Multiport Analysis

White Paper for updating the Savannah Harbor Economic Analysis
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a.  Assumption:  Costs at competing ports are comparable

The cost analysis included in the Feasibility Report will be reevaluated and updated to determine whether Savannah is cost competitive with other regional ports.
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b.  Assumption:  Competitive position depends on quality and frequency of service

This will be one of the questions asked during interviews with local customers.  Results will be reported to the EWG for consideration in making trade projections and assessing the multiport analysis.
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c.  Assumption:  Competition factors

1.  Ship through other ports

a.
Charleston

(Conclusions made in this summary are based on reference data #4-6, 10, 13, 18, 19, 21, 22, 25, 26, 185, 232, 308, 313  found in the Reference Data Appendix)

The following discussion is based on information from leading trade and economic journals.

Charleston is the nation's fourth-busiest container port.  The main commodities for the port are containerized shipments of rubber, chemicals, textiles, and consumer goods.  More than 40 shipping lines use the port, including nine of the world's 10 largest serving 140 countries, and more than 700 companies in South Carolina regularly ship their goods through the authority's four terminals.  In 1999, powered by improving conditions in Asia and South America, Charleston handled the equivalent of 1.14 million TEUs, a volume exceeded only by Long Beach, Los Angeles, and New York, according to the Port Import/Export Reporting Service (PIERS), a unit of The Journal of Commerce Group.  That was an increase of 13% over 1998.  During the last three months of 1999, Charleston led all U.S. ports in exports on the busy trade lanes to Northern and Southern Europe, the Mediterranean, South America, and Africa.  Latin American container volume was particularly strong -- up 68% from 1998.  All told, the port moved a record 12 million tons of cargo worth more than $29 billion.  Charleston also has emerged as the nation's largest export hub to South America.  In 1999, Charleston's South American business jumped 75%, mainly because of new East Coast services to Brazil and Argentina. 
  In the first nine months of 2000, loaded import containers rose 13% and export containers were up 10% at the Port.
  In fiscal year 2000, container volumes surged by 16% to more than 1.5m TEUs.  The increase, from 1,347,618 TEUs in fiscal 1999 to 1,567,593 TEUs in FY 2000, a new record for the US South Atlantic and Gulf Coasts, came with of a sharp 19% increase in exports to 823,918 TEUs.  Imports rose 13% from 656,847 to 743,675 TEUs over the same period.  The cargo increase came despite a minimal rise in the number of vessels visiting the port.  Charleston handled 1,963 ships in 1999 and 1,981 in 2000. 

The Port of Charleston, like Savannah, is attracting new services.  Cosco, K Line, and Yang Ming have reshuffled trades to the Mediterranean and US east coast and will work off nine 3,400 TEU vessels on a weekly service kicking off from Shanghai, followed by Yantian, Hong Kong, and New York via the Panama Canal.  The service will string back through Norfolk, Charleston, followed by Tokyo, Kobe, then returning to Shanghai.
  CMA CGM has negotiated 300 slots per week on a service between Felixstowe, Rotterdam, New York, Norfolk, Charleston and returning via Charleston, Norfolk, New York, and Felixstowe that will be operated by New World Alliance members Mitsui OSK, APL, and Hyundai Merchant Marine.  A further 150 slots will be available on the south Atlantic string calling at Rotterdam, Bremerhaven, Felixstowe, New York, Charleston, Houston, Savannah, Norfolk and Rotterdam.  CMA CGM will also have another 150 TEU slots per week on Maersk Sealand’s pendulum service between Asia, the US and Europe, with the French line serving its customers through direct calls at Le Havre, Felixstowe, Bremerhaven, Rotterdam, Halifax, New York, Norfolk, Charleston, Port Everglades, and eastbound from Miami, Charleston, and New York to Le Havre.
  Evergreen has confirmed plans to introduce a second all-water service between Asia and the US east coast via the Panama Canal.  The string of nine vessels will call at Hong Kong, Kaohsiung, Coco Solo in Panama, New York, and two additional east coast ports – Baltimore or Norfolk and Charleston or Savannah.  Evergreen will be deploying its own existing tonnage, three 2,728 TEU G-class ships and six 1,810 TEU L-type vessels.
  The Grand Alliance is introducing a new butterfly service — a string of eight 2,750 TEU ships that double back between the north Atlantic, Europe, and the south Atlantic with an overlapping port at either Charleston or Savannah.
  Hyundai and Mediterranean Shipping Co.’s weekly Atlantic Pacific Express service will be operated by 12 ships of 3,000 TEU capacity provided by the New World Alliance and will call at Charleston, Norfolk, New York, Rotterdam, Felixstowe, New York, and Norfolk before returning to the Pacific.  The Atlantic South string will serve Rotterdam, Bremerhaven, Felixstowe, Charleston, Houston, Savannah, and Norfolk.  The Atlantic North service is also an extension of a transpacific service and will call at Le Havre, Felixstowe, Rotterdam, Bremerhaven, New York, Norfolk, Charleston and Miami westbound, and Miami, Charleston and New York eastbound.

The long-term South Atlantic rivalry between Charleston and Savannah was heightened in July 2000 when Maersk Sealand shifted its TP2 all-water Asian service to Savannah from Charleston, adding 20,000 containers to Savannah’s workload.
  However, in January 2001, Maersk Sealand signed a new four-year contract with the Port of Charleston that will keep it at the South Carolina port for another four years.  But company executives again reiterated that the search for a long-term South Atlantic load center goes on, and that Savannah remains in the frame along with Charleston.  Tony Scioscia, president of Maersk Container Service, remarked that the new deal ‘will allow us the time to perform a comprehensive study of the South Atlantic market to determine our future port strategy to serve the region.  We are keeping our options open in Savannah and actively evaluating all scenarios.’  He added that, as part of that process, the carrier will study ‘the growth of major distribution centers, the availability of port infrastructures to handle the ships of the future which require 50-foot harbor depths, the landside access to consumer markets, terminal productivity and cost structures - all key criteria necessary to manage successfully the long-term growth of world trade volumes over a 20-30 year period.

The Port of Charleston has had to struggle to keep pace with demand, searching out space in an increasingly congested port and finding innovative ways to handle increases in tonnage. 
  The port is dredging the inner harbor to 45 feet and the entrance channel to 47 feet. 
  The authority is also in the midst of a five-year, $150 million effort to upgrade its terminals, and has invested $9 million in a new yard management system.  Officials believe these and other investments in its terminals will enable Charleston to accommodate growth for at least six more years before its box facilities reach their maximum capacities.  To ease these space problems in the long run, the authority hopes to build a new container terminal on Daniel Island.  The first phase was scheduled to open in 2007, however the agency has encountered stiff resistance to its plans from environmentalists and local politicians.
  Concern about the impact of such an extensive development on Charleston and the surrounding area have prompted a major reassessment that is still continuing.
  In March 2000, the port authority’s board voted to build that first phase on the less sensitive, more industrialized Cooper River side of Daniel Island.  By August, it was considering a scaled-back terminal of 500-550 acres on the Cooper River side, though that option still faced opposition because of the need for a new rail link.  Now the board is examining three options: that same Cooper River site, the former Charleston Naval Base, and a site in Jasper County on the Savannah River.  The Daniel Island site is more or less the same size but has more room for expansion.  As for the Jasper County site, the Georgia Department of Transportation which owns it has denied port officials access.  It is Jasper County, though, that now seems to be emerging as the favorite, with major port terminal operator Stevedoring Services of America announcing that it was considering a new 1,000-acre terminal at the site and the state negotiating to buy the land.  Local reports suggest that SSA plans to invest $200-400m in the site, with a potential start-up date of 2004 for the new facility.
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b.
Freeport

(Conclusions made in this summary are based on reference data #314  found in the Reference Data Appendix)
Research data from leading trade and economic journals is limited and no conclusions could be made.  However, Freeport’s role in the transshipping market appears to be increasing.

According to Claudio Bozzo, senior vice president for Mediterranean Shipping Company in North America, Freeport is a value-added service for its customers because the line is able to set up many new direct service routes throughout the world by transshipping at the Caribbean hub.  Bozzo states that ‘the volume we transship through Freeport is growing.  Freeport has proven the concept that through transshipping we can maximize vessel usage in order to improve revenue and especially to improve vessel efficiency.  Although transshipping means adding another step to the movement of some cargoes, it frequently speeds service by allowing boxes to reach their destinations without stopping at a number of intermediate points.  Bozzo said, ‘Cargo bound from Southeast Asia to Europe often gets transshipped in Freeport, and we use it as a hub for cargo going to Miami.  We also transship all our cargo to the Gulf through Freeport.’  A huge benefit of Freeport is its central location.  ‘It is a place all of our vessels have to go without leaving the trade lanes.’  Asked if larger vessel sizes and their associated deeper drafts was one reason for the booming use of Freeport, the MSC executive said it was only a minor consideration.  ‘The reality is we can get any of our vessels into any East Coast port,’ Bozzo said.  While MSC is considering increasing the services that get transshipped through Freeport, Bozzo doesn't see it becoming a major feeder center for East Coast ports anytime soon.  ‘Our only feeder service now is to Miami.  All others are just transfers from one mother vessel to another mother vessel.’

Concur:
 FORMCHECKBOX 

No Comment:
 FORMCHECKBOX 

Comment:
     
c.
Norfolk

(Conclusions made in this summary are based on reference data #4, 5, 18, 26, 144 found in the Reference Data Appendix)
The research data for Norfolk is limited; therefore no conclusions could be made.  However, Norfolk is attracting new services and could be a competitor with Savannah for container trade.

CMA CGM has negotiated 300 slots per week on the service between Felixstowe, Rotterdam, New York, Norfolk, Charleston and returning via Charleston, Norfolk, New York, and Felixstowe that will be operated by New World Alliance members Mitsui OSK, APL, and Hyundai Merchant Marine.  A further 150 slots will be available on the south Atlantic string calling at Rotterdam, Bremerhaven, Felixstowe, New York, Charleston, Houston, Savannah, Norfolk and Rotterdam.  CMA CGM will also have another 150 TEU slots per week on Maersk Sealand’s pendulum service between Asia, the US and Europe, with the French line serving its customers through direct calls at Le Havre, Felixstowe, Bremerhaven, Rotterdam, Halifax, New York, Norfolk, Charleston, Port Everglades and eastbound from Miami, Charleston, and New York to Le Havre.
  Hyundai’s new weekly Atlantic Pacific Express service will be operated by 12 ships of 3,000 TEU capacity provided by the New World Alliance and will call at Charleston, Norfolk, New York, Rotterdam, Felixstowe, New York, and Norfolk before returning to the Pacific.  The Atlantic South string, deploying five of the Maersk Sealand Atlantic class ships, will serve Rotterdam, Bremerhaven, Felixstowe, Charleston, Houston, Savannah, and Norfolk.  The Atlantic North service, provided by Maersk Sealand, is also an extension of a transpacific service and will call at Le Havre, Felixstowe, Rotterdam, Bremerhaven, New York, Norfolk, Charleston, and Miami westbound, and Miami, Charleston, and New York eastbound.  Eleven ships will be deployed.
  Cosco, K Line, and Yang Ming’s Asia-US east coast service dubbed the Panama Express will work off nine 3,400 TEU vessels on a weekly service kicking off from Shanghai, followed by Yantian, Hong Kong, and New York via the Panama Canal.  The service will string back through Norfolk, Charleston, followed by Tokyo, Kobe, then returning to Shanghai.  Cosco's Mediterranean to US east coast service with four 2,000 TEU vessels start in Genoa, followed by Naples, Barcelona, then transiting to New York, Norfolk, and Charleston before returning to Genoa.
  Evergreen’s new service between Asia and the US east coast serves New York, Norfolk, and Savannah.  Six L-type ships of 1,810 TEUs and three G-type of 2,728 TEUs will be deployed in the 63-day round trip voyage.
  Chilean carrier Compania SudAmericana de Vapores is entering the North Atlantic trade through a space charter arrangement with DSR-Senator.  CSAV will be taking 100 slots a week on DSR-Senator's north Atlantic pendulum service which calls at Felixstowe, Bremerhaven, Rotterdam, Le Havre, New York, Norfolk, and Savannah.
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d.
Wilmington

While Wilmington is a major South Atlantic port, it does very little container business and is principally in the bulk and breakbulk cargo business.  Thus it is not truly a competitor of Savannah with respect to the container trade or this analysis.
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e.
Jacksonville

Jacksonville Harbor will be evaluated with respect to whether it is a significant competitor for Savannah.  In a recent Corps of Engineers report on deepening Jacksonville Harbor, the Corps found that most of the container traffic through Jacksonville is with Puerto Rico and a few other Caribbean countries in shallower draft vessels.  Thus, Jacksonville is not expected to compete for container trade in the same market as Savannah.
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f.
West Coast ports (land bridge)

(Conclusions made in this summary are based on reference data #12, 19, 68, 134-136, 175, 315-318 found in the Reference Data Appendix)

More research data is necessary to draw a conclusion.  However, while west coast ports are competitors with Savannah for container trade destined for the east, they attract mostly mega ships from Asia that east coast ports cannot accommodate.

Los Angeles-Long Beach is the largest gateway for Asian imports.
  In August 2000, the Los Angeles Board of Harbor Commissioners approved the 25-year lease negotiated with Maersk Pacific, under which the world’s largest carrier will develop the port as its primary West Coast hub.  Under the terms of the pact, Maersk Sealand will occupy a 485-acre site at Los Angeles, making the terminal the largest proprietary container facility in the US.  The $466m project will be carried out in two phases, with completion for both stages due by April 2004.  Los Angeles won the battle for Maersk Sealand’s favor in October 1999, but only after a fierce struggle with rival Long Beach, where the carrier was based.  Though Long Beach is still comfortably the largest container port in the US, handling 4.4m TEUs in 1999, compared with 3.8m TEUs at Los Angeles, the departure of Maersk Sealand for its neighbor and rival could see current rankings reversed.
  The Port of Seattle is a significant west coast port as well, growing at an annual rate of 2% to 4% and attracting services from China Shipping Container Lines, Fesco, Zim Israel Navigation Co. and a joint service of Norasia and ESCO.
  Seattle is the fifth-biggest U.S. container port and is in the first year of a five-year, $3.2 billion capital investment program, doubling the size of its 110-acre Terminal 18.  A $300 million expansion program at Terminal 5, now occupied by APL Ltd. and the New World Alliance, was also recently completed.  Ocean Shipping Consultants predicts that, between 1998 and 2012, transpacific container volumes will increase by around 105%, and those on Asia-Europe by nearly 100%.

With carriers entering large new containerships of 5,000- to 6,000-TEU capacity into their Pacific Southwest services that call in Los Angeles-Long Beach, the Southern California port complex continues to grow faster than the other port ranges.  Container volume in Los Angeles-Long Beach increased about 400,000 TEUs each year from 1995-2000.  The ports and intermodal carriers are under constant pressure to expand their capacity in order to avoid congestion.
  Many shippers are finding the Panama Canal an increasingly attractive alternative to landing cargo on the West Coast and moving it east via truck or rail.
  According to John Parker from the Journal of Commerce, eastbound and westbound routes to and from the Far East to the US through the Suez Canal is advantaged by cost savings, achieved by eliminating the need for rail service from West Coast ports to East Coast destinations.  According to a New York study, the cost of shipping a 40-foot container from Singapore to the East Coast is about $1,450, only slightly more than the U.S. transcontinental rail leg alone. 

However, according to Bill Mongelluzzo from the Journal of Commerce, the mini-landbridge from the West Coast is still the most popular method to move containers to eastern states with shippers because transit time to the East Coast is 7 to 10 days quicker than the all-water route through the Panama Canal.  All-water freight rates are about $300 to $400 per 40-foot container lower than mini-landbridge rates.  For most cargoes that move all-water, price dictates.  However, though shippers save $300 or more per container, the savings on a per-unit basis is small.  With the quicker transits of mini-landbridge, and the large investments carriers have made in mega-ships, terminals and stack-train service, West Coast port executives say all-water services will skim only some of the growth from the Asian trade.
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g.
Canada (Halifax)

(Conclusions made in this summary are based on reference data #13, 18, 19, 151, 293 found in the Reference Data Appendix)
There is very little literature connecting Savannah and Halifax.  What little there is indicates the two ports are too widely separated to be considered competitors.

Since the post-panamax containership made its debut 12 years ago the box capacity of the largest vessels has almost doubled to 8,000 TEU.  Classification society Lloyd’s Register has set out to establish the optimum ultra large container ship configuration – a 12,500 TEU vessel with a length of 381m, beam of 57m, depth of 29m, draught of 14.7m fully laden, and design speed is 25 knots.  The dimensions of the ULCS are compatible with maximum permissible draught restrictions through the Suez Canal, together with existing and planned infrastructure developments at key terminals.  The study points out, six ports which circle the globe will be in a position to handle these vessels by the end of 2001 – Vancouver, Halifax, Rotterdam-ECT, Algeciras, Salalah, and Yokohama.  LR came to the conclusion that there were no “major obstacles to the development of ships of this size, at least from structural and powering aspects”.  Given the present market, the study believes it is unlikely that the ULCS will be introduced before 2004, “although there is clear scope for the middle of this decade”.  However, it argues: “A reasonable assessment of the market indicates that between 20 and 24 vessels may be operational by the end of 2008.  By 2012 up to 54 such vessels could be in use on the major arterial trades”.

In addition to its advantages in handling “mega ships”, Halifax may benefit from the proposed combination of Burlington Northern Santa Fe Corp. and Canadian National Railway Co.  This merger is worrying U.S. East Coast ports that Halifax will benefit from new, improved rail service that will draw container traffic away from Atlantic ports such as New York, Boston, Baltimore, Norfolk, and even Charleston.  Similarly, West Coast ports such as Seattle, Tacoma and Portland, and even San Francisco Bay fear that Vancouver, BC, will be favored with better rail service and more favorable rates.  Other ports are concerned that mega-railroads could displace entire markets by rerouting cargo, leaving capital-intensive ports with stranded investments.  The Virginia Port Authority has a strong relationship with Norfolk Southern, and both port and railroad fear losing traffic to Halifax in the BNSF-CN merger.  Halifax, which would have single carrier service through the Midwest to the West and Southwest if BNSF and CN combine, figures to gain traffic.  The Port Authority of New York and New Jersey fears its two principal railroads, Norfolk Southern and CSX, will be weak competitors for BNSF-CN and Halifax.

At this time, there are only three ports on the East Coast that can accommodate “mega ships” – Baltimore, Hampton Roads, and Halifax.  Maersk Sealand has made a point in recent lease negotiations that ports must have, or plan to have, shipping channels at least 50 feet deep if those ports want to continue to enjoy Maersk Sealand's considerable business.  With more superships in its fleet, Maersk Sealand will need more capacity to handle them.  New York/New Jersey hopes to have its 50-foot depth dredged by 2009, but at present, only Hampton Roads, Baltimore, and Halifax have the channel depth to accommodate the big ships.  Halifax has a 60-foot-deep channel and is the closest East Coast port to Europe, but it is a long way from the Panama Canal and other points south.  Hampton Roads is not a perfect quick fix, but it does appear to have its advantages, especially over two other key ports to the south – Charleston, SC, and Savannah, GA.
  However, despite the advantages of Halifax, Maersk chose New York and New Jersey over Baltimore and Halifax as its North Atlantic load center.
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2.  Port Capacity

GPA will examine the existing throughput capacity of each of the South Atlantic ports and their respective potential for expansion.  This will provide a basis to determine whether any one or two ports might serve as a regional port when assessed against the anticipated throughput required for the region.  Also considered, at least at the conceptual level, will be the potential environmental consequences of concentrating much larger volumes of trade through one or two regional ports.  This will include impacts of expansion into adjacent areas as well as additional rail and highway facilities and their attendant social and environmental impacts.
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d.  Assumption:  Competitive hinterland markets do not change

The Corps of Engineers Institute for Water Resources reports that the hinterland for most ports overlap extensively and that, for all intents and purposes, all ports in the South Atlantic range will be necessary to meet projected demand over the next several decades.  As a result, the hinterland for Savannah is not likely to change to any degree that might affect this analysis.
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e.  Assumption:  Land distance less than 500 miles is transported by truck

This assumption will be reviewed with appropriate transportation economics experts.
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f.  Assumption:  Land distance greater than 500 miles is transported by rail

This assumption will be reviewed with appropriate transportation economics experts.
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g.  Assumption:  Atlanta and Memphis are good sample destination cities

In the Feasibility Report, BAH evaluated origin and destination costs for many hinterland locations.  They selected Atlanta and Memphis as being representative of the comparisons they found, but they were by far not the only origin/destination locations they evaluated.  For the purpose of the review of the economic analysis, these two origin/destinations will be used.  If the comparisons are similar to those in the Feasibility Report, they will be considered to be representative of comparisons of all origin/destination evaluations.
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h.  Assumption:  All competitive port infrastructure will keep pace with needs

This is considered to be a conservative assumption because if other ports do not keep pace, additional trade would likely flow through Savannah.  This would at worst not affect the economic justification for channel deepening or more likely, enhance it.
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i.  Reexamine:  Use of a 4000 TEU vessel for the multiport analysis

BAH assumed a 4,000 TEU vessel to compare costs through competing ports.  While such an assumption leaves out a direct comparison of the entire fleet distribution at competing ports, operating costs for various vessels are generally proportional to vessel size and there are relatively minor differences in the container fleet distribution serving competing ports.  As a result, a more sophisticated analysis would not affect the outcome of this kind of comparative analysis.
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