SOME FINANCIAL ASPECTS OF
- SHIPPING CONFERENCES

By Richard Goss!

Shipping conferences,? the arrangements within which the majority of liner operators
carry on their business of acting as common carriers by sea, have been attracting
attention for many years and from many directions. The object of this paper is not
to attack or to defend them in any of their various forms but to discuss the costing
and accounting systems which might be employed to assist their members and to
assure their customers, the shippers at one end of their route and the consignees at
the other end, that the levels of efficiency and profit are not unreasonable. It is,
therefore, intended to be constructive rather than critical, and should not be taken
to be more than it is — a discussion of an interesting topic which seems to have been
largely neglected by earlier writers.

Shipping conferences, as the term is ordinarily understood, are agreements on
freight rates and other topics relevant to the provision of a liner service for all who
wish to send cargo over the route concerned. The freight rates are contained in
tariffs which, like those of most common carriers by land or air, are often bulky and
complex. In order to discourage shippers from using any ship not operated by a
member of the conference a loyalty system is often used, involving either deferred
rebates or lower rates for those signing the appropriate contract.

The interest of the shipping companies s, of course, primarily in long-term profits —
for few of them try or wish to flit in and out of trades on a short-term basis — and in
maintaining their reputation as efficient carriers whose services are worth using and
retaining. They, and the conferences to which they belong, are therefore interested
in having good relations with their customers and with the governments concerned.
Accordingly, they have been paying increasing attention to this subject in recent
years. '

The interests of the shippers, like those of most consumers, are more complex:
they care about such aspects of the quality of the service they receive as the frequency
and predictability of sailings and the care with which the cargo is carried, as well as
the level of freight rates. Moreover, even in terms of freight rates alone the interest of

1T am grateful to various friends and colleagues, and to members of the Ealing Technical College
Transport Economics Seminar, 1970 (where the paper was first presented), for helpful comments and
suggestions. The views expressed are personal, as are any faults and omissions.

21 do not propose to cite all the literature on this subject, but only those few works that are strictly
relevant to my theme. Those interested in reading more about shipping conferences will find most of
the published works cited at various points in my book Studies in Maritime Economics, C.U.P. 1968.
One should, however, add the recent book by Professor E. Bennathan and A. A. Walters: The
Economics of Ocean Freight Rates, Praeger, 1969, and the Report of the Committee of Inquiry into Shipping
under the chairmanship of Lord Rochdale, Cmnd 4337, 1970, especially Ch. 7, out of which some of
this discussion arises. See also various publications of the U.N. Conference on Trade and Develop-
ment (U.N.C.T.A.D.) and Trade and Industry, 10 March 1971, pp. 518-9.
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shippers in efficiency is much greater than their interest in the level of profits; for
profits are a minor element in the freight rates, while costs are a large element.
Shipping may be a capital-intensive industry, but it is never so capital-intensive as
to reverse that statement. Since all parties may benefit from increased efficiency, the
scope for disagreement can be reduced by concentrating attention on that aspect
of the financial results rather than solely upon the rate of profit.

It would, therefore, be desirable to have some system for providing a satisfactorily
quantified basis so as to reduce the area for doubt, argument and disagreement.
Since this must obviously be derived largely from the accounts of shipping companies
operating within the conference concerned, it might help if the same system were
used for indicating to the operators how costs might be reduced and profitability
increased, rather than simply to support arguments that freight rates are too low
and ought to be put up.

This last point might have the further advantage of providing a reasonable assur-
ance to shipping companies, shippers, governments and (not least) the public that
freight rates, services, efficiency and profits are reasonable in senses that are accept-
able to them, and that, if they diverge from whatever has been agreed to be reason-
able, corrective action will be indicated to all concerned. It might have the advantage
to shipping companies of raising their profits to levels more appropriate for long-term
needs than they seem to have had, on average, for many years, and not least by
indicating to all concerned what that level of profit actually is.3 In devising any such
system, however, it is important to distinguish carefully between the two questions
that arise in connection with freight rates: the general level of rates and the tariff
structure. If this distinction is not made the discussions may be confused, since, for
example, it is perfectly possible for some rates to be too high within a general level
of rates that is too low; or, of course, vice versa.

SHIPPING COMPANIES’ INTERNAL ACCOUNTS

It is traditional, in the world’s shipping industry, to maintain accounts which
differentiate revenues and costs by ship, voyage, date, place and item (e.g. crew
wages), and to summarise the results in “voyage accounts”, usually with a voyage
covering at least two cargoes (e.g. out and back again). The procedure dates from
sailing ship days, when each voyage was a more or less self-contained venture of its
own and scheduled services were rare. Certain costs, e.g. those of administration,
are often allocated to ships and voyages by some method such as decimals of a
penny per g.r.t./day, but this varies between companies. The definition of a voyage
also varies; for example, some companies regard a repair period between voyages as
due to the ravages of the previous one and others regard it as a preparation for the
next.

Generally, certain operating costs (e.g. commissions to brokers, cargo-handling
costs and port dues) can easily be located by place, and others (e.g. crew wages and

3Gf. R. Bertram: “The Internationality of Shipping”, Jour. Inst. Transport, May 1969: “The
conference system will have to become more transparent than hitherto. Applying this demand to
individual conferences it means a fuller disclosure of arguments which are essential in the decision-
making process”. There is no doubt that the attitude of conferences has changed and continues to
change in this direction. Herr Bertram is Managing Director of Norddeutscher Lloyd, Bremen.
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insurance) cannot; the latter are more often calculated on a daily basis. Major
five-yearly surveys are also allocated on this basis, and are often sufficiently important
(and irregular) for provisions to appear in the companies’ published annual accounts.

Capital charges are generally represented by depreciation, usually straight-line
and on some arbitrary ship life such as 20 years. Lives of 15 and even 12 years are
occasionally used for deep-sea ships. Since the object of the voyage account is to
show the voyage profit, and since ships were not traditionally financed through
loans (though today they often are), no interest charge is shown.

The presentation of the figures is, as one would expect, in diminishing order of
avoidability. Thus, revenues will be shown first, with the commissions and cargo-
handling costs below them, for each voyage leg separately. Next the “daily’ costs of
the ship will be deducted, and then the allocated management charge. This produces
a “‘gross” profit, from which depreciation is deducted to form a “net” profit.

Despite its apparent logic and convenience, this technique has a number of
limitations:

(a) The practices described in general terms have many variations between
companies and, probably, between subsidiaries of the same parent. Many of
these differences are merely historical accidents. The description given here
may, therefore, provide an unrealistic impression of uniformity. For any
aggregation of these accounts, therefore, a standardised accounting system might
be an important advantage in avoiding the extensive re-calculations which
would be necessary to put the accounts on comparable bases.

(b) The headings may not always be the most useful for taking operational

decisions. Thus, for example:

(i) If the crew paint the deck the cost will be found partly under “stores”
and partly under “crew wages”; if it is painted by shore labour it is
more likely to appear under “repairs”, though it is still painting the
deck.4 Apart from practical difficulties in detailed decision-taking the
procedure makes it impossible, without total re-calculation and presenta-
tion, to estimate the total cost of such major activities as corrosion
control and engine-room maintenance.

(ii) The physical quantities, e.g. man-hours, are not always shown, and this
may create difficulties in the indication of productivity changes. This,
however, is not always so, for fuel is a common exception.

(iii) The ship being capital-intensive, it may well pay to use it intensively.
Yet nowhere in these accounts is the cost of ship’s time shown, nor can
it be derived directly. The opportunity cost of ship’s time, which is what
matters for management purposes, varies according to the best alterna-
tive use of the ship, which (in the short run) may sometimes be nothing;
this is not shown either. The long-run cost of ship’s time could certainly
be shown, and it is obviously both positive and important.5

4I have taken this graphic example from R. M. Elden: Ship Management: A Study in Definition and
Measurement, Cornell, 1962, an extended and valuable discussion of this subject.

SFor a study of the effect of saving ship’s time in port see my earlier paper: ‘“The Turnround of
Cargo Liners and its Effect on Sea Transport Costs”, Journal of Transport Economics and Policy, Vol. 1,
No. 1, January 1967, pp. 75-89.
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(c) If either the net or the gross profits shown were to be presented as rates
of return on either the full or the depreciated historic cost of the ship, the result
might raise the following difficulties:

(i) Whether full or depreciated historic cost is used as the denominator,
assuming that the freight rates, operating and ship construction costs
have all risen with inflation generally, the older the ship the lower the
denominator and the higher is the resulting “rate of return”. This result
follows from the use of historic depreciation and capital cost. It is avoided
by some companies, which use current new ship costs as reflators.

(i) Where the depreciated historic cost is used as the denominator, the
resulting “rate of return” will rise as the ship gets older, even without
inflation or any other changes. Thus a comparison between modern and
old-fashioned ships will appear to the latter’s advantage. This, of course,
is merely a particular case of the more general ‘“block obsolescence”
problem relevant to many container services for which, initially, several
ships were delivered more or less simultaneously. Similarly, of course,
a low rate of return will appear in the early years.

(iii) Such rates of return are not useful for decision-making. Given that
different ship designs have different construction costs, maximising the
rate of return either in the senses quoted here or on a d.c.f. basis, with
or without taking fiscal effects into account, is an incorrect procedure.
The correct procedure is to maximise net present value, taking fiscal
effects into account.

(d) It is not immediately obvious how the costs of carrying any particular
commodity are to be identified. Yet differences in cost are one of the determin-
ants of a conference tariff structure, and these include allowances for the cost
of loading and discharging the commodity, the speed of handling it (i.e. the cost
of ship’s time), refrigeration and so on. Some of the costs, of course, represent
the ocean passage and, as such, are a logically inallocable overhead with
respect to any given commodity or port; but the commissions, cargo-handling
costs and costs of ship’s time in port are all directly related to the commodities
carried and could be identified.

(e) The accounts do not always show directly the total or average costs
incurred on any voyage leg. Because conferences are usually uni-directional
(and even where they operate both ways a voyage may incorporate more than
two legs) there is, in these instances, no calculation of the total revenues and
costs of the operations carried out within each conference. To some extent this
problem is similar to (d) above, since a voyage must consist of at least two legs
(one of which may be in ballast; then it is wholly allocable to one conference).
But the problem is, at least in part, soluble, firstly because some of the costs
(commissions, cargo-handling and ship’s time in port) are directly allocable and
secondly because, where only the profits of one leg are sufficient to justify having
the other(s) (e.g. where the trades are directionally imbalanced), the whole of
the costs, minus revenue on the other leg(s), are incurred to obtain the benefits
on the most profitable leg.
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(f) Itis at least equally difficult to assess the profitability of any port call and
thus to identify the loss-makers for elimination or higher freight rates.

Let us now turn to the physical data of ships and cargoes. Like most other forms
of transport, ships have two limitations to the amount of cargo they can carry: weight
and volume. The payload capacity of a ship is not recorded anywhere, since it depends
on how much fuel and fresh water must be carried for the voyage in question and
on the applicable seasonal loadline. (Deadweight tonnage, which is recorded,
includes cargo, fuel and fresh water; neither gross nor net tonnage is relevant, since
both are in tons of 100 cubic feet and neither applies to the cargo spaces as such.)
Nevertheless, in any given circumstances every ship must have a maximum payload
of cargo that it can legally carry. This is not normally recorded, though it is easy
enough for the owner to calculate it from deadweight tonnage. There is, however,
no legal definition of this, though there is a conventional standard definition.

The second limitation is space. For every cargo ship two measures of cargo space
are normally available: grain capacity (which includes, broadly, every cranny
within the cargo spaces) and bale capacity (which does not). There are accepted
standard (but not legal) definitions of both and, very sensibly, these are in cubic
feet (or metres).

According to the relationship between deadweight available for cargo and bale
(or, exceptionally for a cargo liner, grain) capacity and the density of the cargo,
either of these limitations may apply to a particular voyage. Except by coincidence,
they cannot both apply at once.

Given the existing data and some extra calculations, and with some small margin
of error, it is possible to calculate either the “space load factor” or the “weight load
factor”. On the assumption that the idle capacity could have been used and that,
if it had been, it would have been occupied by the same sort of cargo as the rest of
the ship, the higher of these two is the relevant one. For the voyage in question,
therefore, the other measure is quite irrelevant. It must, however, be noted that it
may not always be technically possible to use empty space, with or without dead-
weight to spare; mail, for example, may only be stowed three metres deep, and if it
is to go in a hold six metres deep half the hold may have to be empty. Published
standard figures may not, therefore, always be adequate.

OVERALL CONFERENCE ACCOUNTS

In the light of the foregoing it is not surprising that those few (but important)
conferences which produce overall accounts to provide a quantified basis for negotiat-
ing freight rates do so after extensive re-calculations of financial results and the
inclusion of capital charges on different bases from those described above. The
procedure is generally known as “the formula system”. It operates or has operated
in the U.K./South Africa, U.K./Australia and U.K./New Zealand trades and
possibly in others. The accounts, however, are not published.

Broadly, the procedure is for a firm of independent accountants to have access to
the shipping companies’ records. The accountants identify the aggregate revenues
and cash costs of round voyages, add allowances for depreciation on an agreed basis
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(which may involve replacement costs) and a further allowance for a return on
capital (which may not be on a replacement cost basis), and calculate the resulting
“deficit” or surplus. Administrative costs are also included.

The accounts then indicate, on the basis of the overall result, the amount of the
deficit or surplus. The rates and methods used in the calculations are not publicly
known, since few details have been published. It is, however, known that deficits
have been far more common than surpluses; indeed, the only surplus known to have
resulted (after the addition of a “Suez surcharge”) occurred recently in the
Australian trade, presumably because of the use of the cheaper (but not necessarily
more efficient) route via the Cape of Good Hope.6

It is, however, most important to understand that the consolidated results are
used only as a basis of negotiation. Freight rate increases do not occur automatically;
and, though they commonly result, the shipping companies claim that they are
usually inadequate. From what is known of the very low agreed allowance for the
rate of return, and considering some of the factors mentioned below, this is not
surprising, even allowing for any natural partisanship.

The procedure has a number of disadvantages. From the conference members’
point of view the principal one seems to be that in a period of rising money costs,
where the freight rates for a future period are related to the deficit (or surplus) for a
previous period, this will almost necessarily produce the deficits which so fre-
quently occur. Thus the rate of return achieved must usually be less than that agreed
in the formula, and this is unequivocally to the disadvantage of one side.

From the point of view of the shippers and consignees the acceptance by the
accountants of invoices and accounts detailing the costs, whilst ensuring that the
money was actually spent?, does not cover the efficiency of operations, either in total
or in detail. There is no systematic comparison of the costs, productivity and
efficiency of the separate member firms or of their ships, and the consolidation of
conference members’ results prevents anyone else from making one. The work is
not related to the general corpus of technological development in shipping, and the
accountants employ no technologists.

By concentrating on aggregate consolidated figures the formulae do nothing to
help in determining the tariff structure. They can, therefore, lead only to suggestions
for increases or reductions across the board, covering all commodities and all ports.
Modifications to these can, and do, arise, but without the quantified backing of the
formula results which is available for general adjustments. In short, the formulae
concentrate exclusively on the general level of rates and ignore the tariff structure,
even though the discussions clearly have to cover both.

Where a block investment has been made in the recent past the accumulated
depreciation will be small, written-down capital high and the capital allowances

6This does not imply that the surcharge was wrong in the first place, for the closure of the canal led
initially to expensive re-routing.

7Strictly speaking, of course, it does not even do this, since some bought-in goods and services may
have been purchased from subsidiaries or co-subsidiaries of the same parent and the transfer prices
might have been inflated so as to milk the profits out of the ships’ accounts whilst retaining them for
the shareholders. There is no evidence that this has actually happened, but the possibility is obvious
to all concerned and needs to be guarded against.
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based upon it correspondingly high. Conversely, if the block investment took place
many years ago, the capital allowances will be low. Any attempt to reflect this
situation in the freight rates would lead to rates which tended to decline (or to rise
less fast) over the life of the block investment concerned, simply as a result of account-
ing conventions and for no economic reason whatever. There is, however, no evidence
that this has actually happened so far.

The procedure appears, at least up to the stage of calculating the recommenda-
tions, to assume completely inelastic demand.

Despite all these reservations the formulae do succeed in providing some factual
and quantified basis for negotiation. One might have hoped that this would have
made the discussions less heated and that a greater knowledge of the low profits made
by (or even allowed by the formula to) shipping companies would have improved
their image with their customers and with the public. Unfortunately it is doubtful
whether either is true, despite much effort by the companies in recent years.

SOME POSSIBLE DEVELOPMENTS

The existing formulae have been discussed in some detail, partly in order to show
that, like most systems, they are susceptible to both discussion and improvement, and
partly because the process of evolution, as distinct from revolution, requires that
future systems should grow out of, and be related to, the previous systems but so as
to retain their advantages and reduce their disadvantages. Let us now turn to some
suggestions. :

Since most liner companies operate in many conferences, it would help if the
data required could be produced in comparable form and with the minimum of
recalculation. Let us therefore assume that a standard accounting system for such
purposes is created and voluntarily adopted as the basis for the operators’ own
accounts; that it involves automatic data processing; and that the systems of different
operators are compatible, whether they are held on the same computer or not.
Clearly, some operators may wish to have special codes or sub-programmes for their
own purposes, and if the data of different companies were held on the same computer
there would have to be the usual confidentiality blocks, such as are inserted by
commercial computer bureaux. It is comparability, not identity, that is needed.

This standard accounting system might identify at least the following for each ship,
voyage leg, operator and sea route and with the minimum of arbitrary allocation:

(a) Revenue by ports of origin and destination, commodity, special features
(e.g. refrigeration) and quantity carried. This, or any similar, division can be
obtained from the ships’ manifests, but is itself probably sufficient in volume to
Jjustify the use of automatic data processing.

(b) The immediately avoidable costs of commissions and cargo handling directly
associated with carrying the quantities of cargo specified in (a) above, and
similarly divided. Where cargo is handled at contract rates per ton the cost
can be directly attributed to the commodities concerned, whether the rates are
general or specific. When cargo is handled at a cost of so much per gang/hour
this must, because gangs are not always the same size, be converted into man-
hours. The cost of handling a given commodity is then the quantity of man-hours
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employed on handling it times the man-hour cost. It may well be useful to
distinguish the marginal (= overtime or shift work) cost of cargo-handling from
the intra-marginal (= ordinary time) or the average of the two.?

(c) The net result of (a) —(b), adjusted by whatever basis is used for assessing
the cost of ship’s time, is the contribution of each commodity, origin and
destination port pair, ship, operator and trade route (= voyage leg) to the
remaining expenses of the voyage and profit. If the assessment were perfectly
accurate and there was neither cross-subsidisation nor discrimination by demand
factors? (i.e. according to the elasticity of demand) the result, per ton of cargo,
would be the same for all. Any differences which remain, therefore, must be
due to errors, to cross-subsidisation or to discrimination on the basis of demand.
The assessment suggested above will not, however, be accurate as between ports
which require additional sea time or between commodities in which such ports
specialise. Where these are important they could be explored either by refining
the system suggested or by ad hoc studies.

(d) The daily operating costs, at sea and in port, include fuel, crew wages,
provisions, repairs, insurance (marine and P. & IL.), fresh water, etc. Most, if
not all, of these are probably best assessed on a daily basis of physical quantity
(e.g. number in crew) times daily cost per unit, though it may be possible to
refine this later and, certainly, to conduct ad hoc studies to identify the most
efficient uses of these (e.g. by the application of work study) and any possibilities
of introducing new techniques. A particular virtue of measuring physical inputs
and unit costs for each such factor of production is that it facilitates the
budgeting technique advocated below.

(e) Port charges present a particular difficulty, since the system currently in
use is highly uneconomic, generally involving large scale cross-subsidisation
between different facilities within any given port, and frequently inadequate
charging for time spent in port. It may be best to insert these costs separately.
Where ports charge a daily rate (or, as in Canadian N.H.B. ports, a rate per
twelve hours) this can be inserted into daily costs in port. The costs of entry
and departure (e.g. pilotage, tug hire) are then normally a small proportion
of the whole and (at least for main ports) may be dealt with under (f) below.

(f) Cash costs necessary to the whole voyage, but not logically allocable to any part
of it, are few but occasionally significant. Examples are canal tolls at Panama
and formerly at Suez.

8For some purposes, and especially those concerned with tariff structure, it might be necessary to
cost the ship’s time spent in cargo handling, because the speed at which cargo can be handled varies
between commodities. This may require a separate approach which would ideally take into account
differences in stowage requirements, but its discussion would, I fear, require a separate paper, and
I will content myself by referring back to footnote 5.

9This does not imply that discrimination by demand factors is wrong in principle; but it enables
it to be separated from freight rate differences associated with cost differences and thus identified for
discussion as such. It may also be desirable to mention that “discrimination” is not a pejorative term
and is certainly not intended, here, in a pejorative sense. Most transport modes use discriminatory
pricing, in one form or another, often between commodities and taking their specific values as a first
approximation for the elasticity of demand. So, to a large extent, do shipping conferences.
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(g) Capital charges, despite the irregularity of net cash flows caused by the
classification societies’ periodic surveys, are probably best considered as a flat
annuity on the capital cost of the ship, reflated for the period in question by a
suitable price index. This requires an assumption for ship life similar to that
required for depreciation. It also requires an assumption as to the appropriate
d.c.f. rate of return in real terms. ’

By deducting (b) to (f) inclusive from (a) the surplus (or deficit) available for
capital charges might be determined for any ship, operator, trade route, confer-
ence or combination of conferences. By applying this to the (reflated) capital cost
concerned and using annuity tables for the agreed ship life (or the weighted average
if they differ) it would be possible to indicate the achieved d.c.f, rate of return for
any ship, operator, trade route, conference or combination of conferences.10

By deducting (g) as well it would be possible to indicate the achieved surplus or
deficit for any ship, operator, etc., over or under the agreed d.c.f. rate of return.

It is therefore possible to indicate, in either of these ways, both the overall financial
result and, within that, the variations of results between ships, operators, etc. By
comparing factor inputs and prices it would similarly be possible to compare the
economic efficiencies of different ships, operators, etc., and, with the aid of inter-
firm comparison techniques!l, to suggest measures which would raise those with the
lower efficiencies towards those with the higher. Operators could be identified as
A, B, C rather than by name, or it would be possible to indicate only the medians
and the upper and lower quartiles.

In the negotiations on freight rates, therefore, the historical data could be pre-
sented in either or both of the ways suggested (but preferably both). The data could
also be presented as a “ladder” of members in rising order of financial results. In
either case, the data could be accompanied by the accountants’ report on the com-
parisons between members and on what measures, if any, could be taken to increase
efficiency. It would, of course, be desirable to identify and allow for the incidence,
where relevant, of subsidies and flag discrimination. Tax differences would be much
more difficult to incorporate. Conference members who participated only to a minor
extent might produce “freak” results and could be identified separately or omitted.

It is probable that these questions of efficiency could distinguish clearly between
major and minor matters. The major determinants of efficiency in ships, as in any
other transport mode, include:

(a) The size of the vehicle; for, while the biggest is by no means always the
best, it is often worth exploring the effects of different ship sizes. These may be

10This may appear to be a rather unusual use for a d.c.f. rate of return, since it is calculated from
the results of only one year. Strictly, therefore, it would be valid only if other years were the same.
But it is not subject to any of the disadvantages, described above, of the conventional accounting
rate of return, and is valid for the purpose at hand provided, of course, that its limitations are borne
in mind. ' '

UThese are almost as well-known as d.c.f. They are described in H. Ingham: Inter-firm Comparison
Jor Management, and involve the construction of pyramids of related financial ratios, often taking a
form specially designed for the industry concerned. For U.K. hotels (which vary about as much as
ships) there is a special Inter-Hotel Comparison Unit, but most of the work in the U.K. is done by the
Centre for Inter-firm Comparisons in London.
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expected to increase as crew costs rise in real terms and with improvements in
(b) and (c) below.

(b) The proportion of time spent in port; for a capital-intensive vehicle like a ship
is best used intensively.

(c) The proportion of time used in port, which, all too often, seems to have been
remarkably low, presumably because of the limitations on working hours.

(d) Vehicle speed, the fastest being again by no means always the best.

() Seasonality of traffic flow; a complex series of trade-offs are available
between peak and off-peak tariffs and peaked and less peaked cargo flows. For
example, see the graphs concerning the New Zealand trade.12

(£) The extent to which particular commodities, ports or groups of ports are served at a
loss and therefore appear as prima facie candidates for elimination or higher
charges. If anyone directly or indirectly involved insists upon equality of
charges for such ports, the cost of this insistence would at least be identified to
him. He might even be asked to pay it himself.

(g) Load factor: by season and weight or volume as appropriate.

The apparently minor determinants of efficiency (which collectively could add
up to a major one) include (despite the attention they get on technical grounds)
crew size, automation, corrosion control and anti-fouling. For this and other purposes
the accountants may well require technological advice.

Given rising money factor prices, however, the presentation of historical data
comparing revenue and costs on the basis suggested above is no better than the exist-
ing procedure, at least as far as one important objection is concerned. This can be
overcome only by producing forecasts of revenue (at existing freight rates and for
expected cargo movements) and costs at expected factor prices and productivities. Thus
there can be a direct comparison, for any operator, conference or combination of
conferences, of the expected revenue (assuming no change in freight rates) with the
expected costs, and this is what the discussions should be about. The forecasts can
include allowances for the elasticity of demand as well as for any surpluses or deficits
carried forward from previous years.

CONCLUSIONS

This paper has attempted to provide some discussion of the ways in which the con-
sultations between shipping conferences and shippers (or their representatives) might
be placed on a factual or quantified basis. The suggestions are not applicable to all
trades, partly because some trades have peculiarities and partly because some
countries, while permitting shipping conferences, do not permit shippers’ councils
to act in the ways that the foregoing suggestions might require. In this context one
thinks, of course, of the Anti-Trust Acts of the U.S.A.

The suggestions which, rather tentatively, have been put forward do seem to go
some way in this direction and towards overcoming disadvantages of the existing
“formula systems”, some of which are, in any case, currently in course of extensive

12See New Zealand Overseas Trade: Report on Shipping Ports, Transport and other Services, February 1964,
and New Zealand Overseas Trade: Report on Container and Cargo-handling, May 1967.
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re-negotiation. They also have the great advantage of not requiring any statutory
action by governments.

It may, however, appear to some of those directly concerned that the volume of
the work and of the results produced by such a system would, at least in the initial
stages, be excessive. The volume of work can, of course, be reduced by the use of a
computer, but it would always be possible to reduce the volume of results by con-
centrating initially on the general level of freight rates rather than upon the tariff
structure. The divisions by ship, port and commodity would then become less
relevant and attention would be focussed upon the consolidated results, broken
down by conference member. If, from such a breakdown, it appeared that there were
no significant differences between member lines, then the consolidated results would
be sufficient.13 If, however, there were significant differences, this would enable both
sides to take into account the possibilities of expanding the opportunities for the
more efficient, and thus to reproduce within the shipping conferences concerned
some of the features of free competition without destroying their fundamental nature
or agreements. The most important of these features is, of course, that of encouraging
efficiency visibly, directly and within a reasonably short period of time.

There is, of course, no reason why other aspects of the efficiency of services main-
tained by conference members should not be shown as well and on comparable
bases. Thus there might be indicators of reliability, delivery times and cargo damage.
For those (e.g. container) services offering through transport from inland origins to
inland destinations, comparable figures of total journey times might also be produced.

London

- 13The Rochdale Report, Appendix 13, table 4 (pp. 466-7), shows net profit rates for British “liners:
basically cargo” ranging between 13-8 per cent and 0-1 per cent for 1958-1969 inclusive and an
average of 3:2 per cent. However, the range from best to worst about that average varied from 40-8
to 10-2 percentage points with an average range of 18-4. This suggests that marked variations exist
between companies, which may, however, have been operating on different routes. There are, there-
fore, large variations, either between routes or between companies operating on similar routes; or,
of course, both,
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