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SUMMARY

Ocean-liner transport of containers is part of a diverse group of activities
which support international trade and includes not only vessels and ports
but also land transport and numerous other services such as Customs and
interior cargo terminals. The integration of these activities was always a
theoretical possibility, but there were numerous market, service,
technological and legal restrictions which precluded it from happening.
The removal of these restrictions has brought about a structural
transformation of the industry.

In 1956, expanding trade volumes and ports which were labour-
intensive, inefficient and damage-prone led to the introduction of
containers. This new transport technology caught on rapidly, but it was
not until the mid-1970s that countries of this region began to make major
investments in containerization. Homogeneous cargoes, such as grains
and petroleum, have separated from liner shipping when the volumes in
movement justify the construction and employment of specialized
vessels. Containers present a uniform transport unit, but it does not
appear that they will separate from liner shipping as the efficiencies and
cost-effectiveness of bulk transport systems already have been achieved.

Operators of general cargo vessels offered shippers a technology,

route, frequency and price, but more important they handled and stowed
all cargoes. With the advent of containers, vessel operators no longer
handle and stow cargoes. Rather, containers are filled and emptied at
factories and interior cargo terminals, and this deprived ocean carriers of
functions which had made them individually unique. This has led to a
weakening of the liner conference system and the use of scale economy
vessels. :
Computerized information processing and electronic data
interchange will have an impact on the liner industry equal to that of the
container. They permit an integration of all activities in a trade route so
that distribution systems might be created. The growing use of
contractual carriage arrangements in liner shipping will allow
manufacturers to view transportation as part of their purchasing,
marketing and inventory departments.

The integration of ocean and land transport has come about due to
the need for vessel operators to have greater control over services.
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Intermodal transport implies a systems approach to all activities and
functions in the distribution chain in order to reduce and, where possible,
eliminate interruptions in the continuous movement of goods and
transport equipment from origin to destination. Multimodal transport is
an institutional concept that permits one person to accept responsibility
and issue one bill of lading for an operation encompassing two or more
means of carriage from origin to destination.

The partial deregulation of each mode of transport in many
developed countries effectively removed numerous legal obstacles to the
integration of ships, ports, land transport and other support activities.
These measures permit carriers to compete on price, extend the scope of
their operations, make cross-modal mergers and utilize new
technologies, and have benefited shippers and consignees not only of the
country adopting such measures but also those of other nations with
which it trades. The geographical spread of deregulation can be seen in
this region from the limitations placed on the use of cargo reservation
régimes. Deregulation of transport also has led to the use of larger, non-
standard marine containers and double-stack railway wagons which
increase the efficiency of the entire distribution system.

Interior cargo terminals play a key role in the process of bringing
containers closer to the origin or destination of the goods they carry.
They may perform a large variety of functions ranging from the simplest
modal interchange to the most complex set of integrated services for the
transshipment, distribution, repair of containers, Customs control, and
storage and distribution of goods. A terminal established in a strategic
location may extend the hinterland of a port and reduce the number of
ports of call of liner operators.

Approximately 90% of the world’s inhabitants live in countries
located north of the equator, and that hemisphere also has 95% of the
world’s industrial capacity and 95% of its purchasing power. Policy
makers at all levels must understand that man, in the sociological sense, is
a “northerner”. The importance of “northern man” in the formulation of
policies and plans for the liner shipping industry relates to not only
where he lives but also what he produces and consumes. The assumption,
for instance, that the industrialized world is dependent upon Latin
American and Caribbean exports has gone from a fact to only a partial
truth, taking with it a major source of income.

World trade in manufactures is dominated by the developed
countries, to the extent that 61% of the trade in these products is carried
out among themselves. This high percentage for the last 16 years
supports the assertion that industrialized countries are neither tied to nor
dependent upon the exports of manufactured goods from developing
countries. For a country to maintain traditional markets and create new
ones, as well as expand and diversify exports, it must have transport
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services which are competitive with those of other countries which
supply the same products.

The European Economic Community (EEC) was established with six
member States in 1958 and by the mid-1980s it had expanded to 12. To
eliminate unnecessary costs which result from non-tariff obstacles to
trade among member States, in 1987 the EEC adopted the Single
European Act. This Act replaced the EEC's requirement of unanimity
with qualified majority voting on issues relating to the internal market,
and requires the progressive elimination of all physical, technical and
fiscal barriers to trade in goods and services between member States by
31 December 1992. The principal question facing non-EEC
manufacturers and service enterprises is whether and to what extent
their access to the EEC might be restricted when it becomes a single
market.

Changes in economic geography which shorten distances between
markets, reduce freight costs or increase transport efficiency will have
implications for both trade and transportation. Such changes have been
brought about by major interocean canals, landbridges, and tunnels and
bridges. For the future, the completion of numerous international
tunnels and bridges will permit liner vessel operators to call at fewer
ports, require them to intensify their use of land transport systems and
create greater efficiency in the use of distribution systems.

In response to their large external indebtedness, many Latin
American and Caribbean countries adopted export-oriented
macroeconomic policies. Macroeconomic goals are atrained through the
use of monetary, fiscal and general policy “"transmission mechanisms”.
With freight rates for transport reaching 40% of the cost, insurance and
freight (CIF) value of goods carried, liner shipping, ports and land
transport have numerous "support mechanisms” such as cost control, as
well as the selection of appropriate routes, frequencies, technologies,
which can make a major contribution to the achievement of
macroeconomic goals.

The shipping, port and land transport policies of the general cargo
era have to be adapted to the commercial and operational realities of
today. The export orientation of macroeconomic policies has led to the
subordination of cargo reservation régimes to the needs of the external
sector. With the globalization of the world economy, the costs of ports
and domestic land transport have come to have a direct impact of
enormous importance on a nation’s foreign trade.

The growing use of containers, computers, satellite communications
and intermodal distribution systems is permanent rather than transitory,
and constitutes a new economic base for port, shipping and land
transport. The export-oriented macroeconomic policies demand that
those factors be utilized to co-ordinate activities in the distribution chain
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as a means to strengthen the ability of the products involved to compete
in international markets. If the countries of this region are to obtain
sufficient volumes of cargo to warrant the establishment of scale-
economy intermodal systems on each link of the distribution chain, they
must consider the integration of their trade flows.

When shipping, ports and land transport are used to meet non-trade
goals, such as reduction of unemployment and maintenance of a critical
mass of skills for strategic purposes, the cost of their services increase.
The need for all countries of Latin America and the Caribbean to
reinforce the competitiveness of exports takes precedence over any
differences in their shipping policies. It is necessary to update and
harmonize regulations which date back to the last century or even to
colonial times, in order to create a new competitive base.

In formulating a co-ordinated policy to establish a new structure for
Latin American and Caribbean shipping, ports and inland transport, the
countries of the region must consider integrating their cargo bases,
strengthening their participation in extra-regional shipping consortia
and forming them for regional trade, utilizing technologies that provide
economies of scale and exploiting intermodal networks. Also, they must
improve support systems such as Customs and facilitate trade and
transport procedures and documentation. The objectives of such
activities would be to maximize the contributions of shipping, ports and
land transport to macroeconomic policies and the economic security of
each country. Without a co-ordinated shipping, ports and land transport
policy, Latin American and Caribbean countries run the risk that their
role in liner shipping will be limited to minority participation in extra-
regional consortia, or simply to supplying feeder services to ports where
cargo would be transshipped to larger vessels, and to providing land
transport services within the region.
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PREFACE

With financing provided by the Government of the Netherlands, on
6 December 1984 ECLAC embarked upon a project entitled “Economic
co-operation among Latin American and Caribbean countries in the
establishment of interior cargo terminals (ICTs)”. The project’s global
objective was to present information, through documents and
discussions of specialists at seminars, so that the Latin American and
Caribbean countries might evaluate the benefits which can be obtained
from the use of ICTs. After careful consideration of all activities in the
distribution chain which have an impact on ICTs, it was decided to
enlarge the original objective to include an evaluation of the liner
shipping industry in order to identify directions in which it is moving and
to suggest policies and plans that countries of this region might consider.

To meet these objectives, analyses were prepared of the fundamental
role ICTs play in the distribution of goods in Western Europe and of the
market, service, technological and legal forces which are restructuring
the liner shipping industry. These analyses are contained in the
documents entitled Interior cargo terminals in Western Europe
(LC/L.442), 4 March 1988, and Structural changes in ocean-liner
transport: Prospects and implications for policy formulation
(LC/G.1463), 15 June 1987, and were presented at a series of seminars
throughout the region. Subsequently, a draft version of the present book
was prepared which reflects not only the topics examined in the above
project studies and discussions which took place at seminars, but also the
continuing investigations of ECLAC in the field.

Finally, a regional ad hoc meeting of experts was held at ECLAC
headquarters, Santiago, Chile, from 18 to 21 April 1989. The meeting was
organized in collaboration with the Latin American Association of
Transport and Cargo Agents (ALACAT), the Latin American
Shipowners’ Association (ALAMAR) and the Latin American Federation
of International Transport User Councils (FELACUTI). The experts
evaluated the draft version of the present book in the light of substantive
changes which might be necessary and made recommendations for future
activities. These suggestions and recommendations appear in the
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document entitled Informe de la reunion del grupo especial de expertos
sobre la industria de transporte regular internacional y la competitividad
del comercio exterior de los paises de América Latina y el Caribe
(LC/G.1560), 1 June 1989, and were utilized to revise the draft version of
this book.
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Chapter 1

STRUCTURAL CHANGES IN THE LINER
SHIPPING INDUSTRY

Together with ports, Customs authorities, inland transport, banks,
insurance companies and others, ocean-liner transport is part of a diverse
group of services which support international trade. Before the advent of
containerization in the late 1950s, these services were carried out in a
largely independent and unco-ordinated manner. The persons providing
such services were specialists and while aware of activities other than
their own, almost no effort was made to ensure that the efficient carrying
out of one group of activities contributed to that of another. Carriers,
ports and others in the distribution chain were occupied with the
efficiency of their individual endeavours, and not that of the overall
system. For example, liner vessel operators would work diligently ro
unload their vessels without damaging cargoes, but if such goods
remained 30, 60 or more days in port, or were exposed to inclement
weather, it was considered a problem created by the stevedore, port or
Customs, as such operators had complied fully with their obligations
under The Hague Rules when the cargo was released from the ship’s
hook.!

In the years following the introduction of containers, liner vessel
operators have come to offer transport services from origin to
destination, with ocean freight rates often embracing the costs of not
only ocean carriage and port charges but also those for inland transport
services. The extension of ocean freight rates to include other services is
understandable when one considers that the ever-growing integration of
vessels, ports, inland transport and other ancillary services has permitted
the establishment of specialized intermodal transport systems which
provide shippers with more efficient, less-costly distribution services. In
addition, a growing number of liner vessel operators provide
computerized information to ports, Customs authorities, banks,
insurance companies and others in order to facilitate the efficient
handling of goods, as well as their rapid release to consignees and
payments to exporters. This broadening of activities of liner vessel
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operators has led to numerous changes in the composition of the
industry.

Some of the more important alterations in the composition of the
liner shipping industry, which has come to include not only vessels and
ports but also inland transport and ancillary services such as Customs and
computerized information systems, would be the change from general
cargo vessels to specialized container ships, from individualized cargo
handling and stowage services to those which mirror the handling and
stowage of homogeneous commodities, from an adequate supply of
transport capacity to one of chronic overcapacity, from freight rates
subject to upward pressures in a seller’s market to those of a declining
nature in a buyer’s market, from modal efficiency to intermodal systems
optimization, from a regulated to an increasingly deregulated structure,
from common carrier services to a growing use of contract transport
arrangements, from mail, telex and voice communications to computer-
based satellite systems and from ad hoc promotion to numerous forms
and sources of institutional support. Each of these changes must be
studied in the light of formulating new liner shipping policies and plans,
but it must be recognized that, while important, they are impermanent
way-stations in an evolutionary process which is continuous, efficient,
comprehensively synergetic and irreversible.

The last 15 years provide clear evidence of the difficulties involved in
trying to establish policies and plans for the liner shipping industry.
Whether one looks to the industrialized north, the developing south or
the centrally planned east, probably the most important lesson to be
learned is that the liner shipping industry can no longer count upon
either a positive cash flow or a favourable income statement at the end of
an accounting period, just because there is general prosperity. Gone are
the days when carriers and ports could rely on quasi-monopoly situations;
there are no singular sources of raw materials, agricultural products or
manufactured goods, there are no captive shippers, consignees or
hinterlands, there are no economic impediments to utilizing land
transport instead of ocean carriage via major canals for certain unitized
and bulk cargoes, and there are no closed-loop liner transport systems.

One of the better examples in this region of a closed-loop liner
operation being subsumed into a larger system would be that between
Chile’s principal port of Valparaiso and its port in the Strait of Magellan,
Punta Arenas. Many of the cargoes in this service are transported to
Valparaiso by deep-sea carriers and then transshipped to Chilean vessels
for on-carriage to Punta Arenas. During March 1988 the services of
Saguenay Shipping of Montreal (Canada, Colombia, Venezuela and
various Caribbean countries, those of a separate chartered service
northbound from Brazil to Canada) and its subsidiary Great Lakes
Transcaribbean Line (Canada, Central America and the west coast of
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South America) were combined. The vessels of GLTL now pass through
the Strait of Magellan and north to Brazil after discharging in Valparaiso.
This joint service was started to eliminate the logistical problems of
finding empty containers for Brazil and cargoes for those on the west
coast of South America. The detour for GLTL vessels to call at Punta
Arenas is no more than five nautical miles, so the most important factor
to make its participation commercially attractive would be the volume of
cargoes in the trade between Valparaiso and Punta Arenas.

To formulate appropriate policies and plans for the liner shipping
industry in an environment of constant change, vessel operators, land
transport companies, ports, shippers, consignees, banks, insurance
companies, Customs authorities and others must provide an equally
diversified group of persons in numerous government ministries with
information which permits them to understand not only the repetitive
daily activities of that industry but also the directions in which it might be
moving. The daily activities merit serious consideration because they
point out the problems facing the execution of transport functions, while
the direction aspects are even more important as they deal with forces
which influence longer term decisions concerning national economic
goals, trade relations, financial markets, legal régimes, technologies and
many more. Without a long-term directional orientation such policies
and plans can become rigid structures which perpetuate historical
practices, institutions and technologies, instead of providing needed
flexibility and instruments to deal with che future.

A. INTERNATIONAL CONTAINER TRANSPORT

Some would suggest that the structural changes occurring in the liner
shipping industry are merely a continuation of those which started with
the introduction of containers in the late 1950s. It is true that containers
have contributed to the current alterations, but so have the increasing
deregulation of transport modes, use of computers and communications
technologies, employment of contract carriage arrangements,
establishment of liner consortia and utilization of intermodal landbridge
systems. To equate the structural changes now occurring in the industry
to a continuation of the “container revolution” is to miss the profound
and permanent transformation which is taking place in transport as well
as the trade flows it serves. For example, the integration of liner vessel
operations, port and inland transport services was always a theoretical
possibility, but there were numerous market, service, technological and
legal restrictions which precluded it from happening. The removal of
many of these restrictions has brought about a transformation of the
characteristics of each component of the liner shipping industry, their
fundamental purposes and even the goals sought.
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During a period of structural change, traditional problems seem to
defy customary solutions. Probably the best example of this would be the
market control functions of liner conferences. Before containerization,
conferences were able to control the offer of ocean-liner services and to
stabilize freight rates. Today, ocean-liner transport has entered an era of
chronic over-capacity and declining freight rates, and conferences seem
unable to perform their historical functions.? To formulate policies and
plans which respond to non-traditional problems, reliance must be
placed on something more than historical trend analyses and projections,
as the mechanical application of these tools can result in mere
extrapolations of already fossilized events. This is not to say that such
analyses and projections are not useful, but rather that they provide their
greatest benefits when guided by a thorough understanding or strategic
vision of the liner shipping industry and the market, service,
technological and legal forces which are restructuring it. _

The policies and plans that might be utilized by the liner shipping
industry to remain viable in a time of structural change will be
determined by a correct interpretation of the market, service,
technological and legal forces which are bringing about those changes.
While all of these forces contribute to a restructuring of the industry,
some of the more important for this evaluation are related to i) the
introduction of containers into international trade, ii) the impact of
market forces on homogeneous liner cargoes, iii) the interchangeable
nature of container transport services and its impact on conferences, iv)
economies of scale and v) computerized information processing and
communications.

1. The introduction of containers into international trade

In the decade following World War II, international trade volumes were
increasing rapidly, national economies were exhibiting sustained growth
rates and workers in many industries were making demands for large
wage increases. For port labour it was a most exceptional time
—expanding volumes of goods had to be handled in a system that was
labour-intensive, costly, inefficient and damage-prone. At that time, port
workers played a pivotal role in international trade and directly
influenced not only the condition and prices of goods but also the cost-
effectiveness of transport modes. To avoid ports, goods began to be
carried by road and rail over long distances. One land transport operator,
McLean Trucking, providing services between New York and Houston,
Texas, took a revolutionary step when it recognized that, if the wheels
were removed from the cargo compartments of trucks and corner fittings
added to facilitate handling by capital-intensive techniques, they could be
carried indiscriminately by liner vessels, trucks and railroads. These
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modifications permitted the carriage of the same sacks, crates and barrels
in which goods had traditionally been transported, but rather than being
handled individually, they were placed in reusable cargo grouping units
which would come to be known as containers.

McLean Trucking modified a T-2 tanker, renamed the "Ideal X,” to
carry these reusable cargo grouping units, and on 26 April 1956 it
departed on a voyage from New York to Houston carrying 58 containers.
After 10 years of service between the U.S. east and Gulf coasts, as well as
to Puerto Rico beginning in 1958, the first international voyage of a
container vessel, the "S.S. Fairland” of Sea-Land Services, took place
between the ports of New York and Bremen, Germany, arriving at the
latter on 5 May 1966 with 226 Sea-Land Services standard 35" x 8" x 8’
(10.67 m x 2.44 m x 2.44 m) containers.

Even though the container had become the accepted liner transport
unit by 1970, it was not until 1972 that the first cellular vessel, the "'S.S.
Galloway"” of Sea-Land Services, was designed and constructed. In cellular
container ships, cargo holds are fitted with guides to facilitate the
loading, discharge and stowage of containers. Guides may also be placed
on top of cargo-hold hatch covers to eliminate the need for lashing
containers transported on deck. These vessels may also have their own
cranes for loading and discharge of containers.

Since the first cellular container ship made its appearance, ocean-
liner transport has utilized specially designed and constructed vessels for
the carriage of containers. These vessels form part of distribution
systems that also include specialized port facilities and inland transport
equipment. Furthermore, there is not only a specialized physical
infrastructure for the transport and handling of containers but also a
supporting institutional infrastructure, including the valuable experience
of liner operators, port authorities, inland transport companies and
many others.

For over 100 years, any attempt by operators of general cargo vessels
to reflect the characteristics of trade demand and reach new scale
economy levels was restricted by slow loading and discharge rates. As
these rates limited the maximum size of general-cargo vessels, if more
cargoes were to be moved on a parricular route additional vessels had to
be placed in service. Containerization did not eliminate this requirement,
but it raised cargo-handling rates enough to permit the size of ocean-liner
vessels to be increased considerably. For example, most general cargo
vessels spend about three days in port per call, or about 50% of the time
for an entire round-trip voyage. In contrast, container ships have an
average port-stay time of less than one day, which is 22-28% of the time
for a round-trip voyage.

A general cargo vessel of approximately 10000 dwt would
customarily require around 125 port workers during four to five days and
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nights to load all cargoes, and a similar number of workers and period to
discharge them. The president of the International Longshoremen’s &
Warehousemen's Union recently reported that, in 1960, U.S. west coast
longshoremen used 29 million work-hours to move 29 million tons of
cargo. By 1980, they used 18 million work-hours to move 114 million tons
of cargo, and in 1987, they used 16 million work-hours to move 158
million tons of cargo. Port labour accounted for some 50-60% of total
ocean-liner transport costs with general cargo vessels.

Containerization reversed the "more-with-more” requirement of
general cargo vessels by permitting increases in productivity with fewer
vessels. The “more-with-less” trend of containerization can be seen, for
instance, from a declaration of Peninsular & Oriental Containers Limited
(P & OCL) that it would need about 140 general-cargo vessels to
transport the cargo now carried by its present fleet of 20 container ships.

The speed with which containers were adopted by liner vessel
operators varied from trade to trade. After an initial period of reluctance,
most operators serving trades between industrialized countries began
carrying containers as deck cargo on their general cargo vessels. When
the advantages of cellular container vessels were inescapable, many of
them made the necessary investments while others entered into joint
operating schemes such as consortia to reduce the high cost of this new
technology. In the period 1966-1976, many Caribbean and Central
American countries, which are predominately users of shipping services,
began to make investments in their port infrastructures to facilitate the
handling of such units. In contrast, it was not until the mid-1970s that
South American countries began to make major investments in
containerization. The reason for this difference is that the latter
countries are not only users but also providers of liner shipping services.
Many South American countries had made significant investments in
their shipbuilding industries and relatively new fleets of general carga
vessels, and were understandably reticent to make additional
expenditures which would render their fleets obsolete as well as add to
their already high levels of unemployment.

Liner operators offer regular services on almost every conceivable
route as well as multiple loading and discharge ports. This service pattern
continues to be valid for operators of general cargo vessels. However,
starting with the first international voyage of a container ship in 1966,
and up until the early 1970s, the service pattern of vessels carrying
traditional homogeneous cargoes, i.e., limited routes and ports of call,
was utilized. With the ever-widening use of containers and the
construction of appropriate port facilities, container ship operators
began to increase the number of routes and ports served. However, the
multiple-route, multiple-port service pattern appears to be changing.
Since the mid-1970s operators of container vessels have begun to limit
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the number of ports served, making extensive use of intermodal
landbridge distribution systems. For example, Cast Ltd. (1983) offers a
weekly trans-Atlantic service only between Montreal and Antwerp, but
reaches a large hinterland behind each of these ports through fully-
integrated inland transport systems and door-to-door services.

The use of intermodal landbridge distribution systems has not only
reduced the number of ports of call for liner vessels but also increased the
hinterlands of ports served. With the extension of port hinterlands, there
has been an enormous increase in competition between ports which
historically served different geographical areas. The ports of Houston
and New Orleans, for instance, find that their major sources of
competition are not each other but rather ports on the U.S. west coast
(Los Angeles and Long Beach) and east coast (Charleston and Atlanta).
Railroads presently charge approximately US$850 for the movement of
a 40’ container from Los Angeles to Houston, while shipping lines using
the all-water route would charge around US$1 400 to US$1 500. The rail
movement should take less than two days, while approximately seven
days are required for the all-water route via the Panama Canal. According
to one estimate, those ports are losing around 2.3 million tons of liner
cargoes a year to intermodal landbridge operations, and the Port of New
Orleans calculates that the twin effects of landbridges and transport
deregulation have resulted in its losing approximately 1.4 million tons of
general cargoes a year,

2. The impact of market forces on homogeneous liner cargoes

Ocean transportation can be divided into two types of services —liner
and tramp. Liner services are offered by vessels which sail fixed routes on
preannounced schedules and transport general cargoes. Liner operators
providing services within a defined geographic trade are organized into
conferences, whose main purpose is to establish standard rates and limit
competition. Tramp, contract or charter services are provided by vessels
which offer their capacity for the carriage of cargoes such as grains,
minerals, petroleum, lumber, paper, pipes, automobiles and sugar.
Usually a liner vessel carries cargo belonging to many exporters and
importers on each of its voyages, whereas it is more common for a tramp
ship to carry cargo belonging to a single exporter or importer. With the
growing use of time-volume rates, service contracts, and slot-charter
arrangements in ocean-liner transport, the differences between liner and
tramp carriage have become less distinct.

If one begins with the age of modern liner shipping, which started
with the development of the steam engine and establishment of the liner
conference system during the 1860s, the impact of market forces on
homogeneous liner cargoes can be clearly seen. During the early history
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of ocean transportation, all cargoes were carried by liner vessels
—whether they were grains, minerals, petroleum, passengers or what is
today referred to as general cargoes. When these and other homogeneous
cargoes such as automobiles, pipes, paper rolls and lumber reached
appropriate volumes, they were spun off or separated from liner
shipping and began to be carried in specialized vessels under contractual
or charter arrangements.

The ocean carriage of petroleum is illustrative of the spin-off of
homogeneous cargoes from liner transport. On 16 June 1886 the first
ocean-going vessel purpose-built for the carriage of bulk oil was
launched, the “Gluckhauf”, of 3 070 dwt. There were difficulties with
early tankers, such as leaking from rivetted bulkheads, but the carriage of
oil in bulk rapidly undercut the rates for its transportation in barrels and
cans, and by 1889 over 40 tankers had been constructed. By 1890 there
were two main routes: from Batum on the Black Sea to either Liverpool,
Antwerp, Bremen, Hamburg or Amsterdam, and from either New York
or Philadelphia to those same ports. With only very minor exceptions,
since 1890 the transportation of this homogeneous cargo has been
carried out in specialized vessels under charter arrangements.?

It is worth noting that vessel technologies which reduce labour
requirements ashore are seldom immediately accepted by stevedores, and
the “"Gluckhauf” was no exception. Soon after her delivery on 9 July 1886
she arrived in Philadelphia to load 2 880 tons of petroleum. The
stevedores at that port mounted a violent protest against her because
there were no barrels or cases of oil for them to handle, and they tried to
prevent her taking on any coal for the return voyage. It was well into the
month of August before the “Gluckhauf” was able to sail for Europe. Asa
result, the vessel's owner had her bunker capacity enlarged to enable
sufficient coal to be carried for the round voyage.

General cargoes have resisted the separation trend due to their non-
homogeneous nature and che need to handle and stow each individual
unit. However, with the carriage of general cargoes in standard
containers, they now constitute a homogeneous transport unit. The
homogeneity of containers leads certain industry leaders to consider that
ocean-liner transport has evolved into a bulk market. On the other hand,
it could be argued that the trend towards the separation of homogeneous
cargoes from liner shipping might not be applicable to containers, as they
are homogeneous transport. units rather than a homogeneous cargo.
Another argument might be that homogeneous cargoes are usually
carried for a relatively small number of shippers and consignees, while
the goods in containers customarily belong to numerous shippers and
consignees. It might also be argued that the liner shipping industry
already utilizes specialized vessels, handling equipment and inland
transport systems and has an extensive institutional infrastructure,
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whereas such infrastructures were non-existent when the more
traditional homogeneous cargoes separated from liner shipping.
During the era of general cargo vessels the separation trend led to the
removal of homogeneous cargoes from liner transport, but a substantial
and growing volume of heterogeneous cargoes always remained. If the
historical trend were applicable to the container-intensive ocean-liner
environment of today, for all practical purposes there would be very few
remaining cargoes. The reason for this is that the ocean transport of
containers commenced by grafting itself onto and then slowly taking
control of —not separating from— an ailing general-cargo industry that
was labour-intensive, costly, inefficient and damage-prone. From the
earliest days of containerization lists have been prepared and continually
modified of the growing volume of general cargoes which are compatible
with this system. For example, a liner operator recently estimated that
80% of all Brazilian general cargo exports are capable of being carried in
containers. However, even this percentage could be inaccurate, as
manufactured goods are increasingly designed to ensure full use of the
cubic capacity of containers, to fit into a container or a specific number of
container spaces. It would thus appear that the historical trend is not
applicable to ocean-liner transport because the productivity and cost-
effectiveness of bulk-carriage systems have already been attained.

3. The interchangeable nature of container transport
services and its impact on conferences

For more than a century, liner conferences provided operators of general
cargo vessels with market stability for investments and income security.
However, due to structural changes in the industry they have become
increasingly unresponsive to trade requirements. Symptoms of this
unresponsiveness can be seen in a number of areas, such as the failure to
deal satisfactorily with overtonnaging and freight-rate fluctuations.
Liner conferences have been subject to increasing criticism by shippers.
The chairman of the British Shippers’ Council recently stated, “European
shippers have already come to the conclusion that they no longer benefit
from the [conference] system” 4

Before goods began to be carried in containers, all ocean-liner
companies offered a package of services with four common elements:
technology, route, frequency and price. More important to shippers and
consignees, however, were the service aspects involved in handling and
stowing general cargoes. Handling and stowing were an art as well as a
science, and great experience was required to place compatible cargoes in
the same hold and to stow them appropriately for the rigors of ocean
carriage. Shippers were known to forego vessels of one company
specifically because they knew their cargoes would be better cared for by
another.
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With the growing use of containers in ocean-liner transport, most
companies which operate cellular vessels are no longer involved in the
handling and stowage of general cargoes. To an ever increasing extent
these functions are carried out at interior cargo terminals and factories
where containers are filled and emptied. Such a change might appear
minimal, but its impact is enormous. Without the service aspects of cargo
handling and stowage, ocean-liner services have become undifferentiated
and substitutable. Containers have not only made ocean-liner services
interchangeable but also largely deprived them of characteristics which
would make them individually unique. Where different shipping
companies offer similar vessel technologies, routes, frequencies and
prices, ocean-liner services are identical. Probably the most important
lesson to be learned from the interchangeable nature of ocean-liner
services is that a shipping company no longer needs the 125 years of
experience of Hapag-Lloyd to successfully engage in ocean-liner
transport.

The loss of cargo handling and storage activities by liner vessel
operators also has begun to alter their legal obligations towards the goods
carried. As an instance of this, a recent decision of the Supreme Court of
New South Wales, Australia, absolved an ocean carrier of any
responsibility for the loss of goods, where the container into which they
were loaded was sealed and locked at the shipper’s warehouse, and held
that the container, not its contents, is the subject of the statutory and
contractual provisions which preclude shipowners from denying receipt
of cargo acknowledged in a bill of lading. This decision mirrors the
operational reality of liner shipping; that is, not only are containers filled
and emptied at factories and interior cargo terminals but the speed with
which vessels are loaded and discharged precludes any knowledge of their
contents by ship operators. Indeed, ship operators are informed of the
contents of containers only when they carry refrigerated or dangerous
goods. It would appear, therefore, that there is a trend to define the
container as the "cargo” of ocean-liner transport.

In response to these trends, many liner operators have followed the
pattern found in uniform product industries by extending the scope of
traditional services or offering new ones in an effort to create even a
transitory degree of uniqueness. For example, certain liner operators
offer a variety of services such as through bills of lading, interior point
rates, harmonized inland transport systems, computerized cargo
information systems, cargo consolidation and disconsolidation, pick up
and final delivery of cargoes, and “just-in-time” deliveries. This last
service is especially important for a growing number of clients, since it
involves the integration of transport systems into production and
distribution activities so that frequent and uninterrupted deliveries of
goods can permit a reduction in the volume, the carrying costs, and the
amount of capital tied up in inventories.
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Notwithstanding the differential advantages these activities might
provide a liner operator in the short term, it must be understood that the
tendency of firms in uniform product industries to duplicate or
competitively match the offerings of their rivals almost guarantees that
liner services will become undifferentiated and substitutable once again.
Where competing ocean-liner companies offer the same technology,
route and frequency, price becomes the deciding factor in the selection of
a carrier.

The growing influence of non-conference carriers and the weakening
of the liner conference system are directly related to the interchangeable
nature of ocean-liner services. When containers were introduced into
Australian trades in the early 1970s, for instance, liner conferences were
estimated to be carrying slightly in excess of 90% of all cargoes. By late
1986 that amount had fallen to 40% in the Australia-U.S. west coast
trade. In the westbound trans-Atlantic trade, the North Europe U.S.
Atlantic Conference (NEAC) now controls less than 50% of the market.
Non-NEAC members include major trans-Atlantic carriers such as
Evergreen Line, Maersk Line, Mediterranean Shipping Company, Orient
Overseas Container Line and a number of smaller independents. NEAC
members are Atlantic Container Line, Compagnie Générale Maritime,
Gulf Container Line, Hapag-Lloyd, Nedlloyd Lines, Sea-Land Services
and Trans Freight Lines, and they have not made any larger commitment
to the trade than the previously mentioned non-conference lines.

Another example would be the April 1988 announcement of Maersk
Line that it is to begin a non-conference service in the trade covered by
the U.S. Pacific Coast European Conference (PCEC). This prompted
Gearbulk Container Services (GCS) and Johnson ScanStar (JSS) to
withdraw from the PCEC in early June 1988. Gearbulk Container Services
not only withdrew from the PCEC but also terminated its operations. In
order to maintain its service, JSS is to slot charter a minimum of 300
spaces weekly with Evergreen Line’s round-the-world service. The
chairman of the PCEC indicated that, before these withdrawals,
conference carriers controlled only 55% of the trade. In response to the
Maersk, GCS and JSS decisions, Sea-Land Services has announced its own
withdrawal from the PCEC. With only Hapag-Lloyd and Pacific Europe
Express remaining in the conference, and their overall share
representing only 20-25% of the market, one might question the extent
to which the PCEC will have an influence on the trade.

Sea-Land Services, Trans Freight Lines and Nedlloyd have entered
into a three-year slot-charter agreement to jointly utilize the 12 ex-
United States Lines’ econoships in Europe-U.S. east coast trades. For U.S.
west coast cargoes they offer a minibridge service through the port of
Houston. Vessel and slot allocations are as follows: i) four vessels to a
weekly North Europe-U.S. North Atlantic service (SLS 55.3%, TFL
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25.2% and Nedlloyd 19.2%); ii) five vessels to a weekly North Europe-
U.S. South Atlantic and Gulf Coast service (SLS 62%, TFL 24% and
Nedlloyd 14%); and iii) three vessels to a 10-day Mediterranean-U.S
North and South Atlantic service (SLS 60%, TFL 20% and Nedlloyd
20%). In early September 1988, those three carriers requested approval
from the U.S. Federal Maritime Commission to enter into another slot-
charter arrangement for approximately 150 TEU (20-foot equivalent
unit, a measure of volume equivalent to the space occupied by a 20" x 8" x
8 container) weekly with Hapag-Lloyd and Pacific Europe Express, who
are the remaining members of the PCEC, so that they might also offer an
all-water service to Europe from the U.S. west coast. The Spanish liner
operator Compaifiia Transatlantica Espafiola announced in late
September 1988 its plans to enter into a slot chartering arrangement
with SLS, TFL and Nedlloyd in their Mediterranean-U.S. North and
South Atlantic service.

Liner conferences are composed of one or more of three distinct
elements: consortia, the traditional breakbulk or general cargo functions,
and rate agreements. However, this composition is evolving toward a
new structure, as can be seen from the following diagram:

) Individual ship operators establish
PAST: break-bulk conferences
. Container conferences
PRESENT: (Consortia-break bulk-rate agreements)
FUTURE: Consplidated Traditional Brolfers
lines conferences services

While the reasons for establishing general cargo conferences are well
known and documented, most commentators consider the creation of
consortia and rate agreements to be merely an extension of the original
conference framework. However, these new arrangements have come
about due to a myriad of factors such as the interchangeable or identical
nature of container transport systems, new legal régimes such as the U.S.
Shipping Act of 1984, intermodalism, large-scale vessels and
overtonnaging, which are exogenous to and often in contradiction with
the conference system.
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In this most international of businesses, shipping lines without joint
operating arrangements with other ocean carriers are the exception
rather than the rule. Ship operators have gone from total independence
and loose combinations in the form of general cargo conferences to
tighter relationships such as consortia, slot chartering and joint
marketing arrangements. A consortium allows individual liner
companies from one or more countries to operate as though they were
one line, with each member maintaining its identity and control over
certain activities such as marketing, whereas in a consolidated line (CL),
participants lose their identity and permit control over activities to be
carried out by a new cencral organization. In order to establish consortia,
CLs or joint operating agreements, there must be a willingness among
participating liner companies to compromise in areas such as objectives,
ownership of shares, investments (types, amounts and frequency),
duration and financial compensation. The need to compromise does not
necessarily mean that national interests will not be satisfied, because all
arrangements should be evaluated in the light of these interests.

A fundamental corollary of the need to compromise in order to
achieve common objectives is the requirement that participants utilize or
combine the inherent advantages and least-cost factors available to each.
The search for least-cost factors could give rise to CLs on a global scale.
For example, the flag or even the ownership of a vessel could become
meaningless when a ship is crewed in one country, managed from
another, financed elsewhere and is part of an international distribution
chain which might see the ship operating between two other countries
for its entire economic life. The question then becomes how to formulate
national maritime policies and plans in order to take into account not
only national interests but also the trend towards tighter and more
extensive relationships between liner operators.

If the trend towards ever tighter and more extensive relationships
between liner operators continues, Latin American liner companies run
the very real risk of becoming part of large, extraregionally controlled
CLs. Currently, vessel operators of this region are slowly being absorbed
into extraregional consortia, with the attendant risk of becoming
minority stockholders or single vessel operators in resulting CLs. This
could mean a loss of control over their ocean-liner activities and over the
important role of shipping in trade promotion. On the other hand, the
establishment of regional consortia, which could include appropriate
arrangements with extraregional consortia, should lessen the risk.
However, the long-term impact of this trend should be studied in order to
answer numerous questions, such as: What is an appropriate presence in
ocean-liner transport for Latin American and Caribbean countries, and
what would be the response of extraregional CLs to the individual
transportation needs of this region? Responses to these and other
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questions will help shipping lines and governments of this region to
elaborate common policies and plans for ocean-liner transport.

Rate agreements have replaced traditional conferences on numerous
trade routes, especially those to and from the U.S. A major reason for this
is that the U.S. Shipping Act of 1984 has given individual lines numerous
new tools which enable them to respond more rapidly to shippers’
requirements. These legislative tools include the right to quote
independent freight rates, enter into service contracts and offer
time/volume rates, all of which contradict the traditional conference
structure that allows competition between its members only on service
activities, never on price. Service contracts are agreements by which a
shipper or group of shippers offers a certain volume of cargo over a fixed
period of time in exchange for a guaranteed rate and service commitment
from a carrier or conference. The gains shippers derive from such
contracts are lower administrative costs, reduced inventory levels,
stabilized freight rates and a reduction of errors in trade and transport
documentation. On the other hand, carriers find that service contracts
have resulted in liner tariffs becoming increasingly meaningless.
Without the traditional conference powers to ensure compliance with
standard rates and to minimize competition, rate agreements have
become “talking shops” for carriers. Rate agreements could evolve into
meeting places for owners’ and charterers’ brokers to negotiate and
formalize contractual arrangements for the carriage of containers.

4. Economies of scale

Economies of scale in manufacturing refer to a reduction of average
production costs as the size of a plant increases. Applied to liner shipping
this would mean increasing vessel sizes to lower average transport costs
per container. Full exploitation of economies of scale in the liner
shipping industry is limited by the size of the demand for transport
services. For individual liner operators, this means that the overall
demand in the trade routes served must be measured against factors such
as competition, frequency requirements of shippers and consignees,
balance and seasonality of cargo flows, etc. In this context, economies of
scale in ocean-liner shipping can exist at almost any vessel capacity range.
For example, short-sea transport operators might have economies of
scale at a maximum of 250 TEU per ship, whereas for deep-sea operators
in north-south trades the figure could be 1 500 TEU, and for those in east-
west trades it might reach 4 000 TEU.

In general terms, when selecting a vessel for an ocean-liner service
the following three areas are rormally considered: i) costs (operating,
investment, charter, etc.), ii) physical limits (ports, canals, etc.) and
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iii) trade requirements (volumes and types of goods, degree of imbalance,
seasopality, frequency needs of shippers and consignees, competition,
etc.). To achieve the desired economies of scale, the now-bankrupt
United States Lines, for instance, focused heavily on investment costs and
physical limits in the trade route and constructed 12 large-scale 4 458
TEU vessels to a length of 949.8' (289.5 m) and abeam of 105.7° (32.2 m).
These dimensions were selected to obtain a very low container transport
cost per mile (US$0.034 at 100% utilization) while ensuring that the
vessels could transit the Panama Canal in the company’s round-the-
world service. Based upon a crude petroleum price of US$30 and an
estimated price of US$50 by 1990, these vessels were equipped with main
propulsion diesel motors that would provide a maximum speed of 18.5
knots, which is 25% slower than the vessels of its major competitor
Evergreen Line. With the reduction in the price of crude petroleum to
between US$10 and US$18, this speed became uncompetitive.

The United States Lines operational strategy also contributed to its
downfall. Of the three principal east-west container trades (Asia-U.S.,
Europe-U.S. and Asia-Europe), the eastbound-only round-the-world
service of United States Lines permitted it to participate in the import
demand of the U.S. from Asia but excluded it from the demands of the
U.S. from Europe and of Europe from Asia. To avoid competition with its
all-water service, United States Lines withdrew from five Far East-U.S.
east coast conferences when they refused to set rates 15% lower than
those of minibridge services via the U.S. west coast.

Among other factors contributing to the failure of United States
Lines were daily labour costs more than five times greater than those of
Evergreen Line, and the focus of its service on ISO 40’ containers where
the traffic tendency was toward 20’ units. Furthermore, the 12 ships
previously mentioned were designed with an electrical generating
capacity adequate for only 146 TEU each of refrigerated containers. Every
30 TEU by which this capacity was increased required the installation of a
separate diesel generator and a tank container for fuel that together take
up two TEU of cargo space. The experience of United States Lines
indicates that scale-economy vessels are those which lower the average
transport cost per container and, at the same time, reflect trade
characteristics in areas such as types and volumes of cargoes in
movement, degree of imbalance, frequency requirements of shippers and
consignees, actual and projected competition, etc.

That trade requirements and not technological possibilities
determine vessel economies of scale was clearly demonstrated in 1858 by
Isambard Kingdom Brunel, a British marine engineer, who constructed
the 692’ (210.9 m) “Great Eastern”. This ship dwarfed every other vessel
built before the twentieth century, but she was not a success because,
apart from a lack of adequate main propulsion engines, she lacked ports
and trade flows to match her capacity.’
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Even though liner shipping companies dimension their fleets and
utilize operational strategies which are appropriate for the trade
requirements in the routes served, shippers and consignees might find
that the economies of scale offered do not lower transport costs
sufficiently to ensure the competitiveness of their goods in very
demanding international markets. The reason for this is that, in the
determination of appropriate scale economies, vessel operators must
take into account the aforementioned factors not only on the trade routes
in which they participate but also on the routes of the major competitors
of the shippers and consignees served. For example, if leather shoes of
the same quality and cost are manufactured in two distinct regions for
export to the U.S., those shoes which must absorb higher ocean-liner
freight rates will have a smaller market share. Although approximately
509% of such rates are related to port and land transport services, carriers
can lower the portion corresponding to vessels by using larger ones to
increase economies of scale, but only up to a point that reflects trade
requirements. Further increases require that additional cargoes be
obtained, either from the use of flexible vessel designs which permit the
carriage of normally incompatible cargoes, or from neighbouring
countries which have similar origins and destinations.

To illustrate the relation between economies of scale and the
competitiveness of goods in international markets, data were taken from
the Containerisation International Yearbook, 1987, regarding i) all liner
shipping companies offering trans-Atlantic services between Canada and
the U.S. on the one hand, and European countries on the other, and ii) all
liner shipping companies offering services between southern
hemisphere countries of this region (Argentina, Bolivia, Brazil, Chile,
Paraguay, Peru and Uruguay) and Canada, Europe, and the U.S. From
this survey it was found that there are 66 companies serving trans-
Atlantic trades with 256 vessels of 309 342 TEU capacity. In contrast,
there are 81 companies providing services between southern hemisphere
countries of this region and Canada, Europe and the U.S. with 280 vessels
of 146 965 TEU capacity. The average vessel sizes for east-west and
north-south trades, respectively, are 1 208 TEU and 542 TEU. This
difference in average vessel size clearly shows that ocean-liner transport
between northern hemisphere countries achieve greater economies of
scale, which contribute through lower freight rates to the
competitiveness of goods manufactured in those countries as compared
with southern hemisphere products.

Evidently, the carrying capacity of vessels to achieve economies of
scale varies from trade to trade. For example, the Baltic Shipping
Company is to lengthen six of its cellular container vessels to increase
their capacity from 900 TEU to 1 200 TEU each. It was found that their
original capacity was inefficient in the growing Asia-Baltic Sea trade, as
the optimum is around 1 300 TEU per vessel.
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It was mentioned earlier that north-south economies of scale might
result in a vessel of 1 500 TEU, but that size might be insufficient to
provide freight rates low enough to make goods from this region
competitive in the North American market with those from other
regions. If compatible origin and destination cargoes of neighbouring
countries could be carried, the size might be increased to —for instance—
2 000 TEU, which would contribute to the competitiveness of these goods
in the North American market. Notwithstanding this gain, it must be
recognized that, if such a 2 000 TEU vessel were to continue on to Asia or
Europe after reaching North America, the scale economies of vessels on
those routes is currently somewhere between 3 000 and 4 000 TEU.
While numerous liner operators such as American President Lines,
Maersk and Hapag-Lloyd are building vessels in this range, there is
nothing immutable or sacrosanct about it. For example, plans were
recently announced for a US$150 million vessel capable of transporting
12 000 TEU in six barges. Project designers estimate that two vessels
could provide a weekly two-port service between Europe and the U.S.
east coast with a cost reduction of 30% to 40%.

The final objective of creating these economies of scale is to enhance
the competitiveness of Latin American and Caribbean products in Asian,
European and North American markets. In order to accomplish this, the
differences between vessel scales in east-west and north-south trading
must be reconciled, not only through the use of flexible designs but also
by transporting the cargoes of neighbouring countries and by offering
cross-trader services between countries of the northern hemisphere.

5. Computerized information processing and communications

In 1966, the international transportation of containers was a visionary
undertaking, but a mere four years later containers had become the basis
of ocean-liner transport. Twenty years later, the use of computers in the
liner shipping industry is likewise often a matter of vision, but within a
very short period of time computers will become the basis for the
operation and control of containers and their cargoes, charter
arrangements, consortia, port operations, Customs formalities, inland
transport services and many other distribution chain activities. The liner
shipping industry has been slow to see the advantages of computer
applications in its daily activities, but the prospects of real commercial
gains will be an important incentive for their utilization.

Computers are no longer just a “management aid”, but rather a
“production tool” that will accelerate the market, service, technological
and legal forces now transforming the liner shipping industry. The
computer as a production tool and as a means of accelerating change is so
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important that the impact of the silicon chip on the industry has been
compared to that of the container in 1960: just as the container totally
transformed ocean-liner transport, so also will computerized
information processing and communications. The Port of Rotterdam
considers computerized information processing and communications its
“fifth mode of transport”6 The areas in which computers find their
greatest applications in the liner shipping industry are related to ship
operations, container operations, communications between ships and
ports, and between ports, inland transport modes, interior cargo
terminals, national Customs authorities, shippers and consignees.
Computers and communications technology permit vessels to
prepare and transmit to ports data regarding container stowage, tank
contents, etc., so that port officials can prepare discharge and loading
plans, determine equipment requirements and identify shoreside storage
locations for incoming and departing containers. These communication
links also provide information related to navigation and weather routing.
In a like manner, the same technology permits ports to communicate
with inland transport modes, interior cargo terminals and national
Customs authorities. For example, Customs can receive information
regarding goods which are to enter and leave the country many days
before the vessel arrives. With such information containers can be
preselected for inspection, while others can be precleared if all required
documents have been filed. In addition to the rapid clearance of imports,
the electronic handling of information has enabled the U.S. Customs
Service to reduce its processing costs from US$28 per document to US$3.
Computer-to-computer communications between vessel operators,
ports, Customs authorities, land transport companies, shippers and
consignees who use electronic versions of common business documents is
referred to as electronic data interchange (EDI). In effect, EDI is
“paperless trading” by which commercial activities may be carried out on
the basis of electronic documents. EDI is not just a convenient method of
moving data but also a new form of management. On the Burlington
Northern Railroad in the U.S., for example, before a train departs
Chicago carrying containers bound for the port of Seattle, Washington,
computers in Chicago automatically transmit data about the contents,
destination and status of those containers to other computers in Seattle.
The growth rate of this new industry has been estimated at 73% a
year through 1992.7 The major obstacle to even greater growth is the lack
of data interchange standards, a subject that is now being addressed
through development of the United Nations Rules for Electronic Data
Interchange for Administration, Commerce and Transport
(UN/EDIFACT). This standardization effort is being carried out under
the joint leadership of the Economic Commission for Europe and the
United Nations Conference on Trade and Development (UNCTAD),
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whose Working Party 4 seeks to establish standards for data elements
and automatic data interchange. The group is composed of three
rapporteurs representing, respectively, the member countries of the
European Economic Community and the European Free Trade
Association, the member countries of the Council for Mutual Economic
Assistance, and Canada and the United States.®

Electronic information systems already have transformed air
transport, whether one looks at passenger or cargo movements, and the
changes in that industry often provide a preview of what could take place
in the liner shipping industry. For example, the national Customs
authorities of many Latin American and Caribbean countries utilize the
same regulations at airports and seaports. However, when one compares
the different procedures employed to apply those regulations at each
location, it becomes clear that enormous strides have been made to
simplify them at airports so that passenger and cargo movements can be
expedited. Freight forwarders working in air and ocean transport often
refer to this anomaly in terms of, "One would think that they were in two
different countries”. Similarly, it is entirely conceivable that the liner
shipping industry could follow its air counterpart and, in the not so
distant future, begin to sell container slots and make cargo routings by
computer.

Computerized information and communications systems are
restructuring trade routes, decreasing the importance of certain ports and
increasing traffic flows through others, lessening the cost implications of
time and distance to markets, emphasizing the need for harmonization of
all transport modes and leading the transportation industry towards a
greater involvement in manufacturing and retailing. Certain
commentators even have gone so far as to suggest that EDI will make a
major contribution to the creation of a single European Community
markert (evaluated below in part III C) by the end of 1992. The general
manager of container control for Rotterdam’s Europe Container
Terminus has indicated that the introduction of EDI can lead to an
average 7% decrease in the price of consumer goods, and the offer of such
systems by liner vessel operators has become synonymous with service
quality. Ship-to-shore satellite links make it possible for data to be
exchanged between shipboard and shoreside computers. One vessel
operator has found that, by changing from telex to satellite data
transmission, its annual communications costs were reduced from
US$180 000 to US$30 000.

Another example of the application of satellite communications
technology is that of trucking company, which by this means can locate its
trucks to within one-sixteenth of a mile and determine the exact
condition of the goods carried. The company is so confident of its ability
to make precise "‘just-in-time” deliveries that it offers to pay a US$30 000
penalty for each hour of delay.
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To take full advantage of intermodalism, all activities in the
distribution chain must be co-ordinated. Only computers and modern
communications technology can cope with the complexity of integrating
an astronomical number of diverse activities in the distribution chain in
order to create the necessary institutional and physical ties. Computers
and communications technology not only place seemingly disparate
elements of the distribution chain together in imaginative ways but also
can permit a total, global dialogue between all such elements. As aresult,
computers and communications technology are making an important
contribution to the modification of traditional industry concepts such as
“acceptable times” for the movement of goods, “necessary space” for
goods handling and storage, "location” of the goods and “responsibility”
for delays and damage to them. In effect, the integration of activities in
the distribution chain by computers and communications technology
precludes any consideration of them individually, as integration has
changed such activities both in nature and scope.

B. THE CREATION OF NEW RELATIONS BETWEEN
PURCHASING, MARKETING AND DISTRIBUTION

Integration of the physical elements and institutional activities in a trade
route to create an intermodal distribution system became an operational
reality with the removal of numerous market, service, technological and
legal obstacles. The initiative to eliminate such obstacles came from
producers, who found themselves facing an increasing proliferation of
goods in very competitive world markets. Producers customarily
responded to such competition by increasing marketing efforts,
manufacturing efficiency and labour productivity. However, the fruits of
these measures decreased markedly in the years following the first oil
crisis of October 1973. With producers unable to obtain a competitive
advantage from the above measures and facing an uncertain commercial-
monetary environment, they turned to logistics or physical distribution
management.

The concept of logistics management has been described as the
grouping together of all activities in a business that are related to product
flows and associated services, so as to handle them collectively. In order to
understand this concept it is essential to apply to logistics management
what is called the “systems approach”, which consists in optimizing the
system as a whole rather than trying to optimize any isolated element or
part of the system.?

Logistics or physical distribution management is the sum of inbound
and outbound transportation plus inventory carrying costs, as well as the
costs associated with measures utilized to specialize, integrate, improve,
control and reduce those factors. For example, in the early 1980s a
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European automobile manufacturer found that, due to port congestion at
a Middle East country, its deliveries were being delayed by as much as
nine months. After failing to convince liner operators of the
opportunities for action, it established a roll-on/roll-off service and
spent US$8 million on terminal facilities in order to release US$100
million investment in inventory. American President Companies, the
parent of American President Lines, estimates that logistics can account
for approximately 20% of the cost of manufactured products. Once
intermodal systems have been established, producers and sellers of
industrial products move into the logistics intensive business which
encompasses the transportation of raw materials, the distribution of
finished goods and inventory control.

The logistics systems established to control such activities vary
greatly between manufacturers, but most give consideration to the
following overlapping activities:

Transportation
of raw materials

Purchasing
}———————-—-———— Inventory
Manufacturing conversion
I velocity
Marketing

Distribution of
finished goods

The relevance of the intimate relation between transportation and
purchasing, on the one hand, and marketing and distribution, on the
other, can be seen from the importance given to inventory conversion
velocity (ICV) during the last five years. ICV is usually defined as the time
period from the purchase of raw materials until they are transformed
into accounts receivable.!® During this period, most manufacturers incur
expenses for the acquisition, transportation and storage of raw materials
in their plants, and the fabrication, storage and distribution of the
finished goods. Logistics focuses on raw materials and finished goods
inventories and their transport systems. It involves the use of
computerized information and communication technologies to integrate
activities in a distribution chain, as well as to time the arrival of raw
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materials and the departure of finished goods, so that carrying costs of
and investment in inventories can be reduced.

In the past, transport services were considered consumer in nature,
merely increasing the cost of the raw materials and manufactured goods
carried. Today, however, the seamless integration of all activities in the
distribution chain permits transportation to make a contribution to the
value of the goods in movement. When the transportation of raw
materials and the distribution of finished goods are incorporated into
productive processes and supported by computerized information and
communications systems, for instance, much greater control can be
exercised over inventory levels and related costs. This control has two
facets: first, the movement of raw materials and finished goods can be
monitored so closely that they can be considered part of inventory even
while in transit; and second, the reliability of transport systems is so high
that inventory levels can be reduced. The reduction in inventory levels
permits capital that would be ried up in them, or utilized to pay for
storage, handling and insurance costs, to be employed in other
remunerative activities.

Probably the best example of this would be automobile
manufacturers which utilize computers to link up with all their
subcontractors providing components. Both manufacturers and
subcontractors establish quality control and ensure the flow of
components for final assembly is continuous and in the right amounts, to
eliminate the need for large inventories and equally large carrying costs.
For carriers this process means that if they are not connected to
manufacturers’ and subcontractors’ computer networks they would find
themselves locked out of a market for their services. This is especially
drastic for developing country carriers who might lack the funds and
critical mass of skills to purchase and utilize such systems. A similar
instance of this would be the need to have access to global hotel and
airlines computerized reservation systems in order to promote and
attract tourists and tourism earnings.

When selecting a carrier, ocean-liner rates are important, but they
are only one of the factors taken into consideration by shippers. Indeed,
shippers and consignees have begun to utilize wider parameters such as
total distribution costs for shipments and give considerable weight to the
impact on inventory carrying cost if one carrier’s frequency and transit
time are more convenient than another’s. To minimize inventory
investment and holding costs cargo owners look for a continuous flow of
goods which permits them to reduce the volume of goods held in
inventory and, at the same time, ensures that their productive processes
will not be interrupted due to a late delivery. The emphasis on precisely-
timed deliveries could also lead to time limit guarantees and thus to basic
changes in the contractual relationship between shippers and carriers.

36



The increasing use of contract arrangements in the liner shipping
industry should permit manufacturers, integrated trading companies and
others to view transportation as part of their purchasing, marketingand
stock departments, with shippers, consignees and carriers jointly
devising systems and procedures to reduce cargo damage and ensure
timely deliveries. With service contracts, public carriers have begun to
look more and more like private carriers. In fact, through service
contracts public carriers become part of private logistics chains. Such
chains are designed through the collaboration of carriers and shippers
and seek to provide a high level of personalized service. Through service
contracts, shippers and consignees have begun to seek creative and
innovative transport partners who will share risks and rewards and offer
total co-operation in order to obtain the objectives of safe product
transportation, economy, forward planning, incorporation of new
technologies and expanded use of computerized information processing
and communications systems.
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Chapter II
STRUCTURAL CHANGES IN INLAND TRANSPORT

The profound structural changes being experienced by liner services
affect what happens in the field of inland transport, and vice versa. As
mentioned in chapter I, these changes are causing the activities of ocean
shipping companies to be increasingly integrated with those of land
transport modes. This is not merely a general consequence of change bur,
in many cases, comes about as a direct result of shipping lines’ needs to
increase their presence in and influence over markets for transport
services from origin to destination. What happens today in one part of
the world will affect transport decisions taken tomorrow in another,
whether in the developed or in the developing countries.

Because ocean and land transport are inseparable, Latin America and
the Caribbean are not isolated from structural changes occurring in the
interior of countries with which they carry out their foreign trade. To
ensure that its products remain competitive in world markets, the region
must thoroughly understand such changes, especially those occurring in
Europe, Canada and the United States, two areas which purchase the
majority of this region’s exports and are also large suppliers of its
imports. At the same time, it must carefully study the best way to ensure
its full insertion in new transport structures that emphasize a systems
approach for the integration of all modes within a context of transport
deregulation, changes in the dimensions of containers and the transfer of
many port services to interior cargo terminals.

A. INTERMODALISM AS A SYSTEMS APPROACH

With the advent of containerization in the late 1950s, the terms
combined transport, multimodal transport and intermodal transport
came into use. These terms are often considered to be equivalent and thus
employed interchangeably, yet in fact they represent distinct services. In
the early years of containerization, the differences caused few difficulties.
With the continuing evolution of liner services, however, it has now
become useful to assign a precise meaning to each of these terms in order
to clarify the fundamental difference between them.
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1. Definitions

Combined transport involves the conveyance of one transport vehicle by
another —for example, a semitrailer on a railway flatcar or a rail wagon
on a ferry. Combinations of this type permit the extension of one means
of transportation by another as a function of the best features of each, and
offer advantages such as reductions in cargo handling operations and in
port stay times for vessels.

Multimodal transport is an institutional concept that involves the
carriage of goods by two or more modes while covered by a single bill of
lading, which is issued by a multimodal transport operator (MTO) who
assumes responsibility as a principal, not as an agent, for the entire
operation from origin to destination. The United Nations Convention on
International Multimodal Transport of Goods, although not yet in force,
provides the institutional and legal structure for such operations.

Historically, intermodal transport was simply a transfer of goods
between different modes. Today, this term implies a systems approach to
all activities and functions in the distribution chain in order to reduce and,
where possible, eliminate interruptions in the continuous movement of
goods and transport equipment from origin to destination. No
distribution chain activity can be treated in isolation, because each has
interfaces with others that can increase or reduce system efficiencies.

While combined, multimodal and intermodal transport are different
concepts, they can be utilized simultaneously. For example, an MTO can
issue a single bill of lading for goods carried by a truck which will later be
loaded on a rail wagon for part of the journey, in the interest of
integrating distribution chain functions and optimizing the resulting
system. The MTO is thus linking the multimodal institutional concept
and a combined transport service with an intermodal systems approach.

2. The systems approach to transport services

Intermodalism marks a change in concept from “modal efficiency” to
“modal integration” —that is, from the independent optimization of
each mode to the optimization of the entire system. This is not to say that
the efficient operation of each separate mode is not important, only that
it becomes necessary to define this importance in terms of overall system
efficiency. Indeed, the relative inefficiency or lower productivity of one
mode may be acceptable if it results in proportionately greater gains for
the entire system. For example, in the transfer of containers between
vessels and railway wagons, use of a temporary storage area may be
preferable to direct transshipment if it reduces the overall investment in
facilities and container handling equipment, even though it involves
double handling of the containers. A systems approach eliminates the
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compartmentalization of individual activities in the distribution chain
and joins them in new and more powerful combinations to achieve
increased levels of efficiency. With system optimization, the challenge is
no longer to design and construct vessels, rail wagons or trucks, but
rather to design and construct distribution systems that include these as
well as many other elements.

Due to the growing interdependence of all activities in the
distribution chain, there is a need to create and strengthen structural ties
between modes and functions to take advantage of the benefits of system
optimization. Such structural ties, which are both institutional and
physical, seek to ensure the continuous movement of goods and transport
equipment from origin to destination. Apart from containers
themselves, probably the most common physical ties are computers and
communications technology, which bring the diverse elements of a
distribution chain together in order that they may function as a system.
Some of the more important institutional ties include the reduction,
simplification and harmonization of trade procedures and the
requirements of national Customs authorities, banks and insurance
companies, and an international régime to define the rights and
obligations of all participants in the distribution chain.

The establishment of intermodal systems is not always attractive to
traditional modal operators. Senator Linie, for instance, emphasizes that
it will adhere to the port-to-port concept and provide only limited inland
transport services within about 250 miles of the ports it utilizes. The
major reason for such resistance is that liability levels for inland services
exceed those established for maritime transport by The Hague Rules.!!
Some vessel operators who offer origin-to-destination services stipulate
in their bills of lading that they will act only as agents for shippers in
contracting inland transport services. Others who provide all-water
services to two or more of the U.S. coasts consider that these services
largely preclude the need to invest in land transport equipment or
establish transcontinental double-stack train operations. For liner vessel
operators, inland services represent a radical shift of direction from
—and often a negation of— their traditional operating procedures.

In spite of the resistance put up by some shipping firms, the ocean
transport sector is leading the way in the introduction of intermodal
services. One of the most important reasons for this is the cost of moving
containers between the dockside and the forwarding or shipping agentin
the interior of the country. Some liner services point out that land
transport costs are four or five times higher per TEU-km than are ocean
transport costs, which represent less than 30 to 35% of their overall
costs. They have therefore been forced to explore the monitoring of
inland operations as a measure necessary to keep their total costs under
control.!?
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Cargo control is another matter of importance. In Europe, for
example, unitarization and other changes in the management of physical
distribution make it possible for freight to be moved door to door rather
than only between ports. This has given rise to a large variety of
transport conditions to which liner companies have had to respond by
offering greater control along their entire routes, either by providing
warehouses, fleets of trucks and boats, and facilities for the distribution,
storage and packing of freight, or by working through designated agents.
In some regions, highly organized networks of agencies are available,
whose members have their own transshipment terminals and facilities
that can be used along with other services they provide. Non-vessel
operating common carriers (NVOCC) also often establish warehousing
sysems for collecting and delivering less-than-container-load (LCL)
traffic (goods in different lots within a single container) and full-
container-load traffic (a container loaded with a single consignment of
goods) as a means of maintaining control over freight whose
transportation will later be entrusted to liner services.!3

A similar trend is evident in North America. Although there are now
ample opportunities for greater co-operation between railways and road
transport companies, the ocean transport sector is still taking the lead in
the move to intermodalism. Shipping lines that specialize in the carriage
of containers have been particularly active in promoting the use of direct
port-to-port transportation covered by a single document and subject toa
single tariff (“through transport”) as a means of exercising control over
all intermodal movements of containerized freight. Cast Line of Canada,
for example, adopted this approach several years ago, but it could not be
put into practice in the United States until land transport deregulation
was started in 1980.14

Another innovation favoured by shipping lines was the use of
double-stack rail wagons for transporting containers. In 1972, Sea-Land
collaborated with the Southern Pacific railway to initiate the carriage of
containers between the U.S. west and Gulf coasts. Since then, an ever-
growing number of liner operators and railways have followed in their
footsteps. In another pioneering move, Sea-Land and Southern Pacific
introduced the double-stack rail wagon on services between Los Angeles
and the U.S. Gulf coast in 1981. Going a step further, in April 1984
American President Lines established a regularly-scheduled double-stack
block or unit train service after successfully testing the concept a year
earlier. Innovations such as these have been cited as evidence that
intermodalism is the most recent step in the container revolution, which
was originally instigated and is still promoted by the liner shipping
industry.1

42



B. TRANSPORT DEREGULATION

It has always been theoretically possible to integrate liner shipping,
ports, inland transport and their support activities. Nonetheless, the
practical realization of this possibility could not occur without the
removal of numerous restrictions, the most important of which were
national regulatory régimes that prohibited not only the merger or
consolidation of transport companies but also price competition between
operators of the same mode. The purpose of these régimes was to avoid
the creation of monopolies, provide a basic remuneration to carriers and
ensure services to small communities. They sought to achieve national
objectives and were not unduly burdensome on international trade as
long as domestic economies were largely self-sufficient. However, with
the creation of a global economy in which countries must trade in very
demanding international markets, such regulations burden exporters and
importers with unnecessary costs that can reduce the competitiveness of
their products.

In Europe, transportation has always been subject to strict
government control. However, recent proposals for policies that would
tend to liberalize at least international transport would probably
diversify the offer of transport services. It may therefore be predicted
that, in the European Economic Community (EEC), competition and
intermodal co-operation will be promoted and a wider range of transport
services will probably be available after 1993, when the Single European
Act (which will be dealt with in greater detail in the next chapter) comes
into full effect. In addition to pressures within the EEC itself, the
increased flexibility and efficiency resulting from the deregulation of
transportation in the United States have become too important to be
ignored.

Prior to US. deregulation of rail and highway transportation,
carriers were interested not so much in whether they used their
equipment efficiently as in whether they could use it profitably. They
made little effort to locate backhaul cargoes, and merely added the cost for
the empty part of a trip to the rate for the loaded portion. Any carrier
desiring to operate in all 48 continental states was required to file 708
different annual reports and make payments to 76 government agencies
with separate checks, which was estimated by the U.S. Department of
Transportation to cost in excess of US$1 000 million each year. If a
trucking company had an Interstate Commerce Commission permit, it
did not even have to own trucks to make a profit, since it could rent the
permit to a second company for actual operations. So inflexible and costly
was the U.S. regulatory scheme for land transportation that
manufacturers were able to justify establishing their own private fleets of
trucks, even though these were operating empty 30-40% of the time.
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This situation changed dramatically in 1980 when the 17 .S. ended the
regulation of inland transport by adopting the Staggers Rail Act and the
Motor Carrier Act. In March 1981, the scope of the Staggers Act was
extended to exempt from regulation rail and truck transportation
provided by rail carriers in connection with highway trailer on railway
flatcar (TOFC) and container on railway flatcar (COFC) services,
including such services when performed with cargo having a prior or
subsequent movement by ocean carrier.!6 These deregulatory measures,
together with the Shipping Act of 1984, eliminated bureaucratic
constraints on competition between modes of transportation and
increased productivity throngh service and technological innovations.
They have permicted carricrs to compete with each other on price, extend
the scope of their operztions and make cross-modal mergers such as the
acquisition of liner operatcr Sea-Land by the CSX Corporation, which has
extensive interests in rail and barge transport. Deregulation has also
been the factor most responsible for the growing importance of
intermodalism in the U.S,, since carriers can now legally enter into joint
transport arrangements and quote through intermodal rates.

C. CHANGES IN CONTAINER DIMENSIONS

The history of containerization during its first two decades shows that
the technological changes it induced in other parts of the transport
industry required a fairly long period for commercial, financial, legal and
social acceptance. These changes rarely followed a straight path, often
proceeding as part of a dynamic but erratic process. Recently, however,
the pace of change has accelerated in response to the incentives of both
the systems approach and transport deregulation, which may bring about
significant increases in the dimensions of freight containers.

Since 1970, the dimensions of marine freight containers have been
set by the International Organization for Standardization (ISO) at a
width of 2.44 m (8’), heights of 2.44 m (8') and 2.59 m (8 G”), and
nominal lengths of 3.1 m, 6.1 m,9.1 mand 12.2 m (10’, 20’, 30’ and 40).17
These standards have formed the foundation of the whole international
system for container handling, including the construction of vessels, port
equipment and inland transport vehicles. However, North America in
recent years has seen the appearance of containers with different
dimensions that might pose a dilemma for the countries of Latin America
and the Caribbean, which would have to choose between i) maintaining
the present dimensions in order to avoid altering their- equipment and
infrascructure for container handling, or ii) changing their equipment
and infrastructure in order to increase the competitiveness of their
exports.
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The maximum dimensions permitted for land transport vehicles in
the United States have always had a major influence on marine container
sizes, due to the broad trade relations of that nation and the pioneering
status of its carriers in the field. In 1956, Sea-Land Services was the first
shipping company to begin carrying containers, whose dimensions of 35’
x 8 x 8 (10.67 m x 2.44 m x 2.44 m) were selected for two reasons: 35’
was the maximum length permitted on the highways of New York, New
Jersey and Texas, and 8 was the maximum height permissible on then-
existing chassis for movements between New Jersey and New York via
the Hudson Tunnel. Two years later, Matson Navigation Company
began transporting containers with the same width and height but 24’
(7.32 m) long on the U.S. west coast, for similar reasons.!®

When ISO published its recommended dimensions for freight
containers in 1977, it did not include either the 24’ or the 35’ lengths,
considering that the range of sizes adopted was sufficiently flexible to
encompass the trades served by Sea-Land and Matson. Nonetheless, the
impact of the ISO dimensions on liner vessel operators was such that
even Sea-Land, after 20 years of using 35’ containers in its wholly-owned
and operated highway services and container terminals, found it
necessary to adopt the international standard. Approximately 10 years
ago it began the costly conversion from 35’ to ISO 40’ lengths, a process
that by the end of 1988 will still be only 98% complete.?

The growing use of intermodal systems makes it important for
ocean-liner technologies to be compatible with inland transport systems.
In 1979, Canada adopted domestic container dimensions of 443"
(13.49 m) long by 9'6" high by 8'6” wide that permit the carriage of two
units on an 89' (27.13 m) railway wagon.?® Similar dimensions were
adopted by the U.S. in the Surface Transportation Assistance Act (STAA)
of 1982, which increased the maximum dimensions allowable on the
national interstate highway system to a width of 86" and a single trailer
length of 48’ or two trailers of 28’ (8.53 m).2! The STAA also allowed the
27 states that had previously authorized trailers up to 53’ (16.15 m) long
to continue to use them.?? This permitted American President Lines to
put 53’ containers into service on its domestic double-stack rail
operations between Los Angeles and Chicago, with both pickup and
delivery provided by AP Trucking.

Approximately six years ago, American President Lines also began
experimenting with non-ISO marine containers in its services between
Asia and the United States. The dimensions tested were 45’ and 48’
lengths with 8" and 8'6” widths, respectively, and 9’6" heights. To ensure
compatibility with existing container handling equipment, corner
fittings were placed at the ISO 40’ positions. The results of these
experiments showed that 48’ containers provide a substantial increase in
productivity, leading a meeting of the U.S. National Railroads

45



Intermodal Association to affirm in January 1986 —just two months
after the 48’ units were introduced— that this dimension should become
the national domestic container standard. American President Lines is
also testing 53’ containers in its domestic services. Recognizing the added
efficiencies of larger units, during January 1988 Mitsui-OSK Lines also
introduced 45’ units into its Far East-U.S. services. Numerous other lines
such as Sea-Land, Maersk and Hapag-Lloyd have built vessels with cell
structures capable of handling 45" containers.

Table 1 summarizes recent developments in freight container
dimensions.

It would appear that tendencies toward the use of non-ISO
dimensions for marine containers could provide an important incentive
for the adoption of new international standards. At present, only some

Table 1

FREIGHT CONTAINER DIMENSIONS

Containers for ocean/land transportation

ISO-Series One: Non-1S0:
- 10 x8(0r 86" x8 Sea-Land Services
3.1mx 244 m (or 2.59) x 244 m -35x8x8

-~ 20 x 8(or86") x 8 1067 mx 244 m x 244 m
6.1 mx 244 m (or 2.59) x 244 m Matson Navigation Company
~30'x8(0or86")x 8§ -24x8x8
9.1 mx244 m (or 2.59) x 2.44 m 732 mx24 mx244 m
~ 40 x 8(or 86") x 8 American President Lines
122 m x 244 m (or 2.59) x 244 m -45x96"x &
13.72mx29mx244m
- 48 x 96" x 86"
1463 mx29mx26m

Containers for land transportation only

United States-STAA (1982):
Single trailer
- 48 x 96" x 86"
1463 mx 29 mx 259 m
- 53 x96" x 86"
1615 mx29mx259m
Double trailer (each)
- 28 x 96" x 86"
85 mx29mx259m

Canada (1979):
- 443" x 96" x 86"
1349 mx29mx2.59m

European swap-bodies:
Currently not standardized
but the common size is
- 23 55" x 824"
715 mx 25 m

Source: ECLAC.
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12 000 of the 45, 48’ and 53’ units are being utilized by a limited number
of carriers, compared with over four million standard ISO containers.??
Nonetheless, a new ISO standard has been proposed that would take full
advantage of highway width limits of 2.59 m (8'G”), permit heights of up
to 29 m (9'6"), and increase lengths to between 48 and 49" (14.63-
14.94 m), while remaining compatible with present container handling
equipment.

A tendency toward larger dimensions has also appeared in Europe.
Swap-bodies, which are a type of inland container peculiar to Europe, are
not now standardized but are often 2.5 m (8'2.4") wide. A swap-body of
this width that is 40’ long will accommodate 24 pallets of 1.0 mx 1.2 mor
30 of 0.8 m x 1.2 m, whereas only 21 or 24 of these pallets, respectively,
will fit in an ISO 40’ standard container. The European Committee for
Standardization, which is composed of national standards bodies from 16
EEC and European Free Trade Association member States, has agreed on
2.6 m (86.4") as a basis for discussions of swap-body widths. EEC
directive 88/218 increased the maximum width of refrigerated swap-
bodies from 2.5 m to 2.6 m. This same width has also been adopted by
important non-EEC. markets such as Sweden. The United Kingdom
maximum width for swap-bodies is 2.58 m. Swap-body dimensions in
themselves have little relevance to international trade, but the fact that
they are becoming wider indicates that Europe is also subject to the same
influences toward increased productivity that are expanding the
dimensions of marine freight containers.

Initiatives to increase container dimensions may create problems for
some countries but not for others. Japan, with an average inland haul for
containers of only some 40 km,?4 could fill and empty these units in or
near ports without greatly increasing overall distribution costs, and most
Japanese ports already have the warehouse and distribution facilities
required for these operations. In Europe, as noted, greater widths are
already appearing in swap-bodies, but 45’ and 48 lengths would not
presently be permitted on most highways. Nonetheless, exporters in
both Europe and Japan may well come to see the use of these lengths as a
means of taking greater advantage of highway and rail transport
economies. It appears likely that any large-scale move by either of those
regions to adopt one or both of the new dimensions would probably
oblige the other region to do the same. Widespread acceptance of these
dimensions in the industrialized countries would then put pressure on
Latin American and Caribbean exporters also to ship their products in
larger units, to remain competitive.
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b) Modes of transportation

Modes of transportation are intimately related to the services
provided them by interior cargo terminals. Modal interchange may
involve solely the cargo unit —i.e., the container or highway trailer—
without the handling of its contents, or it may involve the goods
themselves. Aside from airports and seaports, modal interchange may be
i) highway to highway (interchange between long and short haul
shipping), ii) railway to highway, iii) inland waterway to highway, or
iv) inland waterway to railway.

Unimodal transshipment is well-known and is extensively practiced
at seaports, airports, rail classification yards and other facilities. In the
case of highway transportation, transshipment is effected in the place
where freight is concentrated and deconcentrated, which is traditionally
known as a freight station. A carrier or industrial company that handles
its own transportation might establish a terminal of this kind.

With respect to intermodal transshipment, a number of terms are
used that refer to the modes participating in the operation, including rail
terminal, inland waterway terminal and air terminal. These are terminals
in the strictest sense of the word in that they constitute the end point for
shipment by train, barge or aircraft, and freight is transferred to another
mode which in nearly all cases will be the final one used in the transport
chain —i.e, a truck. However, sometimes no final mode of
transportation is necessary, because the consignee is located within the
terminal area itself.

Rail terminals are important links in the combined railway-highway
transport chain. This term covers transportation on railway flatcars of
road tractors with trailer attached, trailers alone and swap-bodies, as well
as containers. Such units comprise the majority of transshipments made
at rail terminals. Since special handling facilities are required both for
containers and for the other types of equipment, rail terminals may be
subdivided according to the installations they offer.

Inland waterway terminals are attracting increasing attention in
Europe. Barges have traditionally been used for transporting goods of
little value or great weight, and for that reason inland waterway ports are
fairly common. In recent times, however, unitarization has been
stimulating the construction of special facilities for handling container
and roll-on/roll-off traffic in these ports, with the result that their role as
a link in the transport chain is becoming increasingly important.
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2. Interior cargo terminals in the European
Economic Community

There are some problems, such as those posed by labour practices or
delays due to paperwork, which are difficult to solve in ports but can often
be dealt with more easily in inland terminals. Such factors tend to
determine the role these terminals play in the Community.

a) Labour practices

European seaports often suffer from labour practices and agreements
that are inefficient when it comes to container handling, which tends to
make their operation inflexible and expensive. These difficulties arise
especially in places where containerization has been regarded as a threat
to traditional labour systems and where organized labour is strong. What
usually happens is that stevedores in the port and adjacent areas acquire
“rights” over work with containers that often have a decided effect on
costs. For example, in the United Kingdom, the very high costs charged
by the National Dock Labour Scheme for the handling of containerized
freight constitute one particularly important reason for the creation of
inland depots, where costs have decreased to slightly more than one-
fourth of what is charged in a Scheme port.

Another problem deriving from port labour practices is related to
cargo safety. Freight under the control of dock workers is subject to more
instances of damage, loss and theft. At inland centres not controlled by
dock worker unions, containers may be loaded and unloaded under the
supervision of the shipping company or its agent, with a substantial
increase in security.

b) Delays due to formalities

Delays in ports may also provide an incentive for transferring some
operations to interior terminals. For example, Customs dispatch
formalities are often cumbersome as a result partly of procedural
problems and partly of heavier workloads imposed by growing volumes
of traffic. Some countries and ports are worse than others, and in these
cases the possibility of handling Customs formalities at interior
terminals may be important. The transfer of these procedures to interior
cargo terminals is especially desirable in cases where there‘is a high
proportion of LCL freight or where the goods originate in trade zones to
which complex quotas or tariffs are applied.

The establishment of an extensive network of interior Customs
depots in the United Kingdom was motivated in part to delays in
Customs formalities in ports. In other countries, such as Spain and
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Portugal, it has been mandatory for all international transport units to
carry out Customs formalities at interior terminals. It should be noted
that Customs regulations vary greatly from country to country and that
factors which cause delays in one country may not do so in another.

¢) The role of interior cargo terminals

No single set of reliable data exists for use in evaluating the role of
interior cargo terminals on the basis of the traffic they handle. All that
can be done is to make an estimate on the basis of data taken from a study
carried out in 1983 regarding the total volume of traffic handled in ports
in terms of the mode used for interior transportation (see table 2).

In 1986, the total traffic served in the ports of the countries referred
to in table 2 amounted to some 13.9 million TEU. This figure includes
direct transshipments between ocean vessels for feeder or combined-
route services, for which the same operation was counted twice in
approximately 8% of the cases. If this 8% and the 11% represented by
LCL traffic were deducted from the total traffic, total inland FCL
movements would be approximately 11.26 million TEU.

The proportion of FCL traffic is greater in the cases of inland
waterways and railways. Both modes thus require the use of at least one
terminal for one transfer operation. In addition, some containers are

Table 2

DISTRIBUTION OF PORT TRAFFIC BY MODE IN 1983

LCL traffic Inland mode used
as a percentage (percentages)

Country of port

traffic . . Inland

served Highway Railway waterway
Belgium 16 70 24 6
Denmark 8 88 12 -
Spain 8 64 36 -
France 15 63 36 1
Italy 13 74 26 -
Netherlands 12 77 13 10
Portugal 2 89 11 -
United Kingdom 2 63 37 -
Federal Republic
of Germany 15 48 50
Average 11 69 27 4

Source: Netherlands Economic Institute.
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moved to another terminal for additional cargo handling, temporary
storage, repairs, etc. It is estimated that total FCL traffic through such
terminals in 1986 was:

TEU (millions)

By railway and inland waterways 3.49
Thus, transfers movements through ITCs 3.49
Plus, movements through additional ITC 0.38
Total estimated ITC traffic 3.87

As for containers shipped by road, the overall average in respect of
those handled in intermediate depots is 38%. However, not all these
depots may be classified as interior cargo terminals. It is estimated that
about 4% of them are nearly relief stations where drivers on long-
distance hauls between ports and the interior change tractor units. Even
so, the volume of traffic served by ITCs in 1986 was 2.64 million TEU.

Summing highway, railway and inland waterway traffic, the
aggregate number of marine freight containers using interior cargo
terminals in western Europe amounts to approximately 58 % of the total
inland flow, or some 6.51 million TEU in 1986. Any increase in the
proportion of inland traffic moving by rail or inland waterway will result
in a direct increase in traffic through interior cargo terminals used as
modal transfer points. On the other hand, the extent to which traffic
moving inland by highway passes through such terminals is related to the
proportion of LCL traffic in the overall flow, as well as to the transport
practices adopted for serving more distant inland markets.

Each port has its own hinterland, in which the population and
industrial activities generate a high demand for pick-up and delivery
services that may be difficult to meet from the port. This is particularly
true when there is an imbalance between export and import cargoes that
produces a large number of empty containers. In such circumstances, a
terminal established in a strategic location may offer substantial
advantages as a deposit for empty containers, so that the trips required to
collect or return them or to perform maintenance or repair work on them
are kept to a minimum.

In addition, freight often requires storage services, and distribution
to regional markets that are not easily accessible from the port and are
better served from a depot close to the principal areas of origin or
destination. The transport profile of pick-up and delivery is very
different from that of long distance trunk service. Therefore, once a
centralized interior terminal or a network of such terminals has been
established, it may prove more efficient to separate long distance
transportation from local distribution services. An integrated system is
thus formed that allows optimal use of available transport resources.
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3. Interior cargo terminals in Canada and
the United States

Most of the remarks made with regard to the role played by interior cargo
terminals in the EEC also apply to Canada and the United States.
However, the physical extent of these two countries has a special impact
on some aspects of ITC development, through its effect on the transport
systems. The growing importance of railways in intermodal transport in
these countries has already been referred to, in particular as regards
double-stack rail wagons. The high level of efficiency of these wagons,
due to the fact that they weigh much less than conventional wagons, has
done much to promote the implementation of the “hub-and-spoke”
distribution concept previously mentioned, in which terminals constitute
hubs in the interior of the country.

Although there are numerous variations in their design, double-stack
container wagons tend to be approximately 280" (85.34 m) long and
consist of five articulated platforms, each of which carries four TEU. A
train will be composed of 20 to 28 of these wagons with a total capacity of
400 to 560 TEU. However, American President Lines places one 48’ x
9’6" x 86" container on the second tier of each platform, permitting a
20-wagon train to carry 490 TEU. A standard railway flatcar weighs
approximately 31.9 metric tons, whereas the double-stack platform
weighs only 14.6 metric tons.?¢ Furthermore, a five-platform wagon has
80% fewer couplers and 40% fewer wheels and brakes than the
equivalent five conventional flatcars. A train composed entirely of these
double-stack wagons can thus accommodate more than twice as many
containers as a conventional train, with little increase in locomotive
power and no increase in crew size.

It has been estimated that locomotives pulling double-stack container
wagons will consume only 60-67% as much fuel per container as
conventional container-on-flatcar and trailer-on-flatcar operations. One
US. railway has indicated that double-stack container wagons will
average 225 000 miles per year, instead of about 80 000 for standard
flatcars, with maintenance costs per container as low as 129 of those for
conventional equipment. Line-haul cost savings of double-stack trains
over conventional COFC and TOFC operations are estimated to be
approximately 409, and actual costs may be as low as US$0.40 per
container mile. This may be less than half as much as comparable costs
for highway transportation.?’

As may be seen, the use of double-stack wagons offers the possibility
of achieving sizeable economies in transportation with far-reaching
repercussions for the entire distribution chain. In order to make better
use of the productive advantages offered by these wagons they should be
operated in block trains, which means they cannot be uncoupled to drop
off one or two containers along the way. In order to operate in this
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manner, pick-up or delivery of individual containers or their contents
must be made at a location intended for consolidation and
deconsolidation of freight —i.e., an interior cargo terminal.

The task of consolidating and deconsolidating freight has always
been performed in railway terminals. Interior cargo terminals differ
from railway terminals, however, in that the focus of their operations is
on intermodalism and involves the transfer of containers between long-
distance trains that carry them to and from ports, and trucks that perform
local pick-up and delivery. In this context, “local” is relative in meaning,
since theoretically the distance between terminals should depend on the
differences in costs between rail and highway services. It may be said that,
on the average, the competitive radius of truck operations is about
500 km, which would imply that terminals should be about 1 000 km
apart.2® Although in actual practice this distance is much shorter, a
tendency to reduce the number of interior terminals is beginning to
appear. Canada is more advanced than the United States in this respect,
although the spacial distribution of interior terminals has started to
become more rational in the United States as well, especially since
deregulation.

The most important conclusion that can be derived from the
preceding analysis is that, both in Canada and the United States and in
the countries of the European Economic Community, the distribution
chain is increasingly oriented towards intermodalism and the use of
interior cargo terminals as interchange points. This situation means that
there are two options open to exporters in Latin America and the
Caribbean. On the one hand, they can ignore the trend and rely on the
original procedures whereby containers are emptied in ports. On the
other hand, they can make a special effort to take full advantage of this
modern approach to the distribution chain, knowing that in the years to
come it will be the predominant form of transportation in Europe,
Canada and the United States. The first option would probably be very
convenient for exporters, since to a large extent it amounts to a
continuation of present practices. It could also be risky for them, since
their goods might lose commercial viability in the market due to the high
cost this option entails.

To take the second option would require a radical change in the way
exporters use containers. They would have to regard them as integral to
the process of marketing their products, like other forms of packaging
that reach the very doors of their clients. This option would also require
the liner shipping industry of Latin America and the Caribbean to change
its attitude, since it would be forced to promote the transportation of
containers to the final destination of the cargo rather than emptying
them in port. Such changes would allow this region’s exports to be fully
incorporated into the distribution systems of the purchasing countries, so
that they could compete for markets on equal terms with other suppliers.
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Chapter III

STRUCTURAL CHANGES IN INTERNATIONAL
COMMERCIAL RELATIONS AND THE
IMPACT OF CHANGES IN TRANSPORT

The fundamental objective of economic geography is to provide an
understanding of and insights into the spatial distribution of economic
activities. It might be thought that economic geographers limit their
investigations of a region to, for instance, its resources, climate and
topography, but such is not the case. Economic geography deals not only
with the aforementioned physical characteristics of our environment but
also man as a member of a community. How man in society interacts with
his physical environment creates a need to understand his productive
activities and the distribution of output. The link between physical and
human geography brings together natural resources, industry, economics
and transportation, as well as urban, social and political themes.
Economic geographers seek to treat these and other topics in relational
terms so that they will be better understood individually as well as
collectively.??

In this part, an evaluation will be made of certain trends in economic
geography which might have an impact on policies and plans of the liner
shipping industry. Within such trends there are many aspects that should
be considered to establish policies which might orient future decisions of
shipping lines, ports and land transport enterprises. Some of the more
important for this investigation are i) population, industry and
purchasing power, ii) multiple sources for the principal exports of Latin
America, iii) trading blocs and the European Community in 1992 and
iv) the impact of changes in transport on commercial relations.

A. POPULATION, INDUSTRY AND
PURCHASING POWER

With the exception of demographers, social scientists and a few strategic
thinkers, the birth of a child on 12 July 1987 in Zagreb, Yugoslavia,
probably went unnoticed. For those in the liner shipping industry, this
child simply was not part of their structured, repetitive daily activities of
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loading and discharging trucks, trains and ships, preparing trade and
transport documentation, requesting cargo insurance policies and filing
claims thereon, as well as of the thousands of conversations, telexes,
agreements and disagreements which contribute to the flow of
manufactured goods between countries. Nonetheless, the birth of this
child has important implications for the international commercial
exchanges of southern hemisphere countries and their liner shipping
industries.

The importance of this child lies in what his birth means for world
population growth. He represents a milestone in growth of the world
population to 5 000 million. This figure seems relatively inconsequential
until it is related to location. It has been estimated that approximately
909% of the world's inhabitants live in countries located north of the
equator, with the remaining 10% in those not just south of but very close
to the equator. When it is taken into account that around 77 % of the land
mass of the world, 95% of the purchasing power and 95% of the
industrial capacity are located in the northern hemisphere,3® it can be
seen that trade patterns and ocean-liner services already reflect this
locational reality. Probably the most explicit example of this would be the
23 vessel round-the-world service of Evergreen Line, which commenced
in July 1984. The vessels of that line call at 18 ports eastbound and 19
westbound, and not one of them is in a southern hemisphere country.

The relevance of these global population trends for Latin American
and Caribbean shipping lines, ports and land transport operators should
not be underestimated. Just as world population, industry and purchasing
power could become even more concentrated in the northern
hemisphere in the future, so also could liner shipping services. Policy
makers at all levels must understand that man, in the sociological sense, is
a “northerner”. The importance of "northern man” in the formulation
of policies and plans for the liner shipping industry relates to not only
where he lives but also what he produces and consumes. The assumption
that the industrialized world is dependent upon this region’s exports has
gone from a fact to only a partial truth, taking with it a major source of
income. Given the choice between northern and southern hemisphere
suppliers available to industrialized countries, Latin American and
Caribbean countries must ensure that their liner transport systems
—vessels, ports and inland transport— are cost-effective, efficient and
technologically appropriate.
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B. MULTIPLE SOURCES FOR THE PRINCIPAL
EXPORTS OF LATIN AMERICA

Liner shipping services, as well as other maritime transport activities,
exist to serve international trade, and when changes occur in the
direction, level or composition of trade, these services must change as
well. In turn, all countries are concerned to maintain and expand the
markets for their exports in order to be able to import the goods and
commodities which they require or desire. As markets for a country’s
traditional exports cease to expand adequately because of lack of
increasing global demand for them, or because of protectionism in
importing countries or the incursion in their markets by new suppliers,
the country turns to new products to increase its export earnings. For a
country to maintain traditional markets and create new ones, as well as
expand and diversify exports, it must have transport services which are
competitive with those of other countries which supply the same
products; but to obtain adequate transport services it must offer a
sufficient volume of traffic to justify them. It is thus useful to examine the
evolution of the exports of Latin America and the Caribbean in relation
to world trade, and in particular the exports of products which utilize
liner services.

The increase in global world trade since 1970 has been dramatic:
from US$312 000 million in 1970 to US$1 930 000 million in 1985, an
average annual growth rate over the period of 12.9%.%' This increase,
however, is influenced by the sharp rises in the price of fuels during the
decade of 1970, which led to an annual growth rate of fuel exports in
dollar terms of 18.2% over the entire period 1970-1985. World trade in
manufactured goods (which excludes iron and steel) also increased at a
slightly higher annual growth rate than that for all trade: 13.2%. Annual
rates of growth for exports of the other three major categories of
products in which UNCTAD classifies exports were each lower than the
global rate: 10.3% for all food items, 8.5% for agricultural raw materials,
and 8.5% for ores and metals. In addition to manufactured goods, many
individual products in the latter three categories of products are also
heavy users of liner services, as is the case with copper, steel, coffee,
tobacco, wool, cotton, alcoholic beverages, etc.

Exports of manufactures are of special interest due to their dynamic
and catalytic role in the development process, and their evolution in
relation to other categories of products can be better seen if the effect on
the value of world trade introduced by the increased price of fuels is
eliminated. For this reason, the percentages for different categories of
products in world trade, as shown in table 3, have been calculated
excluding fuels.

59



The greatly increased demand for the transportation of
manufactured goods between 1970 and 1985 has been met by liner
services, in particular through the use of highly efficient container
services. In turn, the high volumes of manufactured goods traded (as well
as of goods in other product categories that utilize liner services and
containers) has led to enormous investments in container ships,
containers, specialized ports, and inland transport infrastructure and
equipment, principally in the industrialized countries.

The trading structure for manufactured goods among the developed
market economy countries, the developing countries and the socialist
countries has not changed significantly during the period 1970 to 1985.
As can be appreciated from table 4, world trade in manufactures is still
dominated by the developed countries, to the extent that 619 of trade in
these products is carried out among themselves. This high percentage
over 16 years supports the assertion made earlier in this document that
industrialized countries are neither tied to nor dependent upon the
exports of manufactured goods from developing countries. Nevertheless,
during the period the exports of manufactured products from developing
countries to developed market economy countries increased from 3.5%
of the total to 8.8%, i.e., from US$S 900 million in 1970 to US$93 700
million in 1985.

During the period 1970 to 1986, the rate of growth of the value of all
exports of Latin America and the Caribbean closely followed that for

Table 3
WORLD TRADE

(Millions of US$ and percentages)

1970 1987
Per- Per-
Value cent- Value cent-
age age
All food items 45 850 16.6 198 742 133
Agricultural raw materials 18 090 6.5 61 745 41
Ores and metals 39924 14.4 136 997 9.1
Manufactured goods 172795 62.5 1 103 695 735
Subtotal 276 659 100.0 1 501 179 100.0
Fuels 28 695 355035
Total 311 905 1929 537
Source: UNCTAD, Handbook of International Trade and Development Statistics: 1987 Sup plement,

table 3.3.
Note: Columns do not sum in the source, in some instances, due to lack of information on
breakdown by product category.
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Table 4
TRADE IN MANUFACTURED GOODS

(Millions of US8 and percentages)

1970 1985

Percent- Percent-
Value
age age

Value

Trade among developing

countries 3136 18 - 41 704 3.9
Exports from developing

countries to developed

market-economy countries 5 906 3.5 93 669 - 8.8
Exports from developed

market-economy countries

to developing countries 30 848 18.1 189 063 17.7
Trade among developed
market-economy countries 109 305 64.2 648 390 60.7

Trade of socialist countries
with each other and wich

other groups of countries 20 981 12.4 95 693 8.9

Total 170 176 100.0 1 068 519 100.0

Source: UNCTAD, Handbook of International Trade and Development Statistics, 1987 Supplement,
table 3.3.

global world trade. This evolution contrasts with prior periods, when the
region lagged far behind the rest of the world, and even behind the other
developing countries (see table 5).

The lack of dynamism in the exports of Latin America and the
Caribbean between 1960 and 1987 in relation to the rest of the world can
be appreciated in figure 1, which presents export quantity indices for
several of the world’s regions.

The provision of transport services along the world's trading routes
is guided essentially by changes in the physical quantities of goods traded
rather than their value. Despite the pitfalls inherent in using quantity
indices, and the fact that the indices presented in the graph include all
products traded, which utilize both maritime liner services and chartered
ships to transport bulk commodities, it can reasonably be concluded that
Latin America and the Caribbean were not offering volumes of cargo
which would lead to greatly improved liner transport services when
compared with other regions of the world.

In the particularly important area of manufactured goods, for which
the world annual average growth rate for the value of exports between
1970 and 1985 was 13.29%, the rate for Latin America and the Caribbean

61



was 18.1%, which still lagged behind the rate for all the developing
countries of 19.9%. During this period the performance of the group of
ALADI countries, led in particular by Brazil, was more favourable, as this
group had an annual average growth rate for the export of manufactured
goods of 20.6%, well above the average growth rate for all ALADI
exports of 13.5%. As a consequence, Latin America and the Caribbean
increased its share of world exports of manufactured goods from 1% in
1970 to 1.8% in 1985. During the same period, south and south-east Asia
increased its share from 3.5% to 9.9%. Even though the participation of
exports of manufactured goods within total exports of Latin American
and Caribbean countries increased from 9.5% to 18.9% during the
period, it is clear that the region has not adequately taken advantage of
the great growth in world trade in manufactured products during the last
decades.

A similar conclusion can be reached by an evaluation of maritime
transport statistics. Table 6 presents the volume of dry general cargo
—i.e., cargo that utilizes liner services— traded between the United
States, South America, and far east Asia (Hong Kong, Macao, Japan and
Korea) in 1978 and 1985. The tonnages transported between the United
States and far east Asia in 1978 greatly exceeded those traded between the
United States and South America (16.2 million tons versus 4.8 million
tons). Moreover, the gap between Asia and Latin America increased
dramatically by 1985: tonnages moved between the United States and
the west coast of South America actually fell slightly during the period,
while trade to and from the east coast of South America increased only
600 000 tons. In contrast, trade between the United States and far east
Asia increased by 12.6 million tons, reaching a total of 26.8 million tons
in 1985 as compared with only 5.4 million tons with the combined east
and west coasts of South America.

Table 5

ANNUAL AVERAGE GROWTH RATES OF EXPORTS, FOB

(Percentages)

1950-1960 1960-1970 1970-1975 1975-1986

World 6.5 9.2 259 7.7

Developing countries 3.1 7.3 36.0 6.6

Latin America and the Caribbean 2.4 5.0 26.7 7.7

Brazil -2.0 7.2 30.2 10.4

Japan 15.9 17.5 26.0 11.6

Source: UNCTAD, Handbook of International Trade and Development Statistics, 1987 Supplentent,
table L.5.
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Figure 1
INDEXES OF EXPORT VOLUMES

(1960 = 100)
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Source: UNCTAD, Handbook of International Trade and Development Statistics:
1987 Supplement, table 2.1.

As has been pointed out in earlier parts of this document, there are
important economies of scale associated with liner transport, and in
particular with cellular container ships. The enormous quantities of
general cargo traded between the United States and far east Asia permit
the use of large and efficient ships which can offer frequent low-cost
services to far east Asian exporters, giving them an important
competitive advantage in the key U.S. market over their present or
potential competitors on the east and west coasts of South America. This
competitive advantage can only be overcome by increasing exports from
the latter region, but to increase their exports, the Latin American
countries must have liner transport services which are comparable to
those of their competitors.

The basic issue for Latin America and the Caribbean is that it is not
sufficient merely to have liner services linking the region with markets in
other regions: rather, the cost and quality of these services must not leave
the region at a disadvantage in relation to its competitors in the
developed countries and in other developing regions. To be competitive,
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Latin America and the Caribbean must be efficient not only in producing
goods, but also in getting them to buyers at prices competitive with
alternative sources of supply. The quantities of products traded which
utilize liner services will be a key factor in determining whether the
region can count on liner services which permit them to compete on
equal terms with competitors from other regions. In addition, they must
make much stronger efforts to reduce the cost of getting their products
onto the ships through major improvements in land transport and ports
in Latin America. Even though Latin America can take advantage of

Table 6

MOVEMENT OF GENERAL CARGO

(Thousands of metric tons)

West coast East coast
of South of South Far east Asia
Porr ranges America America

1978 1985 1978 1985 1978 1985

United States

North Atlantic:

As destination 182 193 500 1 365 2210 2208
As origin 144 86 232 141 508 518
United States

South Atlantic:

As destination 41 105 175 500 622 913
As origin 127 114 117 32 287 839
United States

Gulf of Mexico:

As destination 124 98 373 1132 561 286
As origin 470 520 1419 384 1413 2695

Subtotal 1088 1116 2816 355 5601 7459

North American

North Pacific:

As destination 12 23 27 28 2431 3014
As origin 94 76 229 197 2041 4126
United States

South Pacific:

As destination 80 67 81 157 3045 7303
As origin 112 44 253 8 3100 4925
Subtotal 2908 210 590 47 10617 19 368
Total 138 1326 3406 4025 16218 26827

Source: United Nations, Maritime Transport Study: Commodity Trade (by Sea), Statistics, 1981,
International Sea-Borne Trade Statistics Yearbook, 1984-1985.
Note: West coast of South America —Pacific ports of Colombia, Ecuador, Peru and Chile; east
coast of South America —Brazil, Uruguay and Argentina; far east Asia —Hong Kong,
Macao, Japan and Korea.
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several of the minibridges for distribution within Europe and North
America, the competitiveness of the region’s exports will depend heavily
on transport improvements made within the Latin American region.

This conclusion is reinforced by the fact that not only does the Latin
American and Caribbean region face strong competition as it attempts to
diversify its traditional exports in an increasingly global world economy,
but the traditional exports are also subjected to increasing competition
from alternative sources of supply. While the region has maintained its
share of world markets for some products that utilize liner transport
services, such as coffee, bananas and cacao, shares of other products, such
as meat, tin, copper, and hides fell between 1970 and 1985. The general
tendency in Latin America and the Caribbean during this period was for
traditional exports to reduce their incidence within the value of a
country’s exports as exports of manufactured goods increased and new
products entered the export marker or increased their importance.
Argentinean meat exports, for example, fell from 10.29% of world meat
exports in 1970 to 4% in 1985, at the same time that the incidence of this
export in total Argentinean exports fell from 24.7% to 4.4%. Brazilian
coffee exports went down from 30.6% of world coffee exports in 1970 to
27.5% in 1985, but during the same period the incidence within total
Brazilian exports dropped far more dramatically from 34.3% to0 9.2%.
Chile’s share of world copper exports dipped slightly from 16.7% in 1970
to 14.9% in 1985, but as a percentage of total Chilean exports copper
represented only 46.1% in 1985, down from 67.3% in 1970.32
Frequently, however, the products which took on more importance
within Latin American and Caribbean exports are those that do not
utilize liner services, such as soya, iron ore, logs, and petroleum.

In table 7, the competitive pressure on Latin American and
Caribbean exports can easily be appreciated. No longer are there captive
markets for traditional exports, and the region must constantly improve
the efficiency of its production, marketing and distribution in order to
obtain and maintain market shares. Maritime liner services and, in
particular, container services will frequently be the key variable which
will determine whether the Latin American and Caribbean region is
successful or not.

C. TRADING BLOCS: THE EUROPEAN
COMMUNITY IN 1992

The EEC was set up in 1958 with the entry into force of the Treaties
Establishing the European Communities (Treaty of Rome). The
continuing importance of this economic integration initiative can be seen
from, for instance, the increase in the number of member States from the
original six —Belgium, Federal Republic of Germany, France, Italy,
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Luxembourg and the Netherlands— to include Denmark, Ireland and the
United Kingdom (which became members in 1973), Greece (1980), and
Portugal and Spain (1986). It can also be seen in the establishment of a
European Parliament, the central role of the EEC in world trade, and the
ever-widening range of Community activities which come within the
jurisdiction of its many directorates.

Probably the greatest source of current uncertainty regarding the EEC
relates to the Single European Act, which was approved in Luxembourg
on 17 February 1986 and ratified by the 12 EEC member States 11 days
later in The Hague. Its entry into force, originally planned for 1 January
1987, had to be postponed due to the need for a referendum on the matter
in Ireland. The act was approved in that country during June 1987 and

Table 7

PARTICIPATION OF LATIN AMERICA AND THE CARIBBEAN
IN EXPORTS OF SELECTED PRODUCTS, 1983-1984

(Number of countries, millions of US$ and percentages)

Lati . Developed Other
atin America market-econom developin
and the Caribbean . ¥ ping

Product countries countries

Per- Per- Per-

No. Value cent- Value cent- No. Value cent-

age age age
Meat fresh, chilled,
and frozen 9 1190 8.7 11 630  85.0 7 472 3.5
Fruit preserved,
prepared 4 1203 271 237 533 10 534  12.0
Coffee 11 6400 58.6 1029 9.4 16 3210 299
Leather 5 510 137 2551 686 9 559 15.0
Textile yarn
and thread 4 519 4.2 8953 725 14 2061 16.7
Cotton fabrics,
woven 3 242 3.6 4138 622 16 1756 264
Copper 4 1501 155 6433 665 9 1326 13.7
Tin 2 329 160 294 143 6 1418 688
Telecommunica-
tions equipment 2 872 27 24657 754 S 4271 131
Office machines 3 505 13 35482 899 S 2255 5.7
Travel goods,
handbags 3 115 3.8 1072 358 7 795  26.6
Footwear 2 884 7.1 6523 523 8§ 2192 176
Toys, sporting .
goods, etc. 2 139 1.6 4 477  50.7 7 2178 246
Source: UNCTAD, Handbook of International Trade and Development Statistics, 1987 Supplement,

table 4.4.
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entered into force on 1 July 1987. It is divided into four titles which seek
to develop the internal Community market and strengthen the economic
and social ties between member States.’* The Single European Act
requires the progressive elimination of all physical, technical and fiscal
barriers to trade in goods and services between member States by 31
December 1992. When fully implemented, the single EEC market will
embrace 12 countries with an area of 2.3 million km2 and approximately
322 million inhabitants who have an estimated purchasing power of
US$4 trillon.

The establishment of one market represents an evolution from
economic integration, directed at eliminating intermember trade
obstacles, towards a more positive phase based on a common economic
and financial policy. This constitutes a fundamental change in the
economic geography of a region and will accelerate the movement of
capital and labour between member States, create 2 new basis from which
to judge the efficiency of both the manufacturing and service sectors,
permit the EEC to be self-sufficient in a larger number of products, and
alter the nature of the EEC import demand. For example, EEC
manufacturers of trucks, chemicals, machinery and a wide range of other
goods already are making massive capital investments in new plants and
equipment in order to meet an increase in demand which is projected to
arise from the single market.34

The EEC recently published a report listing the advantages that will
flow from the single market. It estimates that the 12 member States could
collectively be about 200 000 million European Currency Units (ECU)
(US$240 000 million) richer by the late 1990s. Gross domestic product of
the Community could rise by at least 4.5%, consumer prices might fall by
6% and nearly two million jobs would be created.>® The EEC nations will
eliminate trade restrictions among themselves over the next four years,
and it is important to follow these events closely in order to determine if
such restrictions might be transferred to other countries. It is still unclear
what effect the Act will have, when fully implemented, on trade and
transport not only within the EEC but also between the EEC and other
countries.

The principal question facing non-EEC manufacturers and service
enterprises is whether and to what extent their access to the EEC might
be restricted when it becomes a single market. In other words, will EEC
manufacturers and service enterprises be given priority over their non-
EEC counterparts? Even non-EEC enterprises which have production
facilities in the Community must seek answers to these questions. For
example, the cars Nissan produces in the United Kingdom have a local
content of 709%, but the Government of France claims that with less than
80% they cannot be considered European. France treats these cars as part
of Japan's import quota, which is 3% of its car market, so the United
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Kingdom has asked the European Commission to intervene in the
dispute.

A partial response to these questions was given at a meeting in
February 1988 between representatives of the EEC and the European
Free Trade Association, which is comprised of Austria, Finland, Iceland,
Norway, Sweden and Switzerland. At that meeting, the EEC Trade
Commissioner declared: ... only [EEC] member States can fully
participate in this internal market”.

Whether this declaration will be translated into commercial policy is
open to question, but subsidy and/or market reservation measures
utilized by the EEC for its agricultural, textile, steel and shipbuilding
industries might provide useful insights.3¢ For example, in response to
pressure of EEC producers, the Commission of the European Community
decided on 20 April 1988 to limit import quotas for apples to 521 731
tons. Of this total, the five leading southern hemisphere producers were
assigned the following amounts: Argentina 79 000 tons, Australia 11 000
tons, Chile 142 131 tons, New Zealand 115 000 tons, and South Africa
166 000 tons.?” In this context, numerous Caribbean countries have
expressed concern about the possible impact of the single market on their
exports of bananas to EEC member States, and especially to the United
Kingdom.

The success of an economic integration scheme is usually measured
by the degree to which trade between its members has increased, but this
does not mean that commercial activities between them and other
countries should necessarily decline. Notwithstanding