THE DEMAND FOR OVERSEAS SHIPPING
IN THE AUSTRALIAN EXPORT TRADE

By P. E. Stonham

Australia depends heavily on exports.! As an island continent, it also relies on the
ocean transport of its exports to largely distant markets. For this reason, and because
virtually all the trade is carried in foreign-owned bottoms, the costs and conditions of
carriage have become of close interest to the Commonwealth Government, as well
as to Australian exporters. Questions of importance to both parties at various times
have been the organisation of shippers, the negotiation of freight rates, the economic
feasibility of an Australian overseas trading fleet, and attempts to extend influence
over the policies of shipping companies. Such policy incursions as these into the
shipping market, and general relations between shippers and shipowners, are inevit-
ably conditioned by the nature of the demand for shipping services.

This article examines, for the major part of the 1960’s, the primary demand for
Australian exports and the derived demand for shipping services: the period has
seen marked changes.? It also explores the shifts and seasonality in the demand
pattern, the elasticity of demand for shipping services in the aggregate and for
- specialised trade, and the importance of Australia in the global demand for shipping.
The nexus is then traced between these characteristics of demand and the organis-
ation of negotiating shippers and government intervention in the shipping market.

THE PATTERN OF COMMODITY EXPORTS

In 1966/67 Australia’s exports were valued at $A3,035 million, marking a fairly
steady growth, in terms of current prices, of 9.3 per cent per annum since 1960/61.3
But it is volume that determines the demand for shipping services, and since 1960/61
the volume of cargo from Australia has risen by an average of g2.4 per cent per
annum.* This high average is somewhat misleading, as 45.9 per cent of the total
increase occurred between 1965/66 and 1966/67; between 1960/61 and 1965/66 the
growth rate was only 9.1 per cent. Nevertheless, the performance over the whole
seven years is striking, the total volume of cargo shipped from Australia being more

IF.0.b. exports accounted for 12.9 per cent of G.N.P. in 1966/67.

2An account of relations between shipping and trade for the inter-war years is contained in Burley,
K., British Shipping and Australia, 1920~1939, Cambridge University Press, 1968.

3Department of Trade and Industry, Pattern of Trade, Austrailia, 1966/67.

4Commonwealth Statistician, Transport and Communications, 1965/66; Overseas Shipping Cargo,
April-June, 1967.
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than doubled to reach a figure of 34,720,604 freight tons® in 1966/67. Table I
shows the differences between the proportionate value and volume of the major
classes of exports.

TABLE 1

Australian Exports: Major Items 1966/67*

Value® Percentage Volume Percentage

of Total 000 freight of Total

Item $4m. Value tons Volume
Wool 811.8 26.8 704 2.0
Wheat 361.8 11.9 6,406 18.4
Meats (frozen) 261.3 8.5 376 1.0
Coal and coke 72.2 2.4 8,876 25.5
Iron ore 46.0 1.5 5,428¢ 15.6
Iron and steel products 117.6 3.9 131 0.3
Sugar 98.2 3.2 1,621 4.6
Petroleum products 30.0 0.9 1,3404 3.5

aDerived from: Commonwealth Statistician, Monthly Bulletin of Overseas Trade Statistics, 1967, June,
Part 1, Overseas Shipping Cargo, 1967, April-June; Department of Trade and Industry, Australia
—Pattern of Trade, 1967, October.

bF.0.b. port of shipment.

°The figure is double for the 1967/68 period.

dConverted at 250 gallons = 1 ton.

In 1966/67 wool, meats, and iron and steel products accounted for 39.2 per cent of
the value of exports, but only 3.3 per cent of the volume. Coal and coke and iron ore,
on the other hand, accounted for only 3.9 per cent of the value, but 41.1 per cent of
the volume. Wheat, although a bulk export (18.4 per cent of total export volume),
also has a relatively high value per ton, and accounted for 11.9 per cent of total
export value.

There have been clearly discernible trends in the relative importance of major
export items. Between 1960/61 and 1966/67 the share of wheat in total tonnage
shipped overseas fell by 7.7 per cent, of wool by 1.8 per cent, of meat by 0.3 per cent,
of sugar by 0.5 per cent, and of petroleum products by 8.7 per cent. The share of
coal and coke rose by 12.7 per cent, and of iron ore by 12.3 per cent. In other words,
there has been a switch away from rural produce and refined petroleum products
to unprocessed minerals. However, the absolute tonnage of all the items studied rose
during this period, although for most of the rural products the rate of growth was
small. Wool tonnage shipped increased by only 18.1 per cent, and wheat by 26.2 per
cent, at a time when total export tonnage more than doubled.

Increased exports of Australian minerals are the results of recent discoveries and
exploitation of large deposits of iron ore, nickel, bauxite, titanium and zirconium.
In recent years international markets for these ores have been largely buoyant, and
so far Australian supplies have not been large enough to depress world prices. The
same is true of coal. For agricultural and pastoral exports, overseas markets are

5Measured as tons weight plus tons measure.
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largely stagnant because of the slow growth of traditional markets, the appearance of
synthetic substitutes (in the case of wool), and some trade discrimination through
regional economic groupings and trade barriers.

There has also been a change in the relative importance of traditional markets,
affecting the trade and traffic density on shipping routes from Australia. The switch
has been away from the United Kingdom and Europe towards the Far East, particu-
larly Japan. Eastern Asia took 68 per cent of Australian export tonnage in 1966/67,
showing large increases in nearly every item. Wheat export tonnage to the People’s
Republic of China increased by 93 per cent over the period; the Republic is by far
the largest importer of wheat, taking one-third of Australian tonnage in 1966/6%. The
25 per cent increase in wool exports to Japan was a greater absolute increase than
the combined increases in wool exports to all other areas: Japan imported over one-
third of Australian tonnage in 1966/67. Iron ore and coal and coke had a marked
impactin the Far East trade.

DERIVED DEMAND FOR SHIPPING

The major part of Australia’s demand for overseas shipping is concentrated on bulk-
carrying tramps.® Statistics show a large tonnage for tankers, but nearly all these
leave in ballast on the haul back to the Persian Gulf, Australia being a large net
importer of crude oil. Iron ore and coal and coke are wholly shipped in bulk by
tramps; wheat and sugar are largely shipped in bulk, but can be shipped in “parcel”
lots by cargo liners. Wool, meat and other refrigerated foods, and steel products are
shipped by cargo liners. In 1966/67 liner ships carried a total of 7.1 million freight
tons out of a grand total of 33.7 million freight tones exported in vessels of all kinds.”

In 1961/62® at least 40 per cent of export cargo was shipped by liners; in 1966/67
- the percentage had fallen to 21. (Tramp vessels on charter to liner companies are
counted as performing liner services, irrespective of the terms of hire.) This fall is
only a relative one: in absolute terms the demand for outward liner space increased
by 28 per cent over the period.

Table II shows the increase (decrease) in number of shipping clearances and the
increase in net tonnage cleared® between the years 1960/61 and 1965/66. It shows that
fewer ships, with only slightly increased total net tonnage, sailed to Europe and the
United Kingdom, whilst both net tonnage and number of vessels cleared increased
markedly to west and east Asia, particularly to Japan and the People’s Republic of
China. Sailings and net tonnage also increased to North America and the Pacific
region, with, on the face of it, a higher average net tonnage per vessel carried to
North America.

The following picture emerges. Some of the difficulties of data are overcome by
considering only two main areas — Europe, including the United Kingdom, and east

SFollowing the O.E.C.D. definition, we define “bulk carriers” as singledeck vessels of more than
14,000 d.w.t.

"Department of Shipping and Transport, Pattern of Overseas Shipping Serving Australian Trade, 1964.

8The earliest year for which comparable published statistics can be assembled.

9Cleared in cargo but with no exact measure of capacity filled.
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TasLe II
Shipping and Net Tonnage Cleared, Australia, 1960/61 to 1965660

North ~ Europe  U.K. Asia- Asia-  China  Japan  Pacific

America West East  (P.R.)*
Vessels cleared '
Increase (+)
Decrease (—) +39 +2 —a21 +56 +69 +109 +261 4131
Net tonnage (’000)- v
Increase (+) +164 +133 +10 +352 +489 +768 +2642 +34

*Negligible trade in 1960/61

Asia, including Japan and the People’s Republic of China. Of the total export
freight tonnage carried by liner services, the share carried by liner services to Europe
decreased from 40.6 per cent in 1961/62 to g0.1 per cent in 1966/67, while liner
services to east Asia increased their share from 24.0 per cent to 32.2 per cent. For
tramp services, the change in shares by region is more dramatic. It is not possible to
measure this change very exactly, but some guide is offorded by the shares of total
outward laden tramp voyages in 1961/62 compared with shares of cargo loaded by
tramp vessels in 1966/67. In 1961/62 shares are U.K. and Europe 18.9 per cent, and
East Asia 50.4 per cent; in 1966/67 shares are 11.4 per cent and 67.5 per cent
respectively.

The interesting change is perhaps that in liner traffic, as increased mineral exports
to Japan and wheat exports to China mask the tramp market result. The liner trade
with Europe, and particularly the United Kingdom, has been the shipping route on
which Australia historically based its foreign trade. The liner trade to east Asia has
been boosted by increased sales of wool to Japan and of refrigerated cargoes and
manufactured commodities to the Asian region. All this liner trade is carried in
conference vessels. :

This switch in the composition and direction of Australia’s export tonnage is a
major contributory factor in shipping policy problems in the period.

THE STABILITY OF DEMAND

By tonnage, manufactured goods form a relatively small proportion of total exports;
but they have steadily increased in both value and volume in the 1960’s, with no
changes in the general direction of trade. Very recently, the traditional market for
Australian manufactures — New Zealand — has attempted to restrain imports of
fully-manufactured goods for balance of payments reasons; but buoyant, if com-
petitive, markets have been found in some of the developing countries of Asia not in

10Commonwealth Statistician, Transport and Communications, Bulletins 52 and 57.
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the Pacific Islands. This steady increase in manufacturing exports reflects in part the
increasing scale and limited home market of Australian manufacturing industries;
in part the growth of markets in those developing countries where import substitu-
tion has not been completely effective.

As general cargo, manufactured goods are carried in liner ships adhering to
scheduled sailings. Except to some Asian and Pacific destinations not scheduled on
liner routes, Australia’s manufactured goods can generally take advantage of back
hauls of Japanese liners, or can be shipped as part of a triangular trade by British and
European shipping lines.

By contrast, for Australia’s major tonnage export groups — rural produce and un-
processed minerals - the demand for shipping is subject to periodic shifts and seasonal
patterns. Table I1I shows indices of tonnage levels for the major primary and mineral
export items over the period 1961/61 to 1966/67.

TasLe 111

Induces of Export Tonnage Levels, Australia, 1961 /62 to 1966/67*
(1960/61=100)

1961]2 1962/3 1963/4 1964/5 1965/6 1966/7

Wheat 132 99 164 136 122 155
Wool 104 100 109 104 104 105
Meats 8o 110 136 149 162 151
Sugar 106 143 139 158 157 205
Coal and coke 184 142 202 320 405 472
Petroleum products 118 142 108 20 15 21

*Derived from Commonwealth Statistician, Overseas Trade Bulletins, 1960/61-1966/67, and Ouverseas
Exports (various).

The tonnage of wheat exports is shown to be very variable; and the quality of
wheat shipped is so large that its fluctuations have an important impact on the total
demand for bulk ships out of Australia. Export tonnage of wool has been remarkably
constant. Wool takes up a small proportion of the total demand for shipping space
and is shipped on scheduled liner routes. Export tonnages of meat and sugar have
both increased in recent years, although the increase in sugar has not been steady.
Annual fluctuations in the export of primary products have been much influenced
by changes in the conditions of local supply in Australia — notably in wheat, wool
and meat production. Table III shows a steady upward shift in export of coal and
coke. Iron ore is not shown in the Table, since overseas export did not begin until
1963/64.

Australia’s primary products are also subject to seasonal fluctuations in supply.
For the purpose of showing this we may split up primary exports into three groups —
bulk products,!! refrigerated products,'? and non-refrigerated products.’? Bulk

UWheat, sugar, barley, oats.
12Meat, furit, butter, cheese, eggs, egg pulp.
13Wool, dried and canned fruits, flour, canned meats, sheepskins and hides.
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products are transported by tramp ships, refrigerated and non-refrigerated products
by liner vessels. The major item in the first group is wheat, in the second and third
groups meat and wool respectively. Table IV shows monthly variations of tonnage
exported for these three groups in 1966/67.14 -

TasLe IV

Monthly Variations in Primary Exports, Australia, 1966/67°
(000 freight tons)

7 4 § O N D § F M A4 M J

Bulk 617 715 666 752 676 564 1021 1452 997 1201 1228 1003
Refrigerated 84 110 100 88 98 66 81 62 69 140 227 142
Non-refriger-

ated 271 253° 226 294 323 289 303 306 206 306 375 304
Total 972 1078® 991 1135 1097 919 1405 1819 1362 1738 1830 1449

aDepartment of Trade and Industry, Shipments from Australia of Major Primary Products, 1967,
December.
bEstimate based on correction of published figure.

The major demand for bulk shipping space occurs in the six months January to
June, especially in April, May and June. Bulk figures are much influenced by supplies
of wheat being fixed for charter, with a peak in these months. Much the same pattern
is repeated in the case of non-refrigerated cargo, although wool exports mainly move
between October and January. Exports of refrigerated goods move seasonally in the
same pattern as bulk goods, with a peak in the southern hemisphere autumn. The
total effect of seasonal variations in primary exports in 1966/67 was roughly a doubl-
ing of demand for outward shipping space between the southern hemisphere spring
and autumn months, an increase of some 900,000 freight tons. A small part of these
seasonal variations can be overcome by storage.

The seasonal movement of primary export tonnage is concentrated on tramp
shipping. In the liner trade, scheduled movements of vessels cope with seasonal
fluctuations; sometimes tramps are chartered by the liner companies for increased
capacity during peak periods.

DEMAND ELASTICITIES

The demand for shipping transport is derived from that for the commodity shipped.
The elasticity of demand for shipping transport (Eg) is related to the elasticity of
demand in overseas markets for the commodity transported (Eg), the proportion
of freight charge in total f.o.b. price (F), and the elasticity of domestic supply of the

4Because of drought a moving average of recent years was not computed in 1965/66. The year
1966/67 exhibits fairly typical non-drought monthly variations in export supply.
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commodity in question (E;).!S> With any given small change in freight rates, Ey
will rise with every increase in Eq4, F, and E;, where each of the last three values
is varied with the other two taken as constant, The values E; and E; are them-
selves the result of a complex of factors, including the presence of competing sub-
stitutes and the proportion of home to foreign sales. The value Ez will vary accord-
ing to the nature of the market (e.g., whetheritisina developed or an underdeveloped
country), and both Eg and E; will be found to vary over time in differing degrees
for different commodities. The value F may be set in more or less perfectly competi-
tive (negotiated) conditions, or it may be administered, according to the type of
shipping service involved. Whilst F must bear some relationship to operating costs,
if the commodity transported has a very high or a very low f.0.b. value and is carried
by conference vessels F usually lies in some positive relation to the selling price per
unit of the commodity, irrespective of weight/bulk considerations.

In general, the elasticity of demand for shipping services in the short run is low.
In the case of primary exports, the elasticity of domestic supply is low; the elasticity
of demand is low, particularly in relatively high-income markets; and the proportion
of freight charges to landed value is small. For manufactured exports the picture can
be different. Elasticities of supply are higher, owing to the nature of production;
price- and income-elasticities of demand are higher; and freight charges are normally
a higher proportion of unit weight/bulk. (It should be noted, however, that in
countries with relatively small home markets for manufactured goods, such as
developing countries or advanced countries with industries of a scale requiring
export outlets, elasticities of supply are lower, since sales cannot easily be diverted to
the home market.)

An impression of the scale of the elasticity of demand for shipping for major export
items from Australia may be gained by substituting estimated determining values in
the Walters formula. It should be stressed that the results are intended only to be
impressionistic. The determining values themselves are partly crude estimates and
do not always relate to the same period, and there has been no attempt to test the
final results to see whether or not the postulated formula is a good approximation
of the elasticity of demand for shipping in observed situations of changing freight
rates. Table V shows the relatively low values which result for the derived elasticity
of demand for export shipping from Australia.

The formula in footnote 15 does not take account of shipper choice between types
of shipping services. All the commodities in Table V except wheat are shipped in
conference vessels. Where Australian c.i.f, shippers are able or willing to fix charters
outside the conference organisation, this effectively increases the elasticity of demand
for conference shipping in the face of any change in conference rates. It is very
possible that small changes in conference rates may be absorbed in higher commodity
prices where freight rates are only a small proportion of total landed value; or they
may be absorbed by shippers in the form of higher costs, total landed prices remaining
unchanged. Any major change can seriously affect competitiveness and profitability,

5More precisely, Eg; = F ——ﬂf-Es——- (suggested by A. A. Walters, Papers and Proceedings
Es — (1 —F) Eg

of the American Economic Association, 1968, page 375. F, in Walters’ formula, is more correctly the
demand (c.if.) price, but through lack or reliable data the author has here used f.o.b. prices).
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TasLe V
Determining Values in Elasticity of Demand for Shipping Services, Australia

Product Eg2 Edc Fe Route Eds
(to 5years) '
Wool +o0.2 —2.0b 0.06 Japan —o0.01
Wheat +0.8 —1.5° 0.084 E.,S. and —o0.04
S.E. Asia
Beef +0.8b —1.0°¢ 0.08 U.S.A. —0.02
Lamb +0.9 —1.5° 0.18 U.S.A. —o.11
Dairy products +0.4 —o0.2° 0.09 U.K. —0.01
(butter)

aGruen, F.H., et al., Long-Term Projections of Agricultural Supply and Demand, Australia, 1965-1969,
Monash University, 1967. Figures have been rounded.
bAuthor’s estimates.

¢Langemeirer, L., Thompson, R.G., “Demand, Supply and Price Relationships for the Beef Sector,
Post-War Period”’, Fournal of Farm Economics, 1967, February.

dBulk shipment rate; all other rates are conference rates as proportion of total f.0.b. value.
€1966/67.

and cause shippers to seek to charter vessels on the open market at lower rates. In
other words, the elasticity of demand for conference vessels is greater for large changes
in freight rates than for small changes. It may be noted that no switch in shipping
demand would occur if rising administered conference rates were a lagged response
to altered market conditions in shipping and increasing voyage and time charter
rates. The elasticity of demand for conference shippingisincreased only if the relation-
ship between conference and charter rates on comparable routes is greatly out of
line. This is most likely to occur if there is an over-supply of non-conference shipping
facilities, or if relatively high freight charges result from inability to spread fixed
costs far enough in liner shipping. '

For Australian wheat, iron ore and wool, export sales are mostly effected on an
f.0.b. basis. The largest part of recent wheat harvests has been sold to the People’s
Republic of China, and the Chinese have preferred to charter their own vessels. In
recent years they have had a large number of vessels on time charter.' As a result
they have come on to the voyage market sporadically, have not bought continuously
enough to push freight rates up, and in 1966/67 appear to have chartered wheat to
Chinese ports at freights below those obtaining to other east and south-east Asian
ports. Some shipping is chartered by the Australian Wheat Board and the wheat
sold on a c.i.f. basis. In the case of iron ore, the Japanese have entered into several
long-term agreements with Australian exporters. Japanese buyers have been continu-
ally operating in the freight market to take advantage, particularly in 1966/67, of
declining freight rates. There is normally pressure for sales to be switched, if possible,
from a c.i.f. basis to an f.0.b. basis in periods of declining or low freights on the
charter market: buyers then hope to obtain a cheaper price by arranging their own
sea transport.! On the other hand, in early 1968 the Australian Wool Board was

161t has been one of the restraints on the expansion of the Indian ocean-going fleet. The point is
elaborated in Sanklecha, S.N., Tramp Shipping in India, University of Bombay Press, 1966.

340



DEMAND FOR OVERSEAS SHIPPING IN THE AUSTRALIAN EXPORT TRADE P. E. Stonham

trying to convert woolsales to a c.i.f. basis, because improved techniques in packaging
wool could increase the density of wool cargo, reduce its volume, and balance the
trade between Australia, the United Kingdom and Europe at a lower level. At pre-
sent it is possible that exports of wool to the U.K. and Europe pay outgoing freight
rates which include some penalty payments covering unused space on the inward
journey to Australia. A more balanced trade (in terms of capacity utilisation) might
result in an opportunity to obtain reduced freight charges, and c.i.f. sales would
ensure that the reduced costs accrued to Australian wool exporters.

AUSTRALIAN AND WORLD SHIPPING DEMAND

Australia’s share of world sea-borne trade is small; until very recently the figure of
3 per cent of sea-borne dry cargo trade was typical. Since 1966 this share has been
increasing, mainly owing to the increasing export of mineral ores and coal; but
Australia is still very much a price-taker in the open freight markets.

Iron Ore

Australia exported 5 million tons of iron ore in 1966/67, compared with world
seaborne movement of 162 million tons.!” Both sources and markets are widespread:
the main exporting regions are South America, North America, Africa and Scandi-
navia, and the main markets are the United States and the European Economic
Community, with Japan ranking third. The Japanese market is the only one that is
growing; fortunately it is growing fast enough to absorb all the Australian output.
Even so, Australian iron ore accounted for only 10 per cent of Japanese imports in
1966 (probably 20 per cent today) and is still too small to cause any appreciable
increase in voyage charter rates — especially as the major part of the trade is now
carried in large specialised ore-carriers.

Australia’s first large-scale exports of iron ore took place in 1966, taking advantage
of the relatively depressed rates (the world freight rate index for ores fell steadily
from 115 in January that year to 70 in November!®) and of the very fast growth in
ore and bulk carriers (between mid-1965 and mid-1966 the world fleet increased by
some 24 per cent to 23.3 g.r.t., comprising not only more ships but bigger ships, with
reduced operating costs). The prevailing level of freight rates for iron ore can be very
significant in view of the very competitive market and the high proportion of freight
charge to f.0.b. unit value — it can be as high as 12 per cent.!® .

Coal

Australia ranks high in world seaborne exports of coal. In 1965 Australia exported
20 per cent of world coal exports, and since then the proportion has risen. Japan (its
sole market) is by far the world’s biggest importer of coal and coke, and Australia

* "Global data from O.E.C.D., Maritime Transport (annual).
8United Kingdom Chamber of Shipping, 4nnual Report 1966/67.

19Computed very approximately by taking typical voyage charter rates on the West Australia to
southern Japan route and f.0.b. values.
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shares with the United States almost the whole of the Japanese market, with the
U.S.S.R. taking a 10 per cent share.?0 Coal has been as fortunate an export in recent
years as iron ore. World voyage charter freight rates have steadily declined, apart
from a short rally in 1965: yearly average indices for 1964, 1965 and 1966 were 97,
107 and 89 respectively. The general impact of this trade on the freight market is
more significant than in the case of coal. A greater proportion of voyage charters is
fixed, more vessels are chartered in relation to the volume of cargo, and Australian
coal exports are a significant proportion of world trade.

Vessels taking coal to Japan have mainly been British and Japanese tramps, but
the Japanese are introducing more bulk carriers fitted for carrying coal; approx1m-
ately 60 per cent was shipped by bulk carriers in 1965, and the proportion is growing
very rapidly indeed.

Wheat

In wheat, Australia is a medium-sized world exporter, although wheat exports
figure very high in Australia’s total exports by volume. In 1966/67 Australian wheat
exports made up one-fifth of world exports, Canadian one-third, American nearly
half and Argentinian about one-sixth (a poor harvest that year). Australia and
Canada share approximately the same export/home consumption ratio of about 4:1;
the United States and the Argentine have higher relative home consumption, and are
less dependent on exports. Australia’s wheat markets are not secure. During the early
1960’s only the appearance of Far East markets, particularly the People’s Republic of
China, compensated for the loss of traditional markets in the United Kingdom and
Europe. But competition has been increased by the recent Chinese-Canadian Trade
Agreement. About half Australia’s wheat crop is exported in bulk (a rather higher
proportion than the world average for sea-borne wheat exports).

TasLE VI

Indices of monthly voyage charter freight rates, Australian wheat and world grain, 1966*
December 1965 = 100

j F M A4 M § F 4 S§ 0 N D

Australia 108 — 102 I10I 105 — 98 94 9o 85 — —
—U.K.
Australia — 100 91 86 77 — — 76 84 61 — 66
—India

World grain 93 97 98 95 87 84 8o 85 78 76 78 8o

*Sources: O.E.C.D. Maritime Transport, 1966, Paris; Westralian Farmers Transport (Pty) Ltd.
Weekly Freight Reports. Index computed by the United Kingdom Chamber of Shipping.
Note: Months where no figures are shown contained no charter fixtures.

Table VI shows that freight rates for Australian wheat on the U.K. and Indian
runs in 1966 moved largely in sympathy with rates for grain on world-wide routes
covered by the U.K. Chamber of Shipping index. The wheat harvest in Australia

201965 figures.
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tends to create a peak demand for shipping services, and this is reflected somewhat
in the 1966 freight rate movements. Freight rates are not determined by demand
factors alone, however. It was a year of large increase in active dry cargo tonnage,
which tended to reinforce the rather low level of freight rates prevailing at the end of
the year. There are some special factors in the operation of the Australian wheat
trade. Chinese charterers have been able to obtain very cheap rates on occasion,
sometimes making use of tankers which would otherwise have left Australia for the
Middle East in ballast. This practice lowers the marginal rate for carrying grain to
a very low level (provided that the tankers can be suitably adapted). The general
point is that Australian wheat traffic is barely large enough to influence the world
voyage charter market.

Cargo Liners

It is more difficult to analyse the importance of the demand for outward cargo
liner carriage. In many ways, changes in the demand for liner space have a more
important effect, since liner services are much more specific: vessels cannot easily be
switched from one route to another without inter-conference agreement and possibly
loss of goodwill. An increase or decrease in the demand for bulk or tramp space is
reflected in changing freight rates on the voyage charter market — if indeed the
change in demand in the Australian trade is large enough to affect world-wide rates.
Such changes in the liner trade may be met in the short run by liner operators, in
the form of unused capacity, by the increased hire of charter vessels and/or by
changing freight rates. Because cargo liner freight rates have been negotiated in the
Australian-U.K./Europe outward trade between shippers and conference lines,
unilateral changes in freight rates attracted a good deal of attention, whereas rates
changed by the market for charter vessels were viewed by shippers with greater
equanimity.

Woolis a major cargo liner export, with meat an important refrigerated cargo. The
largest single market for wool is Japan, which in 1966/67 took 459 million Ibs. of
greasy wool. Sales to Japan are carried in the cargo liner vessels of the Australian
North-bound Shipping Conference (ANSCON) which also serves East and South-
East Asia. Of the eleven liner companies in ANSCON, four are Japanese. Japanese
liners can benefit from return hauls in wool after sailing to Australia with manu-
factured goods. The same is true of cargo liners sailing in the Australia to U.K./
Europe Conference (AESCON) ; in 1966/67 657 million 1bs. of greasy wool was sold
in Europe and the United Kingdom. Of the twenty-four shipping lines in AESCON,
seventeen are British-registered. Australia has been a traditionally important
(although now relatively declining) market for British manufactured goods, and the
return trade in wool is highly desirable. Australia is the world’s largest producer and
exporter of wool, with freight rates approximated at 7 per cent of f.0.b. value; the
gross revenue from transporting wool from Australia came to $A61 million in 1966/
1967. Any change in freight rates can therefore have a significant effect on cargo
liner revenues, and there may even be slight subsidisation of other (small quantity)
exports. This support could not extend to frozen meat exports to the United States
and Canada. Freight rates on these are relatively high, taking into account distance
and stowage factors: the freight for frozen lamb has on occasion reached 24 per cent
of f.o.b. value.

343



September 1969 JOURNAL OF TRANSPORT ECONOMIGS AND POLICY

Balance of Trade

It is hardly possible to discuss the demand for Australian export shipping services
without reference to the balance of trade. The tramp trade is rarely balanced, either
bilaterally or multilaterally, for any maritime trading country. In the case of
Australia, the ratio of tramps sailing inwards in ballast and outwards fully or largely
loaded is about 4:1. It does not necessarily bear heavily on outward freight rates in
the tramp trade — this would suppose that tramp owners consider each voyage
charter a complete enterprise and do not spread revenues for several voyage charters
over (for example) annual operating costs. Clearly, tramp vessels make many trips
a year in full employment, some in ballast and some not. Australian outward voyage
charter rates tend to follow world rates, irrespective of the balance of cargo. In fact,
even with the rather high imbalance of cargo, Australian exporters using tramp
services have benefited from prevailing low rates in recent years.

This is not so true of the cargo liner trade. French, Dutch and Scandinavian cargo
liners engage in cross trades, and compensate for otherwise underutilised capacity, but
American, Japanese and Indian cargo liners make few intermediate calls in the
Australian trade. British cargo liners predominate on the U.K. to Australia run, but
connect up with other trade areas, particularly South and South-East Asia and New
Zealand. Australia is considered a terminal route by many shipping companies;
only the value ofits import trade has enabled it to be relatively well served by liners.
Apart from wool to Japan and automobiles and manufactures to New Zealand, new
markets for Australia’s manufactures (in the developing countries) do not lie on
existing reciprocal routes. Inward tonnage of liner cargo is smaller than outward
tonnage, and is frequently shipped on different routes.

Table VII shows that loadings exceed discharges on all routes except the North
American. Since liners on that route make few intermediate calls, the implication is
that Australian shippers can, to some extent, take advantage of back hauls to North
America. In quantitative terms the most marked disparity is on the Australia-to-
Europe route, but this route is largely serviced by British liner companies which are
also members of all the Far Fast and West Asian Conferences, and make intermediate
calls to fill unused capacity on the inward (to Australia) run. The Trans-Tasman
trade is heavily imbalanced but the voyage distance is short. The imbalance on the

TasrLe VII

' Loading/Dis&harging ratios of Liner cargo, Australia, 196667
(Freight tons, ratios to discharging = 1.0)

North America Europe Africa S.E. and E. South Pacific
Asia Asia
L/D Deficit L/D Excess L/D Excess L/D Excess L/D Excess L/D Excess
000 tons 000 000 000 000 000
tons tons tons tons tons
0.5 742 1.7 771 1.2 28 1.4 462 1.7 122 3.3 8os

Source: Commonwealth Statistician, Overseas Shipping Cargo, April-June 1967.
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route to Japan is slightly more serious, with Japanese cargo liners suffering from
cargo imbalance.

The prima facie impression is that, as a result of Australia’s geographical position,
the distance of its major export markets, and the excess demand for visiting liner
space, there would be pressure for freight rates above ruling world rates for compar-
able journeys. But this ignores the value of Australia’s import and export trade.
Generally speaking, the liner import trade is more valuable; on the basis of charging
what sellers can bear, freight revenues on the inward trade to Australia are high, and
can, to some extent, be spread over total round-voyage costs.

ORGANISATION OF SHIPPERS

'The demand for shipping services in the Australian export trade is characterised by
high inelasticity for reasons already explained. Primary exports are subject to
fluctuations in supply; export markets are distant and increasingly competitive; and
the Australian home market is small in comparison to total production. It is therefore
not surprising that Australian shippers have become concerned to pare freight
charges to a minimum. Rates and schedules can be negotiated with liner companies
for liner-type cargo, or c.i.f. shippers can combine to charter vessels, or fixtures can
be arranged through marketing organisations. Where commodities (like minerals)
are sold under long-term agreements, f.o0.b. buyers can ship in their own or time-
chartered vessels. All these types of bargaining are encountered in the Australian
export trade.

In the past, shippers in a large part of Australia’s export trade have been well
organised. Between 1929 and 1967 an Australian Overseas Transport Association
(AOTA), including shipowners, producers, exporters and importers, negotiated
freight rates and sailing schedulesin the Australia-U.K./ Europe Shipping Conference.
Principal commodities covered were wool, dairy products, meat, fruit and general
cargo. The normal exclusive conference contracts applied. Since 1934 shipowners in
this trade have been organised into an Overseas Shipowners’ Representatives Associa-
tion (O.S.R.A.) for bargaining purposes. As a result of early imbalance of power in
A.O.T.A,, a reconstituted shipper organisation, the Federal Exporters’ Overseas
Transport Committee (F.E.O.T.C.) was set upin 1958 to negotiate more strongly with
O.S.R.A. within the A.O.T.A. framework on rates and sailings on routes served by
the Australia to Europe Shipping Conference (AESCON). A very weighty element
in the F.E.O.T.C. organisation is the Commonwealth Marketing Boards. Ten of
these Boards, established by Commonwealth legislation, are actively concerned with
the export of dairy produce, apples and pears, canned fruit, eggs, honey, meat,
dried fruit, wheat, wine and wool. The Boards clearly possess the advantage of being
able to regulate the volume of exports of their respective commodities in order to
prevent shipment gluts.

In 1967, with the coming into force of the 1966 Trade Practices Act, A.O.T.A.
ceased to exist, but bargaining has continued between F.E.O.T.C. and O.S.R.A.
(or more particularly the Australian Tonnage Committee formed by the Australia to

Europe Conference lines in London).
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A.O.T.A. had negotiated contracts between shippers and shipowners in the
Australia to Europe trade covering ores, timber and metals as well as rural produce.
The agreed freight rates were based upon annual examination of the voyage accounts
of Conference vessels. Freight rates were reviewed in 1964 to allow a rate of return
on shipowners’ capital of 8 per cent with due allowance for depreciation on ships.
Since the expiration of A.O.T.A. the 1964 formula has been used only as a guide line
in F.E.O.T.C. bargaining, and not as a definite bench mark.

Even before 1966 there were signs that the A.O.T.A. organisation was regarded
with increasing disfavour by shippers. Its procedure for freight pricing was an
interesting reversal of the normal “what the traffic will bear” charging to an almost
“what the carrier can bear” charging, except that there were great difficulties in
deciding what costs were relevant and whether shipowners were allocating costs in a
way which increased their bargaining power under the formula. The worst feature
was that shippers were unable to force down rates in periods of low commodity
prices — transport costs do not necessarily move in the same direction as costs of
exports in overseas markets. Table VIII shows the relative movements in freight
rates on the Australia to Europe route for three main categories of liner cargo and
f.0.b. commodity prices at Australian ports for the period 1960-67.

TasrLe VIII
Indices of freight rates and export prices, Australia, 1960-1967
(1959 = 100)

Export Prices? 1960 1961 1962 1963 1964 1965 1966  1967°
Wool 92 97 104 120 102 107 103 95
Meats 104 100 101 105 110 120 124 125
Dairy produce 82 81 88 93 94 86 84 79
Cereals 99 106 107 107 107 107 114 109
Sugar 101 91 107 175 100 84 67 68
Freight rates®

Wool 105 105 110 110 110 117 121 125
General cargo 105 105 110 110 110 117 121 125
Refrigerated cargo 108 108 113 113 113 120 130 134

aF.0.b. prices, Austalian ports. Indices are unweighted.

bAustralia to Europe Conference (to nearest one per cent).

cAll commodities bore a three to three-and-three-quarter per cent surcharge in 1967 because of
the Suez Canal closure.

The rise in freight rates has been quite marked, and for some commodities — wool
and sugar — this has combined with declining prices since 1963 to put pressure on
profit margins. The reasons why freight rates have risen so fast are complex, and
largely concerned with changing cost structures within the ocean liner industry. Itis
difficult to document this accurately, but certainly two of the three major operating
costs of British cargo liners have risen markedly since 1960 — cargo handling charges
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and crew costs. The third major variable cost — bunker fuel - has fallen in price over
the period for U.K. ports. The limitations of Table VIII are fairly obvious: the
freight rates shown apply to shipments to the United Kingdom and Europe only, and
Australian exports to this area have declined in relative importance.

The effects on shippers of a general decline in profitability and of widespread
freight rate increases in the European trade in 1966 were exacerbated by the
Commonwealth Government’s trade practices legislation of that year, which
confirmed the Government’s support of the principle of closed conferences and
encouraged the setting up of officially-recognised shipper bodies to negotiate with
them. Since AESCON is now a closed conference, shippers have no alternative but
to accept AESCON rates or to negotiate with non-conference lines outside the frame-
work of F.E.O.T.C. The final outcome has been a weakening of the influence of
F.E.O.T.C. in the European trade and a strong tendency to set up industry-organised
bodies of shippers to negotiate bilaterally with conference lines. New shipper
organisations set up within the last three years include the Frozen Cargo Shippers’
Committee (formed by meat exporters, the Dairy Produce Board and the Egg Board),
the Australian Apple and Pear Shippers’ Association, the Metals and Minerals
Shippers’ Association of Australia Ltd. and the Australian General Cargo Shippers’
Committee. At the same time shippers have become increasingly organised on a route
basis: e.g., the Singapore and West Malaysia Shippers’ Association (1968) and the
Trans-Tasman Shippers’ Association. F.E.O.T.C. itself, in the face of declining
influence, and wishing to achieve Government recognition as an official shipper body
in terms of the 1966 Act, reorganised itself in 1969 to conduct negotiations on an
industry basis instead of an across-the-board basis. It altered its constitution and also
changed its name to the Australia to Europe Shippers’ Association. In 1968, on a
large part of the Australian wool trade to Europe freights were negotiated directly by
European f.0.b. wool importers (particularly Interlaine — the wool-buying organis-
ation of the European Economic Community) and F.E.O.T.C. by-passed altogether.

On shipping routes to areas other than Europe there is also pressure by shippers to
increase their bargaining power with shipping lines, but for different reasons. Liner
cargo exports to Asia have grown rapidly in volume since 1960, and for a number of
Australian manufacturers Asian markets are no longer marginal markets of secondary
importance to the protected home market. Much of the cargo liner trade to Asia is
new trade, and shippers have hitherto not been represented in a consolidated
organisation able to negotiate with shipping conferences. There are in fact a large
number of conferences concerned with the cargo liner trade between Australia and
Asia. It is noticeable that some British shipping companies are members of several,
which tends to strengthen the oligopolistic atmosphere. Most exports of manufac-
tures and processed goods are shipped on a c.i.f. basis, so there is scope for Australian
shippers to influence transport costs — and this is important in the highly competitive
Asian market.

Much- of this increased bargaining activity by shippers represents export sales
under pressure. In the U.K./Europe trade sales have been sluggish and the demand
for outward cargo liner space relatively declining: exporters in this trade are con-
sequently concerned to minimise freight charges. In the outward cargo liner trade
to Asia, which is buoyant, particularly in manufactured products, shippers are
anxious to minimise freight charges to growing but highly competitive markets on
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routes which are rather newly-established and hence bear rates which cannot always
be reduced by being spread over multilateral voyages. Partly, this increased com-
bination and bargaining by shippers is a natural shift in power in the market for
cargo liner services. There are few sea routes out of Australia which are not over-
tonnaged by cargo liners. In the absence of administered prices and conference
agreements this increase in supply of tonnage would normally lead to a fall in freight
rates. Under the conference procedure, however, shippers can only achieve a more
market-oriented set of rates by stronger bargaining power.

GOVERNMENT INTERVENTION

Until recently the Commonwealth Government has played only a small part in
influencing the terms under which Australia exports are shipped. In the last two
years, however, it has made a two-part incursion into the overseas shipping market.
One part is the encouragement of Australian-flag vessels to enter into foreign cargo
liner trade, and the other is the Government’s extension of control over the freight
rate negotiations between shippers and shipowners.

At the end of 1968 the Australian Coastal Shipping Commission operated a fleet
of thirty-six ships of the Australian National Line, the majority being bulk carriers.
These vessels operate on the Australian coast with very occasional voyages to the
Far East. As in most other countries with long maritime frontiers, the Australian
coastal trade is virtually reserved for indigenously-registered ships. The A.N.L. has
hitherto not contemplated foreign voyages with general cargo, since prospects for
the competitive operation of Australian-owned and built vessels have been poor.
Shipbuilding costs and, particularly, Australian crew costs are comparatively very
high. Despite these disadvantages, the Commonwealth Government has encouraged
the A.N.L. to enter the Japanese trade by purchasing a vehicle-deck-container
freighter from the Kawasaki Dockyard in Japan: this vessel will take a 50:50 share
of a new service to be set up with the Kawasaki Kisen Kaisha Line of Japan in 1969.
Similarly, the Flinders Shipping Company?! has signed a contract with the Kawasaki
Dockyard for a similar vessel of 11,000 g.r.t. for delivery in 1970. But the major move
occurred early in 1969, when the Government contracted the purchase of two con-
tainer vessels from German shipyards for operation in the U.K./Europe and North
American trades. In the U.K./Europe trade these two vessels, using Australian crew,
will be operating at higher average voyage-variable costs than the British ships,
because of higher crew payments, and will have comparatively higher capital costs
because of the British investment subsidy of 25 per cent on construction costs. In the
North American trade they will be in competition with American vessels which
carry both operating and constructional differential subsidies. In the European and
Far Eastern trades competition has been especially intensified in recent years by the
emergence of Soviet and East European tonnage, which is presently breaking into
existing conference arrangements; its costing is unknown.

The motives for establishing national flag fleets are various. It has been claimed

218et up in 1968 by H. C. Sleigh Ltd. and Jardine Matheson and Co. (Aust.) Pty. Ltd.; two
Australian shipowners.
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that one of the more cogent economic justifications is the saving on foreign exchange.
But for Australia, despite the heavy volume of trade carried, the net cost of freighting
is surprisingly low2. It has also been argued in Australia ‘that a national flag fleet
would be more disposed, or could be encouraged, to offer more stable and/or lower
freight rates. But if this can be achieved only by Government subsidisation in one
form or another, exporters can be more directly subsidised by the Government
without the considerable re-allocation of resources involved in building up a com-
paratively high-cost national flag fleet.

Australian shippers have mainly been affected, however, by the recent Common-
wealth Government incursions into existing liner shipping policy. It has taken the
form of intervention in shipper-conference negotiations, encouraging closed confer-
ences and efforts at rationalising shipping calls.

The 1966 Trade Practices (Amendment) Act compels all outward Conferences to
register their agreements, which are then open to examination by a Commissioner of
Trade Practices. The result is that the Government has, in theory, much more
influence over the conferences serving the Australian outward trade. It is also now
expressly represented at all shipper-conference negotiations on these routes. Confer-
ence contracts can also be invalidated by the Government if Australian-owned ships
are prevented from joining existing conference arrangements. In the European
trade, as a logical extension of the principle of closed conferences, the Government
undertook a rationalisation study in 1966, which was accepted by the Australia to
Europe Conference and which eventually resulted in decreased freight changes.

If supply conditions had remained unchanged, the result of this more active
Government intervention would have been to increase shipper bargaining power, and
to regulate tonnage and competition in liner conferences, with possible advantages
to the Australian shipper in terms of freight charges and delivery dates. But this is
not altogether the case. Many developing countries, particularly in Asia, have
established national flag fleets, frequently under subsidised conditions. These
countries are anxious to keep conferences as open as possible, and to admit national
fleets to as many trading routes as possible. Failure to bring this about has resulted
in attempts to draw trade away from the conferences by competitive rate tactics or
more favourable rebates. On the North American route the Commonwealth Govern-
ment’s policy comes into direct conflict with that of the United States Government,
which favours open conferences and competition. It enforces this view through
subsidised American flag lines in the conferences.

It is clear that both demand and supply in Australia’s export shipping market
are very much in a state of flux. It is not clear that the Australian Government’s
direct and indirect policy towards that market, as currently formulated, is one which
will increase net economic benefit to the export sector or improve the internal
allocation of economic resources in the Australian economy.

University of Newcastle, New South Wales

22A fairly detailed estimate made by Dr. A. Hunter (Economic Record, 1967, March) for 1965/66
gives 3A1g5m., or less than five per cent of current account debits in the balance of payments for that
year. The figure is much reduced on the official figure for freight service payments by considering
such offsetting items as the expenditure of foreign ships in Australian ports for stores, stevedoring, etc.
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