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Figure 3.8. Freight cost as percentage of value of imports (five-year moving average) 

14~-------------------------------
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1984 1985 11186 1987 19118 1989 1990 1991 1992 199.1 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

o DevelopingAfrica 12.3 12.ss 12.83 12.83 12.38 12.1s 12.1s 12.1s 12.23 12.49 12.1B 12.92 13.21 1a1 12.48 11.91 11.ss 11.02 10.se 10.89 10.1s 10.12 10.14 10.68 10.68 10.n 10.93 

A Developing Oceania 11.52 11.55 11.78 12.34 11.95 11.61 12.12 12.05 11.4 11.68 11.74 11.35 11.32 11.6 12.08 12.22 11.61 11.18 11.03 10-41 9.893 9.587 9.397 8.864 8.817 8.47 8.559 

O Developlng America a 117 8.122 8.27 8.323 8.556 8.839 a.m 8.65 8.721 8.523 8.525 8.355 8.243 8.337 8.626 8.888 8.875 9.335 9.517 9.208 8.738 8.318 7.91 7218 6.998 7.235 7.342 

Developing Asia a&87 8.959 9.039 a714 aees 8.828 8.002 8.7&4 9.034 9.468 9.814 9.526 9.563 9.378 8.817 8.561 U88 8-07 7.95-t ao35 8.049 7.945 1.m 7.913 1.m 7.932 7.894 

- Developedeconomles 7.479 6.899 6.537 6.515 6.232 6.402 6.688 6.954 6.887 7.152 7.523 7.622 7.801 7.524 7.021 6.61 6.26 5.886 6.065 6..339 6.388 6.448 6.51 6.389 6.264 6.244 6.517 

Source: UNCTAD. 

between freight costs and value of goods has occurred 
among all country groupings. Furthermore, the freight 
rates share of developing countries tend to converge 
to those of developed economies. Developing 
Oceania achieved a transport cost share reduction 
from 11.7 per cent in 1994 to 8.6 per cent in 2010, 
while the developing nations of America and Asia have 
already reached a transport cost share approximately 
1 per cent above that of developed economies. An 
exception from this trend of convergence is developing 
Africa, with a stable ratio of freight costs to import value 
of 10.9 per cent between 2003 and 2010. 

Low productivity, high charges and congestions in 
many African ports are some of the factors explaining 
these discrepancies. 51 Vessel operators tend to 
pass these costs on to shippers when calculating 
their freight rates. In addition, African ports are often 
difficult to access from the hinterland due to a lack of 
transport infrastructure. 52 

On the shipping side, the UNCTAD Liner Shipping 
Connectivity Index (LSCI) (see also chapter 4) reveals 
a lack of economies of scale and competition in many 
African countries. African ports cannot host the largest 
ships that offer the most competitive freight rates. The 
relatively small number of alternative operators serving 

most African ports results in low competitive pressure, 
thus keeping freight rates high. Trade imbalances are 
another factor contributing to higher freight rates in 
Africa. With an import surplus for containerized cargo, 
and exports that mostly comprise bulk goods, which 
are transported by tankers and dry bulk carriers, 
vessels can often only be fully utilized on one route.53 

Consequently, ship operators have to charge a 
freight rate for a single trip that compensates their 
expenditures for both the fronthaul and the backhaul 
lanes. 

C. POLICY OPTIONS TO REDUCE 
MARITIME TRANSPORT COSTS 

Transport costs remain an important component of 
the price of the goods when purchased by the final 
consumer. High maritime transport costs for imported 
goods impact the price level of the basket of consumer 
goods. Conversely, excessive freight rates for exports 
affect the trade competitiveness of the products of a 
country in the global markets. Hence, countries may 
want to define approaches to reduce inbound and 
outbound maritime transport costs in their trade with 
partners, as discussed below. 
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The freight rate cost analysis, conducted for the case of 
a 10,000 dwt tanker (figure 3. 7), illustrates major cost 
elements of freight rates and can assist when identifying 
policy measures aimed at reducing individual cost 
drivers. The policy options available to a single country 
that could produce a substantial reduction of freight 
rates are, nonetheless, limited. Vessel operators can 
choose worldwide between many alternative suppliers 
when procuring the goods and services they need for 
their vessel operations, thus levelling comparative cost 
advantages of individual destinations. In most large 
ports, for instance, cheap fuelling services are offered 
and, even if these services are not provided, a ship 
can choose to use bunkering services at an alternative 
destination. If one country alone were able to offer 
goods and services at costs significantly below the 
level of other nations, these competitive advantages 
would probably not be reflected in the freight rate to 
or from that country. Hosting competitive insurance 
service providers, for example, will not assist a country 
to reduce its maritime transport costs. These cost 
advantages are likely to be passed on equally to the 
freight rates for all routes a vessel operator serves 
within his shipping network. 

When evaluating the elements comprising freight 
rate costs, three major strategic options remain that 
countries can choose from, and by which maritime 
freight rates from and to that country can be influenced. 
Figure 3.9 summarizes these options and their potential 
effect on ship operating costs and freight rates. 

Option 1 - developing coastal shipping 

Individual countries can exercise only a limited 
influence on international maritime shipping, which 
operates as an open market with very little regulation 
other than relevant international rules on carrier 
liability, security and safety. An exception to this is 
coastal shipping and specifically cabotage, which lies 
completely within the jurisdiction of a single nation. 
Countries can directly influence the price level for 
these services through the design of ship registration 
requirements, industry development policies and 
infrastructural investments such as the development 
of a feeder port network. 

In a market where cabotage is restricted to domestic 
carriers only, ship operators have no choice but 
to comply with the country's regulatory set up. An 
improvement of the ship registration requirements will 
therefore directly affect operating costs. The potential 
monetary impact has been quantified by a study of 
the United States Department of Transportation. It 

estimates, for example, that the costs for United 
States-flag vessels in 2010 were around 2. 7 times 
higher than those of foreign flag equivalents. 54 

Opening cabotage to international shipping lines is 
another policy option. The entrance of new market 
players may reduce freight rates for shippers and 
lead to better and more diverse services. However, 
most countries often give cabotage rights exclusively 
to domestic carriers with the aim of protecting and 
promoting the national shipping industry. 

Another measure to support cabotage is the expansion 
of a country's feeder port network. This will facilitate 
access of traders to coastal shipping and encourage 
them to shift from land to maritime transport. The 
increased volumes may lead to higher utilization rates 
and lower freight rates. 

Option 2 - developing port competitiveness 

Countries with sea access can apply a wide range 
of policies that aim at increasing the operational 
and administrative efficiency of their port network. 
This includes decisions on the legal and institutional 
framework, the selection of an ownership model or the 
allocation of funds for infrastructure investments. The 
reforms should target all entities having a relevant role 
in the port, such as the landlord, regulator, operator, 
marketer and cargo handler, thus reducing port 
charges related to each function. 

The negotiation of a balanced concession agreement 
between the terminal operator and the responsible 
regulatory institution is a critical element when shaping 
a performance-orientated port business environment. 
This should include appropriate incentives that promote 
a continuous improvement of operations, competitive 
price setting mechanisms and a comprehensive 
performance monitoring system. However, considering 
that port charges only constitute about 1 O per cent of 
the total freight rate, the lever of these measures appears 
to be limited - according to the figures indicated in the 
example freight rate breakdown in figure 3. 7, a reduction 
of port handling charges by 50 per cent would only lead 
to a total freight rate reduction of 5 per cent. 

Option 3 - developing port hinterland connections 

The first two options contain policy measures targeting 
directly the improvement of maritime transport chain 
elements. In contrast, the third option addresses other 
modes of transport that indirectly affect freight rates of 
ships through their role within the multimodal transport 
chain. 
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Inland transport linkages are the arteries of ports 
connecting them to regional markets. They enable 
ports to consolidate exports from the region and 
distribute imports to their final destination in the 
hinterland. 

serve the transport needs within the country's territory. 
However, only a few east-west linkages exist that 
connect domestic entrepreneurs with ports along the 
country's long coastline, making it difficult for them to 
present their goods on the international markets. 

As an example, the port of Durban in South Africa 
offers more modern and extensive rail linkages than 
the neighbouring port of Maputo in Mozambique, thus 
giving it an advantage when competing for customers. 
Another example is the structure of the transport 
network within Mozambique. It offers well-developed 
north-south road connections, which specifically 

Improving transport connections to and from 
markets in the hinterland, therefore, enables ports 
to attract greater cargo volumes. This does not only 
lead to economies of scale within the ports. It may 
also attract larger vessels with lower unit transport 
costs or more alternative maritime transport service 
providers. 

Figure 3.9. Strategies to reduce maritime freight rates 

Three natlonal pollcy related generic stratagl11 to reduce maritime freight rates 

Strategy 

Selected field 
of policy making 

Potential impact 
on freight 

rates 

,. 
Developing coastal shipping 

• Opening cabolaga ID global 
competition or rastrlcllng It ID 
domestic operalDrB 

• National ship reglslndlon pollcles 
• lnslltullonal framework (a.g. 

maritime authority) 
• IIIV8Slmant pollcles and 

ownarshlp modal 
• Maritime lnfrastrucbn (a.g. 

faadarports) 

■ 111a compllanca with naw ship 
registration raqulramanlll may 
raduca or lnaaasa operations coBIB 

• Opening cabolaga can lncraasa 
competitive pre88Ura thus reducing 
freight rates 

• Improving coaslal shipping 
lnfrastrucbn connacts remote 
regions ID lnlllnallonal 1rada 
natworks ➔ modal shift ID mdma 
transport and ballllr economies of 
scala 

Source: UNCTAD secretariat. 

2. 
Developing port 
competitiveness 

• Port administration ralalld laws 
and regulatlons 

• Port management structures and 
ownership modal 

• lnslltullonal framework (a.g. port 
authority) 

• Port oparatlons 
• Port lnfraslructura (a.g. links ID 

other modes of transport) 

• Reducing port ralal8d nrgas for 
mdma transport servlca providers 
through: 
a. afflclancy gains In port operations 
and port administration 
b. rauonabla prollt margin of port 
oparator In a more competitive 
busln• environment 
➔ Includes charges for all port 
funcllons: Landlonl, regUlator, 
oparator, markabr and cargo -
harder (a.g. cargo handling faas, 
channel fees) 

3. 
Developing port hinterland 

connections 
• lntannodal lnllrface comacUng 

port with nallonal and regional 
markals (options: Rall, road, 
wataway and air transport) 

• Regulatory and lnstltullonal 
framework for land transport 
modes 

• Regional transit and transport 
development ..,-aamanlll 

• Publlc prlvata partnerships 

• lmprovad port connacllvlly: 
L lncraasas cargo handling 
volumes In ports ➔ lower unit 
handling costs 
b. attrac1B larger ships ➔ lower 
unit transport costs 
c. attraclB naw transport sarvlca 
provldars ➔ lower margins dua ID 
lncraasad competition 


