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Lead operators become selective

‘HUTCHISON takes stake in Shanghai’; ‘P&O to develop Qingdao’; ‘Malta Freeport to go private this year’. In the past two months, the top six private port operators have swollen their combined portfolios to cover over 40 per cent of the world’s total container liftings. Collectively, they are present in about 80 ports. But the headlines hide what some industry watchers believe is a new phase of port privatisation. The sector is getting crowded, and no longer comprises just international terminal operators and shipping lines. And operational expertise is becoming diluted.

Nowadays, whenever there is a tender for port or terminal privatisation, there is a scramble as niche players, investment houses and even construction companies try to get a slice of what they see as profitable action, pushing the price of concessions beyond realistic limits. Failures are becoming more, rather than less, likely.

Two years ago, there was a fairly standard approach to port privatisation, according to shipping consultant Mike Munday. Then, two or three of the five large international stevedoring groups – Hutchison Port Holdings, ICTSI, P&O Ports, PSA Corp and Stevedoring Services of America – would submit a bid for a concession, sometimes with a local partner. There were still occasions when either terminal operators pulled out of projects or authorities fell out with the concession-aires, but these days, he says, there is more likelihood of things going wrong.

More recently, Eurogate has joined the ‘famous five’ through the fusion of the container handling activities of Eurokai of Hamburg and BLG Bremerhaven, combining also container handling interests in Klaipeda, Lisbon, Gioia Tauro, La Spezia and Sepetiba. It states its prime focus is to serve Europe’s markets via its selection of ‘gateway ports’ in North Europe, the Mediterranean and the Atlantic seaboard and to connect the ports with the markets by its own intermodal services.

Pre-tax returns equivalent to at least 25 per cent of turnover have become the norm for many concessions, says Munday, prompting interest from the likes of Dubai Ports Authority, HHLA and Hessenatie. But some are entering the sector without an adequate market strategy, he says, adding that in one case the basic mentality is: "We are a multi-national organisation, we want to be in this business, so let’s buy our way in."

This means more scrutiny by the major operators before bidding, which can cost over $500,000. Recent involvement by four of them in unsuccessful bidding for a range of Chilean ports helped shape this view. Instead, the major stevedores have developed new approaches, the most notable being acquisitions. Hutchison has bought 35 per cent of Europe Combined Terminals, which last year handled 4.5M TEU, P&O bought Seaports Terminals and ICTSI took a stake in Thailand’s 600,000 TEU capacity Laem Chabang Terminal. Indeed it has become a core strategy, since deals can be both cleaner and faster.

But most of the major operators confirmed to Fairplay that they still respond to approaches from port authorities and governments that wish to privatise a facility, but they have become more selective – and they can afford to be. Over the past ten years, says Hans Peters of Baltic Maritime Advisers, container penetration of the general market has been growing at about two per cent annually to over 57 per cent now. He foresees at least ten years of growth before saturation is reached. By 2005, there will be nearly 800M tonnes of containerised cargo moving over the world’s ports, he says, adding that feedering will represent about a quarter of all container journeys, equating to about 82M TEU moving across the quays, including empties.

Peters notes also the increasing importance of enhanced intermodal landside connections at container terminals to ensure seamless flows of cargo between inland origins/destinations and ports. But, above all, he adds, productivity in all aspects of terminal operations has to be improved significantly. "Today’s terminal has a density of 100-300 TEU per acre; productivity of 30 moves per crane-hour; container dwell time of six days; truck turnaround of one hour; 36 ft of water depth and area rail service. The specifications for tomorrow’s terminals are 1,000-2,000 TEU per acre; 50 moves per crane-hour; three days dwell time; truck turnaround of less than 30 minutes; 50 ft of water depth and on-dock rail." Peters also believes that 80 per cent berth utilisation should be seen as a realistic benchmark. Are the leading port/terminal operators up to the task?

PSA Corp deputy group president Goon Kok Loon recently told Fairplay that at any one time it is looking at some 15-20 port projects. "Our goal," he said, is "to build world-class transport and logistics hubs to meet customers’ needs outside Singapore." Its key operations include a 50-year agreement to operate China’s Dalian Container Terminal, which last year handled 632,000 TEU and three months ago achieved a productivity record of 130 CPH (containers per hour). It also has a controlling stake at Voltri in Genoa, a 49 per cent stake in Yeminvest (the vehicle through which the Aden terminal is being developed) and Sines, in Portugal, both of which are being shaped as hub ports. Although PSA Corp handled just 1.5M TEU outside Singapore in 1998, it has targeted 10M TEU annually of ‘third-party’ business by 2007 and aims to earn a third of its revenue from overseas projects.

For P&O Ports, geographical spread is a key focus. Of all the operators, it has the widest range, with facilities from Argentina to China and from a shared facility at Vostochny in Russia to a cluster of terminals in the US, plus key facilities at Tilbury and Southampton in the UK. It is also developing, with Shell, the old Shellhaven refinery site on the Thames, which will have the potential to handle some 1.5M TEU annually within five years. It has investments in 19 countries, 25 terminals and more than 30 other ports. In recently announcing the group’s results for last year, chairman Lord Sterling described the division’s performance as "excellent", having achieved a 60 per cent improvement in profits to £73.1M ($116M). 

P&O Ports director Alistair Baillie told Fairplay, "Our interest… is the establishment of a global network, but also to have terminals in important market areas providing an economic spread of risk. We also prefer to operate terminals with potential to achieve 500,000 TEU throughput," he said, adding that the preference was to operate terminals to serve the local market. "Hub ports are not a priority, although Cagliari is the exception. Our terminal in Mumbai is an excellent example of the benefits of privatisation, and is delivering a greatly enhanced level of service." This is a fair claim, given the over-regulation in India’s major ports, where gross over-manning with some 100,000 employees results in about 70 per cent of port revenue going on wages.

Recently, the chairman of Mormugao port, Jose Paul, said he wanted all ports in India to be privatised within five years to enable them to handle the country’s trade cost-effectively. Half the port workers are surplus and the ports need at least Rs150Bn ($3.4Bn) investment in the next five to seven years. Now, there’s a challenge both to the government and potential private port operators.

P&O Ports prefers the host to undertake infrastructure improvements, but aims for a 100 per cent shareholding to equip and operate terminal facilities on the basis of a 30-year lease and with its own technological systems. "But we are prepared to have joint-venture partners if they add value to the product," elaborates Baillie, emphasising the need for a well-trained and motivated workforce and the need for a well-designed facility.

Hutchison Port Holding (HPH) generally agrees. Last year, the company made a pre-tax profit of HK$4.8Bn ($616M), only a six per cent improvement on 1998 but with a 30 per cent increase in its world-wide operations to about 20M TEU, nearly 15 per cent of the world’s total. This performance places it number one in the pecking order of operators.

Group deputy chairman John Meredith told Fairplay that HPH preferred a controlling stake in any venture, which tended to be either on BOT (build-operate-transfer) or BOOT (build-own-operate-transfer) for at least 25 years. He says that HPH prefers operating ports with their own hinterland to ensure growth potential, so it is not interested in planting the Hutchison flag in every port. Its involvement in a cluster of Chinese ports, in Burma and at Jakarta seems to bear this out. But HPH has also made significant hits in promising hub port locations like Freeport in the Bahamas (where it has a 45 per cent interest in the container handling operations), at Panama and in Europe Combined Terminals in Rotterdam, where it has taken a 35 per cent stake. It also controls key UK port operations at Felixstowe/Harwich and Thamesport. A successful privatised operation is one "which has little bureaucratic interference, so we can operate freely," he explains.

ICTSI (International Container Services Inc) of the Philippines, one of the second-tier operators, has had mixed results in its international port operations. Last year it handled nearly 2.15M TEU, 22 per cent up on the previous year through operations at Buenos Aires; Karachi; Veracruz and Ensanada in Mexico; Dammam in Saudi Arabia, where it is in a 51 per cent joint venture with local partner Al Blagha Group, and its home facility at Manila International Container terminal.

But operations at Rosario in Argentina went pear-shaped when a series of strikes virtually paralysed the port, reducing revenues last year to just $5M from a projected $13M. Chairman, Enrique Razon, has been quick to stress that Rosario is an isolated case and he does not expect the situation there to drag down the excellent performance of its other operations.

ICTSI states that, when examining a port concession, it looks at flexibility given to the concessionaire and takes into account a country’s political and economic situation and stability. Senior VP Thomas Falknor says that key considerations from a terminal operator towards a project are its commitment, marketing network and industry knowledge combined with having adequate resources and financial strength. Experience in various working environments – for example, commercial, IT and knowledge of equipment – must not be underrated, he says.

But governments that wish to privatise must also be clear in their objectives, says Falknor. There should be a consensus and commitment from the government department concerned leading to a well planned process and thorough market study. An experienced terminal design engineering firm should be commissioned, objectives determined including evaluation and reward process and screening or pre-qualification for interested parties, he states, adding that the eventual tender document must be clear and should allow time for interested parties to evaluate and prepare their offer. Achieving a harmonious relationship is the key to success.

CSX World Terminals also sees success in its good relations with government and port authorities, while meeting its financial objectives and achieving social issues of labour harmony. It puts raising skill levels of workers high on its list.

Geret De Piper, the company’s chief commercial officer, says that CSX does not want to consider passive investments. 

With the purchase of Sea-Land by Mærsk, its terminal portfolio was left geographically diverse and, although it has a good focus on China and Hong Kong, CSX says it needs to achieve a pattern of terminals that will help create value for its potential liner clients. It also operates in Australia, Germany, Holland, Finland, Russia (with P&O Ports), the Dominican Republic, Puerto Rico and the US.

Port watchers tend to agree that aspiring operators such as Portia Management and Ceres, which has interests in the Amsterdam operation, are worthy of serious consideration in conjunction with certain, mainly niche, projects. But, as Munday says, the jury is still out in respect of the experience of relatively new market entrants such as Associated British Ports, Dubai Ports Authority and Hyundai Marine and on their ability to take their expertise overseas.

Projected Ranking of Top Five Global Container Terminal Operators (end 1999)

(Based on shares of the container-handling market)

Ranking Terminal Operator

1 Hutchison

2 PSA Corp

3 Eurogate

4 SSA

5 P&O Ports

Source: Baltic Maritime Advisers

 

Competitive Profiles of Major Terminal Operators
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(1) Eurokai and BLG merged into Eurogate by the end of 1999

(2) HPH has acquired 35% of ECT

(3) Contship Italia is now limited to terminal operations and management after the shipping branch was sold to Canadian Pacific

(4) CSX World Terminals was established in 1999 after Maersk acquiring Sea-Land, inheriting most of Sea-Land’s container terminals worldwide

 

Source: Baltic Maritime Advisors

  

© Lloyd's Register - Fairplay Ltd. 1996 - 2004.
3 Princess Way, Redhill, Surrey United Kingdom RH1 1UP
Tel: +44 1737 379000  Fax: +44 1737 379001 

Our site is best viewed at 800 x 600 resolution or higher

