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1. Introduction

Constantly increasing lirer Fféigﬁf fatés have been é'majof concern of
the developing countries for more.fhah'tén years, Even before the First
session of the United Nations Conferenca cn Trade and Development (UNCDAD
I) in 1964, Latin America was urglng that this problem be confronted by
concerted international action. 1n the Tequerdama Charter, adopted in
Bogotd in 196? in praparation for UNCTAD II, Latin America reafirmed its
p051t1nn Wlth regard to the questlon oF freight rates A/ and was pleased
to ==z its recommendaticns incorporated irto the Chartef of Algisrs,
adopted by the Broup of 77, and reflected in draft resocluticns presented
by the developing countries duriné UNCTAD iI in New Delhi, Among the
resolutions aporoved unanimously'By UNCTAD II, resolution é (IIj, Freight.
rates aﬁd'cunference practices, is.éspecialiy importarit, as the Conferance
recommended that Governments invite the liner conferences (1) te review and
adjust freight rates particularly important to davelopihg countries, (2) to
estaﬁlish autﬁoritative representation in the ports of the débeloping :
countries whose trade they serve, and (3) to make their tariffs and other
releuant infarmation Freely avallable to all interested parties. '
Durlng UNCTAD IIT 1n 1972 the deueloping countries made additicnal
important advances. Resolution 69 {IIT), adopted without dissent, notes
"that in recent years liner freight rate incresses Haﬁe been larger and
more Frequént;" and resolves "that the Gouernments of States members 0#.=:
UNCTAD shcuid urgé lihef conferences ... to endeavour to maintain aé B
long as possibie a period of stability in freight rates cdnéistent wifh
the needs of shippers and the nééd'fo provide conference‘linés with a2

reasonable return on capital,”

;/ CECLA, Chater of Tequendama adopted by the Ad Hoc Committee on Latin
- American Coordimation (GECLA) at its Fourth Meeting at the Expert
Level (Bogotd, 25-30 September 1967), page 12, letter’ (c]_of paragreph
2 of section 1V,
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Recently, in 1974, among the measures to be taken as part of the
PTUgramme‘qf Action td establish a new internatioral economic order, E/
the Gereral Assembly of the United Nations decided that all needed
efforts should be made "To arrest and reduce the ever-increasing freight
rates in order tn reduce the cost of imports to, and exports from, the
developing counfries.“

In addition to expressing its concern ovef the lewel of liner
freight rates, Latin America has also pointed out the detrimental
consoqﬁences of the ireppropriete structure of rates, specifically,
the practice of averaging freight rates over ranges of ports and the
excessively high rates applied to potentially exportable products,
These conﬁerns were expressed durdng the Second Ministerial Meeting
of the Broun of 77 in Li-a (25 October - & Novembzr 1971}, which affirmed
that, "Developed countries should urge their shipping Jines that, when
considering any Freight‘increases,lthey should ensure that to fﬁe fullest
extent posaible.the sensitive items‘in.the trade of the developing
countries are insulated from those increases," that account should be
taken of "the Feasibility of providing special freight rates td promote
expnrts from developing countries cf non-traditional items and/mr to non=
traditional markets," and Further that »' "Shipowners and lirer cqnferencesr
should cogperate closely w1th port authorities, especially in develnping
countrles, s0 as to make eFfective use of port improvements. Paort
1mprcvements should benefit the country in which the port is located,

3/

by being reflected in lower freight rates.” =

g/ Resolution 3202 (5-Vi).

3/ . UNCTAD, Examination of Recent Developments and Long-term Trends in

World Trade and Development in accordance with the mims and functions
of UNCTAD (TD/143) that circulated The Declaration and Principles of
the Action Programme of Lima, approved on 7 November 1971 by the Group

of 77.
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The practice of awveraging freight rates over ranges of ports: at ‘
Secretariat in a technical réport which concluded that Taveraging
destroys any incentive for an inefficient port to improve itself,
becausz an lnprovement does not secure any reduction in rates. As a
result, the berefits of any improvements made are scarcely seen, since
they are small in relation to the total.costs irncurred over the whole
range, ."and further, "The device of the.port surcharge is not a
satisfactory solu ien to this problem sirnz it is not coupled with
discounts for markedly efficient ports and since, also, the surcharge
is nnly-imposed when the port becomes more inefficient than it has
been,” Y ‘

While it might appear that the developing countries, in their efforts
to attain their objectives in the field of maritime transport, are
combatting the conference system in general, the fact of the matter is
otherwise. These countries are not only aware of the need to consider
factors other than freight rates, such as the.quality_of services offered,
but they have also defended the conference system and are willing to
cooperate with conferénces in order that they function responsibly and
be rESpnnsiveAtorthg needs of the developing countries whose traffic
thay sefve. For this reason the developing countries agreed to Annex
A.IV.22 of the Final Act of UNCTAD I, which states: "The Liner Conference
system is necessary in order to secure stable rates and regular services.
However, in order that the system might function prcperly,‘it is
rnecessary that there should be close cooperation between éhippers and

s/

the conference,"™ =~

3/ UNCTAD PerSpectives and problems in world shippirg (TD!lDE)

| 5/ UNCTAD Prnceedln-sfofrthe_Unlted Nations Conference on Trade_and
Develngment, vol. T Final Act and Report.

/wWith these
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With these objectives in mind, the developing countries have
repeatedly urged that intermational support be given to the following -

principles and guidelines related to conference freight retes:

a) More active participation of shippimg lines of developing
countriés in the conferences which serve their internationzl trade,
to be achieved by: .

i} Fostering the establishment and expansion of national
merchant marires, This chjectiwve is stated in a draft
code ~F concduct proposed by the deuvsloping countries
duriag UNCTAD IIT and annexed to resolution 66 (TIIX)
in the following terms: ™"that deueluﬁing countries
have the right to protect and promote their natioral
merchant marirmes and that the measures adcpted to this
énd will neithér be considered discrimirctory nor give
rise to retalietion,” |

ii) Assuring that natioral merchant marines are admitted to
the lirner conferences, In this regard, the Code of Cenduct
for Liner Conferences stipulates: "Any national lins shall
have the right to be a full member of a conference which
serves the foreign trade of its country, subject to the
criteria established in paragraph 2 of Articie 17 &/

b) Consultation machinery bétweeh uéers and conferences. For
consultations between conferences and users to be éffectivs, it is
of course essential that confasrences give advance notice of pfdposed
changes in freight rates, that they provide users and users®

representatives with information, and that negotiations be carried out

8/ UNCTAD, United Nations Conference of Plenipotenciaries on a Code
of Conduct for Liner Conferences, vol, II Final Act (TD/CODE/13/

/in good
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in good faith, Consultation on maritime trensport matters was déqlt
with prominently in paragraph 53 {h) of the International Develcpment
Strategy for the Second United Nétions Development Decade: “Freight
rates, conference practices, adequacy of shipping services and other
matters of common interest to shippers ard shipowners should be the
subject cf consultation etween liner conferences and shippers and,
where appropriate, shippers?® councils or equivalent bodies and
interested public authorities,  Every effort should be made to
encourage the izl ituticn and operation of shippesrs® councils, where
appropriste, or equivalent bodies and the establishmert of effective
consultation machingiry, Such machinery should provide for consultation
by liner cenferences well before publicly announcing changes in freight
rates.” Z -

In addition, UNCTAD III, in resoluticn 69 (III), resolved that
Governments should urge liner conferences toé "Provide reasons which
in their epinion justify the proposed gensral increase in freight-
rates, tngethéf with an .aggregated analysis of the data regarding
their costs and reveiuss preparsd by independent accountants as a°
basis for.discussions,”

¢) Promotional freight rates. The UNCTAD Secretariat's technical
report on prumotiﬁnal'freight-rates, which was used as the basis of
discussion during UNCTAD III, defines these rates as .follows: "A
promotional freight rate is a linrer ocean freight rate which is set
at a level significéntly‘lower than the level existing in the tariff

or the levsl that would have otherwise ruled (i.e. in the absence of

& promotional freight rate) and which, other things being equal, helps -

7/ Gereral Assembly‘résolutinn-ZEES xxv),

/establish andf



establish and/or increase a non~traditional export of a developing
country in a market.” Ej

UNCTAD III, in turn, dedicated part of its resolution 69 (III)
to promotional freight rates: "Recognizing the important part promotiormal
freight rates can play in facilitating the expansion of non-traditiomal
exports from developing countries,” it is recommended that Goverrments:
urge conferences to "Recognize the need to assist exports from
developing countries by granting promotioral freight rates, whenever
commercially possiolae, faor their non-traditionzl exports,”

d} More direct relation between freight rates and the cost of
specific services, In order.to apply this principle, the Group of 77
declared in 1971 in the Lima Action Programme: "Developed countries
should urge thei: shirpi g lines to also iwestigate ... the feasibility
of introducing f.i.o. rates and the implicetions thersof.”

This proposal was endorsed by UNCTAD III in resolution 69 {ITI),
which "Reguests the UNCTAD Secretariat to study within available
resources, the feasibility of introducing free-in-and-out {f.i.o.)
rates in lirer trades and the implications thereof.%

In compliance with this request, the UNCTAD Secretariat published
a technical report om f.i.o. rates in September 1975, s/ A system of
f.iwo. rates for liner trades would introduce a radical change in the
traditional division of responsibility betwsen shippers and shipping
lines under liner terms, as shippers would be required to arrange and -

pay for stevedoring in the ports of origin and destiration. The general

Q/ UNETAD, Promotionel Freight Rates on Nom-traditional Exports of
Developing Countries (TD/10S).

S/ . UNCTAD, Free ir-and-out freight rates: re
Secretariat (TD/B/C.4/135 and Corr. 1).

port b."the_UNCTBD

/corclusions of



conclusions of the report are: not encouraging., Even though f.i.o. rates
would have the advantage of reducing in part the effects of averaging
freight rates over ranges of ports, their application would encounter

a number of practical difficulties, which makes doubtful their

. usefulinass, '3"9/

Nevertheless, it may well be that most of the objectives sought
through a.system of f.i,8..1liner rates can be attaired through other.. .
alternatives., Among these is the three-part liner tariff, which would -
also contribute significantly to improvirg the availability of information
required by users and users?! councils in their negctiaticns with conferences.
The three-part tariff is a means of presenting the rates of a liner
conference in sush a way that the total charge under liner terms is
divided up irto three. 3¢ .arately stated eloments. The Tirst of these
elements refers to the costs of loading the cargo in. the port of origin;
the second corresponds to the Iine-haul mowvement between the ports of

origin and destination; and the thirdurefers to the ' costs in: the port
of destiration, The present.study.describes the three-part liner

tariff and examines advantages and disadvantagos of its application.

‘ }Q/ See discussion on f.i.0. rates during Seventh Sessions of the
Shipping Committee of UNCTAD, UNCTAD, Report of the Committee
on Shipping on its Seventh Session (TD/B/C.4/147).

/2. BRate




2. Rate Establishment Under the Liner Conference System

Ocean shipping is an industry which exhibits relatively high fixed
costs and relatively low variable costs, typical of many other.
transpo:tation accivities. Under sonditions of cnmpetitivé market forces,
there would be a tendenty for prices to bz set such that the variable costs
generally are covered but the fixed costs are covered only in perdiods
--often of quite short duration before supnly can catch up to demand—
of comparztive bocn, Thzre would be instakility of rates and service,
and the companies serving the market would fregquently earn insufficient
reverue to replace their fixed assets when these expire.” One of the
probable outromes of a situation of this nature is thzt the supplying
companies acree to maiatsin rates at a hich enough lewel}, and capsecity
at a low =ncugh leuei, to assure that earnings are sufficient to allow
their continuing existence in the market by genersting the funds
required to cover capital costs. The stability that this imparts often
causes govermments to tolerate or encouradge such agreeménts; In the
case of ocean shipping, the agreements reached have generally received
governmental tolerance.

This sort of agreement im the ocean transport business is known as
an ocean liner conference. The conference system dates from the 1970s,
a period in which freight rates were under pressure from excess capacity.
Ore conference generally differs somewhat from another, but all conform
to the definition of an orgarmisation of shipping lines participating in

"the gensral cargo market between a range of ports in one part of the
wofld and a range of ports in anatﬁer part of the'ﬁcrld, whose reésan
for existence is primarily the mutual benefit of the member lines.

There are ahbout 350 conferences currently operational,

/A confersnce



A conference attempts to control. the supply side of its market byl
limiting capacity and jointly establishing freight retes. Many
conferences have developed sophisticated self-regulatory devices to
assure that no significant loophole exists by mesns of which one member
may disredgard some aspect of the agreemerd: to the detriment of the
common good of all members. Ocean liner conferences exhibit considerable
strength and have tended o be more dumable than other types of cartels,

The common.features of conferences are basically the following:

(i) Capacity is comtrolled by measurcs such as the limitation of
sailing'Froquencies per membef;'réstrictions on the number of
ports serv1cad and restr1ct10ns on the amaunt of cargn that
a membzr may 1ift, ‘Such capacity llmlts may be supplemented
by agreements to poal revenue, which terd to make the lay1ng—

on of extra capacity by any one member unprofitable to him.

(i1) A further element of capacity control is imbérte&wby restrictions
on the entry of new members [except where thls is prohibited by
law 33/) and on the w1thdrawa1 of 8X15t1ng members . Furthermore,
the lines act JDlﬂtly to 1mpede competltlon, prlmarily by
offering discounts to shippers who use canferenca‘ serv1cas

.exc1u51uely. These dlSCDUﬂtS may take the Form of contract

rates or 10yalty rebates.

[iii) All members charge the same amount for the carriage of a given
product between any one port in a range of ports in the origin
area and a port in the range in the destiretion area. The rates

are generally based on "what. the market can bear,” as & means

1/ Conferences servlng ‘the U.S.A. are bﬂund by law to admlt qualified
new applicants, Such conferences are "open™ rather than "clnsed“

Jof distr'ibutiﬂg
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of distributing. fixed costs, The tariff schedule displays a
unique rate for the carriege of any one item of gereral cargo -
between the two areas, while products not. frequently traded
are covered by the application of a "not otherwise specifisd"
ratz {".2.5.)s When one item previously dealt with by the
latter entry becomes sufficiently important to warrant

separate treatment, a specific rate is agreed for it. Some -
products are excluded from the schedule, these being primarily

hulk_iteqs for which the individuzl meiaber lines are allowed

to charge what they may think fit (open rate) so as to fill

any empty space by capturing a market segmert that would

otherwise bz serviced by tramp vessels.,

Tre rating schedule is established so that the weakest line

belonging to the conferernce can earn encugh to cover its

12
costs '“j and 1s based an the “Full cost® pr1nczple, which

()

seeks to make the sum OF all revenues cover the sum of all

costs, includlng profits, even though the reygnueshand
‘margiral plus evenly-allocated costs on specific products

_need not be related. Although the lewel of rates is set so

that total costs are covered, and at this lewel can be said
to be supply condition orientated, the individual rates are

demand responsive: Ywhat the market can bear."

Individual rates may be raised {or lowered) as market conditions

vary, being demand responsive. Periodic revisions of a "hlanket®

This is a suspicion, umproven and also unrefuted by analysis. The
suspicions have occasionally reached the available literature in a
usually less than fully explicit maenner, e.g. (1) International Sea _
Transport: The Years Ahead, S.A. Lawrefice, Lexington, Mass., UsA,

1972, p. 13; (ii) Committee of Inquiry into Shipping Report,

_ "Rochdale Report", H.M.5.0, London, U.K., 1970, cmnd. 4337,
" paragraph 418 (i).

/nature affecting
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- nature affecting, gererslly, all rates are made as cost or.
supply conditions determine., :The full cost model implies
that a change.in any one rate may require an opposite change
in another rate. or rates, so that the revernue yield will not
be affzcvad,

{vi) Occasionelly ome or more of the ports served becomes congested,
thereby delaying vessels and disrupting schedules. The lines
cover -the additional costs forced upon them by requiring users

- Lo pay a pevrcertage or additive surcharge on traffic through

. the ports concerrned. ‘“hen the corgestion abates the surcharge
is reduced or anulled, often with a long time lag. Unforturately,

there is no "efficiency discount" equivalent to the surchargs.

The rejution tetwsea fixed and varieble costs cen ve visualized on
two plares, First, one may consider the case of a shipowner who is =
deciding whether his vessel should be laid ub or whether it should set
sail, The costs which would not be é%feCtédtby the ‘decision aré
depreciation, irtersst, most if not all of mairtérance, hull insurance
and administration, ‘The sum of these costs amounts to about 20 percent
of the total woyags costs. Thus, if he thinks that he will cover 80
percent of his fullyallocated voyage costs, he will be likely to set
sail., Once he has decided to set sail, virtually all of" his costs,® -
except cargo handling'cnsts'aﬁd commiséions, become fixed. He is thus
in a situation iﬁ'which‘ﬁé"might accept cargo at extremely ‘low rates
as the time approsches for him to sail, as long as there remsins space
available‘in the vessel. The conference system is designed to avoid
temptatlon to accept cargo at less than conFerence rates.

Under the rate setting procedures and criterla used by. conferences,
those products with' the highest ratio of vaIUQ—toéweight‘are QEnerally

assigned the highest rates in the schedule, in the belief that demand

/for these
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for these products -—and hance maritime traffic— is relatively inelastic
with respect to charnges in freight rates. Another importent reason why
the rates for partidular'products may- be-quite unrelated to costs is that,
as time passes, rates are subjectto pericdic adjustments of a blanket
rature &s costs rise in general. Thus, even Lf there had originally been
any cost-based rationale faor a certain rate, succesive general rate
increases would tend to diminish such ratiormality. Also, it is probable
that only rerely are tha rates on particular products modified to reflect
changeu rerket co.ditions, and there may be a time lag between the change
in conditions and the adjustment of the rate so that the relation between
any one rate and market conditions could also. be weak.

‘Not all products are subject to the rate-sstting model mertioned
aboue. Thp rase of larr: volume or other chlpma*tJ wWhere tramp
cnmpetition is a viable alternative has already been mentluned. The
lines also may oFFer premctlanal rates on products that may respond ta
initial market stimulatlon (small commercial samples are often zero-
rated) Furthermora, in the relatlvely recent ‘past there have been
indicatlens that natlonallyhowned lines that are members af a conference
may sometlmes .use their 1nF1uence sg that the rate For a prnduct of
special 1mportance ta the ecnnumy of their ceuntry is 1mwer than it might
otherwise be -Q{ | \

Not only at the prnduct level does the conference tarlff tend to
have a weak relationship with the costs of carriage. There elso exists

a less~than-perfect correspondence between costs and prices on the -

13/ Once again, lack of information makes proof impossible, Howesver,
the delayed inclusion of coffee in a congestion surcharge for
Buenavertura announced  by-the Association of West Coast Gteamship
Companies on 8 March 1974 may be an indication of such practice.

./ spatial plane.
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spatial plane. Mainly on the grounds of simplicity, conferences set
the same rates from any ore of a range of ports in the origin area of
the cargo to any ore of a ramge of pqrtsfin_thg_destinatinn area. Thus,
the fact that ome port may be much cheaper to use than another may not
be reflected in lower rates, Sometimes a. pnrt is allocated to a different
range of the grounds Df different cost conditions, but usually the only
way that_cost variations arehrecognizeﬂ is by the application of a
surcharge to a port that is suffering from congestion. 7
The tariff listings vary widely in lergth, depending on the number

of different ranges iﬁentified, the number of products traded frequently
enmugh to warpant iﬁdiuidual treatment, and the extent to which
obsolescent nomenclatures afe maintained. Products may be rated by
weight, by welume, or by oither weight or volume oepending on which
yields more revenue to the shipping line, The tariff book contains
a section explaining the 60nditionskundar which goods are accepted
for transport, Also included is a list .of member lines, any general
rate increéseswqimce_the 5pheﬁule was drawn up, congestion surcharges,
definitions of relevant terms such as what is meant by samples which
may be carried free of charge, any extra charges that may apply to goods
shipped in hgayy or vpluminops pﬂpkﬂgeS,Aconditions of payment, etc,
The rate schedule itself lists the products individually identified,
with the rate shown, usually in US dollars,_by,range of ports., One
overell price fnr dockside-to—dggkside-movemént is qugted for each -
product. Whan any page in thg_volumeAis modifigd,,whether in the

part devoted to general conditions or tq the tar;ff itself, a copy of
| the ypdated page is sent to all holders of, the volume. ..

A conference tariff schedule is rarely made available to the

gernsral public except where required by law,.

/3. The
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3. The three-part tariff

R

In order to grasp théwdnnéedfﬁdf the three—part tariff, it is

necessary to have an undarstandihd‘gf EHe'ihdiuidual stages involved

in the mevemant of ar item of Cargd“froh its entry into the confines

of the port of embarcation to its deSpatch from the destiration port.

These stages, which are of & physicél'fathérthan an institutional

nature and thus independent of the terms of shipment, are outlifed

beloﬁ:
(1)
(i1)
(iii)
'(iv).

(v}

()

(vii)

(viii)

AY

The carga erters the port of origiﬁ; usually in & truck or

a railway wagon. Upon being received, it is generally stored
to await movemcnt to the téﬁﬁspo?ﬁing veasal,

Tiwe Ship reaches port and receives sefvices such és pilntéga,
lighterage and dbckégq; : Lo .

The cargo is transferred from the warshouse to the dockside
where the sﬁip 15 nooreds . - . B

The ﬁarﬁd is lbaded orto the vessel and pladéﬁJih'a"séCUré
position within the hold of the ship by gangsfof'stevedores.
The ship sails to the port of destinetion, |

Upon arrival &t the destimation port,‘thé.vessel commences to
récelve the services of pilotage, etc, similar to those that -
it received in the port of embarcation of the cargo. |
Having tied up, the vessel is boarded by stevedores who unload
the cargo. The ﬁhloadihg gangs place the cargo on the wharf
beside the ship,

The cargo is removed from the dockside by other laborers and,

deposited in a warehouse.

/(ix) Once
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{ix) Once having passed through the procedures of customs cleararncs,
‘etc., -the cargo is removed from the warehouse end placed in the

vehicle that will take it to its everntual destination.

Under the terms offered by the members of a typical conference, the
shipping line sssumes rcsponsibility for the activities described in
stages '(ii) and (iv) through (vii), which are included in the rate
charged. The remaihiﬁg”stages are the responsibility of the exporter
or importer. The line usually sphsihts an agent in each port to look
after the activities of 1sad1ng and unloading the vessel, but ultlmately‘
the rESpon51b111ty for these tasks' lies with the line, and it is the line
that bears the sve#all cost and receiues payment from the shipper. Under

liner ter:s, the lire specifies one rate and recsives one payment which

covers the followirg costs?

- Jloading the vessel in tﬁe origin_port

- pcrt tiues at the orlgln port | ‘ §

- nperation of the vessel while waiting in the erigin port 7

- Operatlng costs of the vessel while it sails From the origin |
-pert to the destinetion part

-

e Operating costs of the vessel while waltlng in the destinatinn
.- port_dues.in'the destination port-

- unloading the ship in.the destination port

There are & fow instarnces. in which conference members do not trade
under these terms, Sometimes the lpading operation is performed for .
the account of an entity other than the line; sometimes the unloading
is the responsibility of a third party ~—either the importer or-the
exporter-— depending on the terms of the egontract of sale, When both

/loading and
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loading and unlocading are performed -under the respansibility of a party
other than the shipping }ine, the terms of shipment are krmown as "free-
ireand-free—out” (fii.o.). Sometimes the shipment may be either "free—in®
or “freefout",.discharge-free being an alterrmative expression for free-out.
Carriage undsr any one of.these terms is common in the case of trip charters
for bulk prodpqts{and has been_tending to become more frequent in the liner
trades since the.latter half of the 1960s, In exceptiomal ci:cemstances,
a conference line may quote a rate f.i.0. so as to compete with a tramper
who offers such terms to a shipper who may prefer them. Also, a few
conferences haue come to adopt 51ther "free-in" or "free-out" rates as
standard.practice. Examples are,ccnferenpeslthat involve the sotialist
bloc and those on certain tradee in.tﬁe.mediterranean, whare a prime
mover in the change from the traditicnal liner terms was an attempt on
the part of the lines to divoree their rates from rapwdly escalating
cargo handling costs outside their control. B

‘The F.i.0. concept was adopted as a means by which the lines could
avoid the need to increase their tariffs when Faced by rises in handling
costs, partiCUlarly in the develnped countries, over which they have \
little influence. Huwever, as the 1ntroduct10n of f.l.o. terms means
that the traditional div1sion of responsibility between shipper and
shipping line as defined by lirer terms is upset, there are difficulties
of an institutional mature which impede:theif'ihtrﬁductibn on‘a'genefal
scale, Furthermore, in the context of the lirer trades especially, a
complication in the ‘use of f.i.0. rates is the meed to have available
not only the tariff book of the carrier but also tariff information
for the ports of loading and unloading, which still would often not
permit a shipper to know in advance what hisireal cost will be.

It is one of the characteristies of the three—part tariff that the

separation between pert costs and vessel operating costs is similar to

[that under
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that under f.i.o, terms, but the three-part tariff does not change the
allocation of responsibility defined by liner terms, nor would the
potential user of liner services have to be separately aware of port-
related charges from sources other than the lirer tariff. 8asically,
the three-part tariff is a means of presenting the rates of a liner
conference in such a way that the total charge under lirer terms is
divided up into three separately stated elemetrts, The first of these.
elements refers to the costs of ‘loadimg the cargo in the port of origin;
the second corresponds to the line-haul movement between the ports of
origin and destination; and the third refers to the costs in the port
of destination. Physically, the current manner of presenting the ratss
in the liner‘canference tariff could be maintaired, but instead of there
being & single column of rates alongside the identification of commodities,
there would appear threes columns plus a total. The three-part tariff is
gssentially a device to increase the information which is prouidedrto
users of shipping services and reflects staﬁdard commercial practice
of presenting clients with an itemized bill for the services they
purchase, |

While the concept of the three-part tariff is exceedingly simple,
there are two entirely differgnt ways in which it can be defined for .
practical application. Both alternatives share the fbllowing common
characteristics: the first column, corresponding to costs in the port
of origin, includes direct cargo handling costs plus port dues and
charges; the second column includes all ship's costs while mavigating
from the port of origin to the port of destimation; and the third column
includes direct cargo handling costs plus port dues and charges in the
port of destinmation. The difference between the two altermatives lies

in the treatment of the ship®s opegrating costs while in the ports of

/origin and
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origin and desticetion; Under the.tirst alternative, these costs ete. '
placed in the second column together with the ehip’s ccsts while ‘- o
navigating, Under the seccnd elternetiue, the ship's costs in the

port of origin are placed in the first column and the ccsts in the

port of destination are placed in the third column,

The First alternative has the advantage cf simplicity in its
epplicatiun and clarity in the interpretaticn oF the amcunts in sach
column. In addition, it separates intc different cclumns costs which N
are the consequence of actions by different entities, and hence permits
a direct identification of the ecoromic impact of these acticns. fhe'
first altermative, hcweuer, does not take into ecccunt the ecancmic
cost of delays to ships in port or of low pcrt prcductivity. In this
sense the second alternative, which assigns the cost of the ehip!s
time while in port to the first or third cclumn, rcvides ercleerer
indication of the real releticn between nevigeticn ccsts and pcrt
costs. _ . ’

.An estimatice cf‘the quentitetive effect of usingrthe'twc
alternatives is presented in table 1. The percentage breakdcwn of
total vcyage ccets amcng the three columne is based on a hypctheticel
gensral cargc service From pcrts in develcped ccuntries to perts in

develcping ccuntries.

/Table 1
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Table 1

Percentage breakdown of voyage costs under alternative forms of threg=part tariff

Costs in port of origin in
developed country

Cost component

1. Port dues and
charges

© 24 Direct cargo

“handling costs

1. Port dues and
charges

2+ Direct cargo
handling costs

3. 8hip*s tims in
port

Percent

3l

33

3l

@

Navigation costs

- Cost caomponent

3. Ship%s time in
port of origin

_ 4, Ocean voyage

5, Ship's time in
port of
destination

4, Ocean Qoyage

Percent

33

12

53

a3

o -

a3

Costs in port of destinmation
in developing country

Cost component:

6. Port dues and

charges

7. Direct cargo

handling costs

5. Shipts time in

port

&. Port dues and
charges

7. Direct cargo
handling casts

. Percent

12

14

12

8 1
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4, Probable effects of applying a three-part tariff

The simplesf application of a three—part‘fariff would not change
any individual rate, as existing rates would merely be broken down
into three components. Applied in this way, it would not_resolva.the
concern of the developing courtries to aﬁuid the detrimental effects
occasioned by the present practice of averaging coﬁferencenkreight*
rates over ranges of ports, but it probably would soon lead to thér
explicit recognition of variations in handiing costs and productivity
in the different ports served. Finally, as the application of a three-
part tariff would show with more clarity the relationship in existing
tariffs between the lewel of individual rates and the value of the
commodity being transported, there might well be pféssures, especially
from exporters and imparters of higher valgéq;cummoditiesgjfor
reductions in the retes théy'pay. .

In view of the foregoing, it is clear that an amalysis of the
probable effects of a three-part tariff is complex, and ié part eﬁen
speculative, To keep the ana}yéis as orderly as possible, three -
alternative conditions are assumed: (1) individual rates are rot
modified, (2) cost and productivity variations among portﬁ'are taken
into accoﬁnt, and (S)che present degree of rate discrimination aﬁong

commodities is reduced.

a) A threge-part tariff which maintains unchanged all existing rates

A three-part tariff which expresses existing.rates as the sum of
costs for loading in the port of origin, line-haul between ports, and
unloading in the port of destination would provide wusers, users?
councils and governménts with Important information which is rot
available to them at presert, At the same time, it would show the

[true significance
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true 51gniflcance of the costs which llner vessels incur while in port.
Despite the rapid increase in the costs of rew vessels and of fuel in
recent years, cargo handling accounts for at least one half of the total
annual cost of a typical conference general cargo vessel. Handling |
costs in ports of developed countries are espec;ally high 51nce labor
productivity often fails to increase as rapldly as earnlngs oF stevedores.

A three-part tariff would also reueel more cleerly the degree of
commodity dlscriminetion embedded in the present structure of Freight
rates, as can be seen from the_Follow1pg example. buppose that two
commodities have the same handling cost in the port of origin and
that this is equal to USH 20, while both- have haﬁan'ng 6o§ts in the
port of destination of US§ 10. IF the respectiue Fre1ght retes for
the two commodlties are USS 80 and USS 50 the ratio between the rates
under present one—part tariffs would be 1.6 t 1, Under a three—pert
tariff, with the port costs of US$ 20 and USP‘lﬂ separated out and
placed 1n the first and third columns, the middle column would show
Ush s0 for the First commodity and only USG 20 for the second with
a ratio between the two of 2.5 1,

Taking 1nto account the propertles of a three—part tariff which
does not alter present frelght rates the following consequences can
be anticipated: N

i) Because of the aveilability of more detailed inFormation the
bargaining position of users and users' councils in relation to the
conferences would be strengthened. When conferences propose general
rate increaseslto conpensate for increased costs, they would be able
to justify rate increasesvonly by referring individually to the three
columns, In turn, users and users' councils would be in a better
position‘to:uerify ehether handling costs or nauigation costs have

/increased sufficiently
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increeSed‘sufficientiy to weffant'¥ﬁe‘fete increases requeeteﬂ-ﬁy'fhe '
conferences, Users and users? councils ﬁeeld;elso'be gble to compare
the amounts allocated to each ceieﬁn‘Fef barticdlaf‘cemmedities by
different conferences serving the country's trade and to guestion
when ore conference shows, for example, e'éarge handling cost in
ports of destirmation much Hiéﬁer'fhen that éﬁowh by other conferences
for the same berts. Users would also be hetter able to compare liner
rates with voyage charter rates, which are frequently f.i.o. The
comparability of i nformation pfovided by different conFerences and
the sase with which users and users' ceun01ls ceuld compare cost
increases with requests for rate increases weuld be greater under
the altermative by which the end celumns of the three-part tariff
include only cargo hendling costs and pert dues w1th 811 shipts
costs placed in the center colufin, S

11) This type of three-part tariff would not identify particularly
high or low cost ports, as the port CQe£§‘incluaee'in the First coluﬁh
would repfesent an average cost ouer‘eil'ports of erigin end'these in
the last column an average over all perte of destination to which thel”
tariff applies, MNevertheless, the sepefe%ien of average ceEte‘in |
1eading ports from averege'eeEte in ports of destination weuid-efeuiae -
important insights inte understanding the economics of mar1t1me shlpping,
especially when one of the sets of ports encompasses a developed country
or countries and the other set developing countries, This infermetion,
for example, would permit conferences to show that the smallest cost
compeneht corresponds to actiVifies over which the shipping line has
direct responsibility and cortrol, In addition, it would essist in
aralyzing the desirability for developing courtries to accept new
techneleéiéel systems, astwell‘es'teH3nelyee pofenfiel'benefits frnm

concerted atticn to improve port capacity and facilities. For this

/type of
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type of amalysis, it would be preferable to 1mp1ement the alterhative
under which the first and third cclumns 1nc1ude both cargo handling
costs and the cost cf Shlp 8 time in port '

ili) The conferences would undcubtedly rece1ve requests frcm shippers
of high-ualued goods for a reductlcn in thelr fre1ght natas. The '
consequences of acceding to these requesta are analyzed ina later '
section. ‘then conferences establlsh a rate fbr a cammcdity which
previously was not. apec1flcally 1dentiFied 1n the tariff there wculd
probably bs a tendercy to set a rate closer to the awverage of exiStinn
rates under a three-part tariff than is the case at present in view
of the accentuatlon of the degree of price dlSCrlmlﬂEtlcﬂ which would
ba apparent 7 | | |

iv) The identification of & rate compcnent which specifically

relates to a country's pcrts (even though averaged with another o

. country's ports] might raise questicns abcut the applicability of

retional value—added taxea or cther types uf national taxes or
regulations. | o ‘ | o ‘ |
v) Even thuugh indiv1dua1 Freight rates did not Vary with the

applicaticn uf this first type of three—part tariff, the ccnferences
would probsbly enbcuntef.difficulty.in.Teaching a consensus among
membar lines regarding the,amounts,to-be allocated to each of the
three columns. Agreement would be especially difficalthif the first. .. |
and thirdgcolumns includs tha cost. of ship's time in port, in view of '
the probable diversity among conference member lines with respect to
daily'ship.ccsta,reaqlting ‘fnqutheuhetefugeneity of ship typea,Aeize‘
of crews, average crew wages, utilization of ships, stc, If the first .
and-third calunns contained only direct costs of cargo handling and

port dues, there wculq.bejchhrless variation amorg ahipping lines and .

[it would
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it would be considerebly sasier for agreement to be reached on the amounts
to be allocated to the first and third columns. o
vi) For the three-part tariff to fulfill its potential as an

information-providing meghanism, it is essential that usafs'ahd usersi
councils know the criteria that were appiied in the separétibn 6F ekisting
freight rates intﬁ the three combbnehf-parts. Neverfheless, much of the
usefulness of a general applicafion of the three—paft tarif?'would rot
be fully attained until different conferences adopted urified criteria
regarding treatment of the cost of ship's time while in poft. It wcuid
therefore seem essertial that those goverrments wishing to receive
conference tériffs pfesented in a three~part format reach agreement,
at a regiqnal or subregional level, and in consultation with the
appropriaté conferences on the criteria to be applied,

vii} The appllcatlnn of a three-part tariff would not afFect
conference loyalty discounts, rebates or contract rates.

viii)} The task of preparing, distributing and updating conference
tariffs in a three-part format should present no problems in this

first case, in which existing freight rates are maintained unchanged.

b) A three-part tariff which reflects cost variations among. ports sesrved

In order to meet the concern of the developing countries over the
consequences of averaging freight rates for ranges of ports, it would
be necessary for the three-part tariff to reflect cost variations among
the ports served. This recognition of cost variations could be at the
national level or on the basis of individual ports {or groups of ports)
within a country, In either case the application of the three-part
tariff would result in changes to at least some existing freight rates,
although frequently the new rates would simply incorporate existing

port surcharges and hence would rot significantly alter previous rates.

/A strong
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A strong case can be made that, for a' three-part tariff which
reflects cost variations among ports:to fulfill its objectiwve, the -
columns which'correspond to cost in port showld be assigned both-
direct‘cargo handling costs plus the cost.of ship's time while in
port.” Only in this way can total costs bE“compafed among ports,
as low direct cargo handling costs may be more-than.offset by long
delays of the ship in port due to congestion, inadequate facilities
or low productivity. |

It might well happen that there wouid be no need to change the
system of presenting rates for ranges.of ports-when a particular range
is restricted tu'developed countries as ports.of: origin or destimation.

In any event, this is a question best left to the countries involved te
decide, as in some cases national law now appears to prohibit any
recagnition in lirner freight tariffs of cost varietions among rational
purts Aﬂ{ For the developing countriegs, it is sufficient. that the three—
part tariff reflect cost variaticons among their ports. in order to bawve a -
basis on which to svaluate new port investments end to assure that cost
reductions are incorporated into freight rates, : '

The probable consequesnces of the application of .a tﬁree—ﬁart tariff .
“which reflects cost variations among ports will depend to some degree. on .
whether average costs are used at the national level or whether the three-
part tariff reflscts cost variations for individual ports, These i .
altermatives should be kept in mind while examining the probable
consequenceé which follow:

i) A direct link would be established between the freight rates
which affect a country?s Foreign”trade and the sconomic efficiency of :
its ports.- Cﬁst savings resulting from one country's efforts te improve

its ports would not be shared with other countries, while the excessive

14/ = See, for example, United States Merchant Marine Act of 1935, séction

208, |
/costs resulting
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cousts resulting from orme country®s inefficient ports would not be.
absorbed by other countries served by the same conference. Proposed
port investments could be anmalyzed with the krnowledge that the
resulting berefits would accrue to the investing country. Consultations
between govermments and conferences on proposed port investments, changes
in port operations, or the introduction of new maritime transport . .
technology would become meaningful’ because the direct :consequences could
be anticipated, Concerted efforts te improve port efficiency would
almost certainly be made.

ii] A framework would be provided for the application of rational
port pricing, This is an important economic tool whase usefulness is
at present severely restricted.

iii) When the port efficiency of each country is reflected in that
courttry®s freight rates, average freight rates for at least some
countries will rise while those for others will fall, There would
thus be some impact on the “landed pribe of imported goods as well as
on the earnings of exporters, although the quantitative significance
of this impact should rot be great., In e few cases of margimal exports,
it is possible that mﬁrkets would be last, In those cases in latin
America where the ports of two countries serve tﬁe transit traffic of -
& third country, there could bé diversion of traffic between the ports
of the first two countries. In general, if the threewpart tariff only
refieﬁts differences in port efficiency among developing countries at
"the national ievel. it is unlikely that its application would cause- .
sharp changes in the traffic of individual ports. ‘

iv) A three-part tariff which idenfiFies the costs associated with
a particular country's ports would permit changes in that countryt's
exchange rates to be incorporated immediately and with considerable

accuracy into the corresponding tariff, S
/v) If
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v) If the threé—part tariff wéféliaﬁré?iébf cost variations among
the ports of a single country, fﬁe'pbséibiiify of traffic diversion from
one port to amother would be much gréafe;;' whilé'difébt cargo hendling
charges may be hiéher in the principal ports oF a deﬂeloping country,
they may well be more than offset by the higher productiuity permitted
by the concentration of mschanical aids in those ports and by the
economies of scale related to larger absclute amounts of cargo loaded
or discharged during each ship's call. These factnrs might result in
lower freight rates to and from these principai ports with a tendency
toward even greatar concentration oF economic activity within their
hinterland., This tendency might well be contrary to a country's
mﬂmﬂdmﬂmmMpﬂmh MWmmhﬁ,mow&cwwitm"o
precisely the principal. purts which presently suffar from congestion
and to which surtharges are applied, 50 that a structure of freight
rates which takes fully into account cost variations among ports could
brihg about-a diversion towards“pcrté‘inﬁdutlaying regions, ‘In gereral,
. the possibility of traffic diuersion among ports should be examined with -
great care, as it might lead not only to underutilization cf port
installations but alsn to inefficient utilization of land transport
inFrastructure and services to and Frum ‘the different ports. On the
other hand, the dangers of tfa?Fié diuefsibn shcuid not bé'exaggéfated:*
the country's port pricing policy could always bé used to assure that
the costs encountered by shipping lines in different ports'feflehf the
real economic cﬁsts to ths countr&. . -

vi) The océasionﬂl use of emergency port surcharges ta take into
ébcount temparafy prnblemﬁ,of pafticular ports is compatible with three-
part:tariffsj If port cﬁSté are averaged af-the rational level, the use

of surcharges for individual ports may even lead to greater economic .

/efficiency, If
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efficiency, If the tariff itself reflects cost variations among
individugl ports, surcharges should be incorporated into the tariff
iF it is seen that the conditions giving rise to them are likely to
persist.

vii) Conferences may experience greater problems in preparing a
three-part tariff which takes into account cost variations among ports
than one which simply breaks existing rates into three columns, Even
when port costs are averaged at the ré.tional level, the shipping lines
of a particular developing country may attempt to impede any increase
in average rates to and from their country®s ports. GShipping lines
from developing countries with exceptionally low-cost ports may argue
strongly that the corresponding freight rates should reflect this
efficiency. Because of these divergent forces, it is likely that the
initial three-part tariff would presenmt rates which differ little from
rates prevailing prior to its applicaﬁion. Qver time, however, changes
‘wauld be incorporated and the three-part tariff would begin to serve its
objectives, _

uiii}_ Users and users® councils would find more useful for their
negotiations with conferences a three-part tariff which does not present
average port costs over broad port ranges, - As the information provided
in the tariff would be more specific, interested parties would be in a
better position to verify its accuracy and to evaluate the justification
by conferences for rate changes.

ix} There would be no important problem associated with the physical
production, distribution and updating of a three~part teriff which averages
port costs at the nétional level., If a single rate book covers two or more
origin or destination developing countries, each of these countries would
have its own first or third column. Should this prove unwieldy, there

would be a geparate_tariff volume for sach country served, which is

/already the
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already the case in many trades.  WMore complicated would be the
presentation of a tariff taking into account cost weriations among
the ports of the same country., In this'case it would probably be

feasible to present absolute rates for - a base port or ports and to -

- express the rates for the remaining ports as a ‘percentage of these.

1 . _
rates "Q{ Where a conmbdity moves only. through a ron-base port, the- -
absolute rate could be established for the port through which. it mowes,

c)

'A_three-part tariff which reduces rete discriminition among commodities

As has been roted, . the application oF a three-part tariff would make
clearly apparent the degree. of rate discrlmination which is presently
embedded in all liner conference tar1ffs. Whlle the use uF a three—
part tariff would not in 1tse1f require aﬁy reduction 1n presant ‘
discrimination among different commoditles conferences would be under
strong pressure from. shlppers oF hlgh ualue goods and perhaps from some
member. lines as well, to modify the frelght rate on particular commodlties,
especially those rates which deviate the most from the "auerage" freight
rate, These pressures would probably be particularly strong when
conferences encounter difficulties in raachlng 8 consensus among member
lires on how to break down existing rates for assignment to éach of the
columns of the three-part tariff. If such ,di_fficulties were encountered,
it might well be that the easisst way to fgach égreement would belsimpiy
to chenge the rats itself. - |

Under the full cost pricing model described in chapter 2, decreases
in some rates must be compensated by increases in other rates, ESpECially
when the amount of cargu Whlch mOVES under tns decreased rat= is

significant. Under a three-par‘t tariff, it is llkely that the first .

15/ Ses UNCTAD resolution 66 (III), paragreph 56 of the annex.

/freight rates



freight rates which would be examired as candidates for an increase
would be those whose middle {line-haul) column is exceptionally low.
for these reasons, one of the probable consequences of applying

a three-part tariff is that discrimination among individual commodities
would be reduced over time. Freight rates, in other words, would tend
to reflect the sum of real port costs plus average costs of the shiﬁ
while at sea, and the importence of the walue of the commodity would
tend to diminish as the primary consideration in establishing individual
rateé. | | | | \

" An aﬁalysis of the sffects of a reduction in rete discrimination
must necessarily be speﬁulatiue.‘eépecially Siﬁbe users themsslves
might well appreciate the advantégeé ——gver tu-shiﬁhers of high valued
commoditiss=—= of maintaining sohe'dégree of discriﬁination'if this is
recessary in order to maintain a saéisfactory ievei of service.
Nevertheless, in view of the probability that rate discrimination
would decreass over tlme, some of the impllcatlons should be antlclpatad' .

i) For deueloplng countrles' imports, Fre1ght rates on finished

industrial products would tend to fall relative to rates on more widely
accessible or lower valued raw materials and intermediate gonds The
present freight rate structure on developing countries? imports pafalielé
to some extert the structurs of import duties and hence reinforces the
protection giveﬁ to natiorel industries. A reduction in rate discrimiration
would tend to reduce this protection and might also inflLence internal
relative price structures, perhaps affecting adwversesly the purchasing
power of lower income groups. ' |

ii) For developing countries® exports, a reduction in rate
discrimiration might assist in increasing exports of industrial
products while reducing the net income of producers of tradit;onal'

raw mterials . /iii) In
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1i1) In many tredes, there are separate conferences which set freight
rates in each direction, but the tWéibbﬁ?é;enﬁés, which frequently have
the same secretary, gererally work together in view of the necessity to
consider the round trip of each liner vessel. ‘In other trades, a single
conference sets both "outward® and “homeward® freight rates. A reduction
in rate discrimination would tend to increase the average freight rate on |
the exports of many developing Eountries and to decrease the average rate
on imports, |

In eualuating.the gquantitative significance of the possible effects

described above, a number of considerations”should be kept in mind. First,
a reduction in rate discrimination is unlikely to prndﬁce changes of |
importance in trading patterns, becauée éﬁéngesfin.rates are not expected
to be large and theJrates themselves are only one factnr'among many which
determire these patterns. Second, any relative changes in the landed
price of a developing countriest iﬁports can be compensated by marginal
changes in the structure of import duties., Third, there are severe
limits on possible incréasestin'freight rates on raw materials and other
commodities transporteri Gn relatively largs quantitieﬁ'because of the potential
compstition from non-lirer maritime carriers. Conferences value these
"hottom cargoes" and will make ewvery effort rnot to lose them to tramp

ships.



5. Conclusions

In summary, the three—part‘tariff for ocean liner conferences
appears promising and potentially could receive the support of the
developing countries as an instrument which would incréase significantly
the information available to useré and useré' rebresentatiues; while at
the same time reducing mény of the disadvantages of averaging freight
rates over ranges of ports of developing countries., It is also likely
that other countries would find rno difficulty ih supporting the three—
part tariff, if its usefulress is demonstrated, because its application
would rot change the traditioral distribution of responsibility between
shippérs and shipping lines defined by liner terms.

Nevertheless, considerable work still needs to be carried out before
the three-part tariff can be con51dered formally in an appropriate
internatioral forum. In particular, more datalled armalysis is required
in order to determine how best to treat the cost of ship's time in port
in the three~part tarlff and how to assure that common norms in this |
regard would be applied by aach of the countries served hy a single'f
conference,

Hopefully, this paper will provoke comments, .criticism and
sugoestions which will enable CEPAL to prepare a revised version

for formal consideration.,
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