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EXECUTIVE SUMMARY

Study objective

This study is based on the application of the Maritime Policy
Planning Models (MPPM)developed and maintained by the Transport and
Tourism Division of ESCAP in collaborationwith the Korea Maritime
Institute. Its objective is to provide a planning context for
decisionsfacing governments, shipping lines and port authorities in
the ESCAP region. This is achievedby providing detailed, quantified
and internally consistent structure forecasts of the
maritimecontainer transport system serving the ESCAP region through
to the year 2015.

Economic assumptions

Although the world economy has displayed considerable resilience
after the 1997 Asiancurrency crisis and the dot-com crash of the
early 2000s, predicted growth rates for thecoming decade are not
expected to match those of the recent past. The underlying
assumptionis that average short term growth rates will remain
similar to that of the recent past, while inthe medium term an
average growth rate similar to that of the last 30 years is
assumed.

This may be interpreted as hypothesizing that long-term growth
will continue along a pathsimilar to that of the past. While there
will be good and bad years within the forecast period,there is no
indication of a major, prolonged economic slowdown on the scale of
that of theearly 1990s.

The global economy grew by 5.4 per cent in 2006, up from a real
GDP growth rate of 4.7

percent in 2005. Growth in 2006 was essentially driven by the
strong performance of Chinaand India, with real GDP growth rates of
10.7 per cent and 9.2 respectively. Other significantGDP growth of
ESCAP region economies was observed in Viet Nam (8.2 per
cent);Singapore (7.9 per cent); Hong Kong, China (6.8 per cent);
and the Russian Federation (6.7per cent). Chinas intention to lower
demand in its overheated sectors, and the continuedimpact of high
oil prices, may cause some slowing of Asian growth in the near
future.

Vessel size

It has become increasingly clear that there are no
insurmountable technical barriers to furtherincreases in the size
of container vessels, as observed in designs developed for vessels
up to

18,000 TEU. The limits to this growth, if there are any, will be
market-determined. However,there is a significant divergence of
views amongst analysts as to how large containerships willbecome,
and how rapid this increase in size will be. As a result, the issue
of container shipsize is one of the most topical discussions in
container shipping.
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Some analysts have taken the view that the search for economies
of scale is relentless, as

vessels of greater than 11,000 TEU, such as the Emma Maersk, are
entering into service1

. Inthis view, the move to increasingly larger ships is driven
by the inexorable search foreconomies of scale. It is believed that
this trend will continue, and if anything accelerate. Theneed to
maximize utilization of these vessels will in turn drive the
radical reduction in numberof port calls on major routes, and
pushes for the development of global megaports served byfully
integrated global networks.

The opposing view is that the gains from each increment in size
grow smaller as vessels growlarger. In this view, the industry has
already reached or surpassed the point at whichadditional feedering
and inventory costs outweigh the further savings in slot costs to
main linevessels. However, vessel size will continue to increase,
albeit at a slower rate as lines try to

balance slot cost reduction from larger vessels, with the cost
and marketing advantages frommaintaining a wide network of direct
port calls. Other pressures, notably environmentopposition, and
resistance to continued concentration of operators on land
transport systemswill also influence limitations to ship size
growth.

Container trade

The compound annual growth rate for global container trade
volumes from 2005 to 2015 isestimated to be 7.6 per cent, compared
to 9.5 per cent per annum between 1987- 2006.

The share of ESCAP member economies in world container exports
is expected to rise from57 per cent to 68 percent by 2015, mainly
as a result of the increase expected in East Asia.

Similarly, world market share of imports for ESCAP nations is
expected to increase from 47per cent in 2005 to 56 per cent in
2015. East Asias share of ESCAP container exports isexpected to
grow from 58 per cent in 2005 to 69 per cent by 2015, while imports
will growfrom 46 percent to 55 per cent.

Chinas growth has been far in excess of the world average,
registering growth of over 20 percent per annum over the last five
years. This is expected to slow, but growth will remain verystrong,
and an expected compound annual growth in container trade through
to 2015 of 13.6per cent is forecast.

Container traffic to and from ASEAN nations is expected to grow
strongly, with an increaseof approximately 7.2 per cent per annum
to 2015. Intra-Asian trade enjoyed spectacular

growth in the decade prior to the 1997 currency crisis, with an
average growth of 10 per centper annum for a decade. Intra-Asian
trade will continue to outperform global container growthby some
percentage points, recording an average of 10.4 per cent per annum
over the forecastperiod.

1

Officially, the Emma Maersk has a stated capacity of 11,000 TEU.
In calculation, the capacity is greater 14,300 TEU(AXS-Alphaliner
2006).


	
8/3/2019 Pub 2484 Fulltext

11/75

REGIONAL SHIPPING AND PORT DEVELOPMENT

iii

Among the three major East-West trades (namely, Asia-North
America, Asia-Europe, and

North America-Europe), it is expected that Asia-Europe trade
will show the strongest growth(9.4 per cent annually) during the
forecast period. The prospects for the growth of trans-Pacific
trade seem somewhat lower, growing at an average rate of 7.2 per
cent per annumuntil 2015 to an export volume of 43.4 million
TEU.

Since the Asian crisis the trans-Pacific and Asia-Europe trade
growths have been veryunbalanced, with strong growth in the Asian
export trade coinciding with a slump in the Asianimport volumes. As
this imbalance of container flows is expected to continue,
repositioningof empty containers will remain a major concern for
carriers, in particular those operating onthe trans-Pacific trade
route.

North-South and South-South trade over the forecast period is
also expected to grow at 6.9

per cent annually, reaching 38.8 million TEU in 2015. Of the
North-South trade routes,strong growth will be observed in
Asia-Latin America and Asia-Africa with expected annualgrowth in
excess of 12.5 per cent.

Container port throughputs

The total volume of international containers handled in the
ports of ESCAP countries willincrease from 197 million TEU in 2005
to 492 million TEU in 2015, at a compound annualgrowth rate of 9.5
per cent. The most obvious feature is the increase in East Asias
share oftotal port throughput, as a result of China tripling the
volumes handled by 2015. Theseforecasts indicate that East Asia
will account for 57 per cent of total container throughput of

the ESCAP region in 2015.Study estimates indicate that the total
volume of containers transhipped will reach 184 millionTEU by 2015.
The share of transhipment in total port volume is expected to rise
slightly fromaround 22.9 per cent to 23.1 per cent by 2015. Much of
this growth will be in the ESCAPregion, where transhipment volume
will increase from an estimated 46 million TEU in 2005to 109
million TEU in 2015.

In the Asia-Europe route, ports of Singapore, Hong Kong, Port
Klang and Tanjung Pelepasare expected to continue their dominance
on transhipment business. In the trans-Pacific route,the ports of
Hong Kong, Kaohsiung, Shanghai and Busan will be the principal
points oftranshipment. In intra-Asian trade, Singapore will
continue to dominate transhipment.

In order to handle the anticipated port container traffic in
2015, it is estimated that 1,264 newcontainer berths will be
required world wide, of which 704 will be required in the
ESCAPregion. The largest number is required in East Asia, where an
estimated 530 new berths willbe needed by 2015. Significant numbers
of new berths are also required in South-East Asia(154), South Asia
(85) and North Asia (42).

In order to meet global demand, an estimated $73 billion of
investment will be required $51 billion of which will be in the
ESCAP region. This includes only the cost of developingthe
terminals. Substantial additional investment will also be required
to secure adequateaccess to the terminals by road, rail and inland
waterways, which will be essential for theeffective distribution of
containers to expanded port hinterlands. The additional costs
of

dredging, the provision of breakwaters and the establishment of
land transport links andintermodal interchanges could easily double
this total.
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1. INTRODUCTION

1.1 Objective and scope

The objective of this study is to provide a planning context for
decisions facing governments,shipping lines and port authorities in
the ESCAP region. It does this by providing detailed,quantified and
internally consistent forecasts of the structure of maritime
container transportservicing countries of the ESCAP region through
to the year 2015. These forecasts coverthree broad areas: the
volume and direction of container flows, the shape of the
shippingnetwork, and the port facilities required to service the
trade.

1.2 The MPPM suite

This study is based on the application of the Maritime Policy
Planning Models (MPPM)developed and maintained by the Transport and
Tourism Division of ESCAP in collaborationwith the Korea Maritime
Institute. The MPPM suite was consciously developed with an
openarchitecture that encourages user intervention at all stages of
the modelling process.

In developing the models, ESCAP adopted the philosophy that the
international trade andshipping system was too complex, both
institutionally and operationally, to be reduced to a setof
deterministic mathematical relationships. The fundamental strategy
however, is to allowthe modeller to input as much information as
can be reliably obtained from external sources,and present these to
the models in the form of a hypothesis. Using these conditions
asconstraints, the mathematical relationships embodied in the
models are used to fill in the gaps,

ensure internal consistency, and provide feedback on the
credibility of the modeller's initialhypothesis, suggesting
directions in which it should be revised. 2

This approach means that producing forecasts is time-consuming,
and demands both a highlevel of modelling expertise and industry
knowledge on the part of the modeller. Additionally,it also allows
for the introduction of numerous considerations that are not
conducive tomathematical formulation, and hence produce forecasts
that are genuinely realizable futureoutcomes, rather than idealized
abstractions.

Two modules of the MPPM suite were applied in this study:

The Trade module: used to produce forecasts of containerized
cargo on a region toregion basis, and to partition these trade
flows into port-to-port cargo movements;

The Liner Shipping Network module: used to heuristically design
a shipping networkcapable of accommodating those cargo flows, to
assign the cargo to the network, and to

2 For detailed explanation on the various model components, the
reader is referred to the MPPM User Manuals available fromTransport
and Tourism Division, ESCAP.
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estimate the total costs of different shipping system
configurations, and estimate the

number of additional container berths required to meet expected
demand.

The full suite of models has been validated in previous
studies:

Prospects for container shipping and port development for ASAEN
Subregion (1992),South Asia Subregion (1993), East Asia Subregion
(1994) and intraregional study(1997); and

Regional Shipping and Port Development Strategies under a
Changing MaritimeEnvironment (2001 and 2005).

1.3 Report structure and contents

The forecasts produced by the models are very detailed, and as a
result, this report cannotattempt to comprehensively present the
forecasts. Rather, it presents the salient features of theforecast
in a readily interpretable form.

This Chapter (Chapter 1) provides an introduction to the report.
Chapter 2 discusses some ofthe major changes that have occurred in
the container shipping and port environment over thelast decades.
Chapter 3 discusses the economic growth assumptions that underpin
theforecasts, and the impact of these on expected container
volumes. In Chapter 4 an attempt ismade with limited available data
to provide inferential estimates of future container volumesof
landlocked countries in the ESCAP region. Chapter 5 is devoted to
discussion of themodel's forecasts on structural changes in trade
patterns. Chapter 6 examines the implicationsof changes in trade
for the volume of containers that will need to be handled in the
ports ofthe ESCAP region. Finally, the report concludes with
estimates of port facilities required tomeet projected container
handling demand, and the associate investment implications
inChapter 7.
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2. CHANGES IN INTERNATIONAL CONTAINER SHIPPING AND PORT

ENVIRONMENT

2.1 Changes in international container trade

2.1.1 Increasing role of international trade

To comprehend the changes that have occurred within liner
shipping and ports over theprevious two decades, it is necessary to
understand the context in which these changes havetaken place. The
core factor has been an increased acceptance of international trade
as theprimary engine of economic growth and development. This has
been an ideological shift, asmany economies including the Asian
giants of China and India have in the past pursued

development strategies that have emphasized self-sufficiency and
import substitution.Recently however, there has been a growing
consensus that success will be achieved throughglobal economic
integration.

As a result of this globalization trend, world trade volume has
continued to grow with thegradual removal of trade barriers under
the World Trade Organization (WTO), and throughRegional Trade
Agreements (RTA). From 1950 through to 1990, the relationship
betweeneconomic growth and growth in the value of international
trade remained almost constant.

FIGURE 2-1: RELATIONSHIP BETWEEN WORLD TRADE GROWTH AND WORLD
ECONOMICGROWTH OVER THE POST-WAR PERIOD

(Source: IMF 2007,2006, 2004 ,2003, 2002 ,2001)
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As shown in Figure 2-1, the value of trade during this period
grew at approximately 1.5 times

that of the world economy. However, from 1990 to 1998 there was
a significant upward shift,as the value of trade grew at a rate of
over twice that of the world economy. In the followingperiod from
2000 to 2005, the ratio returned to that of the previous 40 years,
suggesting amoderation of the effect on the globalization on trade
growth. However, 2006 saw stronggrowth in world trade, rising by
approximately 8 per cent in excess of twice the rate ofglobal
economic growth in the same year. IMF forecasts for 2007 and 2008
indicate thatstrong growth in world trade will continue, with the
ratio of trade growth to economic growthremaining over two in both
of these years.

Although world trade has, on average, grown more strongly than
the global economy, tradegrowth has also been more volatile. Table
2-1 shows that, during the period 1998 to 2006,

annual growth reached a high of 10.4 per cent in 2000, but this
exceptional performance wasfollowed immediately by negative growth
of in 2001. Differences between regions in the rateof trade growth
are also both high and variable.

TABLE 2-1: GROWTH OF WORLD MERCHANDISE EXPORTS BY SELECTED
REGION

1998 1999 2000 2001 2002 2003 2004 2005 2006

World 4.7 4.7 10.4 -0.6 3.4 4.8 9.5 6.0 8.0

North America 4.6 6.9 9.6 -5.0 -2.7 1.1 8.0 6.0 8.5

South and CentralAmerica

9.0 -0.4 4.4 5.0 1.9 6.0 13.0 8.5 2.0

Europe 5.5 3.3 9.3 2.4 1.9 1.8 7.0 3.5 7.5

Commonwealth of

Independent States

0.9 -8.8 11.8 4.5 8.7 12.8 13.0 4.5 3.0

Asia 3.8 7.3 14.2 -3.4 11.2 11.4 14.5 10.0 13.5

(Source: WTO 2007)
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2.1.2 Growth of container trades

During the 1980s, a large portion of growth in the container
trade, recorded at an annualaverage rate of 7.8 per cent, could be
attributed to an increase in the container penetrationrate. In this
period, much of the cargo that previously travelled in loose form
was converted tocontainers; at the same time ports developed
infrastructure, and acquired handling equipmentto cater for the
increasing number (and growing size) of container vessels.
However,international container trade has continued to increase at
a rate far exceeding that of maritimetrade as a whole long after
this effect has begun to wane.

Figure 2-2 shows worldwide growth in maritime and container
trade volumes over the period1987 through to 2006. Total
international maritime trade volumes grew at an average of 4.1per
cent per annum over the period, with the result that by 2006 total
seaborne trade was at

almost double 1990 volumes. Containerized cargoes by contrast
have grown at an annualaverage rate of 9.5 per cent over that same
period, resulting in a five-fold increase in
containermovements.

FIGURE 2-2: GROWTH OF WORLD MARITIME TRADE (1987-2006) (INDEX:
1987 =100)

(Source: Drewry Shipping Consultants; Fearnleys; UNCTAD
2007)

Growth over the past few years has been exceptionally strong.
Figure 2-3 shows that theaverage rate of growth in the number of
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Recent estimates by Drewry Shipping consultants are that
container trade growth in 2007 has

again been strong, with world container traffic expected to
reach 142.9 million TEU3

.

The period between 2004 and 2005 was a strong one for the liner
shipping operators, withcontainer volume in excess of ship capacity
for the majority of the period. However,traditional winter lows,
and a surge in capacity with the delivery of the large vessel
ordered atthe height of the boom, initiated a reduction in rates
towards the end of 2005. This reductionin freight rates had a
serious impact on the financial performance of ocean
shippingcompanies, where almost all posted weaker profits for the
last half of 2006, with somereporting losses.

To accommodate the drop in container rates, liner companies in
late 2006 began to reducecapacity by removing strings on several
trade lanes and/or slowing their vessels to absorb

excess tonnage. This response by shipping lines was an effort to
minimise the cost impactfrom the massive capital investment in
super post-Panamax vessels. However, the low freightrates
experienced in 2006 have persisted in the face of strong growth in
volumes in 2007.Efforts at rate restoration appear to have had
little effect on rates; attempts to balancesupply/demand on the
trans-Pacific route in the second quarter of 2007 produced
littlemovement in freight rates.

FIGURE 2-3: WORLD CONTAINER TRADE GROWTH (1980-2006)
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(Source: UNCTAD 2007)

3 This is the number of full containers shipped, not the number
of handling movements in port. Drewry Shipping
Consultants2007,Annual Container Market Review and Forecasts
2007/8.
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Drewry has indicated that given the continued strong growth, the
outcome of 2008 shipper

contract negotiations could change this (Drewry, 2007a) However,
a great deal of newcapacity is scheduled for delivery over the next
few years, and this will keep downwardpressure on rates. The effect
of the delivery of this new capacity will be exacerbated by thefact
that it will not be balanced by scrapping of old tonnage. The
relatively rapid increase inthe container fleet has meant that
container ships are, on average, significantly younger thanother
major components of the world fleet. Whereas the average age of the
world merchantfleet at the end of 2006 was 12 years, the average
age of the cellular container fleet was 9.1years. (UNCTAD,
2007)

2.1.3 Geographical diversification of container trade growth

Another shaping factor of the ESCAP ports and shipping scene has
been the series oftransformations that have occurred in the
geographical distribution of container trade. In the1970's, Asia's
container trade was dominated by Japan, which was the focal point
for both theEuropeAsia and trans-Pacific trade. However, by 1985
this had changed dramatically, asdiversification of Asian container
trade entered a more mature phase. Container volumes fromHong Kong,
China; Taiwan Province of China and the Republic of Korea comprised
over 40per cent of the Asia total, while Japan's share declined to
31 per cent.

By 1995, another profound change had occurred. The decade
1985-1995 saw containervolumes through the ports of ASEAN countries
increase six-fold, and by the end of thedecade they collectively
handled approximately one-third of the Asian total.

During the 1995-2005, the principal change was emergence of the
China market. The numberof containers handled by the mainland ports
of China increased from 1 million TEU in 1983to 43.6 million TEU in
2005 a remarkable sustained growth rate of approximately 31 percent
a year. As a result of this spectacular growth, the Chinese
container market (excludingHong Kong, China and Taiwan Province of
China) has overtaken Japan and the United Statesof America (United
States) as the world's largest container market.

The spotlight is now clearly on India, where progress towards
market reform and an openeconomy continues. Productivity growth is
strong and container volumes are expected togrow strongly. In a bid
to ensure future growth, India is also looking to strengthen the
overalllogistics chain by improving port and landside
infrastructure and integration. A number ofmajor port projects are
underway such as the new container port at Krishnapatnam Port,
and

the construction of a rail line linking India and Myanmar.

2.1.4 Relative container trade intensity

Figure 2-4 shows the container trade intensity (defined as
containerised trade includingboth imports and exports but excluding
transhipment generated per thousand head of


	
8/3/2019 Pub 2484 Fulltext

20/75

REGIONAL SHIPPING AND PORT DEVELOPMENT

- 8 -

population) for various regions in 20054. The influence of the
level of economic development

on container trade intensity is clear; as shown in the figure,
container trade intensity ishighest in regions dominated by
developed economies, such as North America and Europeand Central
Asia, where over 100 containers of trade is generated for every
1,000 people. Thelowest amount of container trade generated was in
South Asia, where the combination of lowlevels of economic
development and historically inward-looking approach to development
inIndia has resulted in less than 2 containers per 1000 head of
population in 2005.

FIGURE 2-4: TEU TRADE PER 000 POPULATION WORLD BANK REGION

(Source: Study estimates based on IMF and other sources)

2.2 Competition regulation of liner shipping

International liner operators have been faced with a changing
regulatory environment in many

countries in the recent past. This has included new regulations
enforced by the United Stateswith the Ocean Shipping Reform Act
(OSRA) in 1998, and recent rulings on Regulation4056/86 by the
European Commission. In addition to recent amendments to the two
major

4 The regions used in this and similar figures and tables in
this report are those used by the World Bank in its
publications.Definitions of these regions can be found in a number
of World Bank publications, such as World Development
Indicators2007.
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transport operation (including non-vessel-operating carriers).
China, in August 2007, passed

an anti-trust law which has no provision for exemption for the
liner industry. This may affectthe behaviour of liner conferences
in China; however, collective agreements between vessellines are
still allowed under the current maritime regulation.

2.2.4 Indonesia

In principle, the activities of liner shipping conferences are
subject to Law No. 5/1999Prohibition of Monopolistic Practices and
Unfair Business Competition. This law becameeffective in March 2000
and contains anti-competition provisions and establishes
aCommission on Business Competition Supervision.

2.2.5 Japan

The Marine Transportation Law provides that an agreement between
shipping lines on freightrates, routes, sailing and/or loading,
shall be exempted from the provisions of the ActConcerning Private
Monopoly and Maintenance of Fair Trade. There have not
beensignificant changes to the Japanese regulatory framework on
international liner shipping sincethose made in 2000 through
amendments to the Marine Transportation Law . The twoprincipal
changes made at that time were the establishment of a procedure to
allow: 1)authorities to take certain actions against a party to a
conference agreement if it is undulyrestrictive of competition; 2)
the Ministry to revise or abolish conference agreements if theydo
not meet certain requirements. However, according to Article 29 of
the MarineTransportation Law, the Ministry will not grant the
exemption approval if it can be proved

that the shipowners substantively reduce competition, unduly
increase freight rates or applyunfair methods of transaction

2.2.6 New Zealand

Outwards liner shipping is exempt from sections of the Commerce
Act 1986 coveringrestrictive trade practices and price control.
However, outward shipping is subjected toregulation under the
Shipping Act 1987. The Shipping Act 1987 recognises that
thecommercial relations between shippers and carriers should be
self-regulating providing thatthere is a satisfactory balance of
advantage between the parties.

2.2.7 Republic of Korea

TheMaritime Transport Actprovides that an ocean-going cargo
transportation business mayenter into a contract concerning freight
rates, vessel allocation, cargo transport and othertransport
conditions and engage in joint activities. The Republic of Korea
exemptsconferences and other forms of agreement practised in liner
shipping from anti-trustprosecution, on the grounds that such
agreements make a positive contribution in terms offreight rates,
service stability and the maintenance of order in shipping
markets.
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2.2.8 Singapore

Until recently, the operation of shipping conferences had not
been regulated in Singapore.However, the introduction of generally
applicable anti-trust legislation created a situation inwhich
traditional conference behaviours would have been illegal. A review
undertaken by theCompetition Commission of Singapore resulted in a
wide-ranging block exemption that inpractice means that any
activities permitted by either the European or the United
Stateslegislation will be legal in Singapore.

2.2.9 Thailand

Significant changes were made to competition legislation in
Thailand in 1999. Thailandenacted the Prices of Goods and Services
Act B.E. 2542 (1999) and the Trade Competition

Act B.E. 2542 (1999) with a view to ensuring free and fair
competition in trade in goods andservices.

The Thai Government has not pursued an active anti-trust policy
in the maritime sector. Theactivities of conferences, consortia and
stabilisation agreements, especially with respect to

joint pricing and monopolisation, appear to come under the aegis
of the Act. However, unders. 35(2) of the Act, enterprises must be
declared controlled businesses before action can betaken. The
Maritime Sector has not been declared a controlled business.

2.3 Increasing ship size

Containerisation has witnessed a progressive increase in maximum
vessel size. By the mid-

1970's, the 1000 and 1500 TEU ships of the first and second
generation were being replacedby ships of 2000+ TEU, signalling a
trend of gradual increase that led eventually to the 4000+TEU
Panamax vessels which most major lines ordered in the early 1990's.
However, asshown in Figure 2-4, the rate of increase in vessel size
accelerated during the mid-1990s, aslines increasingly decided to
focus their trans-Pacific services on the west coast of the
UnitedStates, and as a result were able to deploy vessels too large
to transit the Panama Canal(post-Panamax vessels). By 1996, vessels
of around 6,000 TEU had appeared on the scene.This rapid increase
in containership size has continued unabated, and vessel size
hascontinued to grow to the point where vessels exceeding 11,000
TEU are now in service.

The containership order book is now dominated by large vessels:
container ships of over 7000

TEU accounting for 39 per cent of the capacity currently on
order (see Table 2-2). Plannedinvestment seems to be particularly
strong for ships with a capacity of 10 000 TEU andabove. Over the
next 3 years, the world container ship fleet greater than 4000 TEU
isexpected to grow by 19 per cent per annum, opposed to 7 per cent
per year for ships under4000 TEU. According to Containerisation
International the largest vessels on order at theend of 2007 were
13,300 TEU ships for CSCL, with the first due for completion from
theSamsung Heavy Industries yard in December 2010 (Containerisation
International website,accessed 12 Dec 2007). In recent reports
Samsung Heavy Industries is believed to building a400 metre
floating dock on which to construct the first of the 16,000 TEU
ships, and is likelyto be operating early in 2009.
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FIGURE: 2-5: INCREASE IN CONTAINERSHIP SIZE (1980-2015)
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TABLE 2-2: GLOBAL CONTAINER SHIP FLEET AND EXISTING ORDERS AT
JULY 2007

Size Class (TEU) Existing Fleet Ordered Orders/Fleet (TEU)

No ofShips

000TEU

No ofShips

000TEU

< 500 438 136 13 3 2 per cent

500-999 752 549 155 128 23 per cent

1000-1499 611 722 170 202 28 per cent

1500-1999 486 826 120 207 25 per cent

2000-2499 302 692 21 46 7 per cent

2500-2999 348 947 137 362 38 per cent

3000-3999 317 1082 80 273 25 per cent

4000-4999 354 1553 217 944 61 per cent5000-5999 239 1300 59 310
24 per cent

6000-6999 114 740 121 788 160 per cent

7000-7999 49 360 6 42 12 per cent

8000-8999 93 767 95 798 104 per cent

9000-9999 36 336 38 355 106 per cent

10000+ 5 68 77 857 1260 per cent

Total 4144 10077 1309 5315 53 per cent

Source: Drewry Shipping Consultants 2007
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The average size of new vessels entering the fleet in 2006 grew
by 3.6 per cent to 3732 TEU.

There are divided opinions on where vessel size will go from
here. A review by LSE suggeststhat the limit using a single engine,
given the marine propulsion technology currentlyavailable, would be
for a 12,500 TEU vessel with installed power of 81,000 KW and a
speedof 23.5 knots (Payer, 2002). Beyond that, it appears likely
that twin engines and propellerswill be needed: this will reduce
the ability to lower unit costs by increasing vessel size.

However, there are no insurmountable technical barriers: concept
designs already exist forships over 18,000 TEU (see Table 2-3).
Certainly there does not appear to be any clearindication that the
trend to even-larger container ships has as yet run its course. The
limits togrowth, if there are any, will be market-determined.

TABLE: 2-3: SPECIFICATION OF VERY LARGE CONTAINER SHIPS

ShipMalacca-max

(project)

Emma Maersk

(in operation)

TEU capacity 18,154 11,000

Length (m/feet) 400 / 1,312 397 / 1302

Breadth (m/feet) 60 / 197 56 / 184Draft (m/feet) 21 / 69 15.5 /
51

Depth (m/feet) 35 / 115 30 / 98

Deadweight(tonnes)

243,600 156,907

Vessel speed(knots)

25 25.5

(Source: American Shipper, Lloyds - Fairplay)

It has been argued by some analysts that the search for
economies of scale is inexorable, andwill continue to drive vessel
size increases. Larger ships typically have a lower cost per
TEU-mile than smaller units with the same load factor:

Samsung demonstrated that a vessel of 12,000 TEU on the
Europe-Far East route wouldgenerate an 11 per cent cost saving per
container slot compared to an 8,000 TEU vessel,and 23 per cent when
compared to a 4,000 TEU unit.

Drewry Shipping Consultants (2001) also made similar
calculations to point to potentialcost differences of around 50 per
cent between a Panamax unit of 4,000 TEU and amega post-Panamax
unit of 10,000 TEU (Notteboom, 2004).
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One source estimates that savings of up to 16 per cent could be
made on the Asia-

Europe route through the deployment of vessels of up to 18,000
TEU (the so-calledMalacca-max vessels). (Containerisation
International, 2002)

Adding post-Panamax capacity can give a short term competitive
edge to pioneerimplementers putting pressure on the followers in
the market to upgrade their container fleetand avoid unit cost
disadvantage.

But some commentators have pointed to other considerations which
may serve to set limits tothis seemingly inexorable increase in
container ship size. They point out ultra-large containerships can
be deployed efficiently on the majortrade lanes, provided they are
full. However,many carriers have not been able to realize a
continuous high utilization of available slotcapacity on their
bigger vessels. Drewry warns however that over investing in vessels
of 10

000+ TEU for simple fear of being left behind on the AsiaEurope
trade lane is a level ofrisk that should perhaps be reviewed. By
the time vessels are delivered, trade boom wouldhave to have lasted
for at least five to six years to sustain trade.

Moreover, shipping lines have made a significant investment in
establishing competitivenetworks to satisfy the service
requirements of global shippers, such as a weekly departure ateach
port of call. Upgrading the vessel size on a specific route takes
considerable time anddemands massive investments.

It is clear that the largest ships will be deployed only on the
Asia-Europe and, to a lesserextent, the trans-Pacific route.
However, as the existing fleet in the major East-West trades
isreplaced by larger ships, many vessels of 3,000-4,000 TEU on
East-West routes are expected

to migrate to north-south trades a phenomenon which has already
been witnessed at the endof 2005 (BRS, 2006).

The view taken in this study is that vessel size on
trans-Pacific and Europe-Asia routes willcontinue to increase, and
that by 2015 super-post-Panamax vessels will be dominant on
thesemajor east-west routes. It is expected that on the Asia
Pacific route more vessels of greaterthan 8,000 TEU will be the
norm. This has been supported by introducing the Emma Maersk,and
her recently constructed sister ship Estelle Maersk, to the
Asia-Europe trade lane. Someindication of the way the market is
reading developments can be gleaned from the fact thatmajor port
operators have been trying to upgrade port facilities to
accommodate super-post-Panamax vessels, aiming to become hub ports
even though the cost of such development is

very high. Others feel constrained to match these efforts just
to keep in touch.

2.4 Financial performance

The financial performance of the container shipping industry is
chronically weak whencompared to other industries. This has been
related to a combination of the capital-intensivenature of
operations, and high risk regarding revenue. Shipping remains a
very capital-intensive industry where some assets are owned, and
others are leased. As a result, thereexists a wide variability in
cost base which contributes to the short-term instability in
thisindustry (Brooks, 2000).
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The 1990s and early 2000s in particular saw severe price
competition affect the profitability

of the entire liner shipping industry, and container carriers
significantly under-performfinancially.

Despite the efforts by shipping conferences5 to achieve rate
stability, a significant decline inrates has been observed since
the mid 1990s on most major trade routes. This was due to
acombination of different factors. These have included the
introduction of large ships,increasing competition from
non-conference carriers, the imbalance of container volume intrade
routes, and difficulties in securing continual cargo volumes. For
example, imbalance intrade, together with other factors, caused a
significant decline in the freight rate of 42.2 percent between
1995 and 2000 in westbound freight on the trans-Pacific route
(North Americato Asia).

After a further decline in the period of 2001-2002, liner
shipping companies enjoyed somerespite during 2003 and 2004, when
rates increased by nearly 25 per cent during a cargoboom reflecting
world economic recovery. As a result liner shipping companies
performedrelatively well financially in those years

However, rates have since softened: rate increase came to a halt
in late 2005, and suffered asharp decline in 2006. Moreover, the
order book for new container vessels is at a record high.There is a
widespread expectation in the industry that the next few years will
be moredifficult.

Howe Robinson and Company indicated at the 2006 Container Summit
that current lowcharter rates for container vessels are expected to
continue through to 2009, due to the excess

supply of tonnage (3 per cent greater than demand) in 2006.
While north-south and feedertrades have experienced an undersupply
in new vessels, the East-West trades- with thedeployment of new
very large container ships (VLCS), are seeing supply outstrip
demandsignificantly.

Rates have in fact continued to decline in the first two
quarters of 2007, although at a slowerrate than in 2006.

Year to date and third quarter figures for 2007 have produced
healthier financial results formost ocean carriers, up from end of
year 2006 results. However, high oil prices, thedevaluation of the
United States currency, flattening freight rates and new ship
supply coming

5Shipping conferences agree on and set freight rates different
regions of the world. Shipping conferences, besides

setting rates, adopt a wide number of policies such as
allocation of customers, loyalty contracts, and open
pricingcontracts amongst others. In many jurisdictions, shipping
conferences are exempt from the application of competitionlaws;
however this position is changing to promote greater competition
and choice for exporters (OECD 2003).
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onto the market could impact future profitability. Capacity is
expected to grow by roughly 13

per cent next year, while demand is expected to be around 10 per
cent (Finance Asia Top 100Index, 2007).

However, Drewry forecasts that the modest recovery in rates in
the third and fourth quarters,due mainly to higher rates on the Far
East/Europe trade lane (Drewry, 2007a), followed by aperiod of rate
stability in 2008. This view appears to be broadly consistent with
that ofContainerisation International (2007). The general view
appears to be that the main short-term threat to profitability will
come from cost pressures rather than rate declines: Analystsseem to
agree that container lines are likely to see strong revenue growth
in 2007 but they areequally in agreement that, uncontrollable costs
are the main obstacle preventing satisfyingprofitability.
(Containerisation International website, accessed 13 Dec 2007).

Longer term forecasts through to 2013 are for a slight softening
of rates in nominal terms,implying a decline in real terms of
between 3 per cent and 5 per cent per annum (Drewry,2007a).
Carriers will therefore face a real challenge in increasing
productivity rapidly enoughto hold profitability at present
levels.

2.5 Changes in global liner shipping operations

2.5.1 Increasing consolidation

The combination of competitive, economic and operational forces
has created new andexpanded challenges for liner shipping
companies, while advances in global communications

and logistics management have increased performance expectations
of all transportenterprises. Part of the response to changes in the
competitive environment, and changes incustomer expectations, has
been new forms of collaboration, some broader and more diffusedthan
traditional conference arrangements, others narrower and
deeper.

Discussion agreements broad but loose arrangements covering most
operators in a trade and global alliances dominated the scene
during the 1990s. However, as was pointed out insection 2.2 above,
they have come under increasingly under pressure from regulators,
first inEurope and recently in Australia.

A more significant development has been the formation of global
alliances. Cooperationbetween liner companies in different forms of
partnership, such as slot purchase and

exchange, vessel-sharing agreements, and joint services have
been an essential feature of theindustry for a long time. These
arrangements have served as a means to secure economies ofscale, to
broaden the range of services that a shipping line can offer and to
spread riskassociated with investment

However, these forms of carrier cooperation tend to be on a
trade-specific basis. In recentyears there has been a growing trend
towards carrier alliances on a global basis, with carriersentering
into partnerships that cover their operations worldwide, offering
significantadditional advantages in container logistics, while
allowing shipping lines to retain theirdistinctive marketing
identities and ownership. Alliances have also provided members
witheasier access to more loops or services with relative low cost
implications.
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Although the majority of the carriers acquired have been second-
or third-tier operators, some

significant carriers, including APL and DSR-Senator, were taken
over by NOL and Hanjinrespectively. P&O Containers and Nedlloyd
Lines merged in 1997 to create P&O NedlloydContainer Line,
which later took over Blue Star Line and Tasman Express Line.
Evergreenbecame the second largest carrier in the world, in terms
of TEU slots under its control,through the takeover of Lloyd
Triestino in 1998. In 1999, Maersk Line acquired theinternational
shipping operations of Sea-Land to form a company controlling 9.2
per cent ofthe world container shipping fleet. After a decrease in
merger and acquisition in early 2000's,a renewed interest was led
by US$ 2.8 billion takeover of P&O Nedlloyd by AP
Moeller-Maersk in 2005. After full integration, the enlarged Maersk
and its associate companies has afleet of approximately 1.8 million
TEU (Drewry, 2005). More recently, the parent companyof Hapag Lloyd
has taken over the container shipping interests of CP Ships.
Eimskip

purchased Kursiu Linija and 65 per cent of Containerships in
2006. CMA_CGM itself theproduct of the merger of two major lines
has grown to the position of the worlds thirdlargest container line
partly through a string of purchases, including ANL,
Delmas,MacAndrews and Cheng Lie Navigation Co; CMA CGM has is
reported to have agreed tobuy ANL's Californian-based transpacific
partner, the United States Lines reported to beoperating at a loss
and in financial difficulty (Lloyds List DCN, 2007).

Mergers and acquisitions has been a major contributing factor to
the increase in market shareof the leading container lines, as
shown in Table 2-4. In 1988, the top twenty container
linescontrolled approximately 35 per cent of the total global
capacity. (This and subsequent similarstatistics are based on the
shares of cellular container ship capacity only). This figure
slowly

increased, until by 1996 it had reached around 50 per cent of
total global shipping capacity.Additionally, between 1996 and 1998
the share of the top twenty lines increased to 70 percent as the
merger wave began in earnest. Since then there has been a further
increase, andmore than 82 per cent of total global capacity is now
controlled by the top twenty lines(Figure 2-6).

However, not all growth and consolidation has been due to
mergers and acquisitions. Themost notable TEU growth in the 1991 to
2006 period has been from CMA CGM, Hapag-Lloyd, A.P. Moeller-Maersk
and MSC. While acquisitions have played a major role in thegrowth
of the first three of these, MSC has managed to increase its
capacity largely byorganic growth.

By any standard, the liner shipping industry is far more
concentrated than it was a decade ago,and it is likely to become
more so in the future. But it is important to retain a sense
ofperspective. By comparison with other capital intensive
industries operating in a globalmarket for instance, oil production
or the manufacturing of aluminium the containershipping industry is
still very fragmented. In these industries, the focus is typically
on themarket share of the top four operators, rather that the top
twenty, and concerns aboutconcentration typically emerge when this
ratio exceeds 70 per cent. In the liner shippingindustry, the share
of the top four lines Maersk, MSC, CMA CGM SA and Evergreen,stood
at around 38.5 per cent in December 2007 (Containerisation
International website,accessed 12 Dec2007).
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2.5.2 Structural change in shipping service

During the last decades, successive waves of Asian economic
development have brought withthem progressive changes in structure
of container shipping networks in the inter-continentaltrades to
and from Asia as well as in the intra-Asian trades. In the early
1970s, inter-continental shipping networks serving Asia
concentrated largely on the Japan; Hong Kong,China; and Singapore.
Trans-Pacific services terminated in Japan, and the Far
East/Asiaservices hubbed over the ports of Hong Kong, China and
Singapore en route to Japan. As theeconomies of the Republic of
Korea and Taiwan Province of China grew, an increasingnumber of
lines began providing shipping services to these locations,
initially in conjunctionwith services to Japan, and later with
additional dedicated services. Kaohsiung and Busanwere later
developed as regional hubs and significant volumes of regional
cargoes began to

emerge on short-sea routes linking these new centres to Japanese
main hubs. The spread ofintermodal services in the United States
then led to a decline in service transiting the Panamain favour of
land bridging from West coast ports to the Midwest and even to East
Coastdestinations.

With rapid economic development in South-East Asia during the
1980s and early to mid1990s, increasingly complex feeder services
were introduced to link the regional ports to keyhub ports of Hong
Kong, China, Singapore and Kaohsiung. Shipping lines also began
toexperiment with additional calls at South-East Asian ports
including Port Klang and LaemChabang. Additionally, local routes
were also developed linking Japan and East Asia initiallyto
Singapore, then to other South-East Asian ports. With further
growth in South-East Asia, anew strategy for serving the East Coast
of the United States was introduced, with vessels

proceeding from Asia via the Suez Canal. This route proved to be
attractive for cargoes fromTaiwan Province of China and Hong Kong,
China.

In the latter half of the1990s, with the rapid growth of Chinese
container trades, Chinese portswere included into new feeder
shipping networks, adding further complexity to the Asianshipping
system. Intense networks were developed between Pearl River delta
ports andHong Kong port. Busan and Japanese ports increased feeder
links with Shanghai, and

the central and the northern regions of China. Chinese cargoes
bound for Japan, the Republicof Korea and Hong Kong, China mixed
with feeder cargoes destined for transhipment at theselocations. A
number of shipping services between South-East Asian ports and
Chinese portswere also developed.

Continuing pace and rapid growth in Chinese cargoes, improved
handling facilities at theports of China and congestion in the port
of Hong Kong, China led major lines to trial directcalls at Chinese
ports, collecting cargoes previously transhipped over Hong Kong,
China portor Japanese ports. This trend subsequently consolidated,
with mainline services making directcalls at an increasing range of
mainland ports. As shown in Figure 2- , the overwhelmingmajority of
services on both the trans-Pacific and the Asia-Europe routes now
make directcalls at ports on the mainland of China.
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FIGURE 2-7: MAINLAND CHINA CALLS ON THE MAJOR EAST-WEST
ROUTES
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2.6 Rising fuel prices

Fuel management for containerships is a concern given that fuel
costs make up a highproportion of fixed operating costs. Figures
from Germanischer Lloyd show that fuel accountsfor 63 per cent of
operating costs for an 8000 TEU ship opposed to just three years
ago whereit accounted a third of the annual operating expenses
(Lloyds List DCN, 2007).

The price of bunker fuel is closely linked to the price of crude
oil, so recent record crude oilprices have inevitably been
reflected in increased fuel costs to shipowners. Current
bunkerprices are close to $500 a tonne. This compares to $295 at
the beginning of 2007 and around$150 per tonne in the period
between 2000 and 2005. The result is that the rising cost of
fuelhas prompted carriers to react by slowing vessel speeds in
order to burn less fuel which inturn has created the need for
additional vessels to maintain schedules. Maersk for example
has

announced that it will add four vessels to the Asia Europe
service in 2008 to allow vessels toreduce their operating speeds
while maintaining a weekly call frequency.

As operating costs climb relative to the fixed costs of vessel
acquisition, shipowner decisionson the deployment of capacity,
especially on long haul routes, are also occurring. Iin the faceof
an unprecedented rise in operating costs particularly fuel MOL has
elected to reducecapacity on the trans-Pacific earlier than in
previous years (MOL Website, accessed 13 Dec2007). Future signs do
not indicate a reduction in oil prices anytime soon. UNCTAD
reportsthat

It is interesting to note that the US National Petroleum Council
in a report entitled Facing

the Hard Truths about Energy, warns that there will be a
shortage of oil and gas by 2015.

(UNCTAD, 2007).

Given the expectation is that high fuel prices are here to stay,
the focus for the shippingindustry in the short terms is for new
ship design to improve fuel efficiency.

2.7 Reducing emissions

Emissions from shipping operations have become a focus of
attention, both within theshipping industry and at a global level.
Specifically targeted for reduction have been sulphurdioxide and
carbon dioxide (because of its contribution to global warming and
climatechange).

The IMO has played a role in assisting industry to manage their
responsibility by enactinglegislation which aims to prevent and
control pollution caused by ships, universally know asMARPOL. Annex
VI of MARPOL, limits Sulphur oxide and Nitrogen Oxide from
shipexhausts and caps sulphur content of fuel oil. It has been
reported that legislation has

prompted carriers to issue European shippers low sulphur fuel
surcharge (LSFS), in

addition to normal bunker surcharges in order counter act some
of the bunker fuel cost.

(Lloyds List DCN, 2007)

The IMO have also enforced Sulphur Oxide Emission Control Areas
(SECA). This legislationrequires special mandatory measures be
taken for the prevention of pollution in areas needinghigher levels
of protection due to their ecological or socio economic
significance.
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No mandatory instrument covering greenhouse gas emissions has
yet been enforced by the

IMO. A study was conducted in 2000 and is currently undergoing
an update in preparation forthe Marine Environment Protection
Committees next meeting in March of 2008. Howeverthe EU is becoming
impatient and has threatened to act unilaterally if the IMO does
not movequickly.

Maritime emissions is not yet covered by the Kyoto protocol and
the EU is currently draftinglegislation to include shipping
emissions as part of its Trading Emissions scheme to gothrough as
early as January 2008.

Recent advances in technology offer the potential to deliver a
reduction in the level ofemissions through reduced energy
consumption, the use of innovative fuel products, andengine and
ship design improvements to maintain efficiency and reduce drag.
Ocean carriers

have been working to improve ship design, and to switch to the
use of low sulphur bunkerfuels despite the cost.

Several carriers including Evergreen, APL, NYK and Wallenius
Wilhelmsen Line have moved to reduce the environmental impact of
their operations by using fuels thatare lower in sulphur than that
currently mandated by IMO, subsequently providing areduced impact
on the environment..

NYK and APL are experimenting cold-ironing techniques on their
vessels, where shipsin port plug into a shore side power supply to
remove the need for auxiliary engineswhile at berth. The cost of
converting an existing ship is believed to be up toUSD 1,000,000
per ship.

Other initiative involves technology known as sea water
scrubbing to remove sulphurand particulates. Krystallon sea water
scrubbers have been recognised by theInternational Maritime
Organisation (IMO) and EU as a solution to reducing emissionsand
are an accepted method for compliance.

K-Line retrofitted five vessels to curb a high proportion of
pollution normally generatedfrom the ships in an effort to comply
with the United States west coast clean air rules.K-Line have also
agreed to a green lease agreement transforming the ITS facility
atLong Beach to an environmentally friendly facility.

The Wallenius Wilhelmsen Line vessel E/S Orcelle (Green
Flagship) is designed toproduce no emissions into the air or sea by
using renewable energy sources, including

the sun, wind and waves. Maersk recently launched Quality and
Energy Efficiency in Storage and Transport

(Quest) technology, to halve the energy used to cool
refrigerated boxes.

2.8 Port development

Globally, container ports are struggling to expand capacity fast
enough to keep pace withtrade requirements. Drewry estimates that
there may be a serious terminal capacity shortage ifadditional
plans are not confirmed soon and warns that utilisation rates could
raise from 72per cent in 2006 to 97.5 per cent by 2012. The
imbalance between supply and demand in the
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container terminal sector could have devastating consequences if
new capacity projects are

not developed quickly. (Drewry, 2007)

2.8.1 Private investment

Increased private sector participation in ports has been one of
the most widespread, and insome areas controversial, areas of
change. The form which this increase has taken has variedgreatly
from port to port. The most extreme form was pioneered in the
United Kingdom ofGreat Britain and Northern Ireland, where whole
ports, including land, were sold on freeholdto private sector
interest. Few other countries have chosen to follow the British
model.However, some ESCAP countries, for example Malaysia, have
adopted models that closelyresemble it with the sale of the port
business at Johor. The main difference however, is thatgovernment
retains a golden share, and the arrangement is through a long term
lease ratherthan a freehold sale.

The more common activities are concessions for parts of ports,
such as individual terminals orclusters of terminals. As many
commentators have indicated, this is not novel, and has longbeen a
popular form of port development in many parts of the world.
However, for ESCAPcountries, particularly those in Asia, that have
historically funded port works solely frompublic funds, this is a
new development.

Other countries (China provides the most conspicuous example)
have chosen the joint ventureroute, maintaining a continuous
involvement in the port facility whilst accessing privatesector
funds and expertise. In still other instances, ports have retained
responsibility for, and

revenues from, basic infrastructure, while contracting out the
management of the facility,usually for a period much shorter than
that of a typical concession. As a result of thisliberalisation for
entry into selected port service sectors, private firms have begun,
in someinstances, to operate in competition with and alongside port
authority operations.

In other developments an increasing number of port investments
are being made byorganisations such as financial institutions,
investment groups, infrastructure funds and otherprivate equity
type investors. In the past two years such investors have included
AIG,Goldman Sachs and Macquarie, perhaps the attracted by the
strong and sustained growth ofthe container trade and the potential
to gain additional revenue from transhipment cargoes(UNCTAD,
2007).

Given the expected growth of trade, most ESCAP countries have
terminal expansion anddevelopment projects that are either planned
or currently underway within the ESCAP region.Many of these involve
private sector investment. Some of these which have been driven
bydemand and high GDP growth in developing countries are
highlighted below.

2.8.2 India

The Indian Government has proposed a 12.4 billion ports upgrade
plan to enable India to keeppace with growth in traffic (Port
Strategy, 2007). Examples of plans in the pipeline include:

the deepening and widening of the main harbour for Jawaharlal
Nehru Ports to cater tolarger vessels entering the port
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a greenfields port to be developed as an all-weather, deepwater,
multipurpose port for

handling vessels with a draught of 18 to 20m at Gangavaram. the
south eastern Indian port of Chennai, managed by the Chennai Port
Trust (CPT), is

planning a mega-container terminal capable of handling super
post-Panamax containervessels of 13,000 to 15,000 TEU. The
estimated cost of construction is INR3,050 crore(USD748 million)
and if approved it will take about five years to build.

The performance of Indian ports does not compare favourably with
that of efficientinternational ports on three important parameters-
capacity, productivity and efficiency. Thishas led the governments
at both national and state level to consider privatisation as an
option(IndiaCore website, accessed 12 Dec 2007). A recent
demonstration of this is theannouncement by the Kerala government
that it will use private sector participation to

develop five more ports in Kerala in addition to the proposed
Vizinjam containertranshipment terminal (Kerala Ports, 2007).

2.8.3 China

Shanghai, Qingdao, Shenzhen and a number of other Chinese ports
are now among the busiestin the world.

DP World signed agreement with Qingdao Government to develop a
new containerterminal at green field site at Qingdao, China. The
terminal, to be 100 per cent ownedby DP World, is expected to
commence operations by 2008/09.

Phase II of the Port of Shanghai Upgrade is now underway and by
2010 is planned to

provide the river mouth with a navigable depth of 12.5 m with
Phase III of theWaigaoqiao Container Terminal project aiming to
boost the cargo capacity of theterminal

In the port of Tianjin, 385 million will be invested in the
development of a fourth berth.The new facility is to be
commissioned by 2012 and will be built in the ports Dongjiangarea
as a free trade zone (UNCTAD, 2007).

HPH and PSA have also committed to a number of expansion plans
in the region withthe joint venture as investment of choice in
order to expand. HPH has signed 2 jointventure agreements to
construct 2 new container berths in Huizhou port in southernChina
while PSA is developing a new terminal in Donguan, which is
expected to be

operational by 2008. (Drewry, 2007) CMA CGM has also recently
signed an agreement to invest in the construction and

development of a USD307 million container terminal at the port
of Haicang, Xiamen.CMA CGM will take a 30 per cent stake in a
development consortium together with,Hong Kong-based New World
Services Holding Ltd and Xiamen Haicang InvestmentGeneral Company.
CMA CGM expects the facility which it intends to establish as
atranshipment hub for southern China to be operational by 2009
(ContainerisationInternational website, accessed 29 Nov 2007).

Cosco is highly focused in domestic investment and has also
announced a number offurther investment projects in Hainan, Fuzhou
and Yangzhou.
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2.8.4 Vietnam

DP World has commenced construction of a terminal in Saigon,
with APM also planning todevelop a terminal in port Cai Mep, Saigon
scheduled to open mid 2009.

HPH and PSA have once again chosen to use joint ventures in the
region. HPH entered intoan agreement with Saigon Investment
Construction & Commerce Company Limited (SICC),to build,
develop and operate a container terminal in Ba Ria Vung Tau
Province. PSA enteredinto a joint venture with Saigon Port in Vung
Tau to create a major hub for Indochina. Thefirst phase should be
operational by 2009 (Drewry, 2007b).

2.8.5 Middle East and and Central Asia

Russian Federation is also expanding capacity in a number of
ports. Construction work beganon a container terminal in the port
of Ust Luga in early 2007 to relieve congestion at StPetersburg.
Two berths are expected to be complete by the end of 2007 and
operations tobegin in 2009. Eurogate will have a 26 per cent share
in the project, which will make it oneof the very limited foreign
investment interests involved in The Russian Federation.
Other0expansion plans are also in train for Novorossiysk, with a
new port to be built a Nakhodka.

Turkey continues to expand capacity via privatisation. HPH as
part of a consortium hasagreed to develop and operate the Port of
Izmir (Drewry, 2007b).

2.9 Terminal operations

2.9.1 Changing balance of powerOne of the major implications for
port operators resulting from the developments of the lastdecade or
so has been the shift in balance of power between shipping lines
and ports. Thisshift has been in favour of shipping lines.

Greater volumes that are now controlled by a single line or
alliance mean that the capacity ofan individual line can seriously
affect the business of even a major port. One of the mostdramatic
examples was Maersk's Lines transfer of business to the port of
Tanjung Pelepas.This decision of a single shipping line cost
Singapore, the world's premier hub port,approximately 15 per cent
of its total business. Similarly, Hapag-Lloyds takeover of CPShips
has seen redirection of container cargo from Fraser River Port to
the Port of Vancouver.

According to CI-Online this saw a 70 per cent decrease in the
first half of 2006 for FraserRiver Port and a 21 per cent gain for
Vancouver.

One of the main considerations in this, and a number of other
recent shifts, is control. Anincreasing number of lines are seeking
dedicated terminal facilities and direct control overlandside
operations. As a result, a change in the basic paradigm of
port-carrier relations hasbeen observed. The traditional paradigm
that ports serve local trade, and shipping lines cometo the cargo
is no longer the case. Under the emerging paradigm, shipping lines
serveregional, largely non-local trade, where the cargo is moved,
by feeder or intermodal servicesto the ship.
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2.9.2 The emergence of global terminal operators

Private investment in the port sector has given rise to what has
been termed the globalterminal operator. Historically, national
firms of the country in which the port was locatedprovided the port
service. The emergence of major global players has changed this
radically.

In its recent detailed analysis of global container terminal
operators, on which this sectiondraws heavily, Drewry defines the
global terminal operator as an organisation with containerterminal
interests in more than one geographical region (Drewry, 2007b).

In 2006 the global terminal operator share of world container
throughput was just over 61 percent. In same year, the top five
companies handled 50.7 percent of total world throughput.These
companies were: Hutchison Port Holdings (HPH); AP Moeller Terminals
(APMT);PSA Corporation (PSA); Dubai Ports World (DPW); and Cosco.
In terms of geographicalspread, global operators accounted for the
larger share of container traffic in the NorthernEurope and South
East Asia regions in 2006 (Drewry, 2007b).

Mergers and acquisitions are playing an important role in
driving further concentration at theglobal level. DPW acquired
P&O Ports in 2006, placing DP World in the top three global
portoperators. After being out-bid by DPW for P& O Ports, PSA
decided to invest in HPH,securing a 20 per cent stake in 2006
(Drewry, 2007b). Purchasing the stake allowed PSA toexpand
operations outside of Singapore and Europe, by acquiring access to
port facilities inAsia, particularly in the key growth markets of
China and India.

2.9.3 Container volumes handled by global terminal operators

Drewry divides global terminal operators into two main
groups:

Global stevedores, whose primary business is in the operation of
container terminals

Global carriers, whose terminal operations are derived from and
to some extent, remain

ancillary to their liner shipping operations.

Figure 2-8, the volume handled by each global terminal operator
in 2006 is shown, and theoperator is classified into one of these
two groups. Classification is not always a simplematter. APMT, for
instance, is classified by Drewry as a hybrid operator, as the AP
Moellergroup has gone to considerable effort to separate its
terminal operations from those of itscontainer carrier, Maersk
Line), led this group, followed by Cosco and Evergreen. More

generally, the stance of carrier-controlled operators with
respect to third-party business isvaried. Some carriers such as
Evergreen seem focused on controlling stevedoring for theirown
vessels, while others have developed facilities intended to serve a
range of shippinglines, be they allies or competitors, such as
Contships Gioia Tauro Terminal. Still others linesthat have had
extensive involvement in terminals, such as OOCL and Hanjin, have
recentlysold some of their terminal interests.

Most of the global stevedoring operators have expanded
internationally from a clearlyidentifiable historical base in one
port. For the global stevedores, Figure 2-8 therefore alsoshows the
share of total volume contributed by operations in this original
home port.


	
8/3/2019 Pub 2484 Fulltext

39/75

REGIONAL SHIPPING AND PORT DEVELOPMENT

- 27 -

FIGURE 2-8: GLOBAL TERMINAL OPERATORS 2006
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3. CONTAINER TRADE GROWTH

3.1 Economic assumptions

Growth in container trade is ultimately driven by economic
growth. An underlyingassumption of this study is that, for the next
decade at least, the structural relationshipsbetween growth in
container trade and economic growth will remain basically unchanged
6.The starting point for this analysis was therefore based on
expectations of future economicgrowth.

For its underlying economic assumptions, this study has relied
as far as possible on theeconomic projections of the IMF. The IMF
projections estimate major economies, howeveronly extend through to
2010, whereas this study period runs to 2015. For some countries,
it

was possible to obtain longer term economic growth estimates
from national sources. Wherethis was possible, these estimates have
been accepted as authoritative. Otherwise, inextending the
projections for this studys forecast period, the average growth
rate for IMFprojections over the 2006-2010 period was applied for
the remainder.

The resulting economic growth estimates are shown in Figure 3-1.
They embody a view offuture economic growth that is reasonably
optimistic: that the average growth rate in the shortterm is
similar to that of the recent past if the economic downturn of the
early 2000's isomitted, and in the medium term it approximates the
long-term cumulative average growthrate for the world economy over
the last 30 years.

The time horizon for these forecasts is medium term, eight years
from now; it is impossible to

predict timing of the economic cycles that will inevitably occur
within this period. Theeconomic growth assumptions that underpins
this study may therefore be interpreted ashypothesizing that growth
will continue along a path similar to that of the recent
past.Although there may be both good and bad years within the
forecast period, the assumption ismade that there will not be a
major, prolonged economic slowdown on the scale of that of theearly
1990s.

6The economic relationship between GDP and trade volume is
considered useful in forecasting the development

of the container sector, although the relationship is not
considered a sufficient explanation of the growth. There area wide
range of factors that impact on the volume of container imports and
exports, including exchange ratefluctuations, changes in economic
structure etc. However, for forecasting purposes it is necessary to
use verysimplified relationships, as many of the causal variables
are themselves even harder to predict than containervolumes.
Container imports and exports are, for instance, undoubtedly
greatly affected by exchange ratemovements. However, the
uncertainties involved in estimating exchange rates are immense.
The forecastingrelationships used in this study in fact are simple,
linear relationships between container volumes and GDP. Inmost
cases, the regression analysis provided a good fit for these simple
relationships. Further testing indicated thatthis was not simply
because both variables tended to rise over time.
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FIGURE 3-1: ECONOMIC GROWTH ESTIMATES UNDERLYING CONTAINER
FORECASTS
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