCE AND NON-CONFERENCE OPERATORS IN THE AUSTRALIAN 
TRADES, 1983-84 

(per  cent by vatue) 

Task  share 
Conference  Non-conference 

Text il e fib resb 
Meat 
Machinery and equipment 
Non-ferrous metals 
Metal ferrous ores and 
metal scrap 
Dairy products 
Cereal S 
Hides and skins 
Fruit and vegetables 
Iron and steel 
Other 

22 
17 
6 
5 

4 
5 
3 
3 
2 
2 
31 

27 
6 
S 
5 

13 
2 
5 
5 
1 
1 
30 

Total 100 100 

a. Some cmmodi ties are affected by confidentiality embargoes for 
trade purposes and are excluded from their ATFCC category, 
however, they are included in the 'Other' categoy. 

b. Mostly wool. 

Source Derived from ABS Shipping and Air Cargo Commdi tv Statistics, 
1983-84. 

TABLE 4.7 QUANTIN AND VALUE OF CARGO CARRIED BY CONFERENCE A N D  NOW- 
CONFERENCE OPERATORS IN THE AUSTRALIAN TRADES, 1983-84 

Conference  Non-conference 
Ave  rage  Average 

Inward 3 751 10  443 2 784 1 932 2 776 1 437 
Outward 4 656 6 889 1 479 1 660 1 541 928 

Source Derived from ABS Shipping and Air Cargo Commdi ty Statistics, 
1983-84. 
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reported i n  Appendix IX of Volume 2 supports  this conclllsion for the 
outward  trades,  but  the  situation is much less clear  for  the  inward 
trade s. 

CAPACITY UTILIZATION 

The  proportion of 'service capacity  provided  which  is  actually used for 
the  shipment of commodities  has an impact on both the  cost  and  the 
quality  of  service  provided.  For  example,  increasing  capaci tv 
util ization by reducing  the  frequency  of  service  (removing  a  ship  from 
the  trade) or replacing  existing  ships  with  the same  number of smaller 
ones  would  reduce total shipping  costs  but  would a1 so reduce  the 
quality  of  service  to some extent. If  existing  capacity  utilization 
was  already  quite  high,  the  impact on service  could be serious  with 
some  shippers  unable to obtain  shipping  space  when  required. 

The  utilization of ships  fluctuates  over  time  because of both  random 
and  seasonal  variations i n  demand,  although  the  supply  of  shiDping 
capacity  can  respond  to  anticipated  demand  variations  to  some  extent. 
For  example,  extra  ships may be  chartered  to  cooe  with seasonal 
peaks. However,  the  provision of a  service  which is stable  and 
regular  in  the  presence of short  term  changes in demand  usually 
implies  that  a  significant  proportion of voyages  must be operated  at 
util ization  rates we1 1 be1 ow 100 per cent. The  average  utilization 
measured  over  a  year  must  therefore a1 so be below 100 per  cent. 

It was  mentioned  early i n  this  chapter  that  some  of  the  capacitv of 
ships  calling  at  Australian  ports  was  not  always  available  for 
Australian  cargo  because of requirements  for  space to be a1 located for 
cargo  carried  between  other ports. An  average  measure  of  the  capacity 
utilization of the  ships used i n  the  Australian  trpdes  over  the  whole 
of  their  itineraries  would  therefore be desirable.  However, 
incomplete  information  about  the  quantities  of  cargo  loaded and 
discharged  at  different  ports  in  the  itineraries  prevented  this 
calculation.  Capacity  utilization  rates  were  determined  initially  on 
the  basis of the  quantities  of  Australian  inward  and  outward  cargo 
only,  without  taking  into  account the cargo  carried  between  the  other 
countries by the  same  ships.  Later  in  the  chapter,  utilization  rates, 
adjusted  approximately ' to account  for N e w  Zealand  freight,  are 
presented  for  the  Australia/Europe  North  Mediterranean  and  North 
America  trades. 

Utilization of ships by Australian imports and exports 
Table 4.8 shows  the  utilization of container  and  ro-ro  ships  with 
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Australian .inward  and outward cargo in 1983-84. Details are provided 
for the ships dedicated to particular, trade routes, and for shios 
se,rving several trade routes. Dedicated shios are defined as those 
for which a single trade route accounted for more than 75 per cent of 
their Australian cargoes, both, inward and  0utward.l The degree to 
which each ship is dedicated to a particular trade route is shown in  
Appendix IV of Volume 2. 

The utilization rates in Table 4.8 under-estimate the overall 

TABLE 4.8 C,APACITY UTILIZATION OF CONTAINER AND RO-R0 SHIPS CARqYIYG 
AilSTRAL  IAN INWARD AND OUTWARD CARGO a, 1983-84 

(Fer cextl 

:itil.:zation UtdZtzat&on 

Ships dedicated 
primarily to a 
single trade route 
Conference 
Non-conference 

47 
59 

49 
41 

50 
69 

47 
47 

Ships servicg 
several trade 
routes 

Conference 42 37 44 35 
Non-conference 43 37 48 36 

All ships 
Conference 46 46 49 45 
Non-conference 53 40 61 43 

a. The various assumptions employed to calculate capdci t.y uti1 i zation 
rates are explained in ChaDter 5 of Volume 2. It is imoortant to 
recognise  that  cargo  carried  between  countries  other  than 
Australia  has  been  excluded i n  the  c?lculation of these 
uti 1 i zati on rates. 

1. Most of the conference ships used in the AustraliaKurope and 
East Coast North America trade routes served Australia and N e w  
Zealand simultaneously. However, because they did not carr.v 
significant  qyantities of trans-Tasman  trade, they were 
classified as dedicated' to the Australia/Europe or East  Coast 
North America trade rartes. 
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utilization  rates  of  ships in the Australian  trades  because of  the 
contributions from cargoes loaded  and discharged i n  New Zealarld and 
Asia  destined for and received from Europe and North  America. The N e w  
Zealand  cargoes had a 1 arge impact on conference util i zation, and 
Asian  cargoes on non-conference util ization. 

The  measures in Table 4.8 show  that the effective  utilization of 
conference and non-conference  ships  with Austral  ian  inward  and  outward 
cargo  were  quite  similar  despite the differences in the relative 
bulkiness  of  commodities  carried.  Ships in the dedicated  trades  were 
util  ized  more  fully with Australian commodities than ships  servinq 
several  trade  routes.  There  were,  however,  generally  more 
opportunities  for  the 1 atter to  achieve  higher  utilization rates by 
cross-tradi ng. 

Capacity util ization rates for  a  number of important  Australian trade 
routes  are  shown in Table 4.9. The  table indicates: higher  inward 
utilization in the Australia/Europe,  Mediterranean and  Red Sea  ports 
East  Asia,  West  Coast North  America and New Zealand  trade  routes; 
approximate  balance in  the  Austal ia/East Coast North  America and Latin 
America trade  route; and  higher  outward utilization in the other  trade 
routes. 

The Dkl and TEU measures of capacity  utilization  are  quite  similar for 
a  number of trade  routes irnp1,ying that  a ship operated  at the 
deadweight limit would also be operating  quite  close to  TEII canacitv, 
or  vice  versa. However, this was  not  always the case and a  mismatch 
i n  the two measures  is  of particular interest  when it occurs in  the 
high utilization leg  of a  trade  route  because this is the lea which is 
more 1 ikely  to  experience  capacity  constraints. 

Table 4.10 presents  estimates  of  capacity  utilization  for both 
Australian and  New Zealand  cargoes  carried in dedicated  container and 
ro-ro conference ships. The  utilization  measures  are in terms  of 
either TEU or DWT whichever is greater.  The comparisons  must he 
treated  with  caution because of the  incomplete  picture of carqo  flows 
and the  impact  of seasonal  variations.  On  the information  available, 
conference  operations in the  Australia/South  East Asia and  Papua  New 
Guinea  trade  routes had the  most  opportunity for improved utilization 
of  capacity i n  1983-84. The  better uti 1 ized Australia/Europe, 
Mediterranean and  Red Sea ports, West  Coast North  America and East 
Asia trade  routes had less scope  for  reducing  capacity  without 
affecting  service quality. 
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SERVICE LEVELS 

The perceived  quality  of service to  a reqion is affected bv the 
frequency  of departures, the time taken to reach the destination, t'7e 
ability to  keep to sailing schedules and the proximi tv or convenience 
of the nearest port of call  to the ultimate destination. Other less 

TABLE 4.9 C.AF'ACITY UTILIZATION OF DEDICATED  CONFERENCE AND 
NON-CONFERENCE  CONTAINER AND RO-R0 SHIPS CARRYIYG 
AUSTRALIAN  INWARD AND DUTGIARD CARGO, BY TRA'IE ROUTE, 
1983-84 

(per  cent) 

Trade 
routea 

Conference  ships 

Europe, Mediterranean 
and  Red Sea ports 51 35 51 35 
East Asia 67 62 81 58 
Japan and South  Korea 40  64  45 57 
West  Coast North America 52 40 46 34 
East  Coast North America 
and Latin America 32 35 34 36 
South  East Asia 52 61 53 57 
New Zealand ' 31 32 65 68 
Papua  New Guinea and 
Sol  anon  Is1 ands 10 59 11 63 

?Ion-conference ships 

Europe, Medi  terranean 
and Red Sea ports 65 77 63 43 
East Asia 59 47  74 50 
New  Zeal  and 52 35 72 49 

a. Trade  routes  are defined in Appendix I of  Volum? 2. 
b. The various assumptions employed to calculate  caDaci t.y uti1 ization 

rates are explained i n  detail in Chapter 6 of Volume 2. It is 
important to recognise that cargo carried  between countries other 
than  Australia  has been excluded i n  the calculation of these 
uti 1 i zati on rates. 
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TABLE 4,.10 SUMMARY OF CAPACITY UTILIZATION OF DEDICATED COMTAIYER 
AND RO-R0 CONFERENCE SHIPS, BY TRADE  ROUTE, 1983-84a 

Europe, Medi terranean and 
Red Sea ports 
East Asia 
Japan and South Korea 
West Coast North America 
East  Coast North America and 
Latin America 
South East Asia 
New Zeal  and 
Papua New Guinea 

, ,  

50 
55 
65 
10 

72 
62 
65 
75 

66 
60 
69 
60 

a. The utilization measures i n  this table are in terms of either TEll 
or DhT whichever 1 S the greater figure .For the particular trade 
route. The measures include Australian cargoes and estimates of 
New Zealand cargoes. The various assumptions emoloyed in the 
calculation of  the capacity utilization rates are exDlained in 
Chapter 6 of  Volume 2. 

b. Trade routes are defined in Appendix I of Volume 2. 

important factors include the quality of transhipment services and 
various booking, documentation and financial services. Generally,  the 
conferences were found to provide a greater frequency of direct 
services  than  non-conference  operators  combined. In the 
Australia/East Asia and New Zealand trades, and also in the smaller 
African and Pacific trades, the reverse was true. Conference transit 
times tended to be less than those for non-conference opera.tors. In 
most of the trades, differences in arrival delays between  conference 
and non-conference ships were small. For all trades taken toqether, 
average delays  of about 6.5 days for conference ships and 6 days for 
non-conference ships were measured, although delays varied  wide1 y 
around the average measures. 

Individual shippers have their m n  perceDtions of the service 
performance of the conference and non-conference operators. Their 
choice will be influenced by these perceptions as we1 1 as differences 
in rates, however, their freedom of choice may  be restricted in the 
short run.  In order to evaluate shipper perceptions of service and to 
examine the 1 ink  between service and price, the BTE carried out a 
telephone survey of exporters and importers. Shippers were asked to 
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canpare  the  performance of the conference and non-conference  operators 
for  each of the  service  factors  and  to  rank  the  service  factors  in 
order of their  importance to the overall  quality  of  service. 

One of the  more  important  findings  was  that  conferences  were  perceived 
by shippers to  have  a  clear  superiority i n  service  frequency.  It  was 
noted  previously  that  conferences  generally  operated  higher  frequency 
services  than  the  non-conference  operators ccfnbi-ned. Hwever, the 
strength  of  the  shipper  perceptions  indicated  that  thev  tended  to 
compare  the  conference  frequency,  as  a  whole,  with the  freauencv of 
individual  non-conference  operators. 

The  survey  also  revealed  that  freight  forwarders  are  orovidinq 
services  to  only  a small proportion of export  shippers. 

A substantial  number  of  shippers  provided informatiorl on  the m i c e  
difference as we1 1 as the  service  comDarisons  between  the  conference 
and  non-conference  operators i n  a  specific  trade.  This  information 
was  used  to  analyse  the  impacts  of  price  and  service on the  shipper's 
choice.  From the  analysis,  the  follwing  conclusions  were  reached: 

. on average,  the  overall  service  advantage of the  conferences  was 
equivalent to a  rate  discount  of 14 per  cent;  and 

. the  frequency  advantage of conferences  was  equivalent  to  a 6 or 7 
per  cent  rate  discount. 

Empirical  analyses  of conferencehon-conference choice  suggested  that 
the  superior  service of conferences  was  almost  off-set b.y 1 ower  non- 
conference  rates  which  were  found  to be 11 per  cent  (on  averaqe) be1 W 
the  conference rate. The  analyses a1 so indicated  that  there  would be 
a  residual  preference  for  conferences,  even  if  the  non-conference 
operators  could  provide an equivalent  service.  Furthermore,  those 
shippers  who  chose  to  ship  with  conferences  generally  had  larger  cargo 
offerings. I n  balance,  shippers  were  found  to  favour  the  conferences, 
however,  those  who  use  non-conference  services  are  cmpensated  for the 
difference i n  service by receiving 1 ower  rates. 

RATES 

In  this  section  comparisons  are  made b e k e e n  the  weighted  average 
inward  and  outward  rates  for  conference  and  non-conference  liner 
services  on  selected trades. 

To undertake  these  analyses,  conference  scheduled  rates  applying  at 1 
January 1985 were  weighted  on  a  commodity  basis by the  estimated 
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number of containers  shipped  in  the 1983-84 financial  year.  Due  to 
lack of detailed  information on non-conference  schedule  rates  the 
rates  were  set  at 10 per  cent  below  the  Corresponding  conference 
scheduled  rates  for a1 1 commodities  except meat.* 

Comparison  of  inward  and  outward  scheduled  rates 
Tab1  e 4.11 presents  the  parameters  of  the  distributions of inward  and 
outward  scheduled  rates  for  the  selected  trades,  that is, the  weighted 
average  rate  and  the  measure of re1 ative  dispersion  (coefficient  of 
variation)  of  rates  about the mean. 

A  comparison  of  the  inward  and  outward  rate  statistics  for  the 
selected  trades i n  Table 4.11 shows  that  outward  rates  were,  on 
average,  lower  than  inward  rates  for  the  same  type  of  service  on 
corresponding  trades.  The re1 ative  dispersion of outward  rates  (as 
indicated by the  coefficients  of  variation)  are  greater  than  inward 
rates  with  the  exception  of  the  Australia/New  Zealand  and  East  Coast 
North  America trades. There  was  significant  variability  in  the  rates 
i n  terms of the  absolute  dispersion.  For  example, i n  the  Australia/ 
East  Coast  North  America  trades  the  standard  deviations  of  the 
scheduled  rates  per TEU ranged  from $928 to  nearly $2980. 

Comparison  of  conference  and  non-conference  average  freight  rates 
In respect  of  inward  rates,  Table 4.11 shows  that i n  the  Australia/ 
Europe  and  North  Mediterranean  trade,  the  average  scheduled  rate  for 
conference  services is lower  than  for  non-conference  services, 
implying  that  the  non-conference  operators  carried  higher  rated 
cargoes on this  trade. In the  other  inward  trades,  the  average  rates 
are  higher  for  the  conference  operators,  although  the  difference  is 
generally  less  marked  than  for  the  outward  trades. 

In respect  of  outward rates,  the  average  scheduled  rate  for  conference 
services  was  higher  than  the  rate  for  the  corresponding  non-conference 
services. In the  Australia to Europe  and  North  Mediterranean,  Japan 
and  East  Coast  North  America  and  West  India  trades,  the  difference 
between  the  weighted  average  conference and  non-conference  outward 
scheduled  rate  for 1983-84 is significantly  greater  than  the 10 per 
cent  differential  assumed  for  individual  rates,  sugqesting  that i n  
these  outward  trades,  non-conference  operators  carry  comparatively 
lower rated  cargoes. 

2. The  estimated  distribution  of  conference  and  non-conference 
freight  rates  together  with  a  description of their  derivations  are 
presented  in  Appendix IX of  Volume 2. 

44 



TABLE 4.11 CHARACTERISTICS OF CONFERENCE  AND  NON-CONFERENCE  SCHEDULED  RATES FOR SELECTED TRADES, JAFIIJARY 1985 

Inward Outb>ard 
Conference  Non-conference  Conference  Non-conference 

Conference as Conference as 
a percentage of a  percentage of 

Weighted Coefficient Weighted Coefficient non-conference Weighted Coe,fficient  Weigh.ted  Coefficient  non-con.ference 
avemge of average of weighted average 0.7 averaqe 0.f weighted 
rate’ ($ variation rate’ I$ variation average  rate rate‘ ($ variation rate’ is variation average rata 

Trade areaa  per T W )  (per cent) per FEU) (per cent) (per cent) per TEII) (per cent) per TRJ) (per cent) (per cent) 

Europe  and 
North 
Mediterranean 3 320  34 

(1  132) 

Japan 4  027  25 
(1  012) 

East  Coast 
North  America 6  410  45 

(2 908) 

West  India 5  015  24 
(1 194) 

N W  Zealand 2 051 23 
(464) 

3 481  31  95.4 
(1 066) 

3 499 22 115.1 
(779) 

5 319  47  120.5 
(2 479) 

1 984 
(1  151) 

1 826 16  112.3 P 031 
( 299)  (196) 

37 7 486 37  lQ7.4 
(9%) 

a. Trade  areas  are  defined in  Appendix I of Volume 2. 
b. Standard  deviations  are shown in  brackets. 
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Final ly, cmpari son of the 1 w e s t  conference  canmodi ty rate 1 evels  on 
the  selected  trades  with  the  estimated  short run avoidable  cost3  of 
transporting  a  TEU  on each trade,  suggests  that  conference  operators 
set  rates  down  to  or  below  avoidable  costs  (refer to  Table 4.12). For 
example,  the mi nimum  freight  rate of $1073 per  TEU  in  the  Australia 
to  Europe  and  North  Mediterranean  trade  was  above  the  avoidable  cost 
of $968, while  the  minimum  rate in the  Australia to Japan  trade of 
$780 was  marginally  below  the  estimated  avoidable  cost  of $816. 

TABLE 4.12 COMPARISONS OF THE  LOWEST  MINIMUM  CONFEREKE  SCHEOULED 
RATES  WITH  CONFERENCE  AVOIDABLE COSTS FOR  SELECTED  TRNIES, 
JANUARY 1985 

IntJard outward 
Low2 st Lowe S t 

minimum Avoidable minimum Avoidable 
rate TEU rate TEU 

~ r a d e  are@ per TEU COS@ per TEU cos@ 

Europe and North 
Mediterranean 1 731  968 1 073  968 
Japan 1 286 8 38  780 8 16 
East  Coast  North 
America 2 801 1 129 1 609 1 085 
West  India 2 342  762 1 268  654 
New  Zealand 1 526  719 1 469  799 

a. Trade  areas  are  defined i n  Appendix I of  Volume 2. 
b. Includes  container  repair  and  maintenance,  wharfage,  cargo 

stevedoring,  container cleaning and  cargo  agency  fees  at  both 
ends  of  the trip. See Appendix V I  of  Volume 2 for  details. 

3. Avoidable  costs  are  those  costs  of  the  production  which  would  not 
be  incurred  if  a  given  output  were  not  produced.  These  cost 
categories  are a1 so often  referred  to as separable  and  non- 
separable  costs  respectively.  An  example of the  avoidable  costs 
in liner  shipping  opertions  are  those  costs  directly  associated 
with  the 1 oading of each  container,  such  as  on-shore  labour and 
loading  equipment costs.  The  non-avoidable or common  costs  of 
operation,  which  constitute the greater  proportion of total costs, 
include  interest on capital,  depreciation,  maintenance,  port 
costs,  crew  and fuel costs  (See  Appendix V of  Volume 2). 
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CHAPTER 5 INDUSTRY  PRACTICES 

The  liner  shipping  industry  has many  unusual practices  which  set  it 
apart  from  other  organisational  forms. In this  chapter some of the 
more  significant  practices  are  described  and  their  economic 
imp1 i cations  exami ned. 

VERTICAL  INTEGRATION 

Vertical  integration  is  a  management  strategy  employed b.y firms i n  a 
number of industries,  which is designed  to  reduce  costs  and  minimise 
uncertainty  and  risk  and  can  be  considered  as  a  form of 
diversification.  Manufacturing  firms,  for  example,  may  inteqrate 
'upstream'  or  'backwards' by producing raw materials or other  inputs 
to  their  production  process,  or  may  integrate ' downstream'  or 
'forwards' by moving  into  distribution  or  transportation. In the 
transport  industry,  firms  vertically i ntegrate by extending  their 
involvement b additional  links  in  the door-to-door  transport  chain. 

Vertically  integrated  firms  have  the  opportunity of control 1 ing 
markets  and  hence  limiting  canpetition.  This  0pportunit.y i s  exploited 
i n  different  ways and,  to a greater  or  lesser  extent, by different 
firms. Operators  who  are  vertically  integrated may  keep  cargo  out  of 
the  hands of rivals  or  establish  a  price  structure  which  squeezes 
profit  margins  of  less  integrated  canpetitors. I n  this  context  it  has 
been  suggested  that  the  ownership of container  terminals b.y operators 
may  be  a  barrier  to  entry  as  the  ownership may be  used  in some 
circumstances  to  inhibit  the  access  of  entrants  to  terminal s. 
Alternatively,  potential  entrants  may  be  concerned  that  they  might 
suffer  from  the  pricing  policy  instituted by vertically  integrated 
terminal /l iner operators. 

In  addition to allowing  firms to better  manage  uncertainty by beinq 
able  to  control  critical  supplies  and  to 1 imi t  competition,  vertically 
integrated  firms  can  reduce uncertaint.y by modif.ying the  environment 
in  which  they  operate. I n  the  liner  shipping  industry  this is 
accomplished  through  industrial  negotiations,  and  controlling 
technological  developments. 
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The  major  Japanese  liner  operators have  been  successfully  integrated 
into  upstream  industries.  The  lines  are  located  within  industrial 
groupings of Japanese  Companies  which  feature in the  Japanese 
economy. As hol  di  ng companies  are  not  permitted  in  Japan,  each 
industrial  grouping  tends  to  conform  to  a  pattern  where  leader 
companies  form  a  core  group  surrounded by key member  companies in 
various  industrial  sectors. 

Included i n  each  line's  list  of  shareholders  are  its  financiers, 
insurers  and  ship  building  contractors. Its major  customers a1 so a1a.y 
an influential  role i n  each  line's  development,  reflecting  the 
emphasis  placed by both  industry  ,and  government  upon  the  intrinsic 
importance  of  shipping  facilities  structured  to  meet  the  overall 
requirements  of  the  Japanese  economy (LSE 1981d, 40). 

Vertical  integration of associated  transport  activities  also fol lawed 
containerization on many  trades,  and  has  become  a  significant  feature 
of  the  supply  of  shipping  services.  This  integration i n  some  cases 
was  achieved by the  taking  of  shares i n  existing  companies  in 
associ  ated transport  sectors,  and/or  the  establ i shment  of  af fil i ate 
companies. In other  cases,  ocean  carriers  form  part of a  broad 
industrial  organisation  which  include  these  activities.  Table 5.1 
shows  the  general  fields  of  activities  into  which  liner  operators  have 
di versi fi ed. 

The  co-ordinated  door-to-door  transport  service  made  possible by 
vertical i ntegrati  on i nto  associated  transport  acti vi  ti es provi des 
considerable  potential  for  improving  operational  efficiency. 
Certainly,  in  Europe  and  Japan  there is evidence  that  common  ownership 
of  terminals,  ships and other  elements i n  the  transDort  chain  has 
brought  about  rationalization  and  efficiency  in  transport  systems. 
However,  there  is  danger in  the  accompanying  concentration of shipning 
and  terminal  operations in the  hands of a smal 1 number of vertical 1 y 
integrated  firms.  Shippers  will  only  benefit  from  such  an  arrangement 
if there is competition  throughout  the  transport  chain.  Otherwise, 
vertically  integrated  firms  can  set  tariffs  in  such  a  way  as  to 
extract  maximum  profits at whatever  point  in  the  chain  they  hold 
special market  power,  including  monopoly power. 

Since  the  advent of containerization,  the  ownership of container 
terminal operations in  Australia  has  become  highly  concentrated. 
Table 5.2 schedules  the  operators  and  owners of the  major  container 
terminals.  Ownership  of  Australian  container  terminals is dominated 
by five  groups,  Australian  National  Line, P&O Australia,  Overseas 
Containers  Australia,  Patrick  Operations  and  Associated  Container 
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Transportation  (Australia).  Four  of  these  groups  are  controlled h.~ 
shipping  interests,  whilst  the  fifth is owned by a  diverse  cormany 
with, inter aiia, stevedoring  and  shipping  interests. ?he companies 
controlled by shipping  interests  are  almost  exclusively  members  of  the 
various  shipping  conferences  serving  Australia.  Three of the  qrouos 
which  own  the  major  terminals  are  control  led by overseas  comDani es 
whilst the remaining  two  are  Australian  wned. 

Opportunities  arising  from  vertical  integration 

Large  diversified  companies which  have interests i n  shipping,  terminal 
and  stevedoring  operations,  depots  and  warehouses have flexibility  in 
recording  the  revenues  from  and  the  costs of their  activities  between 
the  various  companies  within  the  group.  This  flexibility  can  be  used 
to  maximise  overall  profits of the  group  or  Dursue some other 

TABLE 5.1 TYPICAL  AREAS OF DIVERSIFICATION OF LINER  OPERATORS 

Stage  in  the  transport 
chain  from  production 
t o   c o m m p t i o n  Involvement of shipping canpany 

1. Producti  ona 
2. Land  transport . heavy lift  transDort 

. forwardi n p  

. depots 

. road  hauling 
3. Port . terminal S 

. bunkering 

. agencies 

. container  leasing 

. stevedori ng 

. consultancy 

. ship  chartering 

4. Sea  transport . ship  brokering 

5. Port . see  above (3) 
6. Land transport . see  above (2) 
7. Consumption b 

a. Involvement i n  commodity  production is usually  restricted  to 

b. Involvement in coTpanies  which  consume  the  commodity  is.not usual. 
operators  of speci a1 i sed carrier services. 

A  'mother  company  of  the  whole  chain,  however, may be  involved, 
especi a1 ly  in the  case of specialist  carriers. 

Source Adapted  from  Beth (1980, 224). 
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TABLE 5.2 OWNERSHIP  OF  MAJOR AIJSTRALIAN CONTAINER  TERMINALS, 1994 

TeWTli7U.Z Operator Owner(6) 

Me1  bou rne 
Webb Dock 

Swanson Dock West 

Swanson  Dock  East 

Swanson  Dock  East 

Swanson  Dock  East 

G1 ebe Is1 and 
Sy dn  ey 

Botany  Bay 
Botany  Bay 

Australian  National 
Line (ANL) 
Seatainer  Terminal s Ltd 

Patrick  Stevedoring CO 

Trans  Ocean  Terminal S Pt.y 
Ltd 

F.G. Strang  Pty  Ltd 

Glebe  Island  Terminals 
Pty  Ltd 

ANL 
Container  Terminal s 
Austral i a  Ltd 

Brisbane 
News  te ad AN L 
Fisherman  Islands Brisbane  Amalgamated 

Termi n a1 S Ltd 

AN L 

OCAL (50 per  cent) 
P&O Aust  Ltd (50 per 
cent) 
Patrick  Operations 
Pty Ltd 
(Howard Smi th Ltd) 
ACT(4)  Ltd (66.67 per 
cent) 
ANL (33.33 per  cent) 
F.G. Stranq  Pty  Ltd 

Patrick  Operations 
Pty  Ltd 
(Howard Smi th  Ltd) 
ANL 
OCA (51.0 per  cent) 
Mitsui OSK (10.46 per 
cent) 
N i p p o n  Yusen  Kaisha 
(9.63 per cent) 
Yamashi ta - Shinnihon 
(4.41 per cent) 
Hapag  Lloyd (7.96 
per cent) 
L1 q y  d Tri esti no 
(4.28 per cent) 
Compagnie  Generale 
Maritime (6.13 per 
cent) 
Nedlloyd  (6.13  Der 
cent 1 

AN L 
PRO Aust  Ltd  (74  per 
cent) 
ANL  (26  per  cent) 
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TABLE 5.2 (Cont.  OWNERSHIP  OF  MIWOR  AUSTRALIAN  CONTAINER  TERMINALS, 
1984 

Terminal Operator  Owter(s) 

Fremantle 
North  Quay  Fremantl e Termi nal S Ltd  Seatainer  Terminal S 

(OCAL (50 Der cent) 
PRO  Aust (50 per 
cent)) (60 per  cent), 
Fremantle  Carqo 
Services (PM Aust 
(75 per  cent) 
Knutsen  Line (25 per 
cent) 1 (40 Der  cent) 

Adelaide  Outer Trans  Ocean  Terminals  Pty ACT(A)  Ltd (66.67 per 
Harbour L td cent) 

ANL (33.3 per  cent) 

corporate  objective.  Examples  are  the  granting of rebates  or the 
charging  of  special  prices  to  companies  within  the  group  and  the  use 
of a variety of accounting  practices. 

I n  1977 the  Prices  Justification  Tribunal  (PJT)  reported on their 
investigations of two major Australian  cargo  handling  comoanies, 
Seatainer  Terminals  Ltd  and  James  Patrick  and C O  Pty Ltd. Goss (1992) 
summrised  the  PJT  reports and provided some relevant  comment.  The 
PJT  found  that  Seatainers gave  discounts  to  their own sharehol  ders 
and  also  to  clients  with very large  volumes of containers and those 
prepared  to  give all their  custom  to  Seatainers.  The  Australian 
Shippers'  Council ( A S )  was  not  aware of this  practice, and hence  it 
was  not  taken  into  account i n  negotiating  rates  with  relevant 
conferences. It has  not  been  possible  to  establish  whether  such 
rebating  still  occurs,  however,  it  has been suggested  to  the BTE hv 
liner  operators  that  discriminatory  pricing by terminal  authorities  no 
longer  occurs i n  an overt way because of the  negative  connotations of 
the  practice. 

Terminal  companies  usually  make a loss i n  their  early  years of 
operation  because  of  the  large  capital  investment  requirement  to  set 
u p  a container terminal . During  the 1970s, terminals i n  Australia 
appeared,  generally,  to  operate  profitably  after  the  initial 
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establishment period.  However, in more  recent  times,  with  the  world- 
wide  economic  recession  and some degree of excess  capaci t,y, profits 
(if  any)  seem  to  have  been  quite small  and losses  have  not  been 
uncommon. As a  result,  the  opportunities  for  secret  rebating  or 
discounting  appear to have been  limited  in  recent  years. 

If a  liner  operator  owns  a  container  terminal  (or, of course, if a 
terminal operator  is  also  involved i n  a  shipping  operation)  it may  be 
i n  a  position  to  give  preference  for  berth  space  and  associated 
loading  and  unloading  services  to  its  own  ships,  or  those of related 
or  associated  operators,  particularly  at  times  when  there is a 
shortage of berth  space  or  delays i n  providing  stevedoring  services. 
However,  in  the  current  circumstances i n  Australia  where  there  is 
general ly an excess of terminal  space,  it would  seem  that such 
ownership  would  only  lead  to  an  occasional  advantage in that  a 
preference  could be  obtained at peak or congested tims. 

It is often  suggested  that  vertical-  integration by operators,  which 
results i n  possible  berth  preference  and  pricing  advantage,  is  a 
barrier  to  the  entry  of  new  companies  to  the  liner  shipping  trade, 
given  the  large  capital  cost  of  terminals  and  other  factors  such  as 
the  shortage of suitable  land  for  terminals  at  convenient  locations. 
The  shipping  companies  which  also  operate  container  terminals  are 
almost  exclusively  members of shipping  conferences.  Therefore, i n  
contemplating  entry to the  liner  shipping  industry,  a  potential 
operator  has  the  knowledge  that  there will be competition  from 
established  conference  operators  who  may  also be terminal  operators. 

Another  aspect of vertical  integration is related  to  its  impact  on 
industrial  relations.  There  are  indications  that  terminal  operators, 
guided by the  strong  desire  of  their  parent  companies  to  avoid 
shipping  delays, m y  be in a  weakened  position  when  it  comes to labour 
negotiations. In addition,  shippers  who  negotiate  with  vertical 1 y 
integrated  shipping/terminal  operators,  may  be  at  a  disadvantage 
because  they  generally  have  a  lack  of  detailed  knowledge  about  the 
costs  associated  with the  various  steps in the  transport  chain. 

Vertically  integrated  firms a1 so have  advantages in regard  to  the 
control of technological'  developments.  Since  cargo  carried  must  be 
loaded  onto  and  unloaded  from  a  ship,  generally  through  a  terminal  of 
some kind,  it is clearly  important  for  the  cargo  handling  technoloqy 
at  the  terminal  to be compatible  with  that on the ship. A  firm  which 
controls  both  the  terminal  and  the  ship  clearly  has  greater  scope to 
keep  technological  developments on the  ship i n  harm0n.y with  those  at 
the  terminal . 
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CARGO CENTRALIZATION 

Prior to the introduction of containerized cargo handling i n  overseas 
liner trades,  a large number of Australian ports  had direct services 
fr& overseas  cargo ships.  As a result of containerization, the 
number of calls into ports  was significantly reduced i n  order to 
maximize utilization of the specially constructed and expensive oort 
facilities and to minimise the overall in-port time (and hence cost) 
of container ships. Sydney, Me1 bourne, Fremantle and, to a  lesser 
extent, Brisbane have developed  as the key centralized ports in 
Austral i a. 

Under centralization arrangements, overseas  cargo moving to and f r m  
traditional ports is shipped to a central port by alternative means of 
transport (mainly rail 1 ,  with the liner shipping operators meeting the 
transportation costs from the traditional port to the centralized 
port. The conferences, at the time centralization arrangements were 
introduced, undertook to meet this cost only for existing cargoes and 
customers. Whether or not nw cargoes and customers have their 
centralization costs paid is subject to  commercial negotiation 
(both conference and non-conference lines have met these costs in some 
cases). While centralization arrangements were an important aspect of 
the introduction of containerization and are in most  cases an  inteqral 
part  of the current process of negotiating rates, which take place 
under the auspices of Part X of the  Trade  Practices Act, the 
arrangements are essentially a commerci a1 matter for neaoti  ati  on 
between operators and S hi ppers. 

The deci sion to introduce centralization arrangements into Australia 
was made by liner operators because they determined that the cost to 
them of these arrangements would be less than costs associated with 
providing the necessary container handling equipment at the 'non- 
centralized' ports and with making a  larger number of port calls. R.v 
restricting the number of ship calls centralization arrangements have 
been an important  factor i n  a1 l w i n g  conference operators to use 
larger ships, and hence achieve lower unit operating costs while 
maintaining high levels of service. 

A justification for the introduction of both centralization and pan- 
Australian rates (rates which are the same for  each  port  of call i n  
Australia) was to achieve the di strihutional objective of a1 lcming a1 1 
exporters to compete on essentially uniform terms (BAE 1981 1.  
Hwever,  it  is clear  that the cost of transporting goods fran the 
Brisbane hinterland, which are railed to Sydney before  being put on a 
ship for their overseas destination, i S greater  than the cost of 
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transporting  those  same  goods  fran  the  Sydney  region  to  the  same 
overseas  destination  (the  difference  being  the  cost of sending  the 
goods  from  Brisbane to Sydney by rail or road). Yet the total freight 
charge  for  sending  the  goods  from  Brisbane  or  Sydney  to  the  overseas 
destination  is  the  same,  under  centralization  arrangements. 
Centralization  therefore  tends  to  obscure  the  actual  cost  of 
transportation and because  producers  close  to  centralized  ports  bear  a 
larger  share of actual  costs  than  those  distant  from  those  ports,  it 
almost  certainly  leads to a  misal  location of resources.  Such  a 
mi sal 1 ocati on may  have  imp1 i cati ons  for wi der government  policy, 
particularly i n  relation  to trade. 

Cargo  centralization  also  results i n  locational  inefficiency as  there 
is  little  incentive  to  locate  production  plants,  storage  depots  and so 
on i n  localities  which  will  minimise  transportation costs. It  also 
has an impact  on  decisions  such  as  whether  to sl auqhter  animals i n  the 
area  where they  are  located or  to  transport  live  animals  to  an 
abbattoi  r  close  to  an  appropriate  port. I n  addition,  as 
centralization,  arrangements  do  not  encourage  producers to send  their 
product  through  the  port  which wi 1 1  result  in  the  minimum total cost 
of  transportation,  these  arrangements  are  likely to lead  to  a 
distortion  in  the  pattern of port  utilization. 

It  is  also  relevant to  ask  what  effect  centralization  arrangements 
might  have on competition  between  conference  operators  and  non- 
conference  operators  (who  are  not  usually  tied  to  centralization 
agreements)  or  on  Non-vessel  Operating  Common  Carriers (NVOCCs). 
First, it  should  be recognised that  centralization  costs  (that  is  the 
land component of the  cost)  are  a  relatively small part, about 5 to 8 
per  cent,  of  the total cost  of  moving  cargo  fran  an  Australian  origin 
to  an  overseas  destination,  or  from  an  overseas  origin  to  an 
Australian  destination. I n  addition,  whilst  the  effect  of 
centralization on transportation  costs can be examined,  it  must  be 
borne i n  mind  that  scheduled  rates  do  not  closely  reflect  costs. 

In the  case of cargo  moved  from an outer  or  'feeder' port, the  actual 
cost  of the movement  for  a  conference  operator wil 1 be  higher  than  the 
cost  that  is  attributed  ,to  movements  from  the  outer  port,  since  the 
land  component  of  the  cost  is  averaged  over a1 1 (including 
centralized) ports.  Another  shipping  company  which  wished  to  operate 
fran  such  a  port and  which is  not  involved  with  centralization 
arrangements  probably  would  also be faced  with  higher  costs on the 
1 and  leg of,  the tri p because  conference  operators  with  a  large  volume 
of centralized  cargo  are in  a  position  to  secure  favourable  train 1 oad 
rates  for  the  land  sector of the  movement. 
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Given  the  relatively  small  component  of total cost  which  land  costs 
represent it is probably  difficult  for  non-conference  operators  to 
compete  with  centralized  services by direct  calls  because  conference 
ships  tend  to be larger  and  hence  have  lower  per  unit  operating  costs 
than  those  of  conference  operators.  This  disadvantage  may,  however, 
be partially  offset  because  the  additional  per  unit  cost of making  an 
extra  port  call  is  generally l w e r   f o r  the  non-conference  operator 
than  for  the  conference one,  where  non-conference  operators  deploy 
smal ler  ships. 

I n  regard  to  the  movement of cargo  from  a  centralized  port b.y 
conference  operators,  there is a  component of the  per  unit  cost  which 
arises  because of centralization. In other  words,  a  land  transport 
component is notionally  attributable  to,  the  movement of cargo  from  the 
central  port  even  though  it  is  not  incurred. It is sometimes  araued 
that  this  provides  a  cost  advantage  to  a  non-conference  operator  who 
is  not  a party to  centralization  arrangements.  However,  once  again, 
because of the  relatively small proportion of the  cost  attributable  to 
centralization,  a  non-conference  operator  from  centralized  ports  would 
need  to  have  similar  ship  operating  costs  to  those of the  conference 
operators in order to achieve l w e r  overall transportation costs. TC, 

should be recognised,  however  that if non-conference  operators  were  to 
obtain  a  significant  proportion of the  trade  from  centralized  Dorts 
this  would  lead  to  an  increase i n  the  per  unit  centralization  cost 
attributed  to  the  remaining  conference  cargo  as the  relative  share of 
cargo  moved  from  outer  ports  increased i n  re1 ation  to  cargo  moved  from 
centralized  ports.  This  would  make  the  cost  structure  even  more 
favourable  for  non-conference  operators  moving  freight  from  a 
centralized  port. 

Centralization  agreements  generally  only  apply to those  ports and 
cargoes  affected  at  the  time  container  services  were i ntroduced. 
Therefore  it  would be expected  that,  as  new  operators  enter  the 
various  trades  and  new  commodities  are  exported  and  imported,  a 
smaller  proportion  of a1 1 goods  moved  would  be  subject  to 
centralization  arrangements.  Hence  centralization is likely  to 
decline in importance  as an issue  in  aggregate. Also outer ports, 
particularly  Adelaide,  have  made  substantial  efforts  to  attract  direct 
services,  and  especially  conference  operators, to their ports. 
Arrangements  have  recently been made,  for  example,  for  members of the 
Australia  Northbound  Shipping  Conference to call at  Adelaide.  With 
regard  to  particular  cargoes,  for  example,  meat  centralisation is 
likely  to  remain  a  sensitive  issue,  particularly  if  the canmdity 
markets  remain  tight. 
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CONSULTATION 

Hermann (1983,  119) defines  two  categories  of  consultations  between 
ocean  carriers  and  shippers.  The  first  includes  questions of a 
routine,  practical  nature  (such  as  freight  rate  variations), I and is 
regarded by the  concerned  parties  as  'negotiation' . The  second 
includes  questions  of  principle  and  policy and is regarded as 
'consultation' per m. Matters  for  'consultation'  include  surcharges, 
scheduling  and loyal t.y agreements. 

I n  Australia  and  most  other  countries,  the  direct  negotiation  of 
rates  for  specific  commodities is not  considered  the  responsibility  of 
the  shippers'  council.  The  council  may  be  responsible  for  neqotiation 
of scheduled  rate  variations  with  conferences.  Individual  shippers, 
however,  are  left  to  negotiate  specific  commdi ty rates,  perhaps 
within  a  range  defined by a  council 'S negotiations. 

Conferences  are  usually  required by the  consultative  framework  to 
consult  with  a  designated  shipper body  prior  to  the imp1 ementation  of 
a  general  freight  increase (Trade ~ractices Act 1974, s.122; IJNCTAD 
Code, Art. 14). The  conference may a1 so be required  to  submit  any 
information  required  for  the  purposes  of  the  negotiations.  This 
information  may  comprise  a  report  from  independent  accountants  which 
includes  aggregated  data  on  the  costs and  revenues  of  the  conference 
membership. In all cases,  the  details  of  individual  operators  are  not 
di  scl osed. 

In  the  process of the  negotiations  conducted by the  ASC  (usual lv on an 
annual  basis 1, the  aggregated  information is contained  within  the 
conference  submission.  The  information  varies  but a1 1 submissions 
i ncl ude : 
. costs and revenue  for  the  year  ended,  projected  to  cover  the 

period  under  negotiations; 

. some data  on  utilization; 

. a  comparison of the  year's  results  with  that  of  previous  years; 
and 

. a  summary  of  sailings. 

The  costs  are a1 located  between  the  inward  and  outward  services, and 
where  practicable,  to  the  trades  to  which  they  relate.  Those  costs 
which can be  allocated  include  loading  and  discharqing  costs,  terminal 
costs,  port  charges,  Australian  inland  transport  costs,  and  charter 
hire  for ships. Extra  costs,  due  to  reefer  (refrigerated  container) 
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capacity, are allocated between the routes on the basis of filled 
reefer container movements. The remaining costs ( runnina costs, 
bunkers, and replacement and  capital a1 lowances) are a1 located hebeen 
the routes on a basis of relative container flows. 

On receipt of this information the  council nonnally 'monitors' the 
conference claims using  both  its own data sources and the results of 
questionnaires sent to relevant member shippers. The shipwrs' 
council will have  available  data on such  items as bunker  and 
Australian terminal costs with which it checks the conference data. 
It is a1 so able to assess the return on capital claimed by the 
conference from its own assessment of  current market conditions. 

Cassidy (1980a) provides a critique of this 'cost plus' approach. Two 
main sources of weakness in the  implementatiorl  of  the approach were 
identified. First, the lack  of provision of  meaningful  and adequate 
business and accounting data from conference sources and second, 
inherent problems in the technique itself. These inherent problems 
raised by Cassidy are  summrised  belm: 

The use of average cost data rather than best practice levels in 
the canputations for freight rate adjustments introduces a bias 
into the consequent resource a1 1 ocati ons; 

If an industry is already behaving competitively, 
prices should clearly be  re1 ated to best-practice costs 
if the price surveil lance process is not actual ly to 
worsen resource allocation. On the other hand, if the 
industry is not competitive then the adoption of best- 
practice pricing criteria by the price authority would 
contribute to  an improvement in efficiency of resource 
a1 location as  well  as  to the moderation of inflation 
(Parmenter and Webb 1974, 59). 

The approach ignores the  demand side of the equation and takes no 
account of changes in  productivity (see a1 so Rennathan and 
Walters  1966, 96-97). Consequently,  whilst  shippers  are 
insulated from rate increases caused by dramatic increases in 
demand, rationing of shipping space on a price basis during trade 
boom conditions i S not a1 lwed for. 
The practice sanctions a cementation of profit relativi ti es 
between  liner  shipping and other  industries  through  the 
allowance for a 'reasonable profit'. As a consequence, quasi 
rents become 'price determining' rather than 'price determined' 
and  the re1 evance of the  price  mechanism  for a1 locative 
efficiency i S removed. 
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. Cost-plus  contracts  transfer  the  risk  involved i n  a  business 
venture  entirely on to  one  partner  (see a1 so Arrow, 1971). Thus 
the  incentives  to  cost-reduction  are  removed  and  'consumer 
contractees  are  also  called  upon  to shoul  der all the  commerci a1 
risk  involved  as we1 1 ' (see also Scott 1979, 3). 

. The  approach  strengthens  conferences vis-a-vis comoeti ti ve 
shipping a1 ternatives and introduces  unnecessary rigi di ties  into 
rate-maki ng . 

Some di ssatisfaction  with  present  consul  tation  procedures in Australi  a 
has  been  voiced by both  shippers  and  operators.  Amongst  the  ShiDperS' 
grievances  are  claims  that  the  council  lacks  effectiveness  in 
countering  conference  claims  for  rate  increases.  The  reasons  put 
forward  for  the  lack  of  effectiveness  include  the inabi1it.y of the 
council  to  ensure  the  preservation of non-conference  competition,  the 
lack of 100 per  cent  commodi ty support  for  the collncil , and  a  lack  of 
sufficiently  accurate,  reasonable  and  detailed  information  on 
conference  operations.  At the  same .time, shipowners also complain of 
the  heavy  demands  for  financial  and  statistical  information  imposed  on 
them  when  a  negotiation  may'  be  finali sed on  the  basis  of  quite 
different  commerci a1 parameters  (Vari  ous Li ner  Conferences , 1984 , 3). 

The  claims  relating,  in turn,  to  non-conference cmpetition and the 
unity  of  member  shippers  are  outlined  below. 

Non-conference  competition 
The  amount of capacity  available,  particularly  the  availability  of 
alternative  carriers,  is  a  major  determinant  of  the  strength  of 
shippers'  councils  in  negotiations  with  conferences.  The  ability  of 
counci  1s to ensure  the conti  nued  existence of competitive  shippi nq 
services,  however,  appears  limited. 

The  ASC  gives  specific  mention to this i n  its 1984 paper  'Prooosals to 
Amend  Australian  Legislation  on  Outwards  Liner  Shipping'  (ASC 1984). 
Shippers,  it  claims,  have  great  difficulty  in  establishing  commrcial 
objections  to an expanded  conference  membership  and  are  powerless  when 
confronted  with a rate  fixing  and  cargo  sharing  agreement b e b e e n  
conferences  and i ndepenctent lines. Conference  agreements,  it  arques, 
should  be  subject  to approval prior to their  registration and 
implementation. 

Coanodity support for council  negotiations 
Another  major  determinant of a  shippers'  council Is strength  is  the 
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degree of unity of its  mmbers. 

No shippers'  council  can  expect to hold  meaninqful 
consul tations with a shipping conference unless it really 
does represent the shippers which it purDorts to represent. 
A substantial majorit-y  of the shippers using a liner service 
must  be represented by the council .. . (UFICTAD 1976, 12). 

LOYALTY  ARRANGEMENTS 

The cartel -like system of conferences and their rate fixing Dractices 
make it essential that they achieve some sort of loyalty arranqement. 
The most usual form of 1 oyal  ty agreement operating on liner trades 
(including Australia but not US trades) is the dual rate contract. 
The contract is a  written  agreement which explicitly sets  out the 
rights and  ob1 igations of the parties. It provides for a discounted 
rate in return for an undertaking by the shipper to ship only by the 
conference. The discount is direct and is enjoyed by shippers 
imwdiately. This discount is usually about 10 per cent (Yermann 
1983 , 46). 

In return for this assurance of loyalty the  conference normally agrees 
'to maintain berth sail ings for the ordinay requirements of the 
trade'  (Australia to Europe  Shipping  Conference  Memorandum  of 
Agreement for General Cargo).  In the event of a breach of the 
agreement by either party, liquidated charges are levied as a 
proportion of the tariff which would have otherwise been  paid. I n  the 
event of an alleged breach of the agreement by a shipper, the burden 
of proof is on the shipper and must be provided to the satisfaction of 
the conference. 

The  agreements  normally  contain  provisions  which  exempt  the 
conferences from 1 iabil i ty in respect of occurrences of an.y kind which 
are outside its control and which in its  reasonable opinion renders it 
impracticable or partially impracticable for the conference to carry 
out such obligations (Hermann 1983). 

The agreements may also contain provisions for increases in rates or 
the imposition of surcharges in  the event of significant variation of 
circumstances  relevant  to  the  fixing  of  the  rates  for  which 
contingency provision has not already been  made and which, in the 
opinion of the conference, increases or will increase the cost of 
operation of the services. Agreement of the designated shipper body 
is required for such  an increase and, failing agreement, independent 
accountants may review the respective cases. 
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In 1923 the Imperial  Shipping  Committee  on  the  Deferred  Rebate  System 
enqui  red  into  the  system  following  complaints  from  the  Australian 
Government  concerning  its  operation.  The cmmi  ttee issued  its sumort 
for  the  system,  concluding  that  'conferences  must be allowed  to 
extract  some  assurance of continuous  support from shippers  as  would 
1 imi  t i ntermi  ttent  and  irresponsible  competition ' . However , 
opposition to  loyalty  contracts by shippers  has  been  increasing  both 
i n  Australia  and  overseas.  The  ASC,  in  its  'Proposals  to  Amend 
Australian  Legislation  on  Outwards  Liner  Shipping' (19t?4), claims  that 
the  conferences'  uniform  demands  for 100 per  cent  loyalty  are 
unwarranted.  The ASC also  maintains  that  the  system  has  been  a  major 
deterrent  to  non-conference  competition,  and  a  means by which 
conferences  have  maintained  high  rates.  The  ASC  support  instead  the 
recognition of time/volume  or  service  contracts.  The  uniform  demand 
for 100 per  cent  loyalty, it claims,  should  therefore  be  proscribed. 

The  European  Shippers'  Council  has  adopted  a  similar  position, 
reportedly  claiming that, with the grwth  of  containerization,  'doubts 
are  growing  concerning  the  validity  and  practicabi 1 i ty of these 
loyalty  arrangements  as  a  matter  of  Drinciple and more still as 
specific  conditions,  rights  and  obligations  of  the  parties'. 

PRICE  DIFFERENTIATION 

The  pricing  strategy  of  liner  operators  results in a regime  of 
differential  rates  comprising  different  rates  for  different  cargoes  as 
we1 1 as  different  rates  for  similar  cargoes. 

Price  differentiation, in the  form  of  different  rates  for  similiar 
cargoes,  is  referred  to  as  price  discrimination  when  the  difference in 
prices  cannot be explained by the  difference  in  production  costs.  It 
follows  that, i n  the  context  of  liner  shipping,  rates  are  not 
discriminatory if the  difference i n  rates  charged  for  dissimilar 
cargoes  can  be  explained  fully by the  difference i n  transport 
requirements  (for  example  if  price  differentials  reflect  the 
difference  in  the  cost  of  transporting  refrigerated  and  non- 
ref ri gerated  cargoes) . 

Evidence of price  discrimination in  the  liner  trade  can  be  gleaned 
from  a  perusal  of  conference  rate  schedules.  These  schedules 
set  out  rates  according to  commodity  classifications  with  each 
classification  normally  comprising  a  range  of  rates.  For  example,  in 
the  rate  schedule  for  the  Australia/Eastern  USA  Shipping  Conference 
there  are 186 different  commodity  classifications  but 440 rates. To 
illustrate  the  number  of  rates  applying  to commdity classifications, 
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there  are 10 different  rates  for  aluminium  and 10 different  rates  for 
machinery . 

Discrimination  within  canmdities  is  also apparent. For  examle, irl 
the  Australia/Eastern USA Shipping  Conference  the  scheduled  rates  for 
hides i n  1985 ranged  from $2285 when  the  value of hides  did  not  exceed 
$350 FOB per  tonne,  to  over $2700 when  the  value of hides  was  in 
excess  of $350 FOB per  tonne. 

The  use of pan-Austral  ian  rates  represents  a  more  subtle  form  of  price 
discrimination.  Shippers  in  Western  Australia,  therefore, pay the 
same  rate  for  cargo shipwd to  North  America  as  their  cmpetitors in 
the  eastern  States,  despite  the  longer  distance.  Hence,  the 
uniformity i n  the  rate  structure  masks  the di scrimi  nation with  rescect 
to  variations i n  distance  over  trade  routes.  This  form of price 
discrimination  may  lead  to the mi  sal location  of  resources  through  its 
effects on industry  location  decisions  (as  discussed  previously). 

Loyalty  agreements and some other  types of rate  discounting  aractices 
of  conference  members  and  non-conference  operators,  alluded  to 
earlier,  are  further  illustrations  of  price  discrimination i n  the 
1 i ner  industry . 

Economic  theory  suggests  that  the  long-term  objective of multi-product 
firms is to at  least  equate total revenue  from  production  to  total 
costs. Structuring  price  on the  principle of charging  what the market 
will bear  affords  the  opportunity  to  maximise  revenue  contributions 
from  each  product or  service to the canmon  costs of production.  Thus, 
in the  short  term,  the  'economic'  price of the  output is determined b y  
demand  subject to a  lower  limit  set by the  avoidable  costs  associated 
with  each  output or service.  Rates  are  then both cost  and  market 
oriented i n  that they are  related  to  relevant  costs and to  demand 
elasticities; i n  the  former  case  to  cover  short-run  avoidable  costs 
and  in  the  latter  to  contribute  towards  recouping  the  non-avoidable 
costs  and  making  a  profit. 

Thus di scriminatory  pricing by multi-product  firms  is  a  rational 
economic  pricing  strategy.  For  liner  shipping  to  achieve  the  benefits 
of  scale  economies i n  ship  size  for all users of the  services, 
charging  a re1 ati vely 1.w price  for  the  carriage of commdi ties  with 
highly  elastic  demand  for  shipping  services  generates  cargo  which 
would  not  otherwise be transported. I n  other  words,  setting  prices 
below  the  average  cost  of  providing  the  services  (but  subject to a 
lower limit  set by the  avoidable  costs)  for  this  class of cargo will, 
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when  capacity  is  avalaible,  generate  traffic  which  contributes to the 
common  costs  of  joint  production. 

It  is  erroneous  to  claim  that  discriminatory  pricing,  structured 
within  the  framework  described  above  and i n  the  absence  of  barriers  to 
entry,  results i n  higher  rated  cargoes  subsidising  lower  rated 
cargoes.  One  fallacy of this  claim  is  the  failure  to  recognise  the 
potential  benefits  to  the  higher  rated  cargo  from  scale  econani  es i n  
ship  size.  Excluding  the  lower  rated  cargo by setting  rates  too  high 
can lead  to  still  higher  rates  for  the  cargo  with  less  elastic  demand 
for  the  same level of services. 

The  econanic  significance of basing  price  on  these  criteria  is  that, 
in  the  short  term,  the  strategy  encourages  a  more  efficient 
utilization of existing  assets,  while i n  the  longer  term  the strateg.y 
indicates  whether  replacement of assets  or  expansion of capacity  is 
justi fi ed. 

62 



CHAPTER 6 COMPETITION  IN  AUSTRALIAN  LINER  TRADES 

An examination of the  extent of Competition  amongst  operators  and  an 
evaluation of the  consequences  for  the level  and structure  of  rates 
was  undertaken  for  some  Australian  liner  trades.  The  trades  were 
selected  with  the  purpose  of  identifying  factors  which  were 
responsible  for  different  competitive  environments. 

The  chapter  commences by outlining  the  shippers'  perceotion of 
competition on some  selected  trades  and  the  factors  which  they  see  as 
affecting  the  competitive  environment.  The  industry  structure  of 
these  trades  and  market  power  are  then  examined  to  identify  the 
economic  conditions  which have a  bearing on the  level  of  competition. 

The level of  rates  with  respect  to  costs is a  recognised  indication  of 
the  degree  of  competition in a  market.  Therefore,  the  level of rates, 
their  distribution  and  their  trend over.  time are  also  examined  to 
identify  the  degree  of  correspondence  between  the actual market 
situation  and  that  expected,  taking  cognizance  of  shippers' 
perceptions  and  the  industry  structure. 

Finally,  the  effects  that  increased  levels of competition  would  have 
on service 1 eve1 S are di scussed. 

SHIPPER  PERCEPTION OF COMPETITION 

The  bargaining  power of the  shippers  of  a  canmodity  depends  on  the 
importance  of  the  commodity i n  the  total  trade  task  and  the 
seasonal i ty and  predictability  characteristics  of  its  cargo  offerings, 
as well as  the  availability  of  competitive  shipping  operators  or 
competitive  sources  of  supply  of  the  commodity  to  the  same 
destination.  Shippers'  perceptions of competition i n  a  particular 
trade  therefore  tended  to  vary  somewhat  among  the canmdi ty grouos. 
Nevertheless,  a  generally  consistent  concl  usion  reaardi ng the 
canparative  strengths  of  the  canpetitive  pressures i n  the  trades  was 
apparent. 
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In the  Australia  to  Europe/North  Mediterranean  trade,  shippers of 
wool , meat,  hides,  dairy  products,  fruit,  manufactured  items  and 
metals  and  minerals  emphasised  that  the  impact of non-conference 
competition  had  become very significant  in  recent  years.  This is 
reflected i n  the  decline i n  rates  since 1980. An increase in the 
confidence of shippers i n  the  quality  and stabi1it.y of  service 
provided by non-conference  operators  such  as  Polish  Ocean  Lines  (POL) 
had been  a  contributing  factor in this  development. 

Cotton  was  an  example of a  commodity  where  the  campetition had cane 
from  other  trades  rather  than  non-conference  operators i n  the  same 
trade.  Low  conference  rates  for  the  shipment  of  Australian  cotton to 
Europe  had  been  establ  ished  to  meet  competition  from  United  States  and 
Middle  East producers. 

In  the  Australia  to  East  Coast  North  America  trade,  there  was 
competition  within  the  conference i n  terms of service  quality, as a 
consequence  of  the  restrictions  on  the'  co-ordination of capacitv.  The 
ABC  Containerline and  transhipment  from  West  Coast  North  America 
services  provided  some  price  competition  for  the  conference. Wool 
shippers  regarded  the  trade as very  competitive. In the  case  of  meat, 
which  accounted  for  half  of  the  outwards  trade by value,  shipping 
operators,  (including  ABC  Containerline)  were  designated as meat 
carriers by the  AMLC and c a n m n  rates  were  established fol lwing  joint 
discussions  between  shippers  and  operators. 

Nearly a1 1 shippers  contacted by the  BTE  regarded  the  Australia to 
Japan  trade as  the  least  competitive of the  major  trades  because  of 
the  effect  of  the  'accords'  which  greatly  limited  their  barqaining 
power. Competition  from  non-conference  operators  was a1 so restricted 
by the  close  links  between  Japanese  importers  (and  exporters) and some 
of  the  conference  operators.  Japanese  importers  frequently  purchased 
commodities  from  Australia  on  an  FOB  basis  or  directed  Australian 
shippers  to  use  a  particular  operator. 

INDUSTRY  STRUCTURE AND COMPETITION 

Competition i n  the liner  trades  is  likely  to  occur  where  a  number of 
operators  are  providing  similar  services  and  are  acting  independently 
of  one  another in their  efforts to attract  business and earn profits. 
In these  circumstances,  rates  are  likely  to be kept  at  levels  just 
sufficient to encourage  operators to remain i n  the trade. 

It  might be expected  that  the  greater  the  number of operators  in  a 
trade,  the  greater  the  probability of a  competitive  environment. 
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However,  as  discussed i n  Chapter 2, it  is very c m m n  i n  the  liner 
trades  for  shipping  operators  to  group  themselves  into  organisations 
such  as  joint  ventures,  consortia and conferences i n  order to  co- 
ordinate  their  service  schedules,  rationalize  capacity,  agree on rate 
schedules and  co-operate i n  various  other  ways such as  revenue and 
cost  pooling  arrangements.  As  a  result of this  kind of co-operation, 
opportunities  for  independent  action by operators  are  reduced and 
competition  is  restricted. 

Table 6.1 gives  the  nunhers  of  conference  operators i n  each of  the 
selected  outward  trades i n  1983-84. Although  the  numbers  were  quite 
large  for some of the  trades,  the  table  indicates  that  most  of  the 
operators  were  involved i n  consortia  or  joint  operation  agreements. 
Furthermore,  co-operative  agreements general ly extended i n  varying 
degrees  to a1 1 the  operators  within  each  conference.  The  conference 
serving  the  East  Coast  of  North  America  differed f r m  the  others i n  
that  membership  was open  to  any  line  wishing  to  belong  and  there  were, 
until recently, US Goverrment  restrictions on pooling  arrangements, 
slot  sharing  and  co-ordination of capacities  among  the  operators. 

I n  its  effect  on  canpetitive  pressures,  the  most  important  feature of 
all the  conferences  was  the  agreement  to  charge  the  same  cargo  rates 
for  the  same  cmmodi ties. This  agreement general ly removes  the 
pressure on members  to  compete  with  each  other  for  cargo by charging  a 
lower rate. 

Most  of  the  canpetitive  pressures i n  a  trade  must  cane f r m  the non- 
conference  operators  because of the  severe  limits on competition 
within  the  conferences.  Table 6.1 also  shows  the  number  of  non- 
conference  operators  and  their  share  of  the  task  value  for  each of the 
selected  trades.  This  information  indicates  that  the  Australia to 
Europe  and  North  Mediterranean  trade  was  more  competitive  than  the 
Australia to East  Coast  North  America and Japan trades. The small 
non-conference  share  (by  value) of the  Japan  trade  suggests  that  this 
trade  was  the  least  canpetitive  of  these  three  major trades. This 
conclusion is rei nforced by the  existence  of ' accords' or  agreements 
between  the  conference and the  non-conference  operators i n  the 
Australi  a/Japan  trade.  These  accords  restored  stability  to  the  trade, 
restricted  the  non-conference  rate  for  a canmdi ty to  within 10 oer 
cent of the  conference  scheduled  rate,  and a1 so restricted  the 
quantity  of  cargo  which  could  be  carried by the  non-conference 
operators. 

MARKET  POWER AND COMPETITION 

Competition  for  market  shares  bestows  market power on shippers, 
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TABLE 6.1 STRUCTURE OF SELECTED  OUTWARD  TRADES, 1983-84 0, 0 

Number of Non- 
operators coqference 

Number of Number of involved in Number of share of 
Selected  different  consortia/  consortia/ non- task 
trade  operators  in  joint  joint 
are& b 

conference  value 
conferences  operations  operations  operators b (per  cent) 

Europe and North 
Medi terranean 10 2 7 7 77 
Japan 10 3 7 3 fi 
Each Coast  North  America 4 1 2 2 14 
West  India 2 1 2 2 4 
N e w  Zeal and 2 1 2 3 64 

a. Selected trade  areas  are  defined i n  Appendix I of Volume 2. 
b. Includes operators  making  more  than two  trips  for which  the  relevant  trade  route  accounted  for 75 Der  cent 

or  more of  Australian  cargo  carried by that  ship;  excludes  operators  providing a transhipmnt  service to 
the  trade  area. 
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allwing  the  shippers  or  a  representative body  such  as  the ASC to 
influence  the level of  service  and  rates. 

The  degree of influence  a  shipper may  hold i n  rate  and  service 
negotiations is generally  related  to  three  main  factors: 

. the  size and  re1 i abili ty of  the  commodi ty trade; 

. the  degree  of  unity of commodity  interests i n  negotiations;  and 

. the  terms  of  the  sales  contracts. 

Outside of these  negotiations,  a  commodity  board  may a1 so achieve 
leverage i n  the  market  through  concentrating  export f l w s  to enable 
vol ume  discounts.  Australian  examples  are  used  here  to i l l  ustrate 
these  points. 

The size and reliability of the c m m d i t y  trade 
The  proportion of the  task  and,  particularly,  specialised  capacity on 
a  route re1 i ably accounted  for by any one  commodity,  is an obvious 
indicator  of  that  commodi ty groups'  influence i n  neqoti  ations.  On the 
Australian  trades  this  'volume'  influence  varies  between cmmoditv 
boards  and  trades.  The  potential  influence of such commodity  boards 
as the Australian  Meat and Livestock  Corporation (AMLC) i n  the  meat- 
dominated  Australia  to  North  American  reefer  markets  can  be 
contrasted,  for  example,  with  the  influence  of c m m d i  ty boards  which 
represent smal ler  volumes of cargo on more  diverse  routes. 

m e  degree of unity of cmmodity interests in negotiations 
Similarly,  the  influence of commodity  boards i n  negotiations  varies 
according  to  their abilit-y to  represent,  solely,  their  industry's 
various  export  interests.  Contrast,  for  example,  the  Australian 
Canned  Fruits  Corporation  (ACFC)  whose  statutory  authority  qives  it 
power  to  acquire  the  total  Australian  production of canned  fruits, 
with  the  situation  experienced by the AWC, where wool carqoes  are 
spread  amongst  Australian wool buyers,  growers,  the AWC itself,  as 
well as  importers i n  various  countries.  When  each  of  these qrouos is 
represented i n  negotiations,  conflicts of interest will probably  arise 
and  their  bargaining  position Vi6-a-~66 carriers weaken. 

The terms of the  sates contract 
Where  shipments  are  arranged  on  an FOB basis the influence of the 
commodity  board is reduced,  as  the  importer  may  nominate  the 
operator(s1  to be employed. In the Australia to East  Europe and Japan 
trades  this is common  practice. 
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The  ability  of  exporters to achieve  volume  discounts  on  the  rates 
negotiated by their  commodity board is the  other  aspect of market 
power.  Marketers or  exporters  licenced b.y a board if  sufficiently 
large,  are  able  to  provide  economies  of  scale  attractive  to  operators 
and,  hence,  achieve  discounted  rates.  The top 40 cmpanies licensed 
by the  AMLC  to  export  accounted  for 85 per  cent of the total  beef  and 
veal market i n  1982-83 (AMLC 1983, 27). The  Australian  Canned  Fruits 
Corporation  (ACFC)  appoints  only  four  'marketers' to  organise  the 
export of canned  fruit  from  Australia.  The  Australian  Dairv 
Corporation  similarly 1 icences  several  manufacturers  to  export 
produce,  and,  like  the  AWC,  exports  large  volumes  directly. 

Commodity  boards, by virtue of their  activities,  have  a  comparative 
advantage  over  other  industries  that  ship  on  a  less  cohesive  basis. 
Where  these  boards  also  control  large  volumes  of  cargo,  which 
represents  a  significant  share  of  the  task  in  a  trade,  this 
comparative  advantage is increased,  and will be maximised if other 
circumstances a1 l o w  this  power to be exercised. 

Influence of market power on rate level S 
Under  the  above  pricing  strategy,  the level of  rates  set by an 
operator  for  given  cost and demand conditions will depend  on  their 
market power. The  expected  influence on rates of the  balance  of 
market  power  between  ship  operators and shippers  is  outlined below. 

Ship  operators  having a high degree  of  market  power  are  in  a  oosition 
to  set  relatively  high  rates to extract  higher  than normal profits. 
If  the  market  power  of  operators  is  reduced  through  the  presence  of 
actual competition  or a credible  threat  of  Competition  for  market 
shares,  then  their  assessment of the level at  which  rates  can be set 
will be  modified.  The  level  of  rates  which  maintain  a  market  share 
will be lower if shippers  are  able  to bid down  rates by exercising,  or 
threatening  to  use,  alternative  shipping  services.  In  these 
situations  cargoes,  which  offer  consistent  returns i n  the  long  run, 
could be expected to become  more  attractive  to  ship  operators 
attempting  to  retain  a  market  share. 

Where  a  particular  comkdity  shipper  or  group  has  significant  market 
power  compared  to  other  shippers,  the  rates  for  the  commodity  may  be 
forced d a m  below  average  costs  toward  avoidable costs.  The cargo 
will be carried  provided  that  total  average^ revenue at least  equals 
long-run  average  costs  (with  avoidable  costs  setting  the l w e r  limit 
to  individual  rates). 
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Where  there  is  intense  canpetition  for  market  shares  ship  operators 
will be  unable  to  earn  above-normal  profits  through  rate 
discrimination.  Rates i n  general can be  expected  to fa1 1 towards 
long-run  average  costs. In the  short-run,  the  averaqe  rate  may  even 
fall  below  long-run  average  cost,  however,  ship  operators  will  not  be 
able  to  continue  to  offer  services  at  these  rate levels. 

COMPETITION AND THE LEVEL OF RATES 

In  this  section  the  effect of competition  on  current  rate  levels, 
their  distribution  and  movement  over  time  are  examined. 

Current rates 
Having  examined  the  various  industry  factors  and  commercial 
arrangements  which  affect  the  extent  of  competition i n  selected 
trades,  this  section  addresses  the  implications  for  scheduled rates. 
The  analysis is directed  towards  answering  the fol lowing  questions: 

. How much  of  the  variation i n  the  level of rates  amongst  the 
trades is attributable  to  differences i n  the  competitive 
environment? 

. What  are  the  links  between  the  commercial  arramements,  the 
competitive  environments  and  the level of  rates? 

Table 6.2 shows  estimates  of  the  average  inward and outward  conference 

TABLE 6.2 AVERAGE  SCHEDULED  CONFERENCE  RATES  AND  COSTS FOR SELECTED 
TRADES,  JANUARY 1985 

Index 
Average of the mtw of 

scheduled  rate esthated revenue to 
Selected ($A per !EfU) synthesised cost 
t d e  are& ImJard Outward I m r d  Outward 

Europe  and  North 
Mediterranean 3 320 1  985 1.2 0.7 
Japan 4 027 2 491  2.2 1.4 
East  Coast  North 
America 6 371 4 743  2.0  1.5 
N e w  Zealand 2 051 2  031 1.3  1.3 
West  Coast  India 5 016 2 705  1.5 0.7 

a. Selected  trade  areas  are  defined  in  Appendix I of  Volume 2. 

69 



BTE Report 60 

scheduled  rates  per  TEU  for  selected  trades. The rates  are  weighted 
averages of the  commodity  rates 1 isted i n  the  tariff  schedules  at 
January 1985, as  described i n  Appendix IX of  Volume 2. Embodied  in 
the  estimates  are  the  assumptions  used i n  associatinq  data  on 
commodity  quantities  with  rates i n  the  tariff  schedules, and the 
assumptions  required  to  translate  rates  per  kilogram  and  rates  per 
cubic  metre  into  rates  per  TEU. No allowance  has  been  made  for 
'hidden'  rebates.  Freight  forwarder  operations  would  also  have  an 
impact  on  the actual  rates paid by shippers. 

A major  source of variation in rates  from  one  trade  to  another is the 
difference i n  cost  due to differences in distance,  typical  ship  size 
and  type,  price  of  fuel,  number  of  ports of call,  and so on. The 
contributions  of  these  kinds  of  factors to differences i n  rates  was 
investigated  using  a  cost model (described in  Appendix VI of Volume 
2). This model  provided  'synthesised'  measures  of  average  shiapinq 
costs  per  TEU  for  each of the  selected  trades.  The  costs  were 
'synthesised' i n  the  sense  that  they  were  based  on  typical  ships 
operated  over  simplified  itineraries  for  the  various  trades  at 
specified  levels  of  capacity  utilization,  with  crew  costs  based  on 
Australian  manning  standards  and pay scales.  The  differences  in 
assessed  costs  beGeen  trades  are  due  primarily  to  differences in 
geographical  characteristics of the  trade  flows,  and  are  not 
responsive  to  differences i n  the  competitive  environment  or i n  
commercial  arrangements  established i n  the  trades.  It  was  not 
possible to indicate  differences in centralization  costs  behJeen  the 
trades  because  of  measurement  difficulties. 

An  index  of  the  ratio  of  estimated  revenue  (or  rate)  to  synthesised 
cost  for  each of the  selected  trades,  both  inward  and  outward,  is 
given in Table 6.2.l This index indicates  the  extent  of  the  variation 
in  rates  among  trades  which is due  to  factors  other  than  those 
incorporated i n  the  synthesised  costs.  Although  differences in 
centralization  costs  probably  contributed  to  the  variation  in  the 
index,  most  of  the  variation is a  reflection  of  the  impact  of 
competition  amongst  incumbents,  the  threat  of  entry,  and  the  ability 
of  shippers to exert  their  market  power i n  the  negotiation  of  rates. 
The  index  does  not  indicate  the  level  of  profitability  in  a  trade. 

1. The  ratio  was  calculated by dividing  the  average  rate  per TEU by 
the  synthesised  cost  per TEU. The  same  cost  per  TEU  was used for 
both  the  inward  and  outward  legs,  and  was  calculated  for a 
capacity  utilization of 80 per  cent  on  the  more  utilized leg .and 
proportionately  less on the  other  leg  (based  on 1983-84 freight 
volumes). 
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Although a high index for a trade may be indicative of relatively high 
profitability in comparison with other trades, another explanation mav 
be that actual costs. in the trade were high in relation to the 
synthesised costs. Either of these effects could result from the 
corripetitive conditions which exist in the  trade. 

For each  of the selected trades except the Australia/New Zealand 
trade, the average scheduled conference rates and revenue/cost indices 
are larger for the inward trade than the outward trade.? It is 
difficult to provide an explanation of this phenomenon in t e n s  of 
higher capacity uti1 ization or less competition amonqst shiopinq lines 
in the  inward trades  on the basis of the limited evidence availahle. 
One p1 ausible explanation is that the market power exercised bv 
Australian exporters is greater than.  that exercised b.y overseas 
shippers to Australia.  On most trades, Australian shiopers were 
dominated by large commdi ty groups with considerable negotiating 
power. Australian import commodities, on  the other hand, were more 
diverse and the shippers may  be less able to co-ordinate their 
negotiating efforts (freight forwarders serving inward shippers may, 
however, have considerable market power but  the rates they receive are 
not reflected in the scheduled rates). Furthermore, imports tended to 
be high valued commodities with their demand less affected by hiqh 
rates. The Australia/New Zealand trade differed from the other trades 
i n  these respects and there is less reason to expect differences in 
the market power  of shippers between the inward and outward trades. 
In addition the incentive for Cost, Insurance, Freight (CIF) shipwrs 
to reduce inward rates is not as great because, to a large extent, 
transport costs are passed on to Australian importers. Austral ian 
importers who  buy FOB are  unable to influence the rates because they 
are not generally represented on overseas shipper associations. 

The relative values  of  the revenuejcost indices presented in Table 6.2 
are in  accordance with the analvsis of industry structure and 
commercial arrangements and supports the shippers' perception of the 
level of competition. For example, the revenue/cost indices for the 
AustraliajEurope and North Mediterranean trade are 40 to 50 per cent 
below  the indices for the  Australi  a/Japan trade (both inward and 
outward) . 

The variation in  the  level  of competition might be explained as 

2. It  is possible that the assumptions employed in derivinq the 
estimates of average scheduled rates (see Appendix IX of Volume 2) 
may have slightly biased inward rates upward in canpari son with 
outward rates. 
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follows.  Low  rates  were  achieved  in  the  Australia/Europe and North 
Mediterranean  trade,  where  the  closed  conference  system  was  subjected 
to significant  independent  non-conference  competition.  The  accords 
between  conference  and  non-conference  operators  and  other  restrictions 
on  competition  resulted  in high rates i n  the  Australia/Japan trade. 
High  rates  were a1 so experienced  in  the  Australi  a/East  Coast  North 
America  trade  where  there  was a n  open  conference  system  with  rate 
agreements,  and 1 imi ted  non-conference  competition.  Rates  were  at 
moderate  levels  in  the  Australi  a/New  Zeal  and  trade  which  was 
characterised by competition  among  existing  operators  and  barriers to 
entry by operators  with  non-Australasian crews. 

Trends in conference  scheduled  freight  rates 
Conference  scheduled  rates  for  outward  cargo  from  Australia  were 
examined  for  the  period 1973 to 1985 to  gain  an  indication of trends 
over time. 

In all trades  there  was  a general upward  trend  in  the real level of 
total rates  from  the  early  to  late 1970s followed by a  general 
decline. For  trades  other  than  the  Australia to Europe  and  North 
Mediterranean  trade,  the  decline  in  total  rates  was  arrested  around 
1982 to 1984, when  rates  rose again. In the  Australia to New  Zealand 
and  West  India  trades,  rates  began  to  decline  again  from 1984 and 1985 
respectively. 

There  are  a  number  of  possible  explanations  underlying  the  general 
trend i n  scheduled  rates.  During  the  period of general rate  increases 
up  to  the  mid  to  late 1970s conferences  faced  little, if any, 
competition  from  independent  operators.  Furthermore,  throughout  the 
1970s the  economies  achieved by some  conference  operators  (through  the 
introduction of new  technology  in  the  form  of cell ular  and  ro-ro 
ships)  were,  to  some  extent,  offset by other  operators  continuing  to 
use  higher  cost  conventional  cargo ships. The  phasing  out  of  obsolete 
technology  towards  the end  of the 1970s with the concomitant  reduction 
i n  costs,  as well as the  advent of competition  from  non-conference 
operators  from  about  this time, are probably the  main  reasons  for  the 
general  decline i n  rates  from  the  late 1970s onwards. 

The  extent  of the decline i n  the real level of total rates i n  the 
absence  of  any  significant  change i n  technology  and  consequently  costs 
suggests  that above-normal  profits  may  have  been  earned by conference 
operators  prior  to  effective  non-conference  competition. 
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Competition and the  distribution of rates 

I n  Chapter 5, it  was  reported  that  commodity  rates,  expressed  in 
dollars  per  TEU, varied  considerably  within each trade. Differences 
i n  the  rates  for  reefer  commodities  and dry commodities  could  be 
expected  on  the  basis  of  cost  considerations. In the  .Australia/East 
Coast  North  America  trade,  for  example,  the  extra  cost  for  reefer 
cargo  could be between $1 500 and 62 000 per  TEU,  rimrily because  of 
the  much  higher  capital  cost of reefer  containers. 5 
It  is  not possible,  however, to  explain  the  full  extent  of  the 
variations i n  rates  within  the  trades i n  terms of cost  differences. 
This  is particularly  true  of  the i w a r d  trades,  where  the  range in 
rates  tended  to be at least as great as the  corresponding  outward 
trade,  despite  the  absence of reefer  commodities. 

Probably  the  more  important  underlying  cause  of  variations  in  rates 
relates to the  supply  and  demand  characteristics  of  the cmmodi ties 
being  shipped  and  the  impact of these  characteristi cs on  the  demand 
for  shipping  services.  Shipping  operators  seek  to  exploit  varying 
demand e1 asti ci ti es i n  order  to  extract  the  maximum  revenue  from  each 
shipper.  The  ability  of  shipping  operators  to  charge  a high rate  for 
a  commodity  is  limited  in  situations  where  shippers  can  use  (or 
threaten to use)  competitors  or  if  importers  can use canpeting  sources 
of supply.  Shippers  can  further  strengthen  their  position by co- 
ordinating  their  bargaining  strategies.  This  is  particularly 
effective  where  a  shipper body,  representing  a  group of commodity 
shippers,  has  a strong influence  over  the  choice  of  operator and can 
negotiate  rates i ndependently wi th competi ng operators, 

COMPETITION AND SERVICE QUALITY 

I n  Chapter 5 it  was concluded that  the  non-conference  operators 
offered  shippers  a  service  which  was  generally  lower  in  quality, 
particularly  frequency of sewice,  than  that  offered by the  conference 
operators.  The  difference i n  service  quality  was  estimated  to be 
equivalent to an average  price  difference  of  about 14 per  cent,  based 
on an analysis  of  responses  from  a  sample of exporters.  The 
valuations  of  the  individual  shippers  were,  of  course,  dispersed 
around  this aver'age figure. 

3. There  are a1 so extra fuel costs  and  costs  of  monitoring  the 
refrigeration.  Although  the  reefer  container  can  be  used  for dry 
cargo on the  return  trjp,  its  capacity is less  than  the  capacity 
of  a dry container and 1 t  is cmmonly  returned empty. 
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By providing  a  service  which  was  not  greatly  inferior i n  quality  to 
the  conference  service,  the  non-conference  operators  were  able  to 
attract  their  share of freight by offering  rates  which  were  generally 
believed  to be about 10 per cent  below  the  conference  rates  on 
average.  Sometimes  non-conference  operators have focused  on  providing 
specialized  services  and  developing  new  markets  rather  than  competing 
directly  with  conferences  for  establi shed markets.  Overall,  their 
presence  has  probably  resulted  in  a  greater  range  of pri ce-servi  ce 
options  for  meeting  diverse  shipper  requirements. 

It  was  argued  earlier  that  competition  provided by non-conference 
operators'has resulted i n  l w e r  rates. Since  market  penetration by 
non-conference  operators  can  have  some  adverse  implications  for 
service quali ty , an  assessment  of  the  overall  impact  of  non-conference 
competition  is  desirable.  This  assessment  involves  a  judgement  about 
the  relative  significance of any reduction i n  the  quality  of  service 
and  the  reduction i n  rates  which  are  the 1 ikely  consequences of the 
competition.  Although such a  judgement  would depend  on  many  factors 
related  to  the  particular  trade,  it  is i nteresti ng to recall that 
rates i n  the  Australia/Europe and North  Mediterranean  trade  appeared 
to be at least 40 per  cent  below  rates i n  the 1 ess competitive 
Australi  a/Japan  trade,  taking  into  account  the  cost  differences  which 
would be unaffected by the  competitive  environment.  Rased  on  the 
analysis  of  conference and  non-conference  service  levels,  rate 
discounts  of thi S magnitude  would  outweigh  the  service  penalty i n  the 
Australi  a/Europe  and  North  Mediterranean  trade  which  results  from  the 
current  levels  of  non-conference  penetration of the  market. 

74 



CHAPTER 7 

The imp1 
i nformati 

CONCLUDING REMARKS 

ications  arising  out  of  an  assessment  of  the  factual 
on collected and  the insights gained i n  the course of the 

study are presented belw. The implications for the structure, 
conduct and performance of  the  industr.y are presented first. Some 
conclusions are then drwn about the nature  of competition, the 
current balance of market power and stability. Finally, some qeneral 
observations pertinent to the current arrangements are made. 

MARKET STRUCTURE 

Australian liner trades can be characterised as isolated, 1 ong  and 
relatively lightly trafficked. As such, large market shares must be 
sustained if high levels of service are to be provided  using large 
efficient ships. The dominant operators have preferred to co-operate 
within conference frmwo&s so as to  mi  nimi  se the risk of losinq 
market share and the consequent fi  nanci  a1 problem. Non-conference 
operators have general ly provided services on the fringe as tolerated 
outsiders or operate on  the smaller trades where high levels of 
service are not warranted. 

Conference operators have  tradi  tional ly carried Australi a's meat 
exports and the specialised ships (high refrigerated capacity) 
required have  probably  provided an additional deterrent to non- 
conference competition. The specialized ships and the high levels of 
service required are not compatible with the usual non-conference mode 
of diverse, smal 1 scale operation and present a significant barrier to 
entry. 

Penetration of the major trades by individual non-conference operators 
has  been relatively i nfrequent a1 though more common in recent times. 
Polish  Ocean  Lines  (POL) i n  the  Australia/Europe  and  North 
Mediterranean trade has  had the greatest impact on a traditional 
conference market. Significantly, it has competed 'head-on' (instead 
of the usual non-conference practice in  the Australian trades of 
adopting rmlti-trade or mixed con-bulk services), with the consequence 
that, in all aspects except frequency, POL was able to offer a 
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comparable  service to the  conference.  It  is  expected  that  a  similar 
approach by non-conference  operators i n  other  trades  could 
significantly  change  the  canpetitive  situation i n  those  trades. 

The  centralization  services  offered by operators and conferences i n  
particular  and  the  characteristics  of  the  major  exporting  shippers 
(few i n  number  and  with  large  cargo  offerings 1 have 1 imited  the  market 
opportunities of  freight  forwarders in Austral i a. Consequently, 
forwarders  are  not  expected  to  achieve  the  same level of significance 
which they have i n  North  America and Europe. 

The  Australian  Shippers' Council (ASC) is a  significant  feature of the 
current  industry  structure.  Its  strong  collective  representation  has, 
in the  past,  enabled it to  reflect  the  combined  market  power of member 
shippers.  Effective  use  of  this  market  power  is to a large  extent 
dependent  upon  the  availability of alternate  services  (that is, 
competition)  and  the  ASC  has  not  always  been  able to negotiate  from  a 
position  of  strength.  Notwithstanding  this,  increased  levels  of 
competition  over  recent  years have,  however,  adversely  affected  the 
ASC's  market  power as its  representation  has  been  weakened by major 
shippers  taking  advantage of the  situation to negotiate  lower  rates 
outside  the ASC  umbrella. 

INDUSTRY  CONDUCT 

The  marginal  cost  of  liner  operations  is  always  less  than  average 
cost.  Consequently,  operators  must  charge  rates  above  the level of 
avoidable  costs to recover  fixed  expenditure and earn profits.  Rates 
to an individual  shipper  are  set i n  relation  to  marginal  costs  and  the 
perceived  elasticity  of  demand  for  the  particular  shipping  service. 
This  elasticity is affected by such  factors as demand  and  supply 
elastici  ties  for  the commdi ty and  the  existence of competition  from 
other  operators  and  from  other  modes of transport.  With  competition, 
other  factors  relating  to minimi  sing the  risks  associated  with 
maintaining  profitability  become  significant  to  operators.  These 
factors a1 so bestow  a  relative  market  power  advantage to the  shippers 
of cargoes  which  are  more  attractive  to  operators  endeavouring  to 
maximise  likely  returns i n  an uncertain  environment. 

Despite  the a1 locative  efficiency of such  pricing  practices,  that i s, 
charging  'what  the  market  will  bear' , an  economical ly efficient 
outcome  may  not be realised  where  the  market  power of ship  operators 
is sufficient  to  enable  above-normal  profits  to  be  earned. In some 
cases  shippers  whose  actions  contribute  to  the  retention of the 
operator's  market  power may be able to  generate  such  profits. In 
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addition,  technical  inefficiencies  are  likely  to  manifest  themselves 
under  these  circumstances.  Where  the  balance of market  power 1 i es 
with  shippers, some shipper  groups  will  be  able to achieve  a  greater 
level of benefit  from the service  than  others.  This may affect  the 
allocation of resources by the  groups  receiving  the l w e r  cost 
services. 

The  relationship  between  costs and prices  will vary between i w a r d  and 
outward  trades  because of the  differences i n  market  circumstances. 
Similarly  the  costs  of  centralization  may  not  be  directly  reflected i n  
individual  commodity  rates  determined on the  basis  of  ‘what  the  market 
will  bear’. 

I n  respect  of  the level  of  rates, there  is  evidence to sugqest  that 
conference  operators  have in the  past  used  their  market  power  in  the 
absence of effective  non-conference c m p e  ti tion  to  earn  above-normal 
profits  (see  Chapter 6). There are,  of  course,  safeguards  aqainst 
above-normal  profits  being  earned  over  a  prolonged  period , because, 
to  some  indeterminate  extent,  the  markets  are  contestable.*  If  a 
situation  develops  where  above-normal  profits  are  being  earned, 
competitors will be attracted  and  rates will be forced  down as a 
direct  result  of  the  Competition.  Recent  experience i n  the  Australian 
trades  suggest,  however,  that it can take  a  long  time  for  non- 
conference  competition to  have a  significant  impact  on  the  overall 
level of rates. 

1 

In  the  Australian  context,  the dual rate  system  is  used  as  the 
mechanism  to  ensure  loyalty.  Given  the  indivisibilities i n  the 
provision  of  liner  services, some form  of  time/volume  contractual 
arrangement  has  and will continue  to be a  necessary  feature  of 
industry  conduct.  Although  the  practice  creates  a  barrier to entry, 
this is probably  only  minor i n  comparison  to  the  cost  to  new  entrants 
of  attracting  shippers away  from incumbents  to  build u p  a  viable 
market  share. 

The vertical integration of liner  operators  into  agencies  (and  in  some 
cases  terminal s) appears  to be a natural consequence of the  commercial 
risks  involved  with  the very large  investment  required  to  participate 

1. A  distinction  is  drawn  here  between  the  transitory  prpfit-taking 
which  may be compatible  with  a  market  which is reasonably 
contestable’. 

2. A  market  is  contestable if  the  threat of entry,  which  a  plies  if 
certain  market  conditions  are  met,  prevents  above-noma?  profits 
being  earned,  even  on  a  transitory  basis  by  monopoly  operators. 
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as  operators.  This  practice  can  create  barriers  to  entry  through 
preferenti a1 treatment  which  discriminates  agai nst competitors. I n  
the  current  environment,  however,  it  is  unlikely  that  these  barriers 
to  competition  would be tenable. 

Centralization  practices of liner  operators  appear to  be  both 
commercially  advantageous  and  technologically  efficient  in  terms  of 
providing  better  service  at  lower cost. The  undesirable  aspects of 
the  practice  relate  to  associated  pricing  practices  and  the  barriers 
to  competition  they  impose  in  respect  of  the  carqo  which  is 
centralized  and  the  resource  allocation  distortion  they  ultimately 
cause  when  associated  with  pan-Australia rates. The  current  trade-off 
between  service  and  rates  and  the  differences i n  conference  and  non- 
conference  costs  suggests  that  the  centralization of carqo  is  a key 
element  to  the  provision of conference  services  and  would  persist  even 
if the  cost  was  not included  in  pan-Austral i an rates. The  pricing 
practices of liner  operators  prevent  a  determination of the  extent  to 
which  the  benefits  of  centralization  are  captured by shippers. 

PERFORMANCE 

The  characteristics  of  the  inward  and  outward  liner  task  have  probably 
resulted  in  the level of  service  provided  being  determined,  to  a  large 
extent, by the  inward  task.  This,  together  with  the  diverse 
characteristics  of  Australian  export  commodities  and  the  high  service 
levels  characteristic of conference  operations,  is  likely  to  result in 
some export  shippers  receiving  a level of service  above  their real 
requirement. 

Conference  operators  appear to  be currently  able to achieve  a  degree 
of  balance of inward  and  outward  capacity  utilization  (on  an  annual 
basis). N e w  Zealand  is  included  in  services  where  the  additional 
cargo  alleviates  Australia's  container  flow  imbalance.  This  practice 
decreases  unit  operating  costs and  potentially  benefits  shiDpers i n  
both  countries.  It is of interest  to  note  that  forecasts  prepared by 
the BTE suggest  that  the  problem  of  imbalance  between  Australia's 
inwards  and  outwards  container  flows will get  worse  over time. 

Although it was  not  possible to assess  the  overall  performance of non- 
conference  operators i n  the  Australian  trades,  their  flexibility  to 
operate i n  several  trades  simultaneously  assists  them  to  achieve 
satisfactory  levels of capacity  utilization.  While  greater  levels of 
ship  utilization  are  achieved by multi-trade  operations, it is, 
however,  at  the  expense of transit  times  and  frequency  which  are 
important  service  characteristics. 
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The  most  significant  difference i n  the  service  characteristics  of 
conference  and  non-conference  operators  serving  Australia  were  found 
to be frequency  and  transit  times.  These  were  also  considered by the 
shippers  surveyed by the BTE to be the  most  important  of  the  various 
service  characteristics.  This  suggests  that  conferences,  through 
service  rationalization,  are  better  able  to  satisfy  the  perceived 
service  requirements  of shippers.  The  fact  that  shipper  perceptions 
are  consistent  with  measured  differences  and  non-conference  service 
characteristics  suggests  that  shippers  choices  between  conference and 
non-conference  services  are  not  being  distorted by failure  to 
correctly  assess  differences in re1 ative  service  characteristics. 

Since  the  introduction of fully  containerized  services by non- 
conference  operators i n  the  late 1970s, they  have  steadily  built U D  
services  and  generally  demonstrated  a  long-term  commitment  to  servinq 
the  trades.  It  is  reasonable to expect  that  shipper  concern  about the 
stability of non-conference  services will diminish if their  current 
performance  is  maintained.  The  relative  success  of  non-conference 
services i n  recent  years  suggests  that  shippers  are  prepared  to  trade 
off  service  levels  against cost. There  is  also  evidence to sugqest 
that  services  specially  tailored  to  meet  market  'niches'  can  attract 
significant patronage. 

COMPETITION 

The  decline in the level of real rates i n  most  outward  trades 
commenced  with  the  introduction of container  ships by non-conference 
operators  and  has  continued  while they increased  their m a ~ e t  shares. 
This  observation  reinforces  the  importance,  from  the  shippers 
viewpoint,  of  maintaining  a  degree  of  openness  with  at  least some 
competition  for  market  shares. 

Competition  is  expected  to be greater i n  the  outward  trades  partly 
because  of  lower  levels of outward uti1 ization of non-conference 
ships.  The 1 m e r  outward  rate  levels  support  this vi W, however, 
their  relationship  to  inward  rates  may  also  reflect  differences i n  the 
rates  that  the  inward  and  outward  commodities  will bear. 

A significant  aspect of the  non-conference  competition is that  it  has 
provided  shippers  with  a  wider  service/price  mix  which, in  the  absence 
of  any curtailment  of  conference  services,  increased  the  overall 
benefit to shippers. 

Competition  for  meat cargo has until recently  been  constrained by the 
AMLC's choice of designated  carriers.  This  practice of designating 
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carriers  was  intended  to  ensure  that  appropriate  levels  of  service  are 
provided (the  trade  requires  a  frequent  service) , to  prevent  high 
costs  arising  out of overcapacity  and  to  ensure  that  centralization 
requirements  are  met.  This  meant  that  the  potential  market  Dower  of 
meat  shippers  was  not  exercised until recently.  While  carrier 
desi gnation  was  considered,  overall,  to be i n  the  best  interest  of 
meat  shippers,  the  recent  negotiation of contracts  has  shown  that 
lower  rates  can be obtained by encouraging  greater  competition. 

BALANCE OF MARKET  POWER 

Conference  operators  serving  Australian  trades  possess  considerable 
market  power.  Even  with  the  presence  of  non-conference  operators 
canpeting  for  market  shares,  the  service and  cost  advantage  gained 
through  service  rationalization  and speci a1 i zati on ensures  that 
conferences domi nate  most  major  markets. 

A  fundamental  change  to  the  scope  of  the  market  power  occurs,  however, 
with  even  a  moderate  degree of canpetition.  When  competing  for  market 
shares  operators  cannot  set  rates  at  the  levels  which  they  might 
otherwise seek. They  must take  into  account  the  affect  the  rates  will 
have on their  market  share  and  revenue.  Similarly,  transport 
alternatives such as  air  freight and bulk shipping  services  diminish 
the  market  power  the  operators  have  over  the  shippers  of  some 
commodi ties. 

The  balance  of  power  is  expected  to  continue to move  toward  shipaers 
i n  the  immediate  future.  Over-tonnaging of the  world  liner  fleet is 
expected  to  foster  greater  competition  despite  the  special 
requirements of Australian  trades.  These  speci a1 requi rements  are 
likely  to  inhibit  the redepl  ayment  of  the  majority  of  the  excess 
tonnage  to  Australian  trades.  While  ever  operators  are  competing  for 
market  shares,  shippers  can  increase  their  market  power b,v combining 
to  control  larger  and  more  regular  cargo  volumes  or,  alternatively, 
use  freight  forwarders  where  the  forwarders  are  prepared to pass  on 
some of the  benefits they receive  from  control  ling  larqe  cargo 
of fe  ri ngs. 

STABILITY 

There  is  no  evidence to suggest  that  competition  has  led  to  service 
instability.  Services  have  not  generally  diminished i n  the 
Australi  a/Europe  and  North Medi terranean  trade  where  the  impact  of 
competition  has  been  the  greatest.  There  is,  however, some evidence 
to  suggest  that  the  competition  has  led to concerns  about  conference 
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viability. The  members  of  the  inward and  outward  Europe  conferences 
have  deferred  replacement  of  their ol der ships.  Unions  have  also 
acted to restrict  further  development of canpetition  with  the 
Australian  Northbound  Shipping  Conference i n  the  Australia  to  East 
Asia and Japan  Korea  trades  because  of  related  concerns  about ANL' S 
overall  viability  and i n  particular  retaining ANL ships i n  the  trade. 

If s o w  restructuring did occur  it  does  not  necessarily  mean  that 
services wi 1 1  be severely  affected. Some operators  have  already 
ceased  services  (for  example,  Jumbo  Line)  without  major  disruptions to 
the  trade whi 1st some services  are  expanding.  There  are  options 
available to operators  which  will  avoid  curtailment  of  services  and 
other  operators may provide  equivalent  replacement  services.  Before 
there  is  a ' shakeout' i n  the  industry,  operators  can  decide  to  reach 
agreements  which will bring  a  halt  to  the  competition  for  market 
shares and  restore, at  least  temporarily,  financially vi able  returns 
(as has  recently  occurred i n  the  North  Atlantic  trade).  Conference 
operators  can  also  combine  into  larger  joint  operations  or  consortia 
(increasing  the 1 evel  of concentration),  to i ntroduce  fewer  but  larger 
ships  (while still  providing  satisfactory  service  levels)  and  thereby 
increase  their  cost  advantage  over  their  competitors. 

Shippers  need  not  be  significantly  disadvantaged by some  'shakeout'  in 
the  industry.  The  inefficient  operators-  are  likely to be the  first 
casualties.  Shippers  are  likely  to be able, at  minor  inconvenience, 
to  ship  with  the  remaining  operators  and  maintain  acceptable  service 
1 evel S. 

Defence  related  concerns  that  a  major  'shakeout' may change  the 
national composition of the  fleet  to  an  extent  which w i l l  compromise 
Australia's  trade i n  times of external  political  instability 
(particularly  if  the  Australian-flag  operators  are  amongst  those 

ambit of this  study. 

IRLICATIONS  FOR  FUTURE  ARRANGEMENTS  FOR  AUSTRALIAN  OVERSEAS  LINER 
SHIPPING  SERVICES 

l affected),  must a1 so be taken  into  consideration  but  were  beyond  the 

The  increased  pressure  from  non-conference  operators  has  changed  the 
competitive  environment  to  the  extent  that  the  existing  closed 
conference  arrangements  have  been  weakened.  Conference  operators  can 
no  longer  claim  to be able  to  rationalize  capacity on most  major 
trades  as  a  whole.  Furthermore,  the  market  power  that  the  canpetition 
has bestowed on some  shippers has allowed  them  to  negotiate  outside 
the  ASC  and  compromi se its role  as  the  custodian of the  collective 
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shipper  interest.  Consequently  it  may  be  desirable  to m0dif.y the 
existing  traditional  conference  framework,  dominated by closed 
conferences,  to  better  meet Austral  ia's  needs i n  the  future. 

Re1 iable  liner  shipping  services  are  extremely  important  because  of 
Australia's  isolation  from  major  international  markets.  This 
isolation  makes  frequent  and  fast  direct  services  between  overseas 
ports  almost  an  essential  requirement  of  adequate  liner  services. 
Australian  importers  and  exporters  appear  to  bear  the  major  share of 
the  cost  of  liner services.  Therefore,  it is i n  the  national interest 
as well as the  shippers'  interests  that  rates  are as  low  as  possible 
which  means  that  the  service level  'required' by shippers  should  not 
be exceeded. 

There  is  an  inherent  tendency  for  operators to form  into  large  groups 
for  the  abatement of risks. This is particularly  relevant  in  the 
Australian  context  where  an  operator  needs  a 1 arge  market  share to be 
able  to  provide  a  high  level  of  service  at  low  cost.  Given 
Australia's  requirement  of high levels  of  service  at  the  lowest 
possible  cost,  and  inasmuch as conferences  are an industry  phenomenon 
which  is  universally  accepted,  their  continued  acceptance  appears to 
be in  the  best  interests of shippers  and  the  nation as long as the 
conference  operators  remain  efficient and are  not  able  to  earn  above- 
normal  profits . 
If  conferences  are  sanctioned  for  these  reasons,  an  efficient  closed 
conference  system  with its  internal controls will theoretically  offer 
greater  advantages  than  an  open  system  where  rationalization  of 
capacity  and  services is less 1 ikely  to be achieved  to  the  same 
degree. In addition,  the  traditional  closed  conference  is  more 
amenable  to  the  maintenance of the  existinu  cargo  centralization 
arrangements.  On  the  other  hand  closed  conferences i n  Australian 
trades  have  not, i n  recent  years,  been  able  to  retain  a  sufficiently 
1 arge  market  share to effectively  rational i se  capaci ty . Consequently 
there  could be merit in considering  some  form of open conference  for 
particular  trades  on  the  basis  that  open  conferences  generally  offer 
greater  potenti a1 for  competition. 

To offset  the  market  power  of  conferences,  shippers  should  have 
effective  countervai  ling  power  under  arrangements  which  sanction  the 
formation of conferences.  This  conclusion  is  supported by indications 
of the  apparent  above-normal  profit-taking of conferences i n  the  past 
and  the high level of rates  relative to efficient  costs in some of  the 
trades  where  competition is not  strong. 
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Adequate  canpetition i n  the market is  essential for shippers to have 
effective  countervai ling  power which,  to  a large extent,  then  reduces 
the need for government intervention. While on  some trades  adeauate 
levels of competition appear to  exist,  there is  no guarantee  that this 
situation will continue  given the  traditional  tendency for non- 
conference  operators who capture  a  significant  market  share to  join 
the re1 evant  conference. 

It  is worth noting that  State-wned operators have  provided a major 
source of competition in recent  times.  While  this  source of 
competition may  be  considered to  be 'unfair' (if  they are not charging 
to recover all  of the costs  involved i n  their  operation)  their 
operation  enhances  competition to the  general  advantage of shipwrs. 

Barriers to competition such  as  busi ness-house  patronage,  shipper bias 
and some union activities  apparent in Australian  trades adversely 
effect the  countervailing  market power  of  shippers.  If effective 
countervaili ng power i S considered  important, i t wil 1 be  necessary to 
pay attention  to  those aspects. 

The  threat to conferences of direct  canpeti  tion  at  canparable  levels 
of  frequency  and cost is  very remote because of the  specialized 
service  requirements of Australia's  'long and thin' trades. To 
safeguard  against  the  more  serious  aspects of an absence  of 
canpetition,  consideration should be given to monitoring  rates and 
costs to ensure  that above-normal  profits are not  'being earned by 
operators. 

The  ramifications of shippers exercising market power  to the  extent 
that  stability is jeopardised is not fully  understood. Consequently, 
shippers will  need  to  act responsibly i n  their use  of market oower to 
ensure  that  appropriate  service  levels  are maintained. The  importance 
Australian  shippers i n  general place  on  service stability and quali tv 
suggests  that  safeguards are warranted to  prevent the use  of market 
power by some shippers to  the extent that other  users of liner 
services  are adversely  affected. 

If  it  is deemed  necessary to  assist  shippers to develop market power 
then shippers which  currently negotiate  within the ASC  will need 
speci a1 attention to ensure  that they obtain an equitable  share of  the 
benefits  which  may be derived  from  competition. If, as the Australian 
conferences  suggest, only a  quarter of the  trade  is  being included 
under negotiations with the ASC, then there may  be merit in a two- 
tiered  structure of shipper associ ations,  such as  that suggested by 
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the  US  legislation.  Under  this  system,  an  association of shippers 
would be responsible  for  those  shippers  who do not  negotiate 
separately.  These  associations  would  perform  a  freight  forwarding 
function by being  responsible  for  organising  the  consolidation of 
cargo a n d  its  placement  between  conference  and  non-conference 
operators.  This  would  allow  the  associations  to  negotiate  the  terms 
and conditions  of  service  on  a  commercial  basis.  If  time/volume 
contracts  were  used  then  the  negotiations  would a1 so i nvol ve shared 
responsibil i ty for the  rationalization of service 1 eve1 S. 
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ABBREVIATIONS 

ABS 
ACFC 
ACT(A) 
AML C 
AN L 
AS C 
ATFCC 
AWC 
BAE 
BTE 
DOT 
DWT 
FEU 
FOB 
LCL 
LSE 
NEDO 
NVOCC 
oc AL 
OECD 
PJT 
POL 
RTW 
SACCS 
TEU 
U td CT AD 
UNE  SC AP 

Australian Bureau of  Statistics 
Australian  Canned  Fruits  Corporation 
Associated Container  Transport (Austral i a) Ltd 
Australian Meat  and Livestock  Corporation 
Australian National Line  (Australian Shipping Commission) 
Australian  Shippers' Council 
Australian  Transport  Freight  Commodity  Classification 
Australian Wool Corporation 
Bureau  of  Agricultural  Economics 
Bureau of  Transport  Economics 
Department of Transport 
Deadwei  ght tonnes 
Forty foot  Equivalent  Unit 
Free-on-board 
Less than Container Load 
Lloyds  Shipping  Economist 
National  Economic Development  Office 
Non-vessel Operating  Common  Carrier 
Overseas  Containers Austral i a Ltd 
Organisation for Economic  Co-operation  and  Develooment 
Prices  Justification Tribunal 
Pol  ish Ocean  Lines 
Round-the-worl d 
Sea  and  Air  Cargo  Commodity  Statistics 
Twenty foot Equival ent  Unit 
United  Nations  Conference on Trade  and  Development 
United Nations Economic and  Social Commission for Asia and 
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