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PREFACE

This report examines the nature and extent of the competition among liner
shipping services for cargoes on the trade routes between U.S. North Atlantic
ports and Northern Europe and the effect of the Shipping Act of 1984 on that
competition.
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EXECUTIVE SUMMARY

This study examines the nature and extent of the competition among liner
shipping services for cargoes on the trade routes between U.S. North Atlantic
ports and Northern Europe and the effect of the Shipping Act of 1984 on that
competition.

The North Atlantic port range from Maine through Virginia ranks second in
liner tonnage and value among U.S. trade routes. Over the past decade, U.S.
trade patterns have shifted so that U.S. Asian trade has superceded U.S. trade
with Burope. This change has had important consequences for the competitive
environment of liner shipping and the organization of liner services.
Nonetheless, the North Atlantic accounts for a major share of U.S. foreign trade
and the liner service on those trade routes is essential to that trade and the

U.S. economy.

Competition for international cargoes on the U.S. North Atlantic takes many
forms. First, the study examined modal competition among liners, non-liners and
air freight operations. A comparison of important cargoes carried by all three
types of transport indicates significant competition among the three. As has
been argued by industry observers, non-liner ships offer competition for
relatively low value cargoes and air cargo operators compete for high value
cargoes. In the case of the non-liner vessels, the competition with liners is
greater for imports since U.S. non-liner trade is very much imbalanced.

Airborne freight has grown very rapidly over the past 20 years.

Competition for cargoes also occurs among ports and port ranges. Regional
shifts of manufacturing activity have encouraged a movement of liner cargoes
from North Atlantic to South Atlantic ports. There is, moreover, significant
competition for U.S. cargoes from Canadian ports, most particularly Montreal.
While overt competition among ports and port ranges is discouraged by liner
operators, conferences and port authorities, there clearly is such competition
as shippers attempt to minimize the total delivered cost of their products to
consumers. In the new era of deregulated transportation services, it is a
virtual certainty that point-to-point service will result in a redistribution of

liner cargo movements among ports.

vii



Among liner services, a major factor affecting competition is the
importance of the conference and rate agreements covering the North Atlantic.
There are five conference agreements over the trade plus two rate agreements and
one joint administration and discussion agreement. At the present time, seven
liner firms are members of all the basic agreements and those seven firms
dominate the trade. The historical evidence indicates that many shipping firms
have offered service on the North Atlantic during the past 15 years. Entry into
the trade and conferences has not been difficult and even today, new firms are
entering despite relatively low rates on the trade. The record suggests that
while entry is easy success is not. Some new entrants have succeeded on the

trade but many have not.

On the other hand, the historical record would indicate that the
conferences are only modestly effective in controlling capacity. An examination
of container capacity on the North Atlantic over the past five years shows that
as cargo tonnage declined conference capacity has also declined but not nearly,

as rapidly as non-conference capacity has increased.

From the stand point of profitability, North Atlantic carriers have
experienced low profits or losses over the recent past. The two major U.S.
carriers, U.S. Lines and Sea~Land, have earned modest profits but, at least in
the case of U.S.L., only after returning to the ODS program. Foreign-flag

carriers have apparently lost money since 1981 or even earlier.

In sum, the competition for liner cargoes on the U.S. North Atlantic is
intense. There is competition from other transport services, from other port
ranges and among liner operations. Many firms have entered and left the trade.
From a commercial standpoint, the existence of a network of interrelated
shipping conferences has not assured profits for liner operators. Economists
may still object that the liner conferences injure national economic welfare by
behaving in a manner so that the price of liner services exceeds the marginal
cost of providing them. But that injury is not evident in the form of

extraordinary profits which could be an indicator of the restriction of output.

The Shipping Act of 1984 will principally affect competition by allowing
conferences to coordinate intermodal through-rates, a source of much concern for

liner firms. The new law also effectively increases the freedom of conferences

viii



to employ pooling arrangements and that freedom may enhance conferences' ability
to control capacity. Another change effected by the 1984 legislation is the
possible expanded use of time/volume rates and the introduction of service
contracts. These new rate making freedoms could well change the balance between
shippers and carriers. Many observers think that large shippers, at least, will
benefit.

Finally, the study considers the impact of the 1984 reforms on U.S.-flag
carriers in the North Atlantic. Perhaps it is coincidental, but the new law,
with its expanded flexibility for shippers and carriers, comes into force at the
same time that large increases in liner capacity are being introduced on this
trade. U.S.-flag carriers in particular will need to take advantage of this new
flexibility if they are to accommodate this increase in competition.

Ironically, at the very same time, both the U.S.-flag carriers on the North
Atlantic are undergoing organizational restructuring. It could well be that the
Shipping Act of 1984 will prove crucial to the survival of these two firms.

ix/x






1. INTRODUCTION

The ocean liner shipping industry is currently undergoing many
technological, economic and regulatory changes. In March, the Shipping Act of
1984 was signed into law with the express purpose of improving ocean carriers!
ability to survive in the rapidly changing world environment. The Federal
subsidy programs on which most U.S.-flag operators have depended are at best
stabilized. No new contracts are being awarded and some existing contracts are
being terminated under new and innovative procedures. Internationally, carriers
are faced with the implementation of the United Nations (UNCTAD) Liner Code and
requests by U.S. trading partners to join bilateral agreements that restrict
access to the liner trade.

The purpose of this study is to analyze the competitive forces in a ma jor
U.S. liner trade in a manner which permits assessment of the likely effect of
the changes at work in the international maritime industry, especially as they
may affect the conferences and the U.S.-flag liner companies involved.

For this case study, the liner trade routes selected were those between the
North Atlantic coast of the United States and Northern Europe: essentially
Maritime Administration trade routes 5, T, 8 and 9. These routes rank as the

second largest U.S. trade routes in terms of tonnage and value.

It might be argued that the North Atlantic has been studied more
extensively than any other U.S. trade route and consequently, that it would be
more interesting to examine another route. However, the North Atlantic was
selected because it is very important to U.S. trade and to U.S.-flag carriers.
Also, it is the subject of much of the concern in the regulatory reform that has
just been legislated. Finally, the past study means that data are available for
comparison of the organization and structure of competition on the trade over
time.

The next section of the paper provides a description of the trade route,
the port ranges covered, the volume of trade, the carriers serving the trade,

and the liner conference organized by carriers.

A third section examines the nature and extent of competition on the North
Atlantic and seeks to answer a number of questions about that competiton. For

example, to what extent do liner vessels compete for cargoes with other types of



transportation services, airborne and non-liner. What is the extent of
competition among adjacent ports and port ranges? ~Within the liner trade
itself, what is the nature and extent of competition between conferences and
non-conference carriers? Under this fopic, the study examines the history of
entry into and exit from conferences and the trade, the success of new entrants,

and the ability of conferences to control capacity on the trade.

A fourth section discusses the available evidence of the profitability of
carriers and the behavior of freight rates. A final section identifies some
possible consequences of the new Shipping Act for carriers and conferences in

the North Atlantic and discusses recent developments on the trade.



2. DIMENSIONS OF THE NORTH ATLANTIC TRADE

2.1 PORT RANGES AND SIZE OF THE TRADE

The principal focus of this study is liner shipping on the trade routes
covering U.S. North Atlantic ports to Northern Europe. The Maritime
Administration! identifies essential trade routes 5, 7, 8 and 9 as covering U.S.
ports from (Portland) Maine through (Hampton Roads) Virginia and ports in the
United Kingdom, the Republic of Ireland, and continental Europe from Germany
south of Denmark to the northern border of Portugal.” A copy of the Maritime
Administration map is provided in Figure 1.

The actual range of ports s?rved often extends beyond those mentioned, and
export cargoes readily move to competing ports, notably Canadian ports. As a
result, comparisons will be drawn between liner service on TR 5, T, 8 and 9 with
service between all Canadian and U.S. Atlantic ports and all European Atlantic
ports.

The principal ports on TR 5, 7, 8 and 9 are: Boston, New York,
Philadelphia, Baltimore, and Norfolk. Along the South Atlantic ports which
serve the same European port range on TR 11 are: Wilmington, NC; Charleston;
Savannah; Jacksonville; Port Everglades and Miami. Canadian ports that may be
relevant are: St. John, NB; Halifax; Montreal and Toronto.

In 1983, U.S. merchandise imports and exports totaled $458.8 billion of
which $267.5 billion moved by oceangoing vessels. Liner cargoes on trade routes
5, 7, 8 and 9 amounted to more than $20 billion, about 7.6 percent of the value
of all U.S. oceanborne trade and 14.5 percent of U.S. liner trade.

Historically, the North Atlantic has been the most important port range in
U.S. foreign trade. Today, however, TR 5, 7, 8 and 9 rank second in terms of
value and tonnage among U.S. trade routes. One of the factors affecting the
competition for liner services on the North Atlantic is the very rapid growth of
U.S. Asian trade which has had the effect of shifting cargo movements from the
Atlantic to the Pacific seaboard. In 1970, the value of total U.S. merchandise
exports and imports was $26 billion with Europe and $19.6 billion with Asia. By
1983, those figures had become $114.1 billion for Europe and $155.3 billion for
Asia.
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2.2 CARRIERS SERVING THE TRADE

As of May 1984, there are 11 shipping companies that advertise liner
service on the North Atlantic. Table 1 gives the firms serving the trade,
vessel flagging, indicates participation in conference and rate agreements, and
gives the estimated current container capacity. The table indicates that no two
carriers offer identical services. Several carriers cover both north and south
Atlantic ports and ABC's service includes the Gulf. Particularly, in the case
of Sea-Land and USL, the overlapping services result in an offering of much
larger capacity than the other carriers on the trade. However, these slots are
available on TR 5, 7, 8 and 9 whether or not they are all utilized for those
trades alone.?2

In addition to the carriers directly serving U.S. Atlantie ports, those
ports and carriers compete for cargoes with liner services at nearby Canadian
ports, particularly Montreal. For example, two carriers presently advertise
service from Montreal to Europe in the Journal of Commerce. Those two carriers
are identified in Table 1. Cast has been a major competitive factor in thé
North Atlantic for the past five years, but in 1982 it experienced financial

problems. The firm was reorganized in 1983, and at the same time it joined the
Canadian North Atlantic conference.3 The Canada Line is a consortium consisting
of Dart, CP ships, and the Manchester Line, formed in August 1981.

In May 1984, the annual container capacity offered on the North Atlantic
serving U.S. ports, including those services that extend to the South Atlantiec
and the Gulf, amounted to approximately 715,000 TEUs annually. To that figure
can be added another 160,000 TEUs annually for the services to Montreal. Of the
715,000 TEUs of capacity of strictly U.S. services, U.S.-flag carriers offer
378,000 slots or almost 39 percent.

Table 2 gives market share of liner tonnage by flag on TR 5, 7, 8 and 9
over the period 1976 through 1982. These data indicate that U.S.-flag share has
remained fairly stable, fluctuating around 30 percent. More detailed data
indicate that U.S. vessels have lost market share when U.S. liner exports have
declined as in 1981 and 1982. While U.S. share of outbound tonnage has
f;uctuated widely, U.S. share of inbound tonnage has been much more stable at
about 32 or 33 percent. The fairly substantial growth in West German flag share
has occurred largely at the expense of U.K.and French vessels. This change may



TABLE 1.

Carrier

American Coastal
Line

Ailantic Container
Line (ACL)
Contract Marine

Carriers

Dart

Europe ABC

Hapag-LLoyd
Parklines

Polish Ocean
Lines (POL)

Sea=-Land

Trans Freight
Lines (TFL)

United States
Line (USL)
The Canada Line

Cast

Sources:

CARRIERS SERVING THE U.S. NORTH ATLANTIC/U.K.,

EUROPE AS OF MAY 1984

North American
Port Served

NY, Baltimore, Norfolk

NY, Baltimore, Portsmouth

NY, Richmond

NY, Phila., Balt., Boston,
Norfolk, Savannah,
Charleston

NY, Balt., Phila.,
Charleston, New Orleans,
Houston

NY, Balt., Phila., Norfolk
Philadelphia

NY, Phila., Balt.
Norfolk, Wilmington, NC

NY, Boston, Balt.
Portsmouth, Wilmington,
Charleston, Jacksonville

NY, Boston, Phila.,
Wilmington, Norfolk, Balt.

NY, Boston, Phila., Balt.
Norfolk, Savanah,
Jacksonville, Charleston

Montreal

Montreal

See Tables 3 and 12.

Flag
U.S.

Mixed
(Fr, Br, Du,
Swe)

Mixed (Lib.
& Ger

Br

Mixed

Ger.
Mixed (BR)

Polish

u.s.

Singapore

u.s.

Conference/
Rate Agreement®
Independent (1983)

Conference (1967)

Independent (1977)

Conference (1969)

Independent (1982)

Conference (1970)
Independent (1983)

Rate Ag. (1967)

Conference (1966)

Conference (1983/1976)

Conference (1965)
Total
Independent

Conference (1983)

Estimated
Annual
Container

Capacity
24,480 TEUs

102,750

27,924

52,832

31,2300

91,416
13,812

72,800

143, 0000

44,512

110,552P
715,360
85,687

76,232
877,279

aThe figure in parentheses is the year the firm joined the conference or rate agreement and, in the

case of independents, the year in which the firm entered the trade.

1983 but entered the trade in 1976.

TFL joined the conference in

bNote that Sea-Land and USL all offer services that overlap the North and South Atlantic ranges.

ABC's service offers MarAd routes 5, 7, 8 and 9, 11 and 21.

overlapping.

See endnote 2 for a discussion of this
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be partially accounted for by diversion of British flag Dart Container-line
vessels from U.S. ports to Montreal. Therefore, the British-flag share of total
North Atlantic trade may not have declined. On the other hand, Hapag-Lloyd, a
German-flag carrier, has been very aggressive and part of the gain in German
flag share of the trade must reflect the high quality management skills of
Hapag-Lloyd.

2.3 CONFERENCES ON THE NORTH ATLANTIC

Liner operators have organized so-called shipping conferences which under
U.S. policy dating to 1916 have been permited to coordinate rate setting and
service offerings among their members. As of 1984, there are at least eight
conference and rate agreements directly concerned with the North Atlantic.
Seven agreements - five conference and two rate agreements - cover trade in one
direction between a specific range of European ports and the U.S. North Atlantic
port range. The eighth agreement provides for joint administration and
discussion among the five mdjor conferences, members of two conferences on an
ad jacent route and members of a South Atlantic rate agreement. Given that the
same carriers are typically members of all the five basic conferences, these
agreements appear to provide an opportunity for carriers to coordinate rates and
capacity over a wide range of competing ports. These conferences and rate

agreements are identified in Table 3 and in greater detail in Appendix A.

In addition to the above agreements, there is an intermodal committee which
discusses issues relating to container operations and an emergency chartering
agreement which permits container slot chartering. These agreements are also
jdentified in Table 3 and Apendix A.



Agreement
Number

5850

7100

7700

8210

9214

9u27

9552

9735

9978

10118

TABLE 3. NORTH ATLANTIC CONFERENCES AND RATE AGREEMENTS

Name

North Atlantic Westbound
Freight Association

North Atlantiec United Kingdom
Freight Conference

North Atlantic French Atlantic
Freight Conference

Continental North Atlantic Westbound
Freight Conference

North Atlantic Continental Freight
Conference

Germany-North Atlantic Ports Rate
Agreement

North Atlantic West Europe Rate
Agreement

Steamship Operators Intermodal
Committee

Associated North Atlantic Freight
Conference

Atlantic Steamship Emergency
Chartering Agreement

Port Range
U.K. and Ireland to U.S.

U.S. to U.K. and Ireland

U.S. to France

Germany through France to
U.s.

U.S. to Belgium,
Holland and Germany

Germany through France
to U.S.

U.S. to Holland, Belgium
and Germany

U.S. to Western Europe



3. THE NATURE AND EXTENT OF COMPETITION ON THE NORTH ATLANTIC

3.1 COMPETITION FROM AIR FREIGHT AND NON-LINERS

This section will examine the forms of competition for international
cargoes that face liner shipping firms on the U.S. North Atlantic. It will
attempt to answer a number of questions that have or might be posed regarding
this competition. To what extent do ocean carriers compete with airborne
transport services? Within waterborne service, what is the extent of
competition between liners and non-liners? 1Is there competition among ad jacent
ports and port ranges? In the liner industry, how successful have conferences
been in controlling entry and capacity? The effort here will be to present and
analyze available evidence regarding the extent of competition in these various

forms.

Liner shipping observers have argued that liners face competition for
relatively low-valued cargoes from tramp vessels and competition for high-valuec
cargoes from air cargo carriers. Table 4 compares total U.S. airborne and
waterborne trade for selected years since 1962. Clearly airborne trade has
grown remarkably. In 1982, airborne trade with Europe amounted to $33.6
billion, 7.4 percent of total U.S. foreign trade and more than one-third larger
than the value of liner trade on TR 5, 7, 8 and 9.

Table 5 shows U.S. airborne trade with Europe through six customs
districts. These data indicate that in 1968 over 80 percent of U.S. airborne
trade with Europe moved through the New York Customs District, primarily JFK
International Airport, but that percentage steadily fell to about 54 percent in
1983. Airborne freight has the inherent advantage relative to oceanborne
transport that minimum cost routing is easier to accomplish since aircraft are
not confined to coastal ports of entry and exit. Air cargo operations have
become more widely dispersed due to the increased freedom of international air

carriers and the deregulation of those operations in 1978.

Even though it is evident that air freight has become an increasingly
important mode of cargo movement in U.S. foreign trade, it may not follow that
air operations compete for liner cargoes. Appendix B includes a comparison of
important airborne and waterborne commodities? for the years 1977, 1979, 1981,
and 1983. The Census data do not distinguish between types of ocean shipping

service so that some of the waterborne cargoes may move on non-liner vessels.
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TABLE 4.

Year
1962
1965
1970
1972
1975
1980
1982

A COMPARISON OF U.S. WATERBORNE AND AIRBORNE

1961-1982

Total Trade Tonnage in
Thousands of Short Tons

Waterborne

345,206
427,484
538,942
581,021
697,047
889,300
777,400

TRADE FOR SELECTED YEARS,

Value of Total
Trade in Billions

of Dollars
Airborne Waterborne Airborne
157.9 $ 25.8 $ 2.2
324.8 31.9 3.6
758.4 49.1 9.5
1006.3 59.1 12.7
1241.4 12?.9 24 .1
1800.0 286.0 Th.1
1900.0 275.4 76.2

Sources: 1962-1975, U.S. Department of Commerce, 1979 Statistical Supplement to

1

the Survey of Current Business, p. 97.

1975-1983, U.S. Department of Commerce, Statistical Abstract of the
United States 1984, December 1983, pp. 637, 639.
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Moreover, the Census data are not broken down by world region. But even with
these qualifications, it is possible to infer something about air cargo
competion for liner type cargoes on the North Atlantie.

The tables in Appendix B show that aircraft and oceangoing vessels do carry
the same commoditites. There are, however, differences between air and water
cargoes. For example, the aggregated data for transport equipment would
indicate that air freight operations offer significant competition to ocean
carriers. But when the data are disaggregated, it can be seen that ships carry
motor vehicles and heavy machinery and aircraft carry principally aircraft parts
an& accessories. The value per ton of waterborne exports of transport equipment
was $7821 in 1983 and $72,241 for airport exports. For all exports waterborne,
cargoes were valued at $288 per ton while airborne cargoes were $48,635 per ton
and, in general, it is true that air cargoes are of higher value than comparable
ocean cargoes. Nonetheless, there appear to be few important airborne cargoes
that could not move by modern cargo ships and for that reason it is correct to
regard airborne freight operations as competitive with liner services, at least
for high-value cargoes and particularly in North Atlantic trade.

It has long been argued that tramp vessels, non-liners, represent the only
significant competition to liner shipping. Table 6 gives liner and non-=liner
-onnage on the Northern (TR 5, 7, 8, and 9), Southern (TR 11), and Gulf (TR 21)
‘outes over the period 1973 through 1982. Non-liner. tonnage has increased over
‘he period and total liner tonnage on the three port ranges has decreased.
levertheless, the variation of non-liner tonnage is so large that it would be
.nappropriate to tfy to infer any shift of cargo from one to the other.

An examination of the important commodities among liner and non-liner
argoes does give some insight into the nature of competition between the two
ypes of service. Appendix C includes tables of major liner and non-liner
mports and exports over the period 1975 through 1981. These data indicate very
ittle movement between liners and non-liners over time.” There is some change

n the top ten commodities over time but they appear to change for both types of
ervice at the same time.
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On the other hand, in any one year, many of the same commodities appear to
be important for both services. Thus, there does seem to be competition between
liners and non-liners, particularly on the in-bound leg for which nqn-liner
vessels have very little cargo. The degree of competition is explained by the
requirement for timely service. The relative share of tonnage of a particular
commodities reflects that requirement with liners carrying relatively more
valuable commodities and non-liners taking the low value commodities. Fopr 1981,
liner imports were valued at $3441 per.ton compared with $1481 per ton for non-
liner imports. Still there is significant competition for many commodities.
Moreover, the extraordinary variation in the volume of non-liner trade implies
that there must typically be non-liner capacity available which, in turn,

provides some measure of constraint on the power of shipping conferences.

3.2 COMPETITION AMONG PORT AND PORT RANGES

In addition to competition between modes on the North Atlantic, there may
also be geographic compeiition among adjacent ports and port ranges. One piece
of evidence of such competition might be a shifting of cargoes between North
Atlantic ports and those in the South Atlantic and the Gulf of Mexico.

Table 7 gives total liner tonnage for the three east coast port ranges to
Northern Europe: TR 5, 7, 8, 9 - U.S. North Atlantic; TR 11 - U.S. South
Atlantic; and TR 21 - U.S. Gulf. Since the early 1970s, there has been a modest
shift in cargoes along the U.S. east coast. Clearly, the North Atlantic ports
have experienced a decline in absolute and relative share of liner tonnage.
South Atlantic ports have increased their tonnage, absolutely and relatively,

while Gulf coast liner todnage has remained fairly stable.

For individual ports, Table 8 gives containerized tonnage and numbers of
20-foot equivalent units (TEUs) for selected ports and selected years beginning
with 1973. Again, it is evident that the South Atlantic ports - Richmond,
Nilmington, Charleston, Savannah, Jacksonville, and Miami - have increased their
relative share of containerized cargoes. It is interesting to note that there
is no evidence here that containerization is leading to the development of any
super-ports. Nor does there seem to be any consistent pattern between the size

>f ports and the growth rate of container cargoes.
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Several factors have influenced the cargo movements between the north and
south Atlantic. First there has been the shift in U.S. trade away from Europe
toward Asia as dlscussed above. Secondly, a redistribution of manufacturing
activities has occurred within the U.S.; see the last two columns of Table 7.

In 1964, 12.84 percent of U.S. manufacturing employment was located in the South
Atlantic states, from Delaware to Florida, and 10.79 percent was located in the
South Central states from Kentucky to the Gulf coast. By 1981, both of these
percentages had risen to 15.4 percent. Thus, the share of liner traffic moving

through South Atlantic ports would likely have risen under any circumstance.

U.S. east coast ports have lost some cargoes because of minibridge services
to and from west coast ports in U.S./Far East trade. A minibridge service
would, say, involve shipping cargoes from New York overland to Los Angeles and
then via ship to Japan. Several carriers are now discussing round-the-world
services which would revive all water services from the Far East to U.S. east
coast ports and then compete with existing eastbound North Atlantic services.
There does not appear to be any reason for round-the-world services per se to
affect North Atlantic competition. If there is an impact, it will be because
new carriers provide this service or because of the capacity increases for that

new service. This impact will be discussed below in greater detail.

One factor in port competition would be significant cosg differences
between ports. Recently, the Port Authority of New York and New Jersey filed a
complaint with the Federal Maritime Commission (FMC) requesting a change in the
assessment of port fees to fund longshoremen's benefit programs. It is reportec
that the port fees result in an additional $240 charge per Jo-foot container
relative to adjacent ports.6 Intuitively, it would seem that liner operators

would welcome, even encourage, competition among ports to reduce port fees.

On the other hand, liner conferences may have an incentive to discourage
rate competition among ports. Since all members may not serve all ports the
conference covers, the membership would not want the rate structure to favor
certain ports. In addition, port competition might be viewed as undermining
stable conference relationships and as encouraging entry into the trade.
Likewise, ports might desire to avoid the appearance of rate competition in
order to stabilize tonnage levels. But even if conferences and ports attempt t
discourage rate competiton among ports, it would be expected that shippers woul
minimize total transportation costs and cargoes will move to the lowest cost

port.
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There is some limited evidence of attempts by conferences and ports at
Suppressing competiton. In the 1977 study of this industry, the Department of
Justice analysts included portions of conference tariffs indicating identical
rates for many commodities on ad jacent port-ranges. Recently, the Journal of
Commerce reported statements by Mr. Raymond G. Heinzelmann, a port authority
executive, that the North American Ports Association has formed a committee to
coordinate member actions to prevent cargo from moving to other port ranges.7

In addition, port authorities and associations have testified in favor of the
So-called Canadian diversions bill.

In summary, then, there may be competition among U.S. port ranges, but it
is not an overt competition. To the contrary, conferences, with encouragement
of port authorities, may actually discourage competition in rates between ports.
The competition that does occur is the competition from the minimization of

total costs inecluding total freight costs. No collusion among liner firms and
ports can deter this competition in the long run.

For the past several years, U.S. port authorities and carriers serving U.S.
North Atlantic ports have complained that carriers serving Canadian ports have
attracted U,S. cargoes by offering very low rates. Since Canada does not have a
tariff filing and regulatory system like that of the U.S., rates paid by
shippers from Canadian ports are not as readily available as in the u.S.
-egislation has been under discussion in the Congress to compel the publishing
)f all transportation rates for cargoes moving across U.S. borders regardless of

‘he location of the port. If this Canadian diversion occurs, then it should be

wident in the tonnage statisties for U.S. and Canadian ports.

Table 8 also gives container tonnage and TEUs for major Canadian Atlantic
nd Great Lakes ports. From the limited data provided, the only clearly
iscernible pattern is the increase in container movements through Montreal. In
art, that increase may be accounted for by cargo shifting from Halifax to
ontreal. A major factor in that shift occurred when Dart Containerline moved
ts Canadian operations base from Halifax to Montreal.®8 But it is almost

ertainly true that U.S. cargoes have been attracted to Canadian ports.

In a* study published in March 1982, the Maritime Administration9 estimated
1at for 1980 over 2 million tons of U.S. cargoes valued at more than $4 billion
:re transshipped through Canada. Of the $4 billion in cargoes, the study

\dicates that more than 93 percent of the cargoes moved through eastern U.S.
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customs districts in close proximity to Montreal. The implication is that most
of the imports and exports diverted away from U.S. ports are moving through'

Montreal and the port statisties in Table 8 are consistent with that contention.

The study also points out that 29 percent of the transshipped exporté
between 1979 and 1980 were shipments to the Soviet Union. In 1980, U.S.
longshoremen's unions imposed an embargo on cargoes bound for the U.S.S.R.
Thus, a significant portion of this Canadian diversion is the result of
political actions and not competitive maneuvering. As will be discussed later,
it is expected that Soviet liner firms will be increasing their capacity on

services to Canadian ports in order to capture some of those U.S. cargoes.

In conclusion, there is evidence that Canadian ports are attracting a
significant amount of cargoes that could have been moved through U.S. east coast

ports.

3.3 COMPETITION WITHIN THE LINER INDUSTRY

The evidence examined to this point is consistent with arguments that liner
shipping serving the U.S. North Atlantic faces modal competition from air
freight carriers and non-liner shipping services and geographic competition fron
ad jacent ports and port ranges ineluding Canadian ports. The next source of

competition to be considered is that within the liner industry itself.

As discussed, international shipping regulation permits liner operators to
reduce competition among themselves by forming shipping conferences. .In the
case of the North Atlantic, the conference structure was discussed above. Ther
are currently seven firms that are members of all the North Atlantic agreements
Table 1 identifies all the carriers currently serving the trade and gives the
conference affiliation of each along with their estimated annual container

capacity.

It is apparent that the conference members dominate the trade. From Table
1 above, it can be seen that the conference members accounted for more than 75
percent of total capacity in May 1984, With the exception of TFL and POL, all
of the large carriers are conference members and have been for at least 15
years. POL, though not a conference member, has participated in a rate
agreement with the five North Atlantic conferences and has essentially behaved
1ike a conference carrier. TFL did operate as an independent for several year:

put finally joined the conference in December 1983. ABC and Contract Marine10
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are strong independents and have served the trade with apparent success for a
number of years. Amerlcan Coastal and Parklines are the latest in a long line
of independents!! who have entered these trades and their success will simply
have to be demonstrated in time.

The five basie conference agreements have existed since at least the middle
1960s and, in most cases, the current members have been members for more than 15
years. Of the 14 shipping companies that were members of at least one of the
North Atlantic conferences in 1968, 6 containership operators or their
consortium successors are members of all North Atlantic conferences in 1984,12

There has been a remarkable stability among the carriers serving the trade.

Before this last statement is misinterpreted, it should be noted that many
shipping companies have provided liner service on the North Atlantic over the
past 15 years. The various sources used and identified in this study indicate
that since 1968 about 50 liner firms have offered service on this trade. Among
those firms that once served the trade under their own name, many have joined
consortia. The Atlantic Container Line (ACL) was formed in 1966 and includes
French, British, Dutch and Swedish companies. The Dart Containerline was formed
in 1969 by shipping firms from the U.K., Belgium, and Hong Kong. Between those
two consortia, the operations of about ten formerly independent firms were
coordinated. Even the services of firms which have ceased to exist or moved to
other trades were often sold to firms which remain in the trade or are traceable
to firms still in the trade. American Export Lines was purchased in 1978 by
Farrell Lines and in 1980 Farrell sold that service along with certain vessels
to U.S. Lines. Seatrain Lines sold its North Atlantic service to the Australian
owned Trans Freight Lines in 1980. Thus, the same ships often continued a
service under new operator's names.

On the basis of this cursory examination of the current operators, it might
ippear that conference membership is desirable or even essential to success., A
nore detailed look at the history of entry into and exit from the North Atlantic

ronferences indicates that many shipping companies have been tempted to seek
nembership.

-Table 9 identifies the carriers that have held membership in at least one
if the five basie conference agreements covering the North Atlantic trade for
lelected years between 1968 and 1984. The table includes the names of 32 firms.

jeven firms are members of all the agreements in 1984, These 7 firms can trace
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linkages with 10 others among the 32 firms; that is, 10 firms either merged, 13

formed consortia,1u or sold their North Atlantic services to another carrier.15

In 1968, there were 22 carriers that were members of at least one of the
five conferences. During the late 1960s, the container téchnology was being
rapidly jntroduced into the liner industry and the effect of that new technology
was to immediately create excess capacity among carriers using the old
technology. The consequences of this excess capacity are reflected in the
decline in the number of conference members to 13 in 1972 and 11 in 1975. It
was a technological imperative rather than cartel behavior that is the dominant

factor in explaining the structure of North Atlantic liner shipping.

Because the Shipping Act of 1916 - and 1984 for that matter - requires so-
called open conferences, which permit entry to virtually all who apply, a number
of shipping firms have joined the North Atlantic conferences between 1972 and
1984. No effort has been made to investigate specific carriers' difficulties
relating to entry into this trade but the sheer number of participants suggests

that entry into the North Atlantic conferences is not difficult. On the other
. hand, entry into the conference is clearly not a guarantee of success on the
trade. Over the period covered in the table, a number of carriers that were
conference members and operated for several years eventually left the trade,

some failing entirely.16

As the above analysis of conference membership revealed, since 1968 the
number of carriers serving the North Atlantic has decreased. However, there

have always been entrants both as conference and as independent operators.

Table 10 identifies the non-conference carriers that have operated on the
trade in 1968, 1975, 1978, and 1984. Here again, many firms have entered the

trade over this period.

It is not exactly clear what constitutes successful entry, but both Tables
9 and 10 include names of carriers that entered the trade after 1968 and served
on the trade for a number of years. Among those still serving the trade is
Contract Marine Carriers (CMC) which entered in 1977. Of course, CMC derives
the majority of its cargo from contract service, not as a common carrier.
Scandinavian Continental Line (SCOL) provided primarily break bulk service as a
independent for'about 10 years before disappearing in the spring of 1984, Trar

Freight Line (TFL) entered the trade in 1976 and acquired Seatrain Lines' Nortt
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TABLE 13, MONTHLY SAILINGS AND WESTBOUND CONFERENCE RATES OF THE NORTH ATLANTIC

1980 1981 1982 1983

Rate in Rate in Rate in Rate 1in
Nominal 1979 Nominal 1979 Nominal 1979 Nominal 1979

Month Sailings?d Rateb Dollarc® Sailings@ RateP Dollarsc Sailings@ Rate®  Dollarse Sailings@ RateP Dollarsc
January 140 $3640 $3303 150 $4213 $3434 150 $3549 $2758 160 $4290 $3354
February 130 3642 3243 130 4652 3776 140 4462 3475 150 4290 3354
March 150 3800 3360 130 464y 3730 170 4483 3502 180 4290 3362
April - 140 3939 3480 140 464y 3697 150 4483 3513 190 4290 3375
May 150 3817 3351 170 4602 3647 170 4397 3446 160 4290 3362
June 130 3937 3423 150 4500 3552 140 4376 3421 170 4290 3339
July 150 3983 3431 160 3893 3061 170 4376 3413 180 4290 3328
August 140 3963 3378 150 4085 3194 170 4376 3416 170 4290 3315
September 130 4005 3400 150 3834 2998 150 4376 3413 170 4290 3295
October 150 4069 3422 150 3734 2919 180 4376 3416 160 4290 3287
November 140 4135 3449 150 3783 2951 170 4376 3408 170 4934 3775
December 140 4160 3435 140 3549 2764 170 4376 3405 160 493y 3769
Annual Average 140.8  $3924 $3391 147.5  $4162 $3294 160.8  $4334 $3382 168.3  $4397 $3410

Source: Lloyd's Shippin Economist, Various issues 1981-1984,

8Sailings are thousands of TEUs.

uasm :os»:mwwwnmwmnsmcannﬂmnm for major conferences from any U.K. port to any U.S. east coast port exclusive of any service, custonms,
documentation and insurance charges. 1

CThe nominal rate was deflated by the producer price index for intermediate materials converted to base year of 1979. Business Conditions
Digest, July 1982 and June 1984 issues.
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Waterborne Exports

Chemical Elements and Compounds
Textiles, exc. fibers & clothes
Nonmetals Mineral Manufactures
Metal Manufactures - NES
Nonelectrical Machinery & Appl.
Electric Power App. & Switchgear
Transport Equipment

Total Waterborne Export

APPENDIX B
A COMPARISON OF IMPORTANT AIRBORNE AND WATERBORNE

EXPORTS AND IMPORTS FOR SELECTED YEARS, 1977-1983
(in Billions of Dollars and Thousands of Short Tons)

1977 1979 1981 1983

Value Tons Value Tons Value Tons Value Tons

$ 3.65 9,537 $ 6.14 13,030 $ 7.33 13,198 §$ 6.68 11,977

1.23 T 2.21 677 2.48 705 2.78 724
0.44 803  0.64 927 0.85 1,086 0.65 580
1.24 556 1.80 609 2.67 759 1.78 466

0.75 126 0.95 132 0.61 T2
1.33 210 0.55 100 0.70 97 0.62 76
4,34 1,185 5.96 1,360 7.30 1,199 4.99 638

$67.31 274,026 $99.57 357,360 $125.83 406,493 $103.80 360,585



c-t

Airborne Exports

Chemical Elements and Compounds
Textiles, exc. fibers & clothes
Nonmetal Mineral Mfs.

Metal Manufactures - NES

Office Machinery & Computers
Nonelectrical Machinery & Appl.
Electric Power App. & Switchgear
Radio, TV and Telecom. Equip.
Transport Equipment

Scientific and other Instruments

Total Airborne Exports

1977 1979 1981 1983

Value Tons Value Tons Value Tons Value Tons

$ 0.35 18 $ 0.46 20 $ 0.43 19 $ 0.38 18
0.16 27 0.26 36 0.30 31 0.82 115
0.13 12 0.27 14 0.34 AM 0.39 12
0.28 28 0.47 33 0.58 31 0.49 27
3.01 58 5.33 97 7.93 115 9.26 122
1.29 72 0.65 20 0.94 20 1.07 18
0.51 19 0.81 25 1.08 26 1.16 28
1.24 25 1.76 36 2.28 37 2.22 24
1.90 24 2.76 89 4,20 T7 h.19 58
1.19 37 2.96 45 4.06 45 4.05 42

$20.25 898 $37.32 1,122 $47.23 1,129 $46.69 960



€-d

Waterborne Imports

Chemical Elements and Compounds
Medicinal & Pharamaceutical Prep.
Textiles, exc. fibers & clothes
Metal Manufactures -~ NES

Power Generating Machinery
Office Machinery & Computers
Radio, TV, & Telecom. Equip.
Clothing

Footwear

Total Waterborne Imports

1977

Value Tons
$ 2.31 7,380
0.21 34
1.38 820
1.76 1,826
0.70 258
0.71 83
2.97 473
2.55 379
1.38 364
$100.85 612,798

1979 1981 1983

Value Tons Value Tons Value Tons
$ 2.63 5,478 $ 3.22 5,642 $ 4.07 6,868
0.22 52 0.27 46 0.25 51
1.67 718 2.26 722 2.36 767
2.55 1,966 2.96 1,914 3.23 2,113
1.52 385 1.67 409 1.79 398
1.118 115 1.73 124 3.30 261
4.59 527 6.61 559 8.04 645

© 3.84 542 5.16 538 3.06 478
2.12 396 2.25 363 0.54 47
$140.18 597,495 $177.59 L64,420 $156.26 368,304



f-d

Airborne Imports

Chemical Elements and Compounds
zmawowsmw & Pharmaceutical Prep.
Textiles

Gem Diamonds

Precious Metals exc. gold

Power Generating Machinery
Office Machinery & Computers
Radio, TV & Telecomm. Equip.
Aircraft and parts

Clothing

Footwear

Scientific and other Instruments
Artworks, Collectors Items

Total Airborne Imports

1977 1979 1981 1983

Value Tons Value Tons Value Tons Value Tons

$ 0.19 5 $ 0.28 16 $ 0.42 10 $ 0.51 13
0.18 3 0.19 2 0.29 h 0.42 7
0.27 23 0.41 24 0.60 34 0.65 46
0.21 - 0.27 - 1.1 - 1.99 -
0.34 1 1.20 1 1.15 1 1.77 3
0.28 8 0.52 17 1.24 17 1.12 19
0.65 20 0.88 17 dhmm 22 2.66 48
0.35 19 0.66 26 1.16 38 1.73 57
0.22 2 0.34 1 0.69 4 2.91 138
1.38 100 1.75 96 2.05 91 0.91 56
0.41 43 0.65 47 0.67 43 1.12 19
0.82 20 0.66 15 0.99 15
0.61 2 1.33 3 1.86 2 1.78 3

$12.49 655 $22.04 720 $29.97 804 $37.78 1,132
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