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Glossary
Barriers to entry

Factors which prevent or deter the entry of new firms
into an industry.

Berthage

A charge levied on a ship and payable to a port
authority for use of a berth.

Bollard Pull

A measure of the power of the tug in terms of the
tonnes force it can exert on a stationary object.

Countervailing power

Bargaining power of a buyer against a supplier.

Cost-plus pricing

Setting prices on the basis of cost plus a percentage
amount.

Cost based surveillance

A form of price regulation where movements in prices
are generally restricted to movements in unit costs.

Duopoly

A market characterised by two sellers who recognise
their mutual interdependence in pricing and output
policies.

Dynamic efficiency

The efficiency with which new and improved products,
services and technology are introduced.

Dead Weight Tonnage

The total weight in tonnes that a ship can carryon a
specified draft including cargo, fuel, water in tanks,
stores, crew and their effects.

EBIT/total assets

A standard measure of profitability which provides an
indication of how efficiently the company's assets have
been employed.

EBIT/sales

A standard measure of profitability which shows the
level of operating profit for every dollar of sales made.

Economies of scale

Occur if the cost per unit of output decreases with the
increase in the scale of the firm.

Economies of scope

The cost savings arising from combined production
that cannot be obtained by producing each product
separately.

Price elasticity of
demand/supply

The responsiveness of demand for, or supply of, a
good/service to variations in its price.

Gross Registered Tonnage Refers to the cubic foot capacity of the hull below the
upper deck, divided by 100 metric units.
Efficient pricing

Prices that promote an efficient allocation of resources.

Marginal cost pricing

Prices equal to the marginal (social) cost. Economic
theory suggests that efficient pricing requires prices to
reflect marginal social cost.

Market power

The ability of a firm to determine its prices and selling
policies independent of competitive market forces.
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Monopoly
Natural monopoly

Over servicing

Port authority
Price capping

Second-best pricing

Sunk costs

Twenty -foot -equi valent
unit (TEU)

Trailing tugs

Tug utilisation

Under servicing
User cost pricing
Vertical integration

x

A market characterised by a single seller.
A monopoly which has economies of scale over a large
range of outputs so that one firm can produce at a
lower cost than many firms.
The use of more tugs than is necessary to safely and
expeditiously assist a ship in a particular set of
circumstances.
Agency responsible for the control and management of
a port or ports and port facilities.
A form of prices oversight which specifies the
maximum rate of price increase generally in a CPI -X
form, where X is based on an achievable rate of
improvement in productivity.
Pricing methods that minimise the efficiency losses
associated with departures from marginal cost or firstbest pricing.
Costs incurred by a new entrant that would not be
recovered if the operator subsequently withdrew from
the market.
A container counting unit based on the International
Standards Organisation 20 ft by 8.5 ft by 8.5 ft
container. Some containers are of dimensions 40 ft by
8.5 ft by 8.5 ft. These equate to two TEUs.
Tugs which do not attach tow lines to a ship but are on
hand to assist if needed when a ship is being assisted to
berth.
The degree to which a tug is used. It is usually
measured in terms of jobs, on average, a tug performs
each day.
The use of fewer tugs than is necessary for a particular
circumstance.
The pricing of a product/service according to relative
costs and benefits.
The undertaking by a single firm of successive stages
in the process of production of a particular good or
service.

Executive summary
Harbour towage has been a declared service under the Prices Surveillance Act
1983 since 1991. Towage operators are currently declared in the ports of
Sydney/Port Botany, Newcastle, Melbourne, Brisbane, Adelaide and Fremantle.
The declaration resulted from a recommendation of the Prices Surveillance
Authority'S (PSA's) 1990 inquiry into harbour towage. That inquiry was part of
the Government's reform process for harbour towage which included efficiency
reform initiatives to reduce crew sizes, renegotiate rosters and leave arrangements,
and to establish a voluntary early retirement scheme.
Eight notifications for price increases have been received from declared harbour
towage operators since declaration, but none since 1992. Three of those
notifications were subsequently withdrawn. On only one occasion did the PSA
have no objection to the proposed prices.

Market characteristics
This inquiry has considered whether the current declarations are still necessary. In
making this assessment, the Australian Competition and Consumer Commission
(ACCC) has considered competition in the market in which the declared harbour
towage operators provide towage services. In Australia, the aggregate turnover in
the market for towage services is estimated to be around $158 million. The market
comprises a number of geographic sub-markets which are defined predominantly
on a port by port basis. In several cases, such as Sydney and Port Botany, and
Fremantle and Kwinana, the proximity of each of the ports implies that
competition may be stronger between these ports than it is with other ports. Thus,
the sub-market may be defined more widely than a single port in some cases.
However, towage is rarely the only factor in competition between ports. The
towage market is considered to be substantial largely because of the strategic
importance of towage to the sea transport chain and to Australia's international
competitiveness and the potential impact of inefficiencies in raising shipping costs
overall.
The towage market is characterised by joint ventures and vertical integration. This
is partly a reflection of the size of the sub-markets. In most cases, economies of
scale are such that a single operator is the most efficient market structure. The
natural monopoly characteristic reduces the degree of actual and potential
competition. In at least one port, however, entry and competition were facilitated
by the vertical links between the entrant and the shipping community.

Demand
The potential for competition is also affected by the nature of demand for towage
services. This is derived from the number of ship visits which, in turn, is
dependent upon a number of factors, including the state of the economy.
Critically, the derived nature of demand means that harbour towage operators have
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very little influence over the size of the market. This means that a new entrant
would generally have to win market share from an incumbent rather than achieve
successful entry by expanding the market.
The demand for tugs for a particular ship manoeuvre is determined under towage
guidelines which are usually set by pilots alone or in consultation with port
authorities, and justified on safety grounds. This limits the ship masters' ability to
vary their tug usage in response to changes in towage charges. Consequently, the
demand for towage services is highly price inelastic. This raises concerns that
incumbents may use their market power to raise charges to excessive levels
without risking new entry.
Demand for towage is normally measured in terms of tug jobs per year. In 1992,
there was a general reduction in demand arising largely from a reduction in
shipping activity. Although demand has risen since 1992, the pattern of demand
growth across sub-markets has not been uniform and in some of the ports demand
has fallen further. Nevertheless, the expectation is that overall demand will
continue to rise over the next few years.

Barriers to entry
The market is highly concentrated with Howard Smith Industries Pty Limited
(Howard Smith) and The Adelaide Steamship Company Limited (Adsteam)
supplying about 80 per cent of towage services. Barriers to entry are high and
arise from economies of scale, capital and sunk costs, and excess towage capacity
in some ports. However, the entry of Broken Hill Proprietary Limited Transport
(BHP) into a number of sub-markets in the past few years indicates that entry
barriers are not insurmountable. BHP's entry was facilitated by its vertical links
with users. Entry through backwards vertical integration of this type is the most
likely avenue of entry in the market but it is unlikely that users in the majority of
ports are individually sufficiently large, or organised, to enter the market by this
means. The limited likelihood of entry is compounded by the small size of the
sub-markets. Even though demand is expected to rise in the short to medium term,
such growth is unlikely to eliminate existing natural monopoly features of the
industry.

Towage charges
Towage charges are specified in published schedules. The structure consists of a
basic charge based on the number of tugs used. Charges are predominantly based
on the vessel's gross registered tonnage (GRT). There may also be additional
charges such as cancellation fees and surcharges for vessels fitted with bow or
stern thrusters. The structure has changed little since 1990, with the exception of
Newcastle and Fremantle where a number of additional charges have been
eliminated.
There is significant variation in towage charges across ports but little evidence of
discounting from published prices. The diversity in charges reflects demand with
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smaller ports requiring higher towage charges in part because of the need to cover
high fixed costs with fewer tug jobs. The nature of the towage fleet and harbour
characteristics, the degree of competition, and the major users in the port also
influence the level of charges. The evidence suggests that towage charges are high
in Australia relative to overseas. However, caution must be exercised when
making such comparisons because of differences in tug utilisation, tugs used per
vessel and the characteristics of the ports themselves.
Pricing on the basis of marginal cost is unlikely to allow harbour towage operators
to recover costs. Therefore, some form of second best pricing is necessary. In
1990, the PSA criticised the practice of setting charges on the basis of average cost
rather than applying user pays principles to encourage more efficient behaviour in
the market. Evidence to this inquiry suggests, however, that users have a strong
preference for flat charges based largely on average costs rather than multiple rates
based on peak/off peak usage. The evidence also suggests that peak load pricing is
unlikely to be very effective as a rationing device given that occasions where
simultaneous tug jobs occur is relatively infrequent. Queuing is an alternative to
pricing as a means of rationing. However, in towage, the costs of delays to ships
far exceeds any savings in towage charges arising from restraining demand to
certain times.
Nevertheless, there would appear to be scope to change the manner in which
towage charges are set. In many ports, an extra tug is required to service the needs
of the largest ships that visit the port. The most appropriate way to recover the
cost of additional tugs required would be to charge a higher fee for each successive
tug used rather than a sliding scale per tug based on a ship's GRT. Even then, the
graded scale by ship tonnage may still be appropriate if the larger ships require
relatively larger tugs or longer times in attendance.
The imposition of surcharges on ships fitted with bow or stern thrusters is
inappropriate as such devices are designed to reduce tug requirements.
Of the declared ports, towage charges have risen in real terms in Adelaide since
1991. Real prices fell in each of the remaining declared ports over the same
period. The experience in non-declared ports also varied.
Surveillance appears to have had a restraining impact on charges in declared ports.
The countervailing power of users and port authorities is, however, limited.
Countervailing power is limited to the few privately owned ports or to the
situations where an individual user accounts for a large share of tug utilisation in a
port, or group of ports. Similarly, port authorities exert some influence on harbour
towage operators' conduct in some ports but this is by no means widespread. In
ports where port authorities regulate charges, their success in constraining charges
seems limited.

Costs and efficiency
There is evidence that efficiency in the harbour towage market has risen since
1990, although areas for improvement remain. Towage operators have introduced
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technologically advanced tugs and increased service quality in a number of ports.
Over the same period, however, unit costs have not declined significantly despite
direct savings arising from the reforms to crew sizes achieved since 1991. These
savings have been offset by cost increases in some other areas. Despite the
reforms, labour costs still account for about 45 per cent of costs. Capital costs are
also high, as evidenced by the proportion of depreciation costs (16 per cent of
costs).
Some concerns about labour costs were raised during this inquiry. These primarily
concerned leave arrangements and rostering. These issues were not addressed in
detail during this inquiry. However, the ACCC notes that enterprise agreements in
some ports have resulted in improvements in labour flexibility and encourages
outstanding concerns to be addressed during the negotiation of such agreements.
Margins have increased since 1992 in the industry as a whole but have varied
across the sub-markets. Profitability is also high and does not seem to be
explained adequately by the riskiness of the market and hence, in some cases,
towage companies may be misusing their market power at a cost to users.
Nevertheless, profitability also varies across the sub-markets. Therefore, it is
necessary to assess the appropriateness of charges on a case by case basis having
regard to profitability and investment needs in the particular sub-market. In
general the ACCC considers that there is some scope for harbour towage charges
to fall in the future.
Several previous investigations considered whether pro-competitive reforms are
feasible in the towage market. This has not been the main focus of this inquiry.
Nevertheless, the ACCC notes the potential for competitive performance-based
tendering and the use of non-exclusive licences issued by state and territory
governments or their instrumentalities to facilitate competition in the supply of
harbour towage. However, pro-competitive reforms are unlikely to be a panacea
for weak competition in this market given the natural monopoly characteristics of
its sub-markets.

Conclusions
The ACCC concludes that, in most cases, harbour towage operators enjoy
substantial market power and thus the criteria for the declarations to continue has
been satisfied. Even so, the ACCC has considered the full range of regulatory
options available to it and sees considerable merit in applying the new monitoring
powers of the Prices Surveillance Act 1983 to sections of the market. This power
was not available to the PSA in 1990 when the current declarations were
recommended. Previously, the PSA's monitoring programs relied on voluntary
compliance for their success. The ACCC considers that the ability to regularly
collect information from harbour towage operators, and to publish the findings,
will provide an effective alternative to surveillance in this market and improve
transparency and accountability to users. Unlike surveillance, which is only
triggered when a declared person notifies the ACCC of a proposed price rise,
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monitoring will enable a continuing overview of whether the apparent scope for
towage charges to be reduced is realised.
Monitoring should only be applied to those sub-markets where the benefits of
monitoring are likely to exceed its costs. The benefits of monitoring will be
greatest in those sub-markets where there is substantial market power as well as a
substantial contribution to the aggregate market. The specification of levels above
which a sub-market can be considered to satisfy these criteria is somewhat
arbitrary. Nevertheless, sub-markets that account for less than 1 per cent of annual
national throughput, and have fewer than 1000 tug jobs per year are unlikely to
have a substantial impact on the market. The existence of effective countervailing
power is another criterion used to determine which sub-markets should be subject
to monitoring.
On this basis, the ACCC considers that formal monitoring should be applied to all
of the harbour towage operators in each of the following sub-markets: Brisbane,
Sydney/Port Botany, Newcastle, Melbourne/Geelong, Port Adelaide, Port Kembla,
Fremantle/Kwinana, Westernport, Gladstone, Townsville, and Bunbury.
The ACCC considered whether the monitoring role should be conducted at the port
authority, state or national level. It concluded that the need for uniformity in
regulatory approach and the minimisation of compliance costs necessitates
national monitoring and reporting.

Recommendations
The Australian Competition and Consumer Commission recommends that the
declaration of Queensland Tug and Salvage Company Pty Ltd, J Fenwick and Co
Pty Limited, J Fenwick and Co (Newcastle) Pty Limited, Waratah Towage Pty
Ltd, Howard Smith Industries Pty Ltd, McIlwraith McEacharn Operations Ltd,
The Adelaide Steamship Company Ltd, Adelaide Steamship Industries Pty Ltd and
the Swan River Shipping Company under s. 21 of the Prices Surveillance Act be
revoked.
The ACCC recommends that it be directed under s.27(A) of the Prices
Surveillance Act to monitor the prices, costs and profits of harbour towage
operators in the ports of Sydney/Botany, Newcastle, Port Kembla, Melbourne,
Geelong, Westernport, Brisbane, Gladstone, Townsville, Adelaide, Fremantle,
Kwinana and Bunbury.

xv

1

Introduction

On 2 December 1993, the Assistant Treasurer, the Hon George Gear MP, directed
the PSA to conduct a review of declarations under the Prices Surveillance Act
1983 (the Act). Copies of the terms of reference and advertisement of the harbour
towage inquiry are contained in appendix A.
On 6 November 1995, the PSA merged with the Trade Practices Commission
(TPC) to form the ACCC. The ACCC has assumed the role and functions of the
PSA and is responsible for the completion of this report. The ACCC administers
both the Prices Surveillance Act 1983 and the Trade Practices Act 1974.
The August 1993 Report by the Independent Committee of Inquiry into National
Competition Policy (the Hilmer Report) examined the issue of prices oversight.' It
considered that there was a role for prices oversight as part of a national
competition policy and recommended that oversight be targeted to situations where
pro-competitive reforms are not feasible or not adequate.
The Council of Australian Governments (COAG) has agreed to adopt many of the
recommendations of the Hilmer Report. In November 1994, the Minister
announced details of the pricing regime that will apply to private sector and
Commonwealth businesses as part of the new national competition policy. The
Government remains committed to maintaining a strong prices oversight regime.
The new regime extends the reach of prices oversight while increasing its powers
and flexibility. One of the main features of the regime is the greatly expanded role
for monitoring, including a new legislative power to monitor prices, costs and
profits of persons in a specified industry, or of a specified person. 2 There is also
an increased role for consumer education. The ACCC has taken account of the
Minister's statement in reaching its conclusions and recommendations.
Matters to which the ACCC is required to have particular regard in exercising its
powers under the Act and performing its pricing functions are given in appendix B.
The review will cover all existing declarations with the exception of Australia
Post, which has been subject to a separate government review. The review of the
harbour towage declaration is to be completed by 2 December 1995.
The review of declarations is timely. Many of the goods and services declared
under the Act have been subject to prices surveillance for much of the last decade.
Over that time, the Australian economy has undergone considerable structural
change which may have had an impact on the competitive environment in which
declared organisations operate. This is the first time for most industries that the
appropriateness of current declarations and methods of surveillance have been

Report by the Independent Committee of Inquiry into National Competition Policy 1993,
p. 90. The term 'prices oversight' covers a broader range of functions than the
surveillance functions which were incorporated in the Prices Surveillance Act 1983 prior
to the formation of the ACCC. In particular, it includes the monitoring of prices.

Section 27(A) of the Prices Surveillance Act 1983.

reviewed in the public arena. In the case of the harbour towage industry, the
declaration was made in 1991 and a monitoring report followed in 1993.
This inquiry into harbour towage was advertised nationally and invitations to
participate in it were sent to over 20 persons and organisations involved in the
industry. Submissions to the inquiry were received from 13 organisations. A
public hearing was held on 23 August 1995 in Melbourne with evidence taken
from J Fenwick and Co Pty Limited (Fenwick), Adsteam, Howard Smith,
Australian Peak Shippers Association (APSA), National Bulk Commodities Group
(NBCG) and P & 0 Australia Ltd, trading as P & 0 Towage Services (P & 0). An
in-camera hearing was also held with J Fenwick and Co Pty Limited to discuss
commercially sensitive aspects of the company's confidential submission.
A further public hearing was held on 26 October 1995 in Sydney with evidence
taken from Adsteam, Howard Smith, ACOS and Newcastle Port Corporation
(NPC). ACCC staff held discussions with a number of industry participants,
including port authorities, industry associations, shipping lines, shippers and
unions to obtain further background on the industry. Lists of inquiry participants
are contained in appendixes C to E.
The ACCC would like to thank all those persons and organisations who made
submissions or provided other information to the inquiry. In particular, the ACCC
would like to thank The Association of Australian Ports and Marine Authorities
Incorporated (AAPMA) for helping to facilitate discussions with port authorities.
All material submitted to the ACCC by all parties has been considered carefully
during the preparation of this report.
In compiling this report, the ACCC has drawn on material presented to the inquiry,
discussions with market participants, correspondence with various parties and both
published and unpublished material. A survey of harbour towage operators was
undertaken to obtain financial and other relevant data. A copy of the survey form
is· attached as appendix H. References to published material are listed in the
bibliography. Copies of public submissions are available for viewing on the
ACCC's public register.

1.1

Terms of reference

The terms of reference for this inquiry require the ACCC to examine:
(a)

the prices and competitive conditions of harbour towage services;

(b)

whether harbour towage services should be subject to prices surveillance;

(c), the appropriate form of prices surveillance; and
(d)

whether prices surveillance should apply only to particular persons providing
harbour towage services.

In January 1994, the PSA released its Guidelines for the PSA's Review of
Declarations under the Prices Surveillance Act 1983. This outlined the way in
which the terms of reference would be approached and identified a number a key
2

issues in reviewing whether or not to recommend changes to declarations under the
Act. The approach outlined was as follows:
•

define the relevant market;

•

consider whether the market is substantial;

•

assess the effectiveness of the process and outcomes of competition in that
market. This requires an assessment of industry structure, conduct and
performance;

•

consider whether there are remedies more appropriate than prices
surveillance to reduce or eliminate substantial market power where it is found
to exist; and

•

assess the likely costs and benefits of alternative forms of surveillance where
other options are not feasible.

For the purposes of this inquiry, the powers of the Commission under the Prices
Surveillance Act 1983 were exercised by a Division of the then Prices Surveillance
Authority, constituting, Dr D C Cousins, Chairman, Dr E J Harman, Member and
Mr R N Overall, Member. Dr Harman and Mr Overall have been appointed
Associate Commissioners of the ACCC until 31 December 1995. Dr Cousins did
not accept an appointment to the ACCC and thus he did not participate in the
inquiry after 6 November 1995.
After 6 November 1995, a new division of the ACCC was determined consisting
of Professor A H M Fels, Chairperson, Ms R L Smith, Commissioner, Dr E J
Harman, Associate Commissioner and Mr R N Overall, Associate Commissioner.
A copy of the Chairman's determination is attached as appendix G.
The ACCC acknowledges the role of key staff involved in the preparation of this
report. These included Mr D Chapman and Ms L Johnson (Inquiry Managers),
Mr C Loa, Mr J Bastick and Mr R Dunning. The Commission also acknowledges
the contributions of Ms P Lynton, Ms M Hooper and Ms K Agius, who provided
support to this inquiry.

3

2

History of the declaration

Harbour towage services have been declared under s. 21 of the Prices Surveillance
Act 1983 since August 1991. At that time, Queensland Tug and Salvage Company
Pty Ltd, Fenwick, J Fenwick and Co (Newcastle) Pty Limited, Waratah Towage
Pty Ltd (Waratah), Howard Smith, McIlwraith McEacharn Operations Ltd
(McIlwraith), Adsteam, Adelaide Steamship Industries Pty Ltd and the Swan River
Shipping Company were declared.
These companies are declared for towage services in the ports of Sydney/Botany,
Newcastle, Melbourne, Brisbane, Adelaide and Fremantle. The declaration was
made following a public inquiry by the PSA in 1990. A copy of the current
declaration covering the supply of harbour towage services in Australia by the
declared companies is contained in appendix F.
Since declaration, the commercial interest of McIlwraith in Melbourne Tug
Services in the port of Melbourne was bought out by its then partner, Howard
Smith. The declared companies are now owned and controlled by· three
companies, either wholly or as joint ventures. Those companies are Howard
Smith, Adsteam and Brambles Australia Limited (Brambles).

2.1

Reform initiatives by other organisations

The PSA's 1990 inquiry followed other investigations relating to the towage
industry, including the Inter-State Commission and the Bureau of Transport and
Communication Economics (BTCE), which concluded that the economic
performance of the harbour towage industry was characterised by inefficiency and
high profitability.3 Those characteristics were a consequence of a lack of
competition and strong union bargaining power.
The Government initiated and established the Shipping Industry Reform Authority
(SIRA) in June 1989 to facilitate changes in marine transportation. SIRA directed
the towage industry to develop an economic reform strategy. This led to the
formation of the Towage Industry Reform Committee (TIRC), which proposed a
number of reforms. The main features of the reform program accepted by the
Government were:
•

reductions in the maximum crew size to five by March 1990 and, subject to
crew training and technological innovations, to four by June 1992;

•

renegotiation of crew rostering and leave arrangements in all ports;

•

training courses for crew to allow for smaller crew sizes; and

•

a voluntary early retirement package to which the Government would
contribute $24 000 towards the cost of each redundancy package.

BTCE, 1989, Harbour Towage Paper No. 96, pp. 67-69.
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2.2

Public inquiry

On 2 February 1990, the PSA was directed by Senator the Hon Nick Bolkus, then
the Minister of State for Consumer Affairs, acting for and on behalf of the
Treasurer, to hold an inquiry into harbour towage charges. The 1990 inquiry by
the PSA was part of the Government's reform program for the waterfront.
It was the Government's view that the benefits of reforms should be translated into

lower charges for users of harbour towage services. Accordingly, the PSA was
instructed to inquire into appropriate monitoring or surveillance mechanisms to
ensure that this goal was achieved. The terms of reference of the inquiry included
examining the basis for establishing charges, the appropriate basis for determining
whether charges in future reflected the benefits arising from reforms and the
appropriate role of the PSA.
In its report, the PSA noted that key features of the industry included:

•

demand for harbour towage was highly price inelastic;

•

demand for towage services was declining partly because of advances in
technology;

•

low tug utilisation and excess capacity;

•

high concentration nationally with only three major operators;

•

significant barriers to entry;

•

individual ports are natural monopolies;

•

lack of rivalry and a tendency to cooperation;

•

low countervailing power of users of towage services;

•

a cost plus approach to pricing, with little incentive to contain costs; and

•

high profitability of harbour towage operators, particularly in capital city
ports, and high wages for tug crews.

The PSA recommended that harbour towage operators in the six largest ports be
declared because of these factors. In making this recommendation, it noted that:
•

harbour towage operators in all of the ports, except Adelaide,4 would benefit
from the Government's reforms to crewing and financial assistance for
redundancies;

•

towage services in these ports are used by a large number of shipping lines
which are not sufficiently coordinated to exercise any countervailing power
to the market power of harbour towage operators; and

•

port authorities do not regulate harbour towage operators' prices in those
ports.

4

Adelaide was declared because of the criteria of pervasiveness which then applied to
declarations.
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The PSA also proposed to monitor prices charged by harbour towage operators in
other ports (in addition to the declared ports) which had benefited from reform, but
which were not earmarked for surveillance. The aim of the monitoring program
was to determine whether harbour towage operators had passed on the benefits of
reform. The monitoring program is discussed later in this chapter.
In addition to the recommendations regarding declaration of the harbour towage
operators in the major ports and the monitoring program, the PSA also made
several other recommendations which are outlined briefly in Box 1.
Box 1:

Other recommendations arising from the PSA's 1990 inquiry

State governments and port authorities should investigate the appropriateness of repealing
regulations that prevent ship masters from determining the number of tugs to be used in harbour
manoeuvres. They should consider whether legal remedies could replace regulation to ensure
safety and the protection of property in ports. It was considered that legal remedies rather than
regulation would be more likely to ensure an optimal mix between safety and the cost of towage
services. Repeal of regulation could also reduce over servicing.
The allocation of tugs to ships could be further improved if ship masters were able to specify not
only the number, but also the type of tugs. Towage operators should explore ways of increasing
the flexibility of tug allocation, such as training crews to operate a range of tugs, so that ship
masters could specify tugs without disrupting rostering arrangements.
State governments and port authorities should explore the potential for performance based
tendering to increase competition in the supply of towage services. To ensure that tendering
reflects the preferences of users, quality criteria should be developed in consultation with users.
Otherwise tendering may produce a costly and non-optimal level of safety. To ensure that
tendering does not temporarily jeopardise the supply of towage services, port authorities may need
initially to license incumbent harbour towage operators and later to tender the right to the licence.
Users should examine ways of increasing their buying power. Large shipping lines and lines that
regularly visit a port could individually seek discounts in return for regular patronage.
Alternatively, a group of shipping lines could explore the legality of jointly tendering their towage
business.
The PSA considered that the performance of harbour towage operators could be enhanced if the
industry adopted user cost pricing practices. This would mean that operators would consider
utilisation as well as costs in pricing services. User cost pricing would bring the costs of towage
services closer to the benefits to users of those services. User cost pricing would signal to harbour
towage operators the optimal size, composition and hours of operation of their towage fleet, and
may increase tug utilisation, thereby restraining costs. Cross-subsidisation between peak demand
and off-peak users would also be reduced by user cost pricing.

2.3

Monitoring program

The first report under the monitoring program was released in 1993. The PSA
found that generally charges for towage services had not been reduced along with
the implementation of the reforms, despite reduction in crew costs. The reforms
had at best restrained charges, although charges had increased in some ports. In
ports which are subject to prices surveillance, on four occasions the PSA objected
to the prices proposed by the declared companies and proposed lower prices (see
Section 2.4).
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The PSA found that crew costs were reduced by the reforms. In capital city ports,
crew costs decreased by 9 per cent over a two year period as a result of the
reforms. However, the PSA also found that lower crew costs were offset by
increases in other costs. Notably, these included a 29 per cent increase in other
operating costs (fuel, insurance and maintenance) and an I I per cent increase in
administration costs. A fall in volumes coupled with a high proportion of fixed
costs also put upward pressure on charges.
The PSA believed that further reforms could be implemented to improve the
efficiency and competitiveness of the towage industry. A summary of the PSA's
recommendations is contained in Box 2.

Box 2:

Summary of recommendations arising from the PSA's 1993
monitoring report

Overtime payments should be reformed to properly reflect the amount of overtime performed.
Overtime was not paid as it occurred, but included as an increment in the all up wage rate. A
problem identified at the time was that the increment was based on historical job numbers and was
not reviewed to reflect falling demand and lower overtime worked.
The PSA was concerned at the low level of tug utilisation and the implication of this for costs per
job and towage charges. Accordingly, the PSA recommended that in ports with more tugs than
was needed to service the largest ship using the port, consideration should be given to reducing
the number of tugs. The PSA recognised that ship operators would need to evaluate the increased
possibility of delays against the benefit of lower charges.
The PSA reiterated some of its recommendations of the 1990 inquiry.
First, the PSA
recommended that consideration be given by both harbour towage operators and users to setting a
higher level of charges at times of peak demand and offset this against lower charges at other
times.
Secondly, harbour towage operators and users should give consideration to eliminating crosssubsidies by introducing pricing structures which more closely match costs. Cross-subsidisation
may occur, for example, where a single user requires all the tugs in the port, but other users can be
adequately serviced by fewer tugs. Under the current pricing structure, the cost of all tugs is
spread over all users, rather than the single user paying for the additional tug(s).

2.4

Notifications

Under s. 22 of the Prices Surveillance Act, declared companies are required to
notify the ACCC of proposals to raise prices above the highest price applicable in
the past 12 months.s
Notifications received from the declared towage operators under s. 22(2)(a) have
been assessed using cost-based surveillance techniques. This means that, subject
to statutory requirements and ministerial directions, proposed price rises by the
harbour towage operators have been assessed in light of increases in unit costs.
Over the period of declaration, eight notifications from the declared companies
have been received. No notifications have been received from the declared
companies since 1992.

Prior to the formation of the ACCC, the 12 month period did not apply.
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A summary of the notifications received under s. 22(2)(a) is contained in Table 1.

Table 1:

Summary of notifications received under s. 22(2)(a) of the Prices
Surveillance Act

Date

Company

Location

Feb 92

Waratah

Sydney

15.0

6.0

see (a) and (b) below.

Newcastle

15.0

6.2

see (a) below.

Botany

15.0

15.0

Price increase
proposed
actual
%
%

Comments

Mar 92

Fenwick

Newcastle

7.5

withdrawn, insufficient information

Mar 92

Fenwick

Sydney
/Botany

12.5

withdrawn, insufficient information

Apr 92

Adsteam

Adelaide

23.78

Jul92

Adsteam

Fremantle

15.0

Oct 92

Adsteam

Fremantle

15.0

(a)

13.4

see (a) and (b) below.

6.8

see (a) and (b) below.

withdrawn, insufficient information

Objection was raised on the basis that the company proposed to recover redundancy costs over
too short a time period. The PSA required an amortisation period of 3 years.
Objection was raised on the basis that the full impact of declining volumes on unit costs should
not be included. The PSA allowed 50 per cent of declining volumes to be reflected in unit costs.
In these ports, the PSA noted:
•
long term demand appeared to be declining;
•
the company concerned should review its capacity with the view to reducing costs; and
•
in the case of Fremantie, it was noted that the magnitude of the decline in activity was
exaggerated by the time period selected to make the comparison. The company chose a
base period in which volumes were relatively high compared to the periods on either side
of the base period.

(b)

Source:

Notifications.

Of the eight notifications submitted by the harbour towage operators, three were
withdrawn by the company concerned after consultation with the PSA, and on only
one occasion did the PSA have no objection to the proposed prices. On four
occasions the PSA considered that proposed prices had not been justified but it had
no objection, under s. 22(2)(b)(iii) of the Act, to prices lower than the proposed
prices. On each of these occasions, the companies concerned accepted the lower
prices proposed by the PSA. The reasons for the PSA's objections generally fell
into two categories:
•

declared companies proposed to recover redundancy payments over too short
a time period; and

•

the full impact of declining volumes should not be included.

2.5

Withdrawn notifications

In both of its notifications of March 1992 for the ports of Newcastle and
SydneylBotany, Fenwick applied for a price increase in excess of the percentage
8

increase in unit costs on the basis that it required a higher profit level to finance its
tug replacement program. Fenwick was informed that insufficient detail of its
investment proposals had been supplied to allow the PSA to make an informed
decision. Accordingly, Fenwick agreed to withdraw the notifications. The PSA
understood that the company would submit new notifications with additional
information. However, no subsequent notifications were submitted by Fenwick.
In its notification of July 1992, Adsteam proposed price increases based on the
increase in unit costs between two eight-month periods. Adsteam was advised that
the PSA normally required comparisons over two 12-month periods. Adsteam
agreed to provide these data and withdrew the notification. A notification
containing the appropriate data was later submitted in October 1992.

2.6

Trade Practices Commission authorisations

The harbour towage industry has historically been characterised by certain
commercial agreements between harbour towage operators. Typical examples are
the formation of joint ventures in some ports and, in others, agreements to crosshire tugs. The latter situation arises in ports where one operator does not have
sufficient tugs to meet the requirements of all vessels, and so will hire a tug from
its competitor when required. Because the agreements between harbour towage
operators may impact on the level of competition in the port, the TPC6 has been
required on several occasions to assess such agreements under the authorisation
provisions of the Trade Practices Act (TPA). Authorisation is available on
application if the Commission establishes that the public benefit of the
arrangement outweighs the anti-competitive detriment.
The authorisation provisions grant the TPC (and now the ACCC) the power to give
immunity from legal proceedings for some arrangements or conduct that might
otherwise breach the restrictive trade practices provisions of the TPA. Between
1976 and 1982, the TPC considered four applications for authorisation from
harbour towage operators. Three were accepted either in whole or part whereas
one, in relation to a merger authorisation, was rejected by the TPC.1 The merger
determination was appealed to the Trade Practices Tribunal 8 which confirmed the
TPC's decision.
On 7 June 1991, the TPC revoked the above mentioned authorisations on the basis
that there had been a material change of circumstances since the authorisations
were granted due to the increased use of technological developments in ship and
tug design. These had facilitated a general reduction in the size of the market in

6

Merged with the PSA on 6 November 1995 to form the ACCC.

7

Re: Fenwick (1) and Co Pty Ltd and Adelaide Steamship Industries Pty Ltd (1976),
ATPR, A3620. McIlwratih McEacharn Ltd, (1980), ATPR A4460. Fenwick (1) and Co
Pty Ltd and Waratah Towage Pty Ltd (1982), ATPR, 50-042.
Now the Australian Competition Tribunal.
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terms of towage jobs. The TPC noted the importance of the initiatives of the
Federal and State Governments in relation to micro-economic reform.9
In October 1991, the TPC approved a merger application to allow Howard Smith
to buyout the interest of its partner, McIlwraith, in Melbourne Tug Services.1O
This gave Howard Smith a monopoly in the supply of towage services in the port
of Melbourne.
The TPC agreed with Howard Smith's contention that the main public benefit of
the acquisition would result when Howard Smith purchased two omni-directional
tugs. The company claimed that this rationalisation was expected to increase
efficiency and lower charges to users.

9

10

10

Re: Fenwick (J) and Co Pty Ltd and Waratah Towage Pty Ltd; McIIwraith McEacharn
Ltd and Howard Smith Industries Pty Ltd, (1991), ATPR, 50-107.
Re: Howard Smith Industries Ltd, (1991), ATPR, 50-111.
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Submissions and evidence received

The PSA received 20 submissions to the inquiry. Thirteen of the submissions are
publicly available, while seven were submitted on a confidential basis. In
addition, evidence was taken from eight witnesses at the two public hearings. This
chapter summarises the public submissions and evidence received. The views
expressed in the submissions and at the hearings are not necessarily compatible
with the conclusions of the Commission.

3.1

J Fenwick and Co Pty Limited

Fenwick operates towage services in the port of Sydney/Botany, and in Newcastle
as J Fenwick and Co (Newcastle) Pty Limited.
Fenwick argues that:
•

the markets for harbour towage services in the ports of Sydney/Botany and
Newcastle are not substantial;

•

Fenwick does not exert substantial market power in either of those two ports;
and

•

declaration of Fenwick for prices surveillance is not in the public interest.

To support its contentions that the market is not substantial and it does not have
substantial market power, Fenwick claims that:
•

demand for harbour towage services is determined by factors outside the
control of harbour towage operators, namely shipping volumes and port
authority guidelines;

•

the total cost of towage is not significant in terms of the total cost of a port
call. Therefore, it has minimal impact on household or business expenditure;

•

since Fenwick was declared under the Act, its prices have fallen in real terms;

•

the towage market is contestable, as evidenced by the entry of BHP, trading
as HTS, in Newcastle;

•

Fenwick has rationalised its harbour fleet to ensure that it has a minimum
efficient level of tugs available to provide the optimum service to meet the
needs of its clients;

•

the programs of rationalisation and efficiency gains, recommended by the
TIRC, were successfully implemented by Fenwick;

•

Fenwick is not related to any companies in associated shipping activities,
such as berthing, shipping operations, shipping agencies and stevedoring, in
either Sydney/Botany or Newcastle; and

•

Fenwick has implemented and continues to assess world's best practice in
harbour techniques and introduction of appropriate towage technology, for
example, omni-directional tugs.
11

In support of its claim that it does not have market power, Fenwick notes that ship
operators have always demanded a 24 hour, seven days a week service for towage
operations. Fenwick states that ship operators require minimum delays because
the cost of delays to ship operators average $30000 per twenty-four hour ship
utilisation day. I I According to Fenwick, it has maintained this service without any
increase in prices, despite falling demand and unit cost increases. Fenwick also
argues that its profitability has declined.
Fenwick argues that, as well as the Newcastle market, the SydneylBotany market
is contestable. The company states that it reviews its pricing structure and, if its
prices are not competitive, its clients will switch to its competitor, Waratah.
In support of its argument that declaration of Fenwick under the Act is not in the
public interest, Fenwick argues that the company has not submitted a notification
for a price increase since declaration. 12 Fenwick argues that its pricing conduct
over the declaration period demonstrates that prices surveillance has delivered few
benefits, if any, to consumers.
Fenwick argues that a national market for towage services does not exist, but that
each port represents a separate market. To demonstrate this, Fenwick points out
that, despite the proximity of Sydney to Newcastle, it is impractical to service one
port with tugs stationed in the other.
Fenwick argues that prices of towage services have little impact on demand for
towage services. Instead, demand is determined by:
•

the number of ships calling to the port. This in turn is determined by general
economic conditions, appropriate cargo at some ports and port handling
facilities; and

•

port authorities setting minimum guidelines for the number of tugs, based on
recommendations of pilots. The safety aspect is important in this regard.
Guidelines will be influenced by such factors as the size and type of ship
calling, the geography of the port and the ability of various types of tugs to
assist the vessels.

Fenwick states that its prices in Sydney and Botany have not increased in five
years. In Newcastle, in response to competitive pressure and in consultation with
shipping lines, Fenwick introduced a new pricing structure. A feature of the new
structure was the abolition of the fee for internal movements from one berth to
another. For some users, the revised schedule of charges represented a price
reduction of 25 per cent.
Fenwick acknowledges that the port of Newcastle is over serviced with eight tugs
and some rationalisation will occur. The company also acknowledges that the

II

Fenwick submission, p. 12.
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This is not strictly correct. Fenwick notified the PSA for increases in the ports of
SydneylPort Botany and Newcastle in March 1992 but later withdrew the applications.
See Section 2.5.
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successful entry of HTS was facilitated by the relationship of HTS to some of its
customers.

3.2

Howard Smith Industries Pty Limited

Howard Smith provides towage services in various ports in Australia, either in its
own right or in joint ventures.
Howard Smith argues that it does not have substantial market power and that price
surveillance under the Act is not in the public interest. To support its argument,
the company contends that:
•

it has no control over determinants of demand for harbour services. Demand
is determined by factors such as the general level of economic activity, the
number of vessel visits, port facilities and shore-based infrastructure, pilots'
preferences, tides and climate, and owners/charterers scheduling
requirements;

•

prices cannot be set independently of market forces. Prices are influenced by
competition (for example, the recent entry of BHP in three ports), the threat
of competition and countervailing power of users and port authorities. The
reduction in prices in actual or real terms is cited as evidence of these forces;

•

restructuring and rationalisation programs have improved efficiency.
Productivity gains have been passed on to employees in higher wages and
users in lower real costs; and

•

profitability has declined because of competitive pressures. Howard Smith is
concerned about its ability to maintain its present investment levels and
participate in investment renewal programs.

To support its argument that price surveillance is not in the public interest, Howard
Smith claims that its
... responsible actions provides (sic) confidence in respect of its release
from declaration. 13
Howard Smith argues that, since declaration, because it made no approach to the
PSA for a price increase, the PSA had little impact in constraining its towage
charges.
Howard Smith argues that the market for towage services is on a port by port basis.
This argument is based on the lack of substitution in both supply and demand
between ports. In terms of demand, a change in a harbour towage operator's
charges will generally not result in a shipping line changing its port of call. In
terms of supply, the large distances between ports prohibit tugs stationed in one
port servicing another.
According to Howard Smith, the number of tug jobs has declined and two main
factors have been responsible for this decline. These are:
13

Howard Smith submission, p. 4.
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•

reduced consumer demand which has led to a reduction in the number of
vessel calls; and

•

advancements in technology. This applies to vessels, which have greater
manoeuvrability and less reliance on tugs, and also to tugs themselves. As a
result, less tugs are needed to service individual vessels. Therefore, harbour
towage operators' unit costs have increased, since most of a harbour towage
operator's costs are fixed rather than variable.

In Melbourne, Howard Smith states that towage charges were initially reduced by
2 per cent in 1990 following a reduction in manning levels. The company states
also that in real terms towage charges have decreased by 13 per cent over the past
five years. Howard Smith argues that despite a fall in tug job numbers, it has not
sought to increase prices because of expectations from users of further reductions
flowing from TIRC reforms.
Similar analyses are provided for the other ports in which Howard Smith operates.
According to Howard Smith, as well as the direct costs to ship owners/charterers,
indirect costs associated with delays to vessels are an important factor in
determining the quality of service provided by harbour towage operators. Howard
Smith quotes daily ship operating costs of between $10 000 and $60 000
depending on the size and type of ship. In addition, berth age costs and land based
demurrage costs could amount to a further $100 000 per vessel.
Howard Smith provides details on some of its claimed improvements to service in
the various ports in which it operates. For example, listed below are the concerns
of users in the port of Fremantle and Howard Smith's responses to those
concerns. 14
Concerns of users:
•

lack of ordering and cancellation procedures;

•

high cancellation charges;

•

the imposition of a charge for tow ropes; and

•

the imposition of a surcharge on vessels with bow thrusters.

Howard Smith's response:
•

introduction of a 24 hour, seven days a week tug ordering operation;

•

suspension of cancellation charges on the understanding that the system will
not be abused; and

•

elimination of the charges for tow ropes and the surcharge on vessels with
bow thrusters.

Howard Smith argues that any inefficiencies arising from the under-utilisation of
tugs are a result of the demands of port authorities and users. Safety factors and
14
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This was in response to the findings of a survey of users conducted by the Fremantle
Port Authority.

the avoidance of delays, and associated costs, to vessels are cited as reasons for the
apparent under-utilisation. Howard Smith contends that timeliness of services is
more important than prices to users of towage services.

3.3

The Adelaide Steamship Company Limited

Adsteam provides towage services in various ports in Australia, either in its own
right or in joint ventures.
Adsteam's submission is similar to Howard Smith's and many of the comments in
the above section also apply to Adsteam. Adsteam was asked to comment on this
issue at the hearing. The company pointed out that it operates in joint ventures
with Howard Smith and stated
... it is reasonable to see that on issues of common interest like this we
would consult. 15

In this section, it is not intended to repeat the issues raised by Adsteam which have
already been covered in Section 3.2 on Howard Smith. Rather than focus on
industry-specific issues, or those relating to joint ventures between Howard Smith
and Adsteam, the comments below focus on issues specifically relating to
Adsteam, or issues raised by Adsteam but not by Howard Smith.

Adsteam has claimed that the cost savings as a result of reduced crew levels have
been offset by cost increases in other areas, such as redundancies, award wages,
operating expenses and falling volumes.
Adsteam believes that its rates of return are not excessive and are below the
required risk adjusted return in some of the declared ports.
According to Adsteam, port authorities do not recognise the investment needs of
harbour towage operators. Adsteam states that port authorities
... are quite prepared to jettison this commitment in favour of a short term
benefit to the port (e.g. Newcastle, and potentially Fremantle), there is a
real reluctance of shareholders to make an investment decision that will
take an extended period to recoup. 16

3.4

Newcastle Ports Corporation

NPC outlines the action which it took to instigate licensing for the provision of
towage services in the port of Newcastle.
Prior to the licensing arrangements, towage services were provided by two
operators, Waratah and Fenwick. The only formal arrangement which the
operators had with NPC was a monthly tenancy covering the occupation of tug
berths owned by the NPC (at that time called the Hunter Ports Authority). NPC

IS
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Transcript, August 1995, p. 59.
Adsteam submission, p. 22.
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was concerned at the lack of a substantial legal arrangement and the limited ability
of NPC to influence the provision of towage services.
NPC believed at the time that there was a conflict between its objective to deliver
superior service to customers and the performance of the harbour towage
operators. NPC quotes the rigid booking arrangements for towage services.
In October 1992, NPC called for Registrations of Interest for the provision of
towage services. Among the benefits foreseen by NPC of this process were:
•

clear definition of the responsibilities of harbour towage operators;

•

establishment of a proper legal relationship between the NPC and the harbour
towage operators, including an indemnity by the harbour towage operators;

•

specifications of tugs and provision for replacement tugs;

•

the licence ensures that towage services are available to all vessels using the
port; and

•

integration of the quality of towage services with the quality. of pilotage
services provided by the NPC.

Following the evaluation of tenders, NPC granted a three year licence to
Newcastle Ports Towage Services (NPTS) (a joint venture between Waratah and
Fenwick) and a 12 month licence to HTS (a consortium of BHP Transport, 60 per
cent interest, and four Japanese shipping lines, each with 10 per cent interest). A
third licence for limited/small towage services was provided to Lovett, McCracken
and Bray (a division of Stannard Bros Launch Services).
NPTS refused to sign a licence containing a clause requiring them to cross hire
tugs. HTS subsequently acquired a fourth tug, so that there are now eight tugs in
Newcastle when previously there were only four. NPC states that each operator
has one tug which is rarely used.
According to NPC, HTS had captured 55 per cent of the market as at July 1995.
NPC quotes the following consequences of the licensing process:
•

formation of the joint venture between Waratah and Fenwick resulted in
rationalisation of administration and increased crewing flexibility;

•

lower charges and a restructuring of price schedules, including the abolition
of a separate fee for 'removals' (towing of a vessel from one berth to another);

•

willingness on the part of operators to examine operational arrangements to
improve customer service;

•

more flexible booking arrangements;

•

closer links between harbour towage operators, pilots and NPC;

•

reduced tug requirements for a broad range of vessels; and

•

the availability of eight tugs which allows dual vessel movements to occur
regularly at anyone time. This has increased the port's potential throughput
capacity.
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NPC believes that, if the current market share trend continues, it is foreseeable that
NPTS will withdraw its services owing to unprofitable operations. In that event,
NPC feels that the benefits of competition will be lost and charges may rise under
a monopoly situation.
NPC would prefer to see both operators continue to provide towage services and
the total tug fleet in the port reduced from eight to six tugs. Each operator would
provide three tugs and cross hire when a fourth is needed.

3.5

National Bulk Commodities Group

NBCG is an organisation which represents the collective interests of those
involved in bulk commodity shipping in relation to all maritime and waterfront
industry matters. Members include the producers, owners, handlers and shippers
of 80 per cent of Australia's bulk cargoes, such as metalliferous mining products,
coal, grain and sugar.
NBCG states that towage charges represent a significant component of the port
costs involved in the shipment of bulk commodities. According to NBCG, bulk
shippers have little or no influence over the provision and pricing of harbour
towage services, except in a few privately owned ports where towage services are
directly contracted out by the shippers.
NBCG is concerned that benefits from the crewing reduction program, which was
partly funded by the Federal Government, have not flowed through to users.
NBCG cites the case of Howard Smith reporting an increase in profit from its
towage operations in 1993, because redundancy payments incurred the previous
year were not repeated. According to NBCG, providers of towage services had
stated that the benefits of reforms could not be passed onto users in the form of
lower charges until redundancy payments had been met.
A survey of 21 ports by NBCG showed that from July 1991 to July 1994, towage
charges in two ports, Gladstone and Newcastle, had decreased, remained
unchanged in nine ports and increased in ten ports.
NBCG also comments on rise and fall conditions in contracts between harbour
towage operators and port authorities. The port of Geelong was quoted as an
example. NBCG accepts that it is reasonable for long term contracts to contain
appropriate rise and fall provisions. However, the organisation is concerned that
rise and fall provisions based on the consumer price index (CPI) and the number of
jobs each six months provides no encouragement for the harbour towage operators
to improve productivity. Furthermore, according to NBCG, the harbour towage
operator bears none of the risk in respect of cyclical movements in the level of
trade.
NBCG claims that harbour towage operators have displayed no willingness to
reduce labour costs through the restructuring of existing industrial relations
practices. Areas of concern cited by NBCG are:
•

an industry-wide approach to wages and working conditions;
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•

the relativities with ocean-going maritime employees, and the lack of
incentive for harbour towage operators to seek changes to the current
practice;

•

lack of enterprise-based arrangements compatible with the specific needs of
individual ports; and

•

no attempt at other forms of labour restructuring successfully being
undertaken in other industries.

The NBCG is of the opinion that there is a role for the ACCC, not only in relation
to prices oversight, but also a general monitoring role of the entire harbour towage
sector.

3.6

Brisbane Marine Pilots Pty Ltd

In the port of Brisbane, the number of tugs is determined by Brisbane Marine
Pilots (BMP). A schedule of 'tug requirements' is used to determine the number of
tugs applicable to each particular vessel. The requirements are flexible and may be
varied by the duty pilot depending on circumstances prevailing at the time, such as
prior knowledge of a vessel's handling characteristics and weather conditions.
According to BMP, the number of tugs specified in the schedule is the minimum
required for safety reasons and may be varied upwards by the harbour master if
considered warranted.
BMP states that ship owners have the potential to save on towage costs by
installing efficient bow or stern thrusters.
BMP asserts that the shipping industry requires flexibility of service providers,
such as harbour towage operators, and should not be constrained by restrictive
work practices. Users should have the ability to order a particular size or class of
tugs to suit their requirements, but this is not possible under the present rostering
system.

3.7

ABC Containerline N. V.

ABC Containerline N.V. (ABC Containerline) operates five non-cellular container
vessels on an international basis. ABC Containerline's vessels visit the ports of
Fremantle, Melbourne and SydneylBotany.
In Sydney/Port Botany, the only port of the three where there is not a monopoly
for towage services, ABC Containerline claims that there is no qualitative
difference in the services offered by either operator. ABC Containerline states that
the charges of the two operators are identical and discounts are not given. In
addition, the two operators cross hire tugs when the need arises. For these reasons,
ABC Containerline believes that genuine competition does not exist and the
industry in SydneylBotany is a 'co-monopoly'.
According to ABC Containerline, in the three ports which it visits, it has no
influence over the number of tugs. This is determined by port authorities and
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pilots. Therefore, ABC Containerline has no control over its towage costs. ABC
Containerline contrasts this with the United States situation where, it claims,
towage services are competitive, which results in the company having significant
bargaining power.
In its submission, ABC Containerline claims that, although towage charges have
not increased in recent years, towage costs as a percentage of port costs have
increased because of reductions in charges by port authorities. . To ABC
Containerline, towage costs represent about 37 per cent of all port-related costs.
ABC Containerline has provided figures comparing its average towage costs
across three Australian and eight overseas ports. The comparison shows that the
towage costs in Australian ports are higher than all but one overseas port.
However, ABC Containerline admits that direct comparisons are difficult because
such factors as the number of tugs and extent of services have not been taken into
consideration.
In terms of overall freight costs, ABC Containerline states that towage costs are
not significant and account for only about 1.3 per cent of total freight costs.
However, ABC Containerline goes on to say that towage is only one of several
costs which are significant when taken together.
According to ABC Containerline, freight rates are determined by competitive
market conditions more so than the costs of providing freight services. Therefore,
ABC Containerline considers that stringent control of all costs will continue to
playa vital role in the viability of shipping companies servicing Australia.
ABC Containerline does not believe that the towage industry in Australia is
overcapitalised. The company believes that the level of towage services should be
sufficient to meet demand at peak periods. Any reduction in the level of service
might cause delays to vessels, the costs of which may outweigh the lower costs of
having less tugs.
ABC Containerline suggests that there is a strong argument that the provision of
towage services is a natural monopoly and that this should be recognised as the
most efficient industry structure.
In the absence of competition, ABC
Containerline would expect on-going monitoring of towage costs and prices.

3.8

P&O Towage Services

P&O is a trading entity of P&O Australia's Maritime Services Division. The
company provides towage services in the ports of Geraldton and Kwinana, the
outer harbour of Fremantle. P&O believes there is no need for prices oversight of
those two ports for the following reasons:
•

prices in Kwinana have not increased since August 1987;

•

restructuring of manning levels in accordance with the reforms proposed by
the Towage Industry Reform Committee, and initiatives of P&O;

•

the potential entry of competitors; and
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•

the extent of cooperative arrangements between P&O and its customers.

P&O provides towage services in the port of Geraldton under a contractual
arrangement with Geraldton Port Authority. This contract was granted to P&O
after a successful tender in 1987. In accordance with the contract, the port
authority is responsible for the setting of fees for towage services. P&O claims
that cooperation between itself and the port authority ensures an efficient service.
P&O believes that competitive pressures exist in Kwinana from potential entrants
and the influence of shipping operators and port authorities.
P&O notes that it has not increased charges since 1987. This price restraint
reflects the company's policy of maintaining a competitive pricing policy and
passing on the benefits of efficiencies to the users of towage services.
According to P&O, any rationalisation of tug fleets by reducing tug numbers
would not be acceptable to users if delays are caused.

3.9

Australian Peak Shippers Association

APSA represents about 80 per cent of Australia's liner export shipments.
APSA states that, while government charges relating to ports have decreased over
the past five years, towage charges have increased. APSA believes that harbour
towage operators can maintain or increase charges because of the lack of
competition.
It is APSA's opinion that the current practice of allowing pilots the discretion to

determine the number of tugs is open to abuse from 'ultra-conservative' pilots.
APSA also suggests that the practice of 'trailing tugs' is open to abuse.
Accordingly, it is proposed by APSA that the number of tugs should be a decision
of the ship master after discussion with the pilot. APSA states that the master of
ships which call regularly to certain ports would have a better understanding of the
ship's capabilities and need for tugs than the pilot.
Labour issues raised by APSA in its submission are:
•

maritime unions have market power which impacts on towage service
charges;

•

tug crews are awarded 168 days annual leave and can take additional leave if
there is nu work;

•

no justification exists for tug crews to be on a similar award to coastal
shipping crews. The Tugboat Industry Award (the Award) should be
scrapped and a new award structured along the lines of awards for shift
workers. If tugs are called outside harbour limits, the Sea-Going Award
could be invoked for that period;

•

weekend bookings, which must be arranged by 4pm Friday, are considered
too inflexible. Because tug crews are paid to work weekends and receive
additional leave for doing so, long lead times for ordering tugs are not
justified; and
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•

the A ward contains no provisions for laying off crew during times of low
demand. This adds to the costs of towage services.

APSA believes that port authorities should issue licences for towage services after
calling for tenders. Licences should be for a period of ten years.
APSA contends that surveillance by the ACCC should cover prices, costs and
profits because of the monopolistic nature of the tug industry.

3.10

Liner Shipping Services Ltd

Liner Shipping Services Ltd (LSS) supplied data comparing towage costs and total
port costs in Australia with those of international ports. LSS acknowledges that
for several reasons, such as different bases for charges, inter-port comparisons of
charges are difficult.

3.11

The Association of Australian Ports and
Marine Authorities Incorporated

The AAPMA states that generally port authorities believe that many harbour
towage operators have not met the challenge of waterfront reform to the same
extent as other sectors of the waterfront. According to AAPMA, in recent years
port authorities have undertaken significant reforms to increase efficiency and
reduce costs. AAPMA maintains that it is essential that all port charges be
reduced as much as possible to enhance Australia's international competitiveness.
While acknowledging that reductions in manning levels have occurred, AAPMA
is of the opinion that further improvements can be achieved by more efficient work
practices and rosters. AAPMA cites Fremantle and Geelong as examples of ports
where improvements in flexibility have occurred. AAPMA also suggests that
licensing of harbour towage operators by port authorities may help achieve
efficiency improvements.
Because of the level of monopoly power in the towage industry, AAPMA believes
that the ACCC should monitor charges for at least the next three years.

3.12

Australian Chamber of Shipping Limited

ACOS advised that its submission should be read in conjunction with its
submission to the PSA's 1990 inquiry.
In its current submission, ACOS notes the natural monopoly characteristics of the
harbour towage industry and believes prices surveillance should be extended
beyond the current six declared ports to include other ports. In particular, those
ports used for the loading of bulk export commodities should be considered for
prices surveillance.
ACOS states that current charges may have been set at a time of low volumes.
Accordingly, windfall benefits will be delivered to harbour towage operators in
circumstances of dramatically increasing demand.
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ACOS points out that some port authorities have played a role in the regulation of
harbour towage operators in the past and may have a role in the future. This is a
departure from its submission to the 1990 inquiry, in which ACOS argued that port
authorities should not have a role in the regulation of towage charges.
Below is a brief summary of the issues raised by ACOS in its 1990 submission:
•

the levying of cancellation charges. Often vessels are delayed through no
fault of their own, but as a result of delays to other vessels causing a chain
reaction;

•

the levying of surcharges on vessels equipped with bow and/or stern
thrusters;

•

lead times for booking of tugs are excessive, particularly on weekends;

•

leave provisions are too generous and inflexible; and

•

ship masters have no input into tug requirement decisions.
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4

Market definition

A market has two main dimensions: the product or service market and the
geographic market. 17 On the demand side, products or services must be included
in the market if they are closely substitutable from the users' point of view.
Similarly, sellers who make the products or provide the services, or could easily
switch production or provision, should be included in the market. The purpose of
defining the market is to include all relevant products or services and all relevant
sellers who have the ability to restrain significantly the price-setting power of other
sellers in the market.
An assessment of competition and market power can be based upon the breadth of
the relevant market. If the market is defined too broadly, market power will tend
to be understated as a result of the inclusion of products or services and/or sellers
who do not restrain the ability of sellers of products or services from raising their
prices above competitive levels. Alternatively, if the market is defined too
narrowly, then apparent market power may be overstated because some effective
competition might be excluded from the analysis.

4.1

What is harbour towage?

Harbour towage involves tugs assisting ocean-going cargo ships and liners to berth
and depart at a port. It excludes related tasks such as deep-sea towage and salvage.
The service contributes to the safe handling of ships and is an integral component
of efficient operations in many ports due to the size and limited manoeuvrability of
ocean-going ships and restricted clearances in channels and berth areas. Tugs
assist the client ship and also protect other vessels and port facilities from damage.
The major functions undertaken by harbour tugs include:
•

manoeuvring of ships through navigation channels and turning in swinging
basins prior to berthing or sailing; and

•

assisting ships on and off berths, including movement between berths.

Tugs are powerful and manoeuvrable vessels. The larger tugs in Australia can
exert static thrust of up to 75 tonnes and most of those built in Australia over the
last two decades have twin screw and omni-directional propulsion systems. All
major seaports in Australia and overseas provide a towage service to assist visiting
ships in berthing and sailing.

4.2

The service market

The service market is for the provision of tug services by tug operators for the
berthing, shifting and departure of ships from a port. As a result of Australia's
extensive coastline, the major harbour towage operators also undertake salvage
and deep-sea towage work. However, the technological differences between some
17

Other dimensions include the functional and time dimensions.
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types of tugs mean that not all tugs can perform both the towage as well as the
salvage and/or deep-sea towage work.

4.3

The geographic market

4.3.1

The towage industry's view of the market

All the declared companies defined the market for harbour towage services on a
port-by-port basis because of limited demand and supply substitutability between
individual ports. 18 Howard Smith and Adsteam stated that the tyranny of distance
between ports in Australia means that most ports do not compete and joint
servicing by harbour towage operators is not feasible. 19 Similarly, both Howard
Smith and Adsteam claimed that much cargo is port specific and that therefore a
reduction in towage charges in one port will not attract business from another. 20
Howard Smith considers that there are different market forces in different ports,
including the influences of different port authorities and the structure of the ports.21

4.3.2

Other views of the geographic market

In 1977, the Trade Practices Tribunal (the Tribunal) considered that there was a
national market for the provision of towage services in ports around Australia. 22
The Tribunal also considered that each port represented a sub-market within the
broader Australian market.
The Tribunal considered that there was a national market for towage services for
the following reasons:

•

at that time, the four major operators of large harbour tugs in Australia
(Howard Smith, Adsteam, Fenwick and McIlwraith) each operated at several
different ports around Australia;

•

the major tug operators were in a position to deploy a newly constructed tug
at anyone of a number of ports given the geographic spread of their tug
operations throughout Australia;

•

tugs could be transferred permanently between ports and this was an
important element of actual and potential competition in the long term;

•

shipping lines would be expected to patronise the one operator in all ports in
which that particular operator competed. If a shipping line transferred its
business in one port, it would likely transfer its business to the same operator
in other ports, where practicable; and

18
19

Fenwick submission, p. 2, Adsteam submission, p. 6, and Howard Smith submission,
p.5.
Transcript, August 1995, p. 68 and Adsteam submission, p. 6.

20

ibid.

21

Transcript, August 1995, p. 84.

22

24

Re: Adelaide Steamship Industries Pty Ltd and Howard Smith Industries Pty Ltd (1977)
ATPR 40-023.

•

evidence submitted to the Tribunal suggested that major harbour towage
operators might offer shipping lines discounts in return for an Australia-wide
contract.

In its 1991 determination on the Howard Smith acquisition of McIlwraith in the
port of Melbourne, however, the TPC found that the market relevant to that
acquisition proposal was the Port of Melbourne rather than a national market.2" In
doing so, the TPC considered that the scope for countervailing power by ship
owners was low. This was because they were generally committed to trade in a
particular port and the Port of Melbourne did not compete with even the proximate
regional ports. The TPC also argued that the benefits that flow from tug operators'
ability to deploy tugs to other ports do not necessarily indicate a national market.
Further the TPC understood that tugs were seldom moved between ports. Finally,
the TPC considered the prospects for national contracts for towage services were
remote given the prevalence of single-operator ports and the absence of significant
interstate competition.

4.3.3

The ACCC's definition of the market

The different views outlined above, including the changing views over time,
indicate that a careful analysis of conditions prevailing at the relevant time is
essential when defining the geographic dimensions of the towage market. Factors
such as the long distances between most Australian ports and the port specific
nature of some cargoes suggest that the market for harbour towage services should
be defined on a narrow geographic basis.
On the supply side, the three declared harbour towage operators operate on a
national scale and, in the long run, have the ability to move tugs around Australian
ports in response to market conditions. This implies that tugs are interchangeable
between ports, at least in the longer term.
The major operators' ability to move tugs around Australian ports in response to
short run demand conditions is somewhat limited by a number of factors, including
the cost and time involved in sailing a tug from one port to another. However,
towage companies operating in a number of ports in the same region share tugs:
for example in the ports of Melbourne and Geelong; Fremantle and Kwinana;
Newcastle and Sydney; and Sydney and Port Botany.24 This suggests that short
run supply side substitution is possible in some instances.
Demand for harbour towage services is price inelastic. Towage is a small
component of port charges and shipment of cargo can be port specific. This means
that ship operators are unlikely to change harbour towage operators or their port of
call in response to a rise in towage rates. Nevertheless, shipping operators who
visit more than one port are likely to choose a single harbour towage operator to
provide towage services on a nationwide basis. Confidential evidence indicates
that at least one shipping line has been offered volume discounts by major harbour
Howard Smith Industries Pty Ltd (1991), ATPR (Com), 50-1 II.
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Adsteam submission, p. 6 and Howard Smith submission, p. 5.
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towage operators for calls at a number of Australian ports at which operators
(either alone or in joint venture) provide harbour towage services. This supports
the view that there is a relevant market for towage services which extends beyond
the bounds of a single port. This feature of the market, in particular, was not
evident during the TPC's 1991 determination and is likely to be relevant to few
shipping lines.
Container traffic has the potential for inter-port substitution although the likelihood
of this occurring on a regular basis depends on the relative cost of land transport
between ports. Some bulk cargoes, especially bulk grains are potentially subject to
significant inter-port competition. Grain is grown in inland areas which often have
transport links to two or more ports. The physical basis therefore exists for
competition between ports. Bulk minerals are probably the least susceptible to
inter-port competition as they are usually dependent on dedicated port facilities
and land transport infrastructure. However, the likelihood of substantial inter-port
competition depends critically on the relative cost of land transport.

In recent years, there has been an increasing propensity for many port authorities
to compete for trade. While this might suggest a relationship between demand for
harbour towage and port throughput, harbour towage operators are unlikely to
attract business from another port by lowering their own charges. This means that
on the demand side, the relevant market for assessing competition is, for the most
part, at the port level.
However, in some instances, competition between ports is more intense so that
individual ports become subsumed within a particular sub market. For example,
tug rotation occurs between Sydney and Newcastle, and between Sydney and Port
Botany. In Melbourne, a spare tug is available which is sent to Geelong when
required. Interchangeability of tugs between Fremantle and Kwinana also occurs
especially when a tug is either laid up, out of commission or otherwise away from
the station.
Tugs are not stationed in all ports but rather are provided as needed from adjacent
ports. The ACCC understands that such arrangements exist in eight cases. The
port without a permanent towage fleet is named first. The second named port
provides towage services to the first: Bundaberg/Gladstone; LucindaITownsville;
Triabunna!Hobart; Port Latta! Burnie; ArdrossanIPort Adelaide; Port Stanvac/Port
Adelaide; Port Giles/Port Adelaide; Port BonythoniPort Adelaide. These pairs are
also considered to be individual sub-markets.

4.4

Is the market substantial?

The aggregate market for towage services in Australia is estimated to be
$158 million,25 of which declared ports account for about 42 per cent. Table 2
contains a selection of statistics on the ports which comprise the towage market.

25
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Howard Smith submission, p. 29.

Table 2:

Characteristics of ports in Australia; 1994
Ship
visits

Throughput
(mass tonnes)

%of
total

Port class

ACCC
status

Towage
mgr

Tug
no.

integrated

declared

AS/SAL

8

regional

declared

AS/BAU
BHP

8

monitored

BAL

4

New South Wales

Sydney/Botany Bay

2231

19067965

4.5

1342

53188842

12.5

651

26989002

6.3

dedicated
reg/ded

Regional ports
Newcastle
Port Kembla
Yamba & Eden
Total-NSW

AS

2

138

1 042497

0.2

4362

100288306

23.5

2554

14070000

3.3

integrated

declared

HSI

6

265

7629000

1.8

regional

monitored

HSI

2

425

8240942

1.9

regional

monitored

HSI

2

dedicated

declared

BAL

2
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Victoria

Melbourne
Westernport
Regional ports
Geelong

187

3129496

0.7

3431

33069438

7.8

1714

17585057

4.1

integrated

48

556670

0.1

Cairns

431

1 541 293

Gladstone

670

Mackay
Townsville

Portland
Total- Victoria

12

Queensland

Brisbane

HSI

6

dedicated

-

0

0.4

regional

AS

1

32555447

7.6

dedicated

HSI

4

141

1697561

0.4

dedicated

AS

2

AS

2

declared

Regional ports
Bundaberg

monitored

523

6557416

1.5

regional

Lucinda

23

508743

0.1

dedicated

Mourilyan

35

576815

0.1

dedicated

AS

3

63

4759853

1.1

dedicated

HSI

2

Abbott Point
Weipa

243

9536262

2.2

dedicated

Mcl

3

Hay Point

566

43998721

10.3

dedicated

BHP

2

Dalrymple Bay

na

na

Bowen

na

na

4457

119873838

Total- Queensland

2

na
28.1

2
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Table 2 (coot.)
Ship
visits

Throughput
(mass tonnes)

%of
total

Port class

ACCC
status

Towage
mgr

declared

AS

Tug
no.

South Australia
965

5339135

1.3

integrated

Port Bonython

33

1525966

0.4

dedicated

Port Giles

17

186656

0.0

dedicated

107

1 660819

0.4

regional

Stann

1

88

1200645

0.3

dedicated

Stann

2

Thevenard

82

1 316960

0.3

dedicated

Stann

1

Wallaroo

50

701 746

0.2

Stann

1

Ardrossan

40

911064

0.2

dedicated

102

3559209

0.8

dedicated
dedicated

Adelaide

4

Regional ports

Port Lincoln
Port Pirie

Port Stanvac
Whyalla
Total-SA

87

2947000

0.7

1571

14010065

3.3

1724

20008000

4.7

0

monitored

AS

3
12

Western Australia
Fremantle
Kwinana

na

integrated

na

declared

AS

3

P&O

2

Regional ports
83

1680587

0.4

dedicated

AS

1

Bunbury

258

7515418

1.8

regional

AS

2

Dampier

8

Albany

1701

60491298

14.2

dedicated

other

Esperance

82

1300286

0.3

regional

other

1

Geraldton

222

2940206

0.7

regional

P&O

2

Port Hedland

635

53336752

12.5

dedicated

BHP

6

Carnarvon/Cape
Curvier

na

na

2

Walcott

na

na

2

Yampi Sound
Total-WA

1

na

na

4705

147272 547

34.6

1479

880491

0.2

na

na

30

Northern Territory
Darwin
Gove
Groote Eylandt
Total-NT

28

na

na

1479

880491

integrated

Stann

1
2
2

0.2

5

Table 2 (cont.)
Ship
visits

Throughput
(mass tonnes)

%of
total

Port class

ACCC
status

Towage
mgr

Tug
no.

Tasmania
Hobart

513

2633711

0.6

regional

BAL

6

Burnie

477

2755039

0.6

integrated

BAL

2

Devonport

447

1 530392

0.4

regional

BAL

1

Launceston

513

3655612

0.9

regional

BAL

2

na

na

Port Latta
Triabunna
Total -

Tasmania

Total- Australia

na

na

1950

10574754

2.5

11

21955

425969439

100

122

Mgr = Manager, AS = Adelaide Steamship, BAL = Brambles Australia Limited, HSI = Howard Smith
Industries, Stann = Stannards, Mel = McIlwraith.
The port classifications are those used by the Industry Commission (IC):
•
'integrated' ports incorporate a broad range of general cargo, container cargo, bulk cargo,
recreational and passenger vessels;
•
'regional' ports are dominated by a core group of bulk commodities supplemented by a mix of
general container cargo and tourist, recreation and maintenance facilities; and
•
'dedicated' ports have one or two bulk commodity operations in export-oriented industries.
'ACCC status' refers to ports which are either formally declared under the Prices Surveillance Act 1983 or
form part of the monitoring program.
Percentages for individual ports may not add up to 100 per cent due to the exclusion of community ports.
na
individual data is not available for some ports.

Sources: AAPMA.
Australasian Shipping Directory, 1995, pp. 21-25.
Industry Commission, 1993, Port Authority Services and Activities, Report No. 31, p.7.
Howard Smith submission, appendix 2.

The declared companies argued that the market for towage services is not
substantial.26 Fenwick stated that the total cost of towage is not significant in
terms of the total cost of a port call, including stevedoring costs, and therefore has
a minimal impact on household or business expenditure.27 Howard Smith and
Adsteam stated that towage represents less than 1 per cent of ship operating
costS.28
However, ABC Containerline stated that the cost of towage services represents a
significant proportion of all port-related costs of each ship call. It stated that it
spends approximately $537 000 per annum on towage services in Australia, which
comprises nearly 37 per cent of all port-related costS.29 This represents an average
expenditure of $17.58 per container loaded or discharged in the Australian ports

26

Transcript, August 1995, pp. 5, 57 and 68.

27

Transcript, August 1995, p. 5.

28

Transcript, August 1995, pp. 57 and 68.

29

ABC Containerline submission, p. 4.
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serviced by ABC Containerline. The data presented by ABC Containerline did not
include stevedoring costs as part of total port related charges.
Table 3 shows towage charges per twenty foot equivalent unit (TEU) and as a
percentage of all port costs and ship interface costs for five of the declared ports in
1994. Towage charges constitute a high proportion of ship based charges, ranging
from 29 to 60 per cent. Towage as a proportion of port and related charges is,
however, lower, ranging from 13 to 27 per cent. When all port interface costs are
considered, towage represents a small component of costs, ranging from 2 to 6 per
cent.

Table 3:

Towage charges in relation to port costs (imports); 1994
Brisbane

Sydney

$rrEU

$rrEU

$rrEU

$rrEU

$rrEU

Towage

31

13

10

36

29

State Govt

10

5

2

12

14

13

7

16

5

8

7

3

6

3

Total ship based charges

60

36

36

62

49

Towage % of total ship
based charges

52

36

29

59

60

Wharfage

26

65

47

75

50

Harbour dues

42
68

65

47

75

64

Total port & related costs

128

101

83

137

113

Towage % of total port
and related charges

25

13

13

27

26

Tonnage
Pilotage
Mooring/unmooring

Melbourne

Adelaide

Fremantle

6
4

14

Berthing
Cargo based charges

Stevedoring a

196

196

196

196

196

Customs brokers' fees

133

142

149

135

135

Road transport

175

272

240

142

177

Total other costs

504

610

585

473

508

Total interface costs

632

711

668

610

621

2

2

6

5

Towage % of port
interface charges

a

5

National average stevedoring charge. Individual port charges are not available due to
confidentiality.

TEU = Twenty foot equivalent unit.
Sources: BTCE, Waterline, Issue No.3, May 1995.
PSA, May 1995, Monitoring of Stevedoring Costs and Charges and Terminal Handling Charges
No.5, Monitoring Report No. 26.
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Although the size of the market for towage services may not be large in absolute
terms, towage should be viewed in the context of its strategic role in the chain of
sea transportation and the contribution of sea transportation to Australia's
international competitiveness.
The towage industry forms part of the waterfront activities which involve an
interdependent chain of services. This chain includes a pilot taking control of the
ship and guiding it into berth with the assistance of tug boats. Linesmen tie (moor)
the ship to the wharf and stevedores unload/load the cargo. While the relative
significance of the various waterfront services varies, each segment is of
considerable strategic importance to the overall efficiency of the waterfront
industry. The performance of the waterfront therefore depends on these subsegments working together as an operational system. For these reasons, the
efficiency, timeliness and reliability of the towage services have wide-reaching
implications.
The impact of harbour towage operators extends far beyond the service they
provide. As an island continent, Australia relies heavily on sea and air transport to
move its exports and imports. In 1993-94, Australia transported 376 million
tonnes of international cargo by sea. This represented 73 per cent of the value of
imports and 78 per cent of the value of exports,30 including Australia's major
export commodity items such as coal, metalliferous products, mineral sands, grain
and other rural products. As a result, the economic importance of the towage
industry lies not in its absolute market size, but in its role as a facilitator of
international trade for Australia's trade-exposed sectors.

4.5

Conclusions

On balance, the ACCC considers that demand side substitutability is weak and the
relevant market is largely defined on a port by port basis. However, the possibility
for supply-side substitution between ports, especially in the longer term, extends
the boundaries of the market beyond the port. For example, Sydney/Port Botany,
Fremantle/Kwinana and Melbourne/Geelong, comprise three identifiable submarkets whose geographic boundaries extend beyond a single port. In addition
Bundaberg/Gladstone, LucindaITownsville, Triabunna/Hobart, Port Latta/Burnie
and ArdrossaniPort Stanvac/Port Giles/Port BonythoniPort Adelaide form identifiable sub-markets. Nevertheless, supply side substitution is not strong in all
instances. For the purposes of this inquiry, therefore, national as well as port by
port data will be considered when assessing whether prices surveillance of harbour
towage charges continues to be necessary.
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BIE Waterfront, International Benchmarking, 1995, p. 9.
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5

Basic market conditions

This chapter examines the demand and supply conditions that exist in the harbour
towage market, focusing particularly on changes that have occurred since the 1990
inquiry. The chapter also considers the role of port authorities in relation to the
regulation of harbour towage operators. The description in this chapter forms the
background to and the examination of barriers to entry, market conduct and
performance and the assessment of competition contained in subsequent chapters.

5.1

Demand for towage services

Demand for towage services is usually measured in terms of tug jobs provided. A
tug job is defined as a tug providing assistance to a ship arriving at a port or
departing from it. If two tugs assist a ship, two jobs are said to have occurred, and
so forth.
The level of demand for towage services in Australia is low. In the declared ports,
tug utilisation was 2.3 jobs per tug per day in 1995 compared with 1.4 f9r nondeclared ports. However, tug utilisation has risen since 1989. 31

5.1.1

Derived demand and price elasticity

The demand for harbour towage services is derived from the number of ship visits,
the size of ships, the composition of cargo, and the general state of the economy.
Towage operators' ability to influence the size of the market is constrained by the
derived nature of demand as, unlike most markets, the price of towage plays a
minor role in determining the size of the market.
Ships entering a port will generally require the assistance of tugs for berthing and,
possibly, departure. An exception may be ships with berthing aids, such as bow
thrusters, which generally reduce tug requirements. However, in adverse weather
conditions these ships may require tug assistance.
Pilots, having regard to guidelines, determine the number of tugs to use per ship
manoeuvre. The guidelines are developed either by the pilot alone, or in
conjunction with port authorities and are justified on safety grounds. Harbour
towage requirements in individual ports reflect the physical characteristics of the
port, weather conditions, the size and design of ships, and the needs of shipping
lines. The severity of weather conditions and the speed with which they change
also affect the safety margins specified in the guidelines. A ship master therefore
cannot decide to use fewer tugs in order to reduce towage costs. This means that a
change in towage charges does not significantly alter demand for towage services.
In other words, demand is highly price inelastic.
Chapter 4 discussed the extent to which individual ports compete for ship visits.
In some instances, a ship operator may have no choice in the port of call. For
example, particular loading facilities may be required given the cargo being
31
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See Chapter 8.

shipped. If a ship operator does have the option of choosing between a number of
ports, the total cost of the respective port visit would be considered, not just the
towage component. As discussed in Chapter 4, towage charges are generally a
small component of the total cost of a port visit. Therefore, a change in towage
charges is likely to have a negligible impact on the choice of port. Consequently,
the ability of harbour towage operators in the sub-markets to compete for the
exogenously determined total number of ship visits is also limited.
The inelastic nature of demand has two implications for competition that are
examined in subsequent chapters: firms with market power can raise charges
excessively without experiencing a reduction in demand and, secondly, the
inability of harbour towage operators to influence the size of the market reduces
the likelihood of successful new entry.

5.1.2

Determinants of demand

As mentioned, the demand for towage services is derived from the number of ship
visits to a port which, in turn, is determined by the cargo carrying capacity of ships
and the volume of cargo shipped. There is a trend towards the use of ships with
increased cargo carrying capacity, such that a given volume of cargo may be
transported by fewer ships.32 In general, this factor reduces the demand for tug
services for a given volume of cargo shipped.
The use of more powerful and manoeuvrable tugs may mean that the number of
tugs required for some ships, as specified in towage guidelines, has been reduced. 33
It has not been possible to quantify the extent to which these technological
developments have influenced the demand for tugs. The Commission notes,
however, that towage guidelines have been revised in several ports leading, in
some instances, to a reduction in tugs required per ship. Generally, technological
advancements would be expected to reduce the demand for towage services for a
given number of ship visits, ship type, and cargo shipped.
Technological developments in shipping, such as bow thrusters, also influence the
demand for tugs. The use of bow thrusters would, other things being constant, be
expected to reduce the demand for towage services.

5.1.3

Trends in demand

Movements in the number of tug jobs may arise from variations in the number of
ship visits, the size of ships, the volume of cargo being shipped and changes in
towage and/or shipping technology. Table 4 shows movements in tugs jobs, as an
index with 1991 as the base year, in the declared ports and for a selection of nondeclared ports from 1991 to 1995. Towage operators provided the actual number
of tug jobs in each port but requested that these be treated as commercially
sensitive. The Commission has respected those wishes.
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PSA, 1993, Monitoring Report, p.5.
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Table 4:

Movements in tug jobs in selected ports; 1991 to 1995
1991

1992

Brisbane

100

94

Newcastle

100

Sydney

100

1993

1994

1995

91

99

106

99

103

105

113

83

81

82

86

Declared ports

Melbourne

100

92

92

99

100

Port Adelaide

100

100

110

116

113

Fremantle

100

98

102

116

122

Sub total

100

92

93

98

103

Townsville

100

114

132

145

142

Mackay

100

90

100

104

112

Mourilyan

100

92

128

132

120

Bundaberg

100

83

91

83

123

Gladstone

100

102

102

101

105

Port Kembla

100

106

106

107

95

Westernport

100

97

102

105

92

Geelong

100

81

103

124

106

Whyalla

100

93

80

84

80

Kwinana

100

108

122

128

a

Bunbury

100

112

118

117

120

Sub total

100

101

106

110

105

All ports

100

95

97

101

103

Other ports

a

Figures for the full year are not available. Kwinana's figures are not included in totals.

Source:

ACCC surveys of harbour towage operators, 1995.

Insufficient data are available to examine changes in demand in the national
market However, a number of observations can be drawn from the sub-market
data contained in Table 4.
Considered as a group, demand in the 17 ports has risen since 1993 after falling in
the two preceding years relative to 1991 levels. It is evident from the table, that
the trends in demand in the declared ports has not been uniform. Each of the
declared ports experienced a reduction in demand in 1992, except Port Adelaide.
Since that time, demand has generally risen. The exception is Sydney where tugs
jobs have fallen by 14 per cent since 1991. In comparison, Fremantle, Newcastle
and Port Adelaide have experienced strong growth in demand. In Melbourne
demand is now at similar levels to that of 1991. The selected non-declared ports
have also experienced growth in demand since 1991, with the exception of Port
Kembla, Westernport and Whyalla.
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The reduction in demand in many ports in 1992 was largely a result of lower ship
visits arising from a slow down in economic activity. As economic growth has
returned, there has been a corresponding rise in demand for tugs in most ports. As
economic activity is expected to continue to rise, the aggregate demand for towage
services is also likely to continue to improve.

5.2

Supply of towage services

Harbour tugs are stationed in 43 Australian ports and services are provided in 51.
In the eight ports without tugs, those from an adjacent port are used. 34 These ports
typically do not have stationed tugs because of the low frequency of ship visits and
the feasibility of tugs being supplied from another port.

5.2.1

Market participants

Howard Smith Industries, Brambles and Adsteam own and control the harbour
towage operators currently declared under the Prices Surveillance Act 1983.
Table 5 provides an overview of harbour towage operators in the declared ports
and their ownership links.

Table 5:

Towage operators in declared ports; 1995

Port

Towage operator

Owners

Brisbane

Queensland Tug and
Salvage Company Pty Ltd

Howard Smith, 50%
Adsteam, 50%

Newcastle

NPTS

J Fenwick and Co (Newcastle)
Pty Ltd, 50%
Waratah, 50%

Sydney/
Port Botany

Melbourne

HTSa

BHP Transport, 60%
4 Japanese Shipping Lines
each with 10%

Fenwick

Brambles, 100%

Waratah

Howard Smith, 50%
Asteam, 50%

Melbourne Tug Services

Howard Smith, 100%

Adelaide

Ritch and Smith Division

Adsteam, 100%

Fremantle

Fremantle Tug Operators

The Swan River Shipping
Company Ltd, 50%
Adsteam, 50%

a

Not declared.

Source:

Towage operators.
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Ultimate ownership

Brambles, 100%
Howard Smith, 50%
Adsteam, 50%

Howard Smith, 100%

Those ports without permanent tugs are Bundaberg, Lucinda, Triabunna, Port Latta,
Ardrossan, Port Stanvac, Port Giles, and Port Bonython.
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Details of harbour towage operators are shown in Table 6, where it is evident that
joint ventures between harbour towage operators are a feature of supply in the submarkets.

Table 6:

Towage operators by port; 1995
Single operators

Howard Smith

Adsteam

Brambles

P&O

BHP

Others

Geelong

Port Kembla

Portland

Geraldton

Newcastle

Port Walcott

Melbourne

Adelaide

Burnie

Hay Point

Darnpier

Westernport

Port Pirie

Devonport

Port Hedland

Cape Cuvier

Whyalla

Hobart

Esperance

Port Bonython

Triabunna

Groot Eylandt

Port Giles

Port Latta

Dalrymple Bay

Port Stanvac

Launceston

Ardrossan

Sydney/
Botany
Joint ventures

Howard Smith

Adsteam

Eden

Eden

Newcastle

Newcastle

Sydney/
Botany

Sydney/
Botany

Brisbane

Brisbane

Abbott Point

Abbott Point

Cairns

Cairns

Bundaberg

Bundaberg

Gladstone

Gladstone

Mackay

Mackay

Lucinda

Lucinda

Mourilyan

Mourilyan

Townsville

Townsville

Mcllwraith

P&O

Newcastle

Albany
Darwin

Darwin
Bunbury

Bunbury

Fremantle

Fremantle

Kwinana

Kwinana

Gove

Gove

Kwinana

Port Lincoln

Port Lincoln

Port Pirie

Port Pirie

Thevenard

Thevenard

Wallaroo

Wallaroo

Whyalla

Whyalla

Sources: Adsteam submission, appendix I and AustralaSian Shipping Dlfectory 1995.
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Stannards

Weipa

Weipa
Albany

Brambles

Howard Smith, Adsteam and Brambles have towage operations in 42 of the
51 commercial ports either as a single operator or as a joint venture. 35 Of these,
17 are joint ventures between Howard Smith and Adsteam. Howard Smith has
also entered into joint ventures with McIlwraith. Adsteam has a number of joint
ventures with Stannard Brothers Pty Ltd (Stannards). Brambles operates primarily
as a single operator with the exception of Newcastle where it formed a joint
venture with Howard Smith and Adsteam in 1993.
The implications of joint ventures for competition are discussed in Chapter 6.

Vertical integration

5.2.2

Several of the companies that supply harbour towage have vertical links with other
sectors of the maritime industry, as shown in Table 7. These linkages extend into
mooring services, ships agents, ship operators and stevedoring, and, in at least one
instance, that of BHP's entry into Newcastle, facilitated entry into a sub-market.
The impact of vertical integration on competition in the market for harbour towage
is discussed in Chapter 6.

Vertical integration of the major harbour towage operators

Table 7:

a

Company

Related maritime activities

Howard Smith

Shipping agent
Ship operatora

Adsteam

Shipping agent

Brambles

Shipping
Stevedoring
Coastal shipping

BHP Transport

Ship operator

P&O Australia

Shipping agent
Stevedoring
Operator of container terminals

On 30 November 1995 Howard Smith announced it was disposing of its
shipping business.

Source: Company annual reports.

5.2.3

Market shares

There is insufficient information to enable a full assessment of market shares. The
ACCC has, however, details of tug jobs in 15 ports and has used this to estimate
market shares, as shown in Table 8. 36 As the excluded ports are primarily those

35
36

Includes ports which are serviced by tugs from adjacent ports.
The ports are Sydney\Botany, Newcastle, Adelaide, Port Kembla, Melbourne,
Westernport, Geelong, Brisbane, Gladstone, Mackay, Townsville, Whyalla, Fremantle,
Kwinana, and Bunbury. These ports accounted for 49.5 per cent of total throughput in
1994.
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where operators other than the main participants provide services, the figures are
likely to underestimate the contribution of the smaller players. The table suggests
that Howard Smith and Adsteam are the major players in the harbour towage
market. Although Brambles operates in two of the declared ports, its presence in
remaining ports is limited to Tasmanian ports and Portland. BHP Transport is the
only other market participant with a significant share of the market. This share has
been acquired principally over the past few years.
Table 8:

Market shares, harbour towage operators, 15 selected ports (%);
1995
Market shares a

Operator
Howard Smith

42

Adsteam

37

BHP Transport

11

Brambles

8

P&O

2

Stannards

1

a

Where tugs are supplied in ajoint venture, market share
was divided equally between the joint venturers.
Figures may not sum to 100 due to rounding.

Source:

ACCC surveys of harbour towage operators, 1995.

The figures suggest that the market is concentrated, with the two leading firms
supplying 79 per cent of towage services. In the majority of the sub-markets,
including four of the declared ports, tugs are supplied on a monopoly basis. In the
remaining declared ports, Newcastle and Sydney, there are two operators
providing towage services in each of those ports. In Newcastle, NPTS currently
has around 33 per cent of the market and HTS accounts for the remainder.37 NPTS
is a joint venture which ultimately includes Howard Smith, Brambles and
Adsteam. Prior to the entry of HTS, towage was provided by Fenwick and
Waratah. Between 1987 and 1991, Fenwick's market share fluctuated between 40
and 47 per cent. Waratah's share was between 53 and 60 per cent. Thus HTS'
entry into Newcastle has had a major impact on market shares in that port.
Two operators, Fenwick and Waratah, provide towage services in Sydney.
Waratah has been the market leader since at least 1987. Over that time, its share of
tug jobs has fluctuated between 55 and 60 per cent. Since 1991, its share has risen
slightly to be around 60 per cent in 1995. Brambles attributes the recent loss of
Fenwick's market share to changes in the number of ship visits to the port and the
closure of some loading facilities. It is too early to tell whether these changes will
lead to a permanent realignment of market shares or whether the shares will
continue to move in the relatively narrow band as they have in the past.
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. Transcript, August 1995, p. 5.

Another potential indicator of market share in the harbour towage market is the
number of tugs owned. This information is shown in Table 9. Differences
between the numbers of tugs owned and controlled occur because in some joint
ventures, each of the partners owns tugs but one acts as manager.

Table 9:

Company

Number of tugs owned and managed by harbour towage
operators; 1995
Tugs managed

% of total

Tugs owned

% of total

Adsteam

27

22.7

30

25.2

Brambles

23

19.2

21

17.5

BHP

14

11.7

15

12.5

Howard Smith

29

24.4

22

18.5

Mcllwraith

5

4.2

1

0.8

P&O

6

5.0

5

4.2

Stannards

6

5.0

3

2.5

16

13.7

15

12.9

Other

Source:

Howard Smith submission, p. 6.

The table shows that Adsteam, Howard Smith and Brambles, in aggregate, own
67 per cent of the tugs stationed in Australian ports. They manage 60 per cent of
those tugs. These figures give a different picture of market concentration in
comparison with shares based on number of tug jobs. Both sets of figures have
limitations. However, as the figures based on tug jobs are based on actual activity,
they are likely to be more indicative of market concentration than figures based on
ownership and control of tugs. Furthermore, the figures based on tug numbers
might misrepresent actual market shares to the extent that tugs are under-utilised.
Tug utilisation is discussed in more detail in Chapter 8.

5.3

The role of port authorities

In several of the sub-markets, port authority operations and regulations have an
impact on harbour towage operators, although the degree of influence varies across
ports. This section discusses the various influences which port authorities may
have on towage operations. These include the size and composition of the tug
fleet, service availability and the guidelines for the number of tugs allocated to
particular ships. Some port authorities also have a prices oversight role. In some
instances, however, the ability of port authorities to influence the provision of
towage services is constrained by a lack of legislative power.
The extent to which port authorities' regulatory measures constitute a barrier to
entry or exert countervailing pressure on harbour towage operators is discussed in
Chapters 6 and 7.
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5.3.1

Allocation of tugs to ships

Pilots determine the number of tugs required for a particular ship manoeuvre. This
number is based on guidelines set by pilots, or port authorities in conjunction with
pilots, and the weather conditions prevailing at the time. Guidelines are primarily
implemented to ensure safety within the port. They are not seen as a direct
regulatory tool for constraining harbour towage operators. The only exception to
pilots determining the number of tugs is for ships with a pilot exempt master. Pilot
exemptions are granted to masters for ports which are regularly visited, but it is
understood few masters have exemptions.
The guidelines specify the number of tugs to be used for ships of certain lengths
and tonnages for entering and berthing, switching berths while in port and
departure from the port. Considerations in setting the guidelines include port
features such as the width of channels, bends in channels, tides and exposure to
bad weather conditions.
The guidelines do not specify the particular tugs in the port's tug fleet which are to
be used, despite tug fleets often consisting of tugs with a range of capabilities in
terms of their power and manoeuvrability. Towage operators allocate the tugs to
be used for each ship so as to rotate the fleet and provide an even number of jobs
for each tug.
Following the introduction of more powerful and manoeuvrable tugs during the
1980s, the guidelines have been reviewed in a number of ports. For example, in
Newcastle the guidelines were revised in June 1994, resulting in a reduction in the
number of jobs available to tugs.
Concerns have been expressed that towage guidelines restrict the harbour towage
operator's flexibility and may raise towage costs excessively. The ACCC has not
examined these concerns in detail but encourages port authorities to regularly
review towage guidelines in consultation with users and harbour towage operators.
5.3.2

The size and composition of tug fleets

Port authorities generally do not stipulate the number and types of tugs to be
stationed in a port, although in at least Fremantle and Adelaide, consultation does
occur. Some port authority decisions can, however, influence the composition of
the port's tug fleet. For example, the move to 24 hour operations in Fremantle
reputedly led the operator to replace two conventional tugs with a new Z peller tug
in 1992. This apparently allowed for a reduction in the number of tugs required to
service ships and, while not reducing the number of crews, allowed services to be
provided over a longer time period.
Furthermore, port authorities in some ports regulate harbour towage operators'
fleets through the use of licensing. Licences typically specify certain operating
conditions which must be met before an operator can provide services in the port.
In a number of outports, for example, licences stipulate the number and type of
tugs to be stationed in the port. Generally, however, port authorities are unable to
influence the size or composition of the port's tug fleet.
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6

Barriers to entry

Barriers to entry are factors which prevent or deter the entry of new firms into an
industry even when incumbents are earning excess profits.3s They include any
advantage possessed by incumbents compared to a potential new entrant. The
conditions of entry have an important influence on market power. This is because
it is the relative ease with which firms may enter a market which establishes the
possibilities of market concentration over time. The threat of entry of a new firm
of significant size into an industry often operates as the ultimate regulator of
competitive conduct. If such barriers are high, incumbents would be able to set
high prices and earn excess profits without inducing entry. There are two broad
classes of barriers: structural and strategic.
Structural barriers derive from basic industry characteristics such as technology,
costs and demand. These barriers to entry arise from factors such as product
differentiation, absolute cost advantages of incumbents and economies of scale.
Strategic barriers to entry arise from the behaviour of incumbents. In particular,
incumbents may act so as to heighten perceived structural barriers or threaten
retaliation against new firms. Such threats must, however, be credible in the sense
that the incumbent must have an incentive, and the ability, to carry them out if
entry does occur.

6.1

Entry and exit since 1990

The PSA's 1990 inquiry found that there are significant barriers to entry in the
Australian harbour towage industry. These barriers arise from the high capital cost
of entry and associated high sunk costs, economies of scale and vertical
integration.
Since 1990, rationalisation of harbour towage operators has continued. In 1991,
McIlwraith sold its commercial interest in towage to Melbourne Tug Services,
leaving Howard Smith the sole owner and provider of towage services in the port
of Melbourne. In 1993, the existing service providers in Newcastle, Fenwick and
Waratah, formed a joint venture, NPTS. This followed the then Newcastle Port
Authority's decision to call for Registrations of Interest for the provision of towage
services and the leasing of tug berths in the Port of Newcastle. The history of
rationalisation suggests that exit costs are not so high as to prevent entry.
Furthermore, since 1990, there have been several examples of new entry. In
August 1992, BHP Transport entered Hay Point, a major Queensland coal-loading
port. Two years later, in 1994, BHP Transport entered the ports of Newcastle in
NSW and Port Hedland in Western Australia. In Newcastle, BHP Transport's
trading name, HTS, is a consortium comprising BHP Transport and four Japanese
shipping lines.
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The entry of BHP Transport in a number of ports has been cited by the major
operators as evidence that the market is contestable. Its entry also suggests that
barriers to entry may not be insurmountable in the towage industry. However, the
reasons for the entry of BHP Transport needs to be assessed carefully to see if
additional entry is likely.
BHP Transport claimed that its entry into the towage market was driven by the
group's corporate objective to reduce the cost of shipping and improve its
competitiveness. The company is also reported to have voiced concern for many
years with the cost and service quality of harbour towage services to its shipping
fleet. 39
BHP Transport entered the Newcastle sub-market in March 1994 after a
competitive tendering process. Entry was also facilitated by a number of other
factors. BHP Transport is the largest user of towage services in the port and has
vertical links with the shipping sector. 40 By entering the port of Newcastle with
four other partners, it commenced with a guaranteed share of the market. By
August 1995, the market share of HTS had risen to about 67 per cent. 41
While competition in Newcastle has led to a reduction in towage charges and to
improved services,42 there is uncertainty surrounding the long term viability of the
current arrangements. The evidence suggests that there is a high degree of
overcapitalisation in the port with both HTS and NPTS operating a fleet of four
tugs each compared with an optimum level of a fleet of five or six required to
service the port.
If the history of entry and exit into the towage industry is any guide, it is likely that
some form of rationalisation will occur. It is likely that one operator will exit or
will form a joint venture/cooperative arrangement with its competitor. The history
of market conduct demonstrates that there is little evidence of open rivalry even in
ports where there are two operators.

6.2

Economies of scale and scope

Economies of scale occur principally within a particular port but also to a lesser
extent through the operation of a national towage fleet in a network of ports. In
the majority of sub-markets, economies of scale are such that towage services can
most efficiently be supplied by a single operator. In effect, the sub-markets are
natural monopolies.
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Australian Financial Review, February 23, 1995.
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It is one of the world's largest integrated shipping companies and the largest Australian
ship owner, shipper and ship operator. It is the largest single user of Australia's ports.
For example, BHP Transport handled more than 80 million tonnes of cargo in 1994-95.
BIE, Waterfront, International Benchmarking, 1995, p. 75.
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Transcript, August 1995, p. 5 and Transcript, August 1995, p. 62.
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See Chapter 7.

Towage operators who operate in more than one port enjoy economies of scale in
administration and might be able to take advantage of bulk discounts for inputs.
National operators are also able to relocate tugs in response to fluctuating demand
in individual ports.
Economies of scope might also be enjoyed by those operators who operate in a
number of ports which are in close proximity to one another. This would enable
benefits to be derived from sharing inputs. For example, Howard Smith and
Adsteam both operate in Sydney/Port Botany and Newcastle, and in Fremantle and
Kwinana.

6.3

Capital and sunk costs

The level of capital required to enter a sub-market may be a barrier to entry. The
initial capital cost of entry is estimated to be at least $20 million, excluding
overheads. This is on the basis that a potential entrant would require at least two
large tugs which cost approximately up to $10 million each. With a significant
portion of such expenditure likely to be lost as sunk costs in the event of failure,
risks perceived by potential entrants represent a barrier to entrant. 43
It is unlikely that the entry costs incurred by a new entrant could be recouped if the
harbour towage operator leaves the market since the evidence suggests that there
are limited opportunities in the second hand tugs market in Australia. The resale
prices of tugs would probably be much lower than the acquisition costs depending
on factors such as their age and capacity. Selling the tugs in overseas markets may
also not be practicable because of international variations in tug specifications. In
other words, Australian tugs are built for domestic conditions. Even if tugs were
leased by a new entrant, early termination of leases would be expected to result in
cost penalties. Moreover, it would not be possible to recover certain establishment
costs associated with rental contracts for facilities, training of crews and marketing
expenses. Under existing industrial arrangements, redundancy payments are
required for displaced crews. High exit costs may therefore act as a deterrent to
entry. However, as discussed above, joint ventures provide one avenue by which
the costs of exit can be reduced.

6.4

Vertical integration

The major harbour towage operators in Australia form part of large vertically
integrated companies with ownership links with other maritime operators such as
shipping companies, stevedores and shipping agents. The advantages of vertical
integration include the increased control over the maritime task and a secure
customer base for each business in the maritime chain. This means that each
operator has a guaranteed market share. However, this guaranteed customer base
may not be sufficient to remain viable in a given port. The extent of vertical
integration of the major harbour towage operators was discussed in Chapter 5.
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Sunk costs are those costs incurred by a new entrant that would not be recovered if the
operator subsequently withdrew from the harbour towage market.
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Tug operators tend to receive orders for tug services either direct from ship owners
or through shipping agencies. It is generally the case that vertically integrated
shipping agents direct business to their associated towage companies. Such links
could limit the work available to a potential entrant and make entry more difficult.
However, an existing shipping agency business could also provide the basis for
entry by a new operator.
Vertical integration constitutes a barrier to entry when incumbents have a
guaranteed share of the market. Even in Australia's larger ports, such as
Melbourne and Sydney where there may be enough traffic to sustain more than the
existing number of harbour towage operators, entry has not occurred. This is
reported to be attributed to the relatively high degree of vertical integration
between towage companies and other sectors of the maritime industry, including
shipping lines and stevedores. 44
However, economies of vertical integration can also facilitate entry into the towage
market for large firms engaged in the sea transport chains, as the entry of BHP
Transport demonstrates. BHP Transport's entry was facilitated by its own usage of
the port combined with that of its partners. This form of vertical integration might
not be possible in other ports where there are no dominant users and users are
poorly organised to form a consortium for new tugs. Nevertheless, the threat of
this occurring might put a restraint on towage charges and lead to improved
services. 45

6.5

Institutional and regulatory barriers

The extent to which port authorities' regulatory measures constitute a barrier to
entry varies from port to port. In some ports, port authorities (or state government
The
departments) regulate the behaviour of harbour towage operators.
mechanisms used to control entry of harbour towage operators include competitive
tendering and licensing. Tendering systems are used by port authorities in a
number of ports to select the operator of towage services. In principle, tenders
facilitate the entry and exit of operators on a regular basis. Ports where tenders
have facilitated entry included the ports of Newcastle, Portland and Geraldton.
Licensing is sometimes used in conjunction with tenders. This type of regulation
can take the form of controls over the entry of harbour towage operators to ports or
review of the prices charged by harbour towage operators. Port authorities may
also require the incumbent harbour towage operator to comply with specified
service and towage charges. Licensing of harbour towage operators may be
provided on exclusive or non-exclusive terms.
An exclusive, non tradeable licence, represents an absolute barrier to entry for the
duration of the licence. The longer an exclusive licence period, the less frequent is
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BIE, Waterfront, International Benchmarking, 1995, p. 51.
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From a macroeconomic perspective, vertical integration can also be a source of
efficiency in the overall maritime operations.
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the opportunity for a new entrant to replace an incumbent operator. This implies
that competition is also prevented for the duration of the licence. Ports with an
exclusive licence for the provision of harbour towage services include Geelong,
Bundaberg, Gladstone46 and Townsville. The duration of those exclusive licences
varies from three to ten years.
The problem of exclusive licences eliminating competition during the contract
period can be minimised by specifying relatively short contract terms.47 However,
this can be problematic in towage as capital and sunk costs are relatively high.
This may mean that towage charges under a short-term licence would be high to
enable the rapid recovery of capital costs during the licence period.
Towage operations in sub-markets are generally natural monopolies, which implies
that a single operator may promote the most efficient economic outcome. The
issuing of exclusive licences might therefore ensure that excess capacity and cost
inefficiencies are minimised. The issue of an exclusive licence may be necessary
in smaller regional ports to ensure the continuous provision of a satisfactory
standard and level of towage services as, for example, in the port of Albany.
On the other hand, non-exclusive licences facilitate entry and do not prevent
competition as any operator who complies with the licence conditions can provide
towage services in that port. The pon of Newcastle provides an example of where
non-exclusive licences have been issued following a competitive tendering
process.
Conversely, if barriers to entry are relatively low but the market has natural
monopoly characteristics, non-exclusive licences may lead to instability and
destructive competition. If non-exclusive licensing leads to new entry it is likely
that, eventually, one of the operators would leave the port. This is likely to be the
situation in Newcastle. If this occurred frequently, it would mean that excess
capacity and cost inefficiency would be ongoing features of the market. However,
the use of non-exclusive licences can help to restrain the monopoly power of an
incumbent natural monopolist by enabling entry to occur in response to excessive
charges, profits or a reduction in service quality.

6.6

Excess capacity

Evidence supplied to the inquiry indicates that there is excess capacity of towage
services in many ports, especially in Newcastle. This is partly due to a number of
factors, including, fluctuations in demand, port authority directions and
requirements and the relatively long asset life in the industry. Excess capacity
might deter entry. Overall, there is very little opportunity for harbour towage
operators to increase the overall size of the market. In most cases, the market is
46
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While the licence is exclusive, Gladstone Port Authority may licence other tugs if
necessary.
In evidence to this inquiry, Howard Smith has expressed the view that a five year
licensing term is too short to recover an investment in tugs. Transcript, August 1995,
p.76.
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not sufficiently large to support a new operator as the resultant reduction in market
shares would make it economically non-viable for a second or third operator.
Excess capacity can also be a sign of inefficiency. Opportunities to increase the
utilisation of existing harbour tugs are limited by the constraints of ship movement
patterns, the service quality requirements of shipping lines and the safety
considerations of the pilots on the number of tugs for a ship movement. The
problem of under utilisation is exacerbated by the large distance between most
Australian ports which prevents harbour towage operators from increasing
utilisation by jointly servicing a number of ports with a single towage fleet. This
issue is examined in more detail in Chapter 8.

6.7

Assessment of barriers to entry

Barriers to entry into the towage industry are high and arise from economies of
scale and vertical integration, capital and sunk costs and low utilisation of
minimum capital in the industry. Towage operators are largely insulated from
potential competition because entry into the market is limited by the size of the
market and the capital requirement for large tugs.
Exclusive licences issued by port authorities prevent entry and competition during
their duration. However, non-exclusive tendering systems have permitted new
entry and could provide further opportunities for stimulating competition in the
sub-markets.
A financially strong enterprise would consider entering a port to compete with the
existing tug operator only if it believes that it has a competitive advantage over the
existing operator. The source of such advantage could be a greater degree of
vertical integration or a wider geographical spread of operations. However, an
entrant wishing to enter more than one port would probably confront one of the
national harbour towage operators. Their competitive response to entry into a
number of ports is likely to be more intense than their reaction to entry in a single
port. To justify entry, a new competitor would have to be satisfied that it could
sustain sufficient market share to cover its long run costs. The likelihood of this
occurring depends on factors beyond the entrant's control.
The most likely sources of new entry are existing or potential users of towage
services. The successful entry of BHP Transport demonstrates the possibility of
such entry. In general, however, individual users do not represent a major share of
port throughput. Thus it would be necessary to compete with the incumbent for
market share. While this might be achieved by engaging in price competition,
remaining users might have a preference for the incumbent which already has a
proven reputation. 48 Thus, the riskiness of entry is raised. This risk could be
reduced if users formed a consortium, as occurred in Newcastle. However, users
are unlikely to be sufficiently organised in most cases for successful entry to occur.

48
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On the other hand, the incumbent may have abused its position of market power to the
dissatisfaction of its customers.

7

Market conduct

Market conduct refers to the behaviour of organisations in determining their
pricing, selling and production policies. While market structure influences the
conduct of participants, market conduct can also have a substantial influence on
market structure. Both price and non-price competition are important aspects of
market conduct. Thus, an assessment of conduct is important in. assessing
competition in the market.
In a highly concentrated industry price competition alone is unlikely to be a major
factor in marketing strategy and non-price forms of competition, such as product
innovations and service quality, are usually more important. However, in the
harbour towage industry where a single operator in each port is the general rule,
there are limited incentives for operators to even engage in non-price competition.
This chapter details the nature of towage charges imposed in Australian ports.
Movements in towage charges in declared and non-declared ports since declaration
are analysed and issues of price and non-price competition as well as
countervailing power are also discussed.
The chapter also considers the
implications for operational efficiency of the very limited role price and non-price
competition play in many of the major ports.

7.1

Charges for harbour towage services

7.1.1

Structure of towage charges

Charges for towage services are specified in schedules published by harbour
towage operators. Towage schedules vary between ports but there is a group of
standard components common to most ports. The structure generally comprises a
basic towage charge based on ship size, in terms of GRT, and the number of tugs
required plus additional charges. Additional charges include cancellation and
deferral fees, waiting time, tow lines but do not apply in all cases. Surcharges may
also apply in some instances, such as for ships equipped with bow or stern
thrusters. As an example, a current schedule of towage charges set by Melbourne
Tug Services for the Port of Melbourne is shown in Table 10. The total charges
for a ship can be found by mUltiplying the charges per tug by the number of tugs
used.
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Table 10:

An example of towage schedules, Port of Melbourne; 1995

Melbourne Tug Services: Schedule of charges for the Port of Melbourne, effective as from 0001 hours
1 August 1990. The rates shown in this schedule are for each tug employed.
Vessels using their own power:
For all services, berthing, mooring and/or unmooring, assist on or off wharves within the limits of the
port, over a 24 hour span of each day. For each service:
Gross registered tonnage

$

Up to 5 000 tons

2090

5 OD1 -7500

2135

7501-10000

2215

10001 -12500

2245

12501 -15000

2305

15001 -17500

2390

17 501 - 20 000

2420

20 001 - 30 000

2500

30 001 - 40 000

2560

40 001 - 50 000

2625

50 001 - 60 000

2695

60 001 - 70 000

2745

70001 - 80 000

2800

80001 - 90 000

2880

90001 -100000

2950

100001 -120000

3050

120001 tons and over

3100

2
3

4

Source:

Removals between berths within the limits of the port. A surcharge of 25% on schedule rates
will apply for each tug employed.
Vessels not using their own main engines. A surcharge of 50% on schedule rates will be charged
for each tug employed or ordered.
Waiting time. In the event of a vessel not being ready for departure or arrival at the appointed
time, the foregoing rates cover the first half hour of attendance after which an additional charge
of $775 per hour or part thereof will be made for each tug employed.
Cancellations and/or attendance and/or deferrals. In the event of a tug or tugs being ordered,
services provided and/or tendered but not used, full schedule rates will be charged, however, in
circumstances where such services are cancelled and subsequently re-ordered only 50% of
schedule rates will apply for each cancellation.
Howard Smith submission.

Basic towage services involve the provision of assistance for ship movements in
navigation channels and berthing and departure under specified conditions. The
schedules of charges for these services apply to ships using their own power and
are predominantly based upon a ship's GRT. In some cases, the basis of charging
is based on deadweight tonnage (DWT).
Since the PSA's 1990 inquiry, the structure of scheduled charges for the provision
of towage services has changed in a number of ports, particularly in Newcastle and
Fremantle. Following the entry of HTS into Newcastle, Adsteam established a fee
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for overall service, eliminating additional charges such as fees on arrival, for
removals and on departure. In Fremantle, in December 1994, towage charges
changed from a two-tier structure (one for daylight hours and one for overtime
hours) to a flat rate for service at any time of the day. As part of the restructuring
of towage charges, additional charges such as cancellation fees, lines charges and
bow-thruster surcharges were deleted. 49

7.1.2

Method of setting towage charges

In its 1990 report, the PSA criticised the practice of harbour towage operators
basing charges on average costs. Averaging costs and prices meant that prices did
not signal to users the true costs of services demanded. Average pricing
underpriced the services used by peak demand users and users of multiple tugs. In
some cases, extra tugs were needed for large ships but the cost of these were
averaged over all users.
On the basis of evidence received, the pricing policies of the harbour towage
operators appear to have changed little, with the exception of a few ports,
including Fremantle and Newcastle as discussed earlier.
In order to achieve a better allocation of resources in the towage industry, the PSA,
in its 1990 inquiry report, suggested that harbour towage operators adopt user cost
pricing. Pricing tugs according to their individual costs and utilisation would
encourage optimal behaviour by encouraging users to match the price of towage
services with the benefits of towage services. This would also tend to eliminate
cross subsidies between users. On the supply side, user cost pricing would give
harbour towage operators the correct market signals as to the size, type and hours
of operation of their towage fleet that would best meet the needs of users.
The application of marginal cost pricing will generally not enable harbour towage
operators to recover costs. Therefore, some departure from the most efficient form
of pricing is necessary. Efficiency losses are usually minimised by applying
pricing techniques such as Ramsey pricing, or mUlti-part tariffs.
However, evidence in this inquiry suggests that reliance on cost based pricing to
increase industry efficiency will have only limited effectiveness. For example, on
the supply side, tug crew awards at present include an overtime component
regardless of hours actually worked. Hence a large component of costs do not
depend on whether a service is provided in normal working hours or at other times.
On the user side, evidence received suggests that harbour towage accounts for a
small proportion of ship costs, and the costs of delaying ships or switching ports
far exceed any savings in towage charges from restraining requirements to normal,
or off-peak times.
Peak-load pricing is unlikely to be effective as a rationing mechanism. In any
event, the notion of peak-load is not particularly meaningful in harbour towage
since two or more shipping movements simultaneously seeking the services of all
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Transcript, August 1995, pp. 62 and 63.
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available tugs is relatively infrequent. 5o In those cases, the rationing mechanism is
necessarily by queuing, with pricing having little or no impact, as any saving in
towage costs would probably be offset by other costs such as ship running and
demurrage.
Users of harbour towage appear to prefer a flat rate rather than a multiple rate for
peak and off-peak services. 51 There are a number of reasons for this, including the
simplicity and predictability of a flat rate. To the extent that multiple rates do not
modify shippers' behaviour or are based on actual costs incurred by tug operators,
there seems no reason why such desires should not be accommodated.
The capital cost of tugs represents a major component of overall costs for a
harbour towage operator in a port. The number of tugs stationed in a port is
essentially determined by those ships visiting the port that require the largest
number of tugs. This means that to avoid cross subsidisation of larger ships by
smaller ones, higher per tug charges should apply as more tugs are required for a
particular job. To some extent, the type of towage schedule presented in Table 10
may capture this indirectly by having a graded scale for tug charges based on a
ship's gross registered tonnage. However, the more direct approach of charging a
higher fee for each successive tug required would be more appropriate. Even then
the graded scale by ship tonnage may still be appropriate if the larger ships require
relatively larger tugs or longer times in attendance.
This linkage between charges and the number of tugs highlights the
inappropriateness of requiring a premium to be paid by ships with bow or stern
thrusters. Since such devices are designed to reduce tug boat requirements, the
premium seems to be an opportunistic play on the part of operators to compensate
for the fact that their revenue from ships may be diminished.
7.1.3

Discounting

Harbour towage operators have not typically offered discounts from published
charges until recently. Confidential evidence suggests volume discounts are being
offered to selected customers and in selected ports. The level of discounts appears
to be higher, up to 20 per cent, in ports where there are competitive pressures, with
little or no discount offered in other ports. Discounts are also being offered to
selected customers for use in a range of ports. This reflects the national aspect of
the towage market mentioned in Chapter 4.
The absence of widespread price discounting across ports indicates a general lack
of competition in the towage market. Selective discounting seems to be an attempt
to ensure the custom of significant users of towage services on a regular basis.
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Main exceptions are in tidal ports where large ships seek to take advantage of the same
tide.
Fremantle Port Authority submission, p. 5.

7.1.4

Comparative towage charges across ports

Table 11 shows charges per tug for a range of ship sizes in the major city ports and
selected regional bulk ports. This demonstrates the use of the sliding scale based
on ship size. It also indicates that there are significant variations in towage
charges between ports for ships of the same size. For example, the schedule
charge for a 10000 GRT ship ranges from $1176 in Newcastle to $11 840 in
Bundaberg. For a 30000 GRT ship, charges at the major city ports vary from
$2044 in Sydney to $4120 in Fremantle.
Table 11:

Towage charges ($A) per tug for a range of ship sizes at selected
ports, ('000 GRT); 1995
10

20

30

60

Sydney

1443

1766

2044

2699

Ports

City ports
Melbourne

2245

2500

2560

2745

Brisbane

2110

2820

3120

3830

Adelaide

2595

3310

3720

4130

Fremantle

2560

3520

4120

4720

1176

1662

1904

2631

Regional ports
Newcastle (HTS) (NSW)
Port Kembla (NSW)

1471

2354

3281

4672

Port Hedland (WA)

1644

2870

3264

4788

Gladstone (Old)

2162

2632

3102

4370

Geelong (Vic)

4945

5050

5205

5745

9186

17054

24557

24557

11 840

14020

15460

15460

Mackay (Old)
Bundaberq (Old)

Source:

Towage operators schedule of charges.

The differences in towage charges for a given vessel size across ports reflect a
number of factors, including variations in tug utilisation, capital costs, harbour
characteristics, the degree of competition and competitive pressures by port
authorities and major users in a given port. The natural features of some ports can
also increase the costs of providing towage services and hence total charges. At
Melbourne, for example, the relatively difficult approach means that more tugs are
required to berth a vessel than in ports with easier access.
Smaller ports cannot usually achieve the tug utilisation levels of the larger ports
and therefore generally need to charge more for towage services. In the ports of
Bundaberg and Mackay, for example, high towage charges reflect the requisite
level of service and a low vessel throughput. However, the relationship between
towage charges and the size of the port is not exact. Fremantle, for example, has
higher charges than any of the other declared ports notwithstanding that demand in
that port is higher than in Adelaide and Gladstone where charges are lower.
Furthermore, HTS's charges in Newcastle are lower than those offered by
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operators in other ports of comparable size, taking account of HTS's share of the
Newcastle sub-market.

7.1.5

International comparisons of towage charges

Table 12 provides an international comparison of towage, cargo handling charges,
pilotage and other charges. The figures suggest that, for a 17 000 GRT vessel
working 600 TEU, towage charges in Australian ports in 1995 were generally
higher than in selected overseas ports.

Table 12:

Charges by selected international ports, by activity group,
($AffEU)a; 1995

Port

Towage

Pilotage

Syaney (Australia)

12

6

188

68

Melbourne (Australia)

12

9

178

77

Brisbane (Australia)

8

8

195

63

Adelaide (Australia)

15

4

195

64

Fremantle (Australia)

19

4

182

67

5

2

277

4

Hong Kong

Cargo
handling

Other
charges

Singapore

6

1

167

6

Oakland (USA)

8

6

205

158

Port Klang (Malaysia)

5

1

96

2

Charleston (USA)

7

4

243

65

Zeebrugge

7

12

101

18

Tilbury (UK)

16

3

143

8

Laem Chabang (Thailand)

5

1

75

56

Johor (Malaysia)

3

1

85

7

10

0

65

53

TaurangaiNZ)

a

Based on 17000 GRT vessel with 600 TEU exchange.

Source:

Travers Morgan Pty Ltd -

International Performance Indicators: Waterfront, 1995, p. 170.

This observation is consistent with data provided by ABC Containerline, an
international user of towage services, which is reproduced in Figure 1. The cost of
towage services to ABC Containerline varies from $2365 in Philadelphia to
$20 827 per ship call in Liverpool. Towage charges in Sydney and Melbourne per
ship call are significantly higher than all North American ports and Singapore. Of
the selected ports, Australian towage costs are exceeded only by Liverpool.
Care must be exercised, however, when making international comparisons of
towage charges. Differences in the number of tugs required and the levels of
throughput will affect tug utilisation and thus charges. A port's natural features
and size are also major determinants of towage charges. The selection of ship size
and type of cargo can also have a significant impact on the comparisons being
made.
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Figure 1:

A verage towage costs per port call for ABC Containerline;

1995
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ABC Containerline submission, p. 5.

Price competition

A single operator (or joint venture) supplies towage services in most Australian
ports. Only in Sydney and Newcastle are towage services provided by two
operators. However, the competitive behaviour in each of these ports differs
markedly.
The monopoly status of most ports indicates the almost total absence of price
competition.
Reflecting the duopoly of the harbour towage market in
Sydney/Botany, prices by one operator are set in line with those of the other
operator. One operator will be reluctant to raise prices when there is no assurance
that its competitor will follow suit. A case in point was in the ports of Botany and
Sydney where the PSA endorsed price increases of 15 per cent in February 1992
for one operator. These were not implemented because the other operator did not
follow suit after withdrawing a notification to the PSA.
The port of Newcastle is the only port where there is evidence of strong price
competition. Upon entry, HTS's published charges were around 10 per cent below
those of NPTS. Shortly afterwards, NPTS revised its charges to be the same as
HTS' for vessels using up to three tugs, and approximately four per cent lower if
four tugs were used. Following amendments to the towage guidelines in June
1994, HTS again amended its charges. The cost per service remained the same for
vessels up to 213 metres in length but increased by around 20 per cent for vessels
now requiring three tugs instead of four. NPTS reviewed its rates in September
1994 and published a restructured schedule which provided a rate for a vessel's
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port call, covering the cost of towage into, within and out of the harbour. These
rates were on average 10 per cent below those of HTS for vessels requiring up to
three tugs and 5 per cent less for vessels requiring four tugs. In November 1994,
HTS also restructured its prices which in most cases are slightly higher than
NPTS.52 Since the entry of HTS in Newcastle, towage charges have fallen by
about 17.5 per cent.
The duration of such competition is unclear, however, given the excess capacity in
that port, it is likely that some form of rationalisation will occur in which case the
incentive to engage in price competition may be removed.

7.3

Movements in towage charges

7.3.1

Movements in towage charges in declared ports

Since declaration of the towage operators, the PSA received eight notifications for
price increases and objected to harbour towage operators' proposed prices on four
occasions. As discussed in Chapter 2, notifications for price increases in three
ports were withdrawn. It is reasonable to infer that towage charges in some ports
would have been higher if the towage operators had not been declared. For
example, on the basis of Adsteam's notification in April 1992 covering the port of
Adelaide, towage charges rose by 10 percentage points less than would otherwise
have been the case. Similarly, in Fremantle, towage charges increased by 6.8 per
cent in October 1992, significantly less than the 15 per cent proposed by Adsteam.
As discussed in Chapter 2, no price notifications from the declared harbour towage
operators have been received since 1992. Table 13 shows changes in towage
charges across declared ports between 1990 and 1995. Towage charges increased
by 6.8 per cent and 13.5 per cent in Fremantle and Adelaide respectively. Towage
charges decreased by 3 per cent in Brisbane and by 12.4 per cent in Newcastle
over the same period. However, charges have fallen in Newcastle by 17.5 per cent
since the entry of HTS in that port in 1994. To put these movements into context,
the Gross Domestic Product (GDP) implicit price deflator rose by 10.1 per cent
between 1989-90 and 1994-95. 53 On this basis towage charges have falIen in real
terms in alI declared ports except Adelaide.
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Newcastle Port Corporation submission, pp. 3--4.
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Australian Bureau of Statistics, Australian National Accounts, National Income and
Expenditure, Cat. No. 5206.0, Various Issues.
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Table 13:

Towage charges for a typical ship (15 000 GRT) in declared
ports ($ per tug); 1990 to 1995
1990

Port

1992

1994

1995

% change

(1990-1995)
Brisbane

2550

2550

2470

2470

-3.1

Melbourne

2390

2390

2390

2390

0.0

Adelaide

2500

2835

2835

2835

13.5

Fremantle a

2000

2820

2820

2820

6.8 a

Sydney

1640

1640

1640

1640

00

Botany Bay

2443

2443

2443

2443

00

Newcastle b

1484

1576 b

1300

1 300

-12.4

a

b
SOllrce:

7.3.2

Charges in 1995 are not directly comparable with charges in 1990, as prior to December 1992
the chargc in Fremantle was for ordinary hours, weekdays between 8.00 am and 4.00 pm. An
additional overtime surcharge of $920 applied. From December 1992, a flat charge applied for
all hours. Notified prices have risen by 6.8 per cent since 1990.
As discussed in Chapter 2, a 15 per cent increase in towage charges ($1707) was proposed and
the PSA did not object to a 6.2 per cent increase.
Towage operators.

Movements in towage charges in non-declared ports

The movements in towage charges between 199 I and 1994 for a vessel of given
size in non-declared ports are based in a survey conducted by the NBCG. The
survey covers 21 ports, of which three are declared ports and the remaining 18
ports are non-declared ports. The movements in towage charges of the three
declared ports, Brisbane, Newcastle and Adelaide were discussed earlier. The
movements in towage charges of the remaining 18 non-declared ports are
reproduced in Table 14. Of those 18 non-declared ports, towage charges had
decreased in two ports (Gladstone and Ludinda), remained unchanged in seven
ports and increased in nine ports.
Of the nine ports which recorded increases in towage charges, there was
significant variation in the rate of increase, from 2.4 per cent in the port of Burnie
to 39 per cent in the port of Mackay. Over the corresponding period, the GDP
deflator rose by 4.2 per cent. Thus real charges increased in each of those ports
with the exception of Burnie. Nominal and real towage charges increased
significantly in a number of other ports, including Port Lincoln, Portland and
Bunbury.
Over the same period, towage charges have remained constant in a number of
ports, including Geraldton, Port Kembla and Kwinana. Gladstone is the only nondeclared port which recorded a decrease in harbour towage charges according to
the survey. In each of these ports real charges have fallen.
While not covered by the NBCG survey, significant increases in towage charges
also occurred in Geelong. In 1995, towage charges increased by 50 per cent
following a reduction in volumes as a result of the drought. The increase in
55

towage charges was attributed to the formula for setting towage charges. 54
Towage services in Geelong are provided on the basis of an exclusive, nontradeable licence. Towage rates are a condition of the licence. Provision exists for
six-monthly reviews of these charges based on changes in volumes and general
price movements.
While it is reasonable for towage licences to contain
appropriate rise and fall provisions, the full effects of lower volumes should not
necessarily be recovered in higher charges given the cyclical nature of trade in
some ports. For example, in some notifications for increases in towage charges,
the PSA allowed only 50 per cent of the cost impact of declining volumes to be
reflected in charges.
Table 14:

Towage charges for a given vessel sizea in selected ports,
($ per tug); 1991 to 1994

Ports

Vessel
GRTa

Townsville

10000

1nt91
-

1nt92
5625

1nt93

-

1nt94

% change
(1991-1994)

5990

6.5 b

Gladstone

10 000

1 760

1 760

1 654

1654

-6.0

Portland

10 000

2285

2519

2699

2892

26.6

Hobart

10 000

1412

1412

1485

1485

5.2

Burnie

10 000

1450

1450

1485

1485

2.4

Port Pirie

10 000

2142

2142

2142

2142

0.0

Kwinana

10000

1621

1621

1621

1 621

0.0

Cairns

15000

3530

3750

3750

Lucinda

15000

Mackay

15000

2958

38380
3190

-

4113

3800
38110

7.6
-0.7 b

4113

39.0
28.0

Port Lincoln

15000

4837

4837

6190

6190

Wallaroo

15000

3075

3075

3215

3215

4.6

Port Kembla

17500

1890

1890

1890

1890

0.0

Albany

20000

3290

3290

3290

3290

0.0

Bunbury

20000

2231

2231

2231

2722

22.0

Kwinana

20000

2434

2434

2434

2434

0.0

Geraldton

20000

3480

3480

3480

3480

0.0

Esperance

20000

3500

3500

3500

3500

0.0

26046

11 410

11690

11 690

12145

6.4

150000

6218

6218

6218

6218

0.0

Townsville
Port Hedland

a
b

GRT's selected at random.
Change from 1992 to 1994.

Source:

National Bulk Commodities Group submission.
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Howard Smith stated that it had unsuccessfully sought to negotiate with the Port of
Geelong Authority on this matter. Refer to transcript, October 1995, pp. 54-55.

7.4

Non-price competition

As with price competition, there is little incentive for monopoly suppliers to
engage in non-price competition. However, the major harbour towage operators
claim that they compete on quality of service which is defined in terms of
timeliness and flexibility in meeting the needs of customers. Brambles claimed
that quality of service is a factor when competing for market share in the ports of
Sydney and Port Botany.55 Adsteam also claimed that competitive pressure in the
port of Sydney had led to the development of a centralised booking system in that
port as a marketing tool.5 6 However, these claims are refuted by ABC
Containerline which claimed there is no perceived qualitative difference in the
services offered by the two operators. 57
However, in recent years, there is evidence which suggests that harbour towage
operators have introduced technological advancements in tugs and have increased
service standards in a number of ports. Any increases in service quality, booking
arrangements and flexibility can lead to significant gains in the industry. For
example, Adsteam claimed that as a result of changes to ordering procedures and
availability of tugs in Fremantle, cost savings to ship users could be in the order of
8.0 per cenP8 In most instances, including Fremantle, the improvements have
been instigated by port authorities rather than competitive pressures from rivals, or
in direct response to users' requirements. Furthermore, while harbour towage
operators have improved the quality of service in a number of ports, they
acknowledge the scope for further improvement, especially in relation to a 24 hour
service and improved flexibility in ordering tugS. 59

7.5

Countervailing power

Countervailing power arises if the market power of a supplier is constrained by
offsetting power exerted by buyers of harbour towage services. In the towage
industry, port authorities can sometimes also exert countervailing pressures on the
harbour towage operators, for reasons discussed in Section 7.5.2.
The major
harbour towage operators have argued that countervailing power arises from two
main sources:

•
•
55
56
57
58
59
60

major individual users, shipping agents and ACOS60; and
the port authorities .

Transcript, August 1995, p. 19.
Transcript, August 1995, p. 56.
ABC Containerline submission, p. 5.
Transcript, August 1995, p. 55.
Transcript, August 1995, p. 81 and transcript, October 1995, p. 57.
Howard Smith supplementary submission, p. 3, and transcript, August
pp. 21 and 57.

1995,
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7.5.1

Australian Chamber of Shipping/major users

Howard Smith claims to receive representations from ACOS in relation to the level
of service and pricing in the towage industry. It also provided some examples of
users negotiating discounts and better service and conditions. 61 However, a
number of shippers' associations state that they do not have any countervailing
power over harbour towage operators with the exception of a few privately
operated ports where such services are directly contracted out by the shipper. 62 In
some bulk cargo ports, mining company shippers either operate the towage
services or determine the conditions of operation by private towage companies.
The examples provided by Howard Smith appear to relate to a few selected big
users of towage services in selected ports. On the basis of the evidence received, it
appears that in ports where there are several small unorganised shipping lines,
individual users are unable to apply much countervailing power on harbour towage
operators. While ACOS stated that it monitors towage rates in some ports,63 the
ACCC was not able to assess if these data are used in the negotiation of towage
charges.

7.5.2

Port authorities

In principle, port authorities have some degree of countervailing power over the
harbour towage operators in a number of ways. The pricing policies for services
provided by port authorities have implications for the operations of harbour
towage operators and other service providers within ports. An aspect of
countervailing power that is of particular interest to the ACCC is that of port
authorities' influence on towage charges. In evidence to this inquiry, Adsteam
stated that port authorities have the ability to put pressure on its pricing and service
policies, through licensing or the threat of licensing of harbour towage operators.64
For example, Adsteam considers that the perceived threat of licensing by the
Fremantle Port Authority was a factor in its decision to eliminate additional
charges, such as, cancellation charges, lines charges and bow-thruster surcharges
in the port. 6S Howard Smith also cite the case of Brisbane where the Port of
Brisbane Authority has demanded a reduction in towage rates. 66
While it is reasonable to say that the examples indicate some degree of
countervailing power by the public authorities in some ports, such pressures are
not applied across all ports. In the case of Fremantle and Brisbane, the pressures
to reduce charges were consistent with increases in activity in both ports. Even in
ports where the port authorities regulate towage charges, the success of most port
authorities in constraining the power of harbour towage operators appears to be
61

ibid.

62

National Bulk Commodities Group, submission, p. I.

63

Transcript, October 1995, p. 11.

64

Transcript, August 1995, pp. 53 and 57.

6S

Transcript, August 1995, p. 63.
Transcript, October 1995, p. 49.

66
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limited. This can be gauged by the movements in towage charges in ports where
harbour towage operators are subject to some form of licensing or contractual
arrangements. For example, significant rises in charges have occurred in Mackay,
Portland, Bunbury and Geelong even though these ports are subject to licensing by
port authorities. Modest increases in towage charges were also recorded in a
number of other ports, including Townsville and Cairns.
It can be argued that some licences that contain prices oversight provisions
effectively maintain harbour towage operators' revenue and returns by insulating
them from adverse volume shifts as in the case of Geelong. In such instances,
licences provide little, if any, restraint on charges.

Adsteam contends that port authorities can also exert countervailing power by
However, the direct
threatening to provide towage services themselves. 67
involvement of port authorities in the provision of towage services appears to be
unattractive to most public port authorities in Australia for a number of reasons.
Many port authorities lack expertise in providing towage services and it is likely to
be more efficient for such services to be provided by specialists. Furthermore,
such an approach is unlikely to occur in Australia in view of the trends towards the
privatisation and corporatisation of many port authorities and the adoption of a
landlord-type model of port services provision. 68

7.6

Assessment of conduct

The evidence suggests that there is very little price or non-price competition in the
harbour towage market. This is not surprising given the monopoly status of the
majority of ports. Even in ports where towage services are provided by a duopoly
there is little evidence of effective competition with the exception of Newcastle.
The Newcastle experience suggests that a duopoly market structure can provide
benefits to users in terms of lower charges and improved service quality so long as
the operators are indeed independent of one another. In Sydney/Port Botany,
where there is also a duopoly, there is little evidence of the type of competition
that is occurring in Newcastle because of the close working relationship between
the two towage providers. The limited and selective price competition occurring
in other ports appears to be an attempt to secure customer loyalty across the market
and is indicative of the general lack of competition in the market.
There has been considerable variation in the movement of towage charges in
individual ports since 1992 reflecting, in part, volume fluctuations. In declared
ports, charges have generally fallen in real terms with the exception of Adelaide.
Charges have fallen the most in Newcastle, reflecting the competitive situation in
that port. While this case represents a specific port it may be a useful indicator of
the amount of 'fat' in charges by operators not subject to competition. Similarly,

67

Transcript, August \995, p. 64.

68

See Industry Commission, Port Authority Services and Activities, May
pp.174-182.

1993,
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the change in service quality may provide an indicator of potential efficiency gains
in non-price areas.
Countervailing power might restrain harbour towage operators' market power in
However, the evidence suggests that
the absence of strong competition.
countervailing power is, in most cases, weak. The exceptions are ports where
users directly contract towage services. Port authorities could apply countervailing
power but their success to date has been limited. It appears that port authorities in
Fremantle and Brisbane have been able to exert some influence over charges. In
general, however, the prices oversight activities of port authorities are not directed
to restraining towage charges. The ACCC notes, however, that port authorities
might be able to exert countervailing power through the adoption of performance
based competitive tendering.
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8

Market performance

Market performance is the extent to which a firm's policies contribute to national
objectives of efficiency, technological progress and equity. Where competition is
effective, resources will not be wasted and suppliers will be responsive to the
demands of consumers. Firms will seek opportunities to minimise costs and to
develop superior technologies, products and services. Productivity gains will be
distributed equitably to consumers.
In the following sections, the ACCC considers indicators of efficiency,
productivity and profitability, improvements in service quality and the extent to
which the benefits of reform have been passed on to users.

8.1

Towage charges in relation to other port
costs

It has been claimed that towage charges have been increasing in relation to total

port costS.69 Table 15 shows the change in towage charges as a proportion of ship
based charges and total port and related charges for five major ports over the
period from 1992 to 1994. Some of these data are reproduced from Table 3.
Table 15 shows that in Brisbane, for example, towage charges were equivalent to
$22 per TED in 1992 and $31 per TED in 1994, a 43 per cent increase. 7o As a
percentage of ship based charges, towage was 48 per cent in 1992 and 52 per cent
in 1994. Between 1992 and 1994, towage as a proportion of total ship based costs
has increased by 9 per cent in the port of Brisbane.
Table 15 suggests that towage charges as a proportion of total port and related
charges have increased in each of the five ports but at a non-uniform rate. For
example, between 1992 and 1994, towage charges as a proportion of total port and
related charges rose by 11 per cent in Fremantle but by 42 per cent in Sydney.
Towage charges as a proportion of ship based charges have not changed in a
uniform manner. In Adelaide, for example, towage costs accounted for a lower
percentage of ship based charges in 1994 than in 1992 (a 16 per cent decrease).
The opposite was the case for three ports, while Sydney remained unchanged. The
BTCE cautions against comparisons between ports
... Different operating conditions will influence port costs and the degree
of improvement that can be expected from the reform process. 71

The BTCE identified the following factors as contributing to the changes in the
ratio of towage charges to other port costs between 1992 and 1994:
69
70

71

See, for example, APSA submission p. 4.
An increase in towage charges per TEU does not necessarily mean that towage charges
themselves have increased. A reduction in the number of TEUs exchanged in itself will
have the effect of increasing towage charges per TEU.
BTCE, Waterline, July 1994, Issue no. 1, p. 2.
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•

the increase in the average number of TEUs exchanged per port call at
Sydney, Melbourne, Adelaide and Fremantle resulted in substantial
reductions in ship based charges on a per TEU basis, regardless of
movements in actual charges;

•

in Victoria, the State Government removed government charges on shipping,
resulting in reduced ship-based charges in Melbourne; and

•

in Brisbane, a reduction in ship-based charges was offset by a decrease in the
number of TEUs exchanged per port call,?2

BTCE data are based on a typical vessel visiting each port. In Brisbane, a change
in the definition of a typical vessel between 1992 and 1994 accounts for some of
the increase in the towage to port costs ratio in that port.
A survey of port costs by the NBCG also allows comparisons over time of towage
costs as a proportion of port costs for those ports which handle bulk cargo,?3
Although a comparison based on these data shows that towage costs have risen as
a proportion of other port costs in many ports, in other ports the ratio has
decreased. Accordingly, as with container cargo, it is difficult to draw conclusions
about overall industry trends.
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BTCE, Waterline, May 1995, Issue no. 3, pp. 2-3.

73

NBCG, 1995, Port Cost Survey.
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Table 15:

Movement in towage charges as a proportion of port costs; 1992 to 1994
Brisbane

1992

1994

$

$

TEU

TEU

Sydney

%

1992

1994

$

$

TEU

TEU

12

13

Melbourne

%

1992

1994

$

$

TEU

TEU

11

10

Adelaide

%

Fremantle

1992

1994

$

$

TEU

TEU

27

36

35

27

29

10

2

5

172

1

2

46

1992
%

1994

$

$

TEU

TEU

%

Ship based charges:

22

31

43

State Govt

8

10

22

Berth hire

3

Towage

0

3
12

Tonnage

12

Pilotage

10

16

33

11

12

9

15

14

-3

4

13

203

6

7

36

5

5

10

8

8

-2

5

7

29

13

6

-52

4

4

1
-3

1

3

212

5

6

9

4

3

-4

Total ship based charges

46

60

31

33

36

9

52

36

-30

38

62

59

51

49

Towage % of total ship based charges

48

52

9

36

36

0

20

29

44

70

59

-16

53

60

13

Wharfage

26

26

0

98

65

-34

55

47

-15

79

75

-5

49

50

-2

Harbour dues

42

42

0
15

14

7

Mooring/unmooring

Cargo based charges:

.
Total cargo based charges
Berthing

Total port and related charges

68

68

0

98

65

-34

55

47

-15

79

75

-5

64

64

1

114

128

13

131

101

-23

107

83

-22

117

137

16

114

113

19

25

27

9

13

42

10

13

29

23

27

16

23

26

-1
11

Towage % of total port and related charges

% = percentage change from December 1992 to December 1994.

Figures are for imports only. Rounding errors may occur.
Sources:

BTCE, 1993, Port Interface Cost Index, Report 84.
BTCE, May 1995, Waterline, Issue No.3.
PSA, May 1995, Monitoring of Stevedoring Costs and Charges and Terminal Handling Charges No.5, Monitoring Report No. 26.
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8.2

Costs

8.2.1

Cost structure of harbour towage operators

A breakdown of the main cost components, as a percentage of the total costs of
towage operations for 1995, is shown in Table 16. Unit costs for the years
1991 to 1995 are shown in Table 17. Unit costs in harbour towage are typically
defined in terms of number of tug jobs.
Table 16:

Cost components as a proportion of total towage costs (%); 1995
All ports

Declared ports

Non-declared ports

Operating costs
Fuel

4.7

4.5

4.9

Insurance

2.3

2.7

1.8

Maintenance

7.0

6.7

7.5

Other

3.4

3.0

4.1

17.5

16.9

18.3

16.3

15.4

17.7

Wages

35.3

34.8

36.0

Other crew costs

10.5

11.5

8.9

Sub-total

45.8

46.3

44.9

Administration

7.8

9.1

6.0

Commissions/mgt fees

8.0

6.8

9.7

Other indirect costs

4.0

4.8

2.8

19.8

20.6

18.6

0.7

0.8

0.6

100.0

100.0

100.0

Sub-total

Capital costs
Depreciation
Crew costs

Indirect costs

Sub-total

Other costs
Training
Total costs

Totals may not add up due to rounding.
Source:
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ACCC surveys of harbour towage operators, 1995.

Table 17:

Unit costs in all ports ($ per tug job); 1991 to 1995
1991

1992

1993

1994

1995

Fuel

85

100

101

103

103

Insurance

62

49

71

65

50

129

142

142

171

157

74

70

75

77

70

351

360

389

416

380

317

373

379

356

345

Wages

799

845

796

762

788

Other crew costs

273

275

218

238

225

1073

1119

1014

999

1013

Administration

165

194

187

179

186

Commissions/mgt fees

195

215

226

216

161

76

85

87

88

90

436

495

500

483

437

6

143

21

22

0

Training

26

30

21

17

14

Sub-total

31

173

42

39

14

2207

2520

2324

2293

2189

Operating costs

Maintenance
Other
Sub-total
Capital costs

Depreciation
Crew costs

Sub-total
Indirect costs

Other indirect costs
Sub-total
Other costs

Redundancy

Total costs

Figures may not add up to totals due to rounding.

Source:

ACCC surveys of harbour towage operators, 1995.

The ACCC also analysed the cost structure of declared and non-declared ports.
The breakdown for declared and non-declared ports is shown in appendix I. The
figures presented in this section and the remaining sections were derived by the
ACCC from survey data collected from harbour towage operators.
Generally, unit costs in non-declared ports are higher than those in declared ports.
Higher activity levels in declared ports is a major contributing factor to the lower
unit costs in those ports.7 4
High fixed costs are a feature of the towage industry. The capital cost of a new tug
may be as high as $10 million, depending on the size and type of tug.

74

See Section 8.3.2.

65

Crew costs
Crew costs are the major cost item and account for about 45 per cent of total costs.
Crew costs are fixed in the short term in relation to the number of tug jobs but may
vary in the longer term.
The cost of crewing varies across ports. Crew costs are dependent on factors such
as the number of crews per tug (which in turn depends on the level of activity in
the port) and the all up wage rate, including an increment for overtime. The
Tugboat Industry Award 1990 (the Award) contains a schedule setting out the
working practices in each port. The schedules differ across ports and may result in
different wage costs.
Several issues relating to crew costs were raised during the inquiry.?5 One issue
concerned the amount of leave granted to tug crew. Under clause 1O(a) of the
Award, tug crew are allowed 168 days leave per annum. This comprises 104 days
to be taken as single days in lieu of weekends, four weeks annual leave, public
holidays and an additional 28 days leave, awarded in 1982, in lieu of a 35 hour
week.
A criticism of these leave arrangements is that they are more related to ship crew,
who are away from their home port for long periods of time, than to tug crew.76 In
contrast to ship crews, tug crew are shore-based and may return home after their
shifts, or may even remain at home while on duty if there are no jobs pending. It
might be noted, however, that under the Maritime Industry Modern Ships Award,
ship Cff "" receive a minimum of 189 days leave per annum, 21 more than tug
crew.
Another area of concern to users involves rostering arrangements which affect the
number of crews that are required to be employed to provide a given level of
service.?7 Under the Award, harbour towage operators, in consultation with the
union, are required to prepare rosters which provide crew with their entitlement of
168 days leave per annum, of which 140 days of leave is to be predictable, with the
remaining 28 days to be taken when circumstances are appropriate.
An
appropriate time, for example, would be when it is known that no ships would
require towage services on a particular day.
A potential problem with the current arrangements is that shipping schedules are
unpredictable and may not correspond to leave schedules. The possibility exists
that crew r Juld be rostered on a day even though no jobs or maintenance tasks
need to be performed on that day. Days such as these could be taken as leave.
More flexibility in leave arrangements might mean that the number of crews could
be reduced.
An issue raised in the PSA's 1993 monitoring report is the manner of paying
overtime. Tug crew are paid an aggregate wage which has two components, a base
75
76
77
66

See, for example, APSA submission p. 5 and NBCG submission p. 4.
See, for example, Transcript, August 1995, p. 46.
See, for example, APSA submission, p. 5 and NBCG submission, p. 4.

l

rate and an overtime increment. The overtime increment is expressed as a
percentage of the base rate, rather than related to the actual amount of overtime
performed.
The ACCC has not explored the issues raised in this section in detail during this
inquiry as they are somewhat beyond the inquiry's terms of reference.
Nevertheless, as the concerns might reflect the exercise of market power and have
an impact on towage charges, the Commission has an ongoing interest in these
matters. It believes that the concerns are best addressed by harbour towage
operators and unions when renegotiating the Award or enterprise bargaining
agreements, where appropriate.
Commissions
Towage operators' costs include a component called commissions. This represents
a charge levied by shareholders for technical, industrial and supervisory services.
Traditionally, commissions have been calculated as a proportion of revenue, and
therefore may not be indicative of the costs involved. In its 1993 monitoring
reporC 8 , the PSA considered that these costs may contain an element of profit
transfer.
8.2.2

Unit cost movements

Movements in unit costs (as measured by the number of tug jobs) for ports
included in the survey are shown in Table 18. Comparable tables for declared and
non-declared ports are shown in appendix 1.79 Movements are shown as an index
wi th 1991 as the base year.
Howard Smith and Fenwick have argued that unit costs have increased because of
declining demand. 8o However, as shown in Table 18, while volumes fell in 1992,
they have generally been increasing since that year. As a result, unit costs have
been decreasing over the past few years, but are now at similar levels to 1991.
Nevertheless, the fall in unit costs has not been uniform across ports. In declared
ports, the fall in unit costs has been relatively larger than the industry average,
while unit costs in non-declared ports have risen between 1991 and 1995.

78

PSA, 1993, Monitoring of Harbour Towage Charges p. 24.

79

Towage operators' results for the ports of Newcastle, Geelong and Kwinana have been
omitted from Tables 16, 17 and 18 and appendix 1. The entry of BHP Transport in
Newcastle in 1994 led to a reduction in revenue and an increase in costs, which was not
typical of the industry generally. Because of the size of the Newcastle sub-market,
inclusion of its figures would bias the industry results. Full 1995 figures for Kwinana
were not available at the time of completion of this report. Up until 1994, Geelong's
costs included linesmen operations, which could not be separated from towage
operations. Because of these exclusions, the indices of tug jobs in these tables differ
from Table 4.
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Howard Smith submission, p. 7 and Fenwick submission, p. 12.
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Table 18:

Unit cost movements for all ports; 1991 to 1995
1991

1992

1993

1994

1995

100

94

95

100

101

Fuel

100

116

118

121

121

Insurance

100

78

114

104

80

Tug jobs
Operating costs

Maintenance

100

110

111

133

122

Other

100

94

101

104

95

Sub-total

100

103

111

119

108

100

118

119

112

109

Capital costs
Depreciation
Crew costs
Wages

100

106

100

95

99

Other crew costs

100

101

80

87

82

Sub-total

100

104

95

93

94

Indirect costs
Administration

100

118

113

109

113

Commissions/mgt fees

100

110

116

111

82

Other indirect costs

100

113

115

116

119

Sub-total

100

113

115

111

100

-

-

-

66

56

-

-

Other costs
Redundancya
Training
Sub-total
Total unit costs

a

-

-

100

116

81

-

-

-

100

114

105

104

99

An mdex for redundancy payments has not been calculated. Redundancy payments represent
one"off payments and therefore distort changes over time. However, redundancies have been
included in total costs.
Figures may not add up to totals due to rounding.

Source:

ACCC surveys of harbour towage operators, 1995.

High fixed costs as a proportion of total costs are a feature of the towage industry.
Therefore, variations in unit costs are influenced by volume movements. For
example, Table 18 shows that between 1991 and 1993 the number of tug jobs
decreased. This was one factor in unit costs increasing over the same period, even
after allowing for the payment of redundancies. However, variations in volume is
only one factor accounting for changes in unit costs over time.
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A criticism of harbour towage operators has been that the benefits of reform have
not been passed onto users in the form of lower prices. 8 ! In its 1993 monitoring
report, the PSA noted that savings in crew costs resulting from reforms had been
offset by increases in other unit costs. The increase in other costs were the result
of two factors. First, actual costs increased in certain categories, such as wages per
crew member, operating costs and administration costs. Second, falling volumes
up to 1992 resulted in increased unit costs.
As shown in Table 18, unit wage costs have changed little from 1991 (index 100)
and 1995 (index 99), although fluctuations have occurred in intervening years.
This has occurred despite the reduction in crewing levels. The increase in unit
wage costs in 1992 occurred because of declining volumes. The reduction in the
crew size from five to four accounted for the fall in unit wage costs in 1993.
Factors affecting unit wage costs since that year included increasing volumes in
1993 and, importantly, general wage rises. The net result is that, between 1991
and 1995, wage rises have virtually offset the cost decreases resulting from the
reduction in crew levels from five to four. However, over the same period, total
crew costs have decreased. 82
From Table 18, it can be seen that, since 1992, total unit costs have fallen. Some
industry participants have claimed that the improvement in the performance of
harbour towage operators is justification for a reduction in towage charges. 83
There may be merit in this argument in some cases if profitability is adequate.
However, the ACCC has found that the cost and revenue performance of harbour
towage operators varies considerably from port to port. The argument that towage
charges should fall must therefore be assessed having regard to the adequacy of
profitability and investment. 84
Redundancy costs were incurred as a result of the TIRC reforms. These peaked in
1992 and have declined to zero in 1995. The payment of redundancies offset some
of the cost savings arising from the reduction in crew numbers and thus muted the
impact of the reforms on towage charges. Redundancy costs have, however,
largely been recouped through charges. This reinforces the expectation that
towage charges might fall over the short to medium term if volumes do not
decline.

8!

82
83
84

See, for example, NBCG submission p. 2.
Other crew costs in Table 18 includes leave and other on-costs.
See, for example, NBCG submission p. 2.
See Section 8.4 on profitability.
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8.3

Efficiency and productivity

8.3.1

Labour productivity

One of the harbour towage reforms was the reduction in the maximum crew size to
five by March 1990, and four by June 1992. All of the ports included in the
Commission's survey now have a tug crew size of four. Thus, significant gains in
labour productivity have been achieved. The Bureau of Industry Economics (BIE)
concluded that the
... Australian experience is in line with the experience in many comparable
overseas portS. 85
This conclusion is consistent with the international figures for average crew per
tug which are presented in Table 19.

Table 19:
Port

International comparison of average crew per tug; 1994
Crew

Port

Crew

Laem Chabang

9.0

Wellington

4.0

Zeebrugge

5.0

Auckland

4.0

Adelaide

4.0

Oakland

4.0

Fremantle

4.0

Tauranga

3.7

Brisbane

4.0

Baltimore

3.5

Source:

8.3.2

BIE, Waterfront 1995, International Benchmarking, p. 64.

Tug utilisation

In its 1990 report, the PSA noted that tug utilisation was low and in a state of
decline. From 1987 to 1989, the number of tug jobs per tug per day had declined
from 2.25 to 1.97 in capital city ports and from 1.42 to 1.28 in other ports.86
Table 20 shows the movement in tug jobs since 1991. Between 1991 and 1995,
the number of tug jobs per tug per day has been static. As expected, tug utilisation
is higher in the declared ports as these have greater throughput. Generally, it
appears that the reduction in tug utilisation has been reversed with utilisation now
at 1987 levels.
It should be noted that the level of tug utilisation is outside of the control of tug
operators. Tug utilisation is a function of the number of ship visits and tug
guidelines, which are determined by port authorities in consultation with pilots.
As towage guidelines have been revised downwards in a number of ports, the rise
in tug utilisation since 1989 can be attributed to an increase in ship visits.

85
86
70

BIE, Waterfront i995, international Benchmarking, p. 64.
PSA Inquiry, (1990) p. 19.

Table 20:

Tug jobs per tug per day; 1991 to 1995
1991

1992

1993

1994

1995

Declared ports

2.3

2.2

2.2

2.3

2.3

Non-declared ports

1.4

1.3

1.4

1.4

1.4

Total

1.9

1.8

1.8

1.9

1.9

Source:

ACCC surveys of harbour towage operators, 1995.

Excess capacity is generally associated with economic inefficiency. It arises in the
towage industry partly from the requirement to provide a service with minimum
delay. Howard Smith stated that in at least two principal ports, Melbourne and
Brisbane, the option of reducing excess capacity by reducing the number of tugs is
feasible. However, this is likely to cause delays to some vessels. 87 Nevertheless,
this could be a more efficient outcome than the present situation if the cost of
delay to ships is less than the cost of excess capacity in towage. Evidence to the
inquiry has suggested that ship operators are not prepared to accept any delays to
vessels. ABC Containerline observed
... savings made through reductions in tug capacity will be eroded by
increased berthing delay costS.88
It has been argued that demurrage costs will outweigh the cost reduction resulting

from a decrease in the number of tugs. Demurrage costs have been estimated at
about $30000 per day, or $1250 per hour. 89 Potential savings in towage charges
arising from a reduction in towage capacity are likely to be smaller than the costs
of delay. Thus improving tug utilisation by increasing delays to ships is unlikely
to improve economic efficiency.
The alternative to rationing capacity through delays is to use the price system to
allocate supply to its most valuable use. This requires the use of non-uniform
pricing techniques such as peak load pricing (see Chapter 7). However, as
discussed in that chapter, users have expressed a strong desire for minimum
delays. Thus differential pricing is unlikely to be effective in rationing capacity.

8.3.3

Over servicing

A measure of the productivity of capital in the towage industry is the number of
tugs used to service a particular vessel. As mentioned, the number of tugs required
for a particular vessel is usually determined by the pilot, based on minimum
guidelines set by the port authority. The ship master usually has little say in the
number of tugs used.

87

Transcript, October 1995, p. 52.

88

ABC Containerline submission, p. 8.
See, for example, Fenwick submission, p. 12.

89
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This situation has led to allegations that pilots and port authorities, in the interests
of safety, are too conservative and prescribe more tugs than is necessary.90 An
alternative to regulation would be to use the law to enforce safety requirements. A
ship operator would tend to balance the cost of using tugs against the probability
and cost of accidents. However, the ship operator might consider only the private
cost of an accident, that is the loss or damage to the ship and/or cargo, but might
not consider the wider economic and environmental costs of a shipping accident.
In other words, the ship operator might economise on tug usage to a point that
would be inefficient from a social welfare point of view
Safety issues preclude a body like the ACCC, which lacks expertise in the area, to
make an assessment of whether over servicing does occur in some ports.
However, port authorities should regularly review towage guidelines in
consultation with users, pilots and operators to ensure that the guidelines do not
contribute to over servicing. The Commission notes, for example, that NPC has
recently reviewed its towage guidelines. 91

8.3.4

Dynamic efficiency

Dynamic efficiency refers to the development of new and improved products,
services and technology.
In the 1970s, traditional twin screw tugs were superseded by omni-directional
designed tugs, which increased manoeuvrability. Ship manoeuvrability has also
been enhanced by vessel aids such as bow and stern thrusters, variable pitch
propellers and flap-type rudders. Towage operators have claimed that these factors
have led to a reduction in the number of tugs required to service vessels and,
therefore, a reduction in the cost of towage to users.92 However, as discussed in
Chapter 7, surcharges are applied often to ships fitted with bow and stern thrusters
in order to compensate for reduced towage revenue.
Table 21 shows the average number of tugs required to service vessels between
1991 and 1995. The number of tugs per ship has declined between 1991 and 1995.
However, the results do not take account of any change in the mix of vessels (for
example, between large and small vessels) within ports.

Table 21:

Number of tug jobs per ship assisted; 1991 to 1995
1991

1992

1993

1994

1995

Declared ports

3.3

3.2

3.2

3.1

3.0

Non-declared ports

3.9

3.9

3.7

3.7

3.6

~AI~I~o~rt~s________~____~3~.5~~____~3.~4~____~3~.3~~____3~.~3~____~3~.1~

Source:

90

ACCC surveys of harbour towage operators, 1995.

See ACOS submission, pp. 4 and 5.

91

Newcastle Port Corporation submission, p. 3.

92

See, for example, Transcript, October 1995, p. 50.
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Table 22 shows the change in towage charges per ship, as an index, based on
average revenue received by harbour towage operators. Revenue per vessel
decreased by 2 per cent (in nominal terms) for all ports between 1991 and 1995.
In intervening years the results are mixed and do not support the argument that
there has been a trend to lower towage charges on a ship-by-ship basis, at least
since 1991. However, since omni-directional tugs were first introduced in the
1970s, a reduction in towage costs, because of a reduction in the number of tugs
used for some vessels, may have occurred. The Commission does not have the
data to confirm or refute this argument.
Table 22:

Index of movements in towage charges per ship; 1991 to 1995

Declared ports

1991

1992

1993

1994

1995

100

97

102

102

99

Non-declared ports

100

102

97

97

96

AUports

100

100

102

101

98

Source:

ACCC surveys of harbour towage operators, 1995.

Several issues relating to improvements in service quality were raised during the
inquiry. The Commission notes that many of these issues have been, or are
currently being addressed, by the appropriate parties in several ports.
Users desire tugs to be available on a 24 hour basis. For example, a survey of
users in the port of Fremantle revealed that this issue is one of the main concerns
of users. However, due to provision in the Award of an exhaustion clause that
crew must rest after being on duty for 18 hours, effectively a 24 hour service is not
provided in most ports. Nevertheless, in the case of the port of Fremantle, the
harbour towage operator was able to negotiate with unions and achieved enhanced
operational flexibility in exchange for higher wages. As a result, a 24 hour service
is provided in that port. 93
Another issue related to a 24 hour service concerns the current ordering
arrangements. The lead time required for the ordering of tugs is affected by the
advance time needed to be given to crew of jobs pending. For example, under the
award, a typical requirement is for crew to be notified by 16.30 hours of jobs
scheduled for overtime hours and 16.30 hours on Fridays for weekend jobs.
The implication for users is that harbour towage operators require orders up to two
days in advance for weekend jobs. However, it may be difficult to predict with
precision when tugs will be required. 94 For example, loading may occur more
quickly than expected and bring forward the possible departure time, or favourable
weather conditions could allow an earlier arrival than expected.
Improvements in flexibility have occurred in some ports, such as Newcastle and
Fremantle. Fenwick has advised that, in Newcastle, it can respond to an order with
93
94

Howard Smith submission, p. II.
See, for example, APSA submission, p. 5.
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a lead time of one hour, including weekends. 95
flexibility has improved in the port of Fremantle. 96

Adsteam gave evidence that

A criticism is that pilots are unable to specify the type of tugs to be used for a
particular vesse1. 97 Tugs are deployed on a rotational basis so that tug jobs are
evenly spread between tugs. An implication is that pilots may specify the number
of tugs for a particular job based on the possibility that the least suitable tugs may
be available. Furthermore, in some ports crews are allocated to a particular tug
with no switching between tugs. Flexibility may improve if crews were able to
switch between tugs. However, a constraint on this is that wage rates may vary
between crew employed on different types of tugs.
The PSA considered some of these issues in detail in its 1990 inquiry. The
purpose of this current inquiry is to determine whether current declarations should
remain. While issues relating to service quality were raised at the hearing and in
submissions, they were not central to this inquiry and detailed evidence was not
taken. Consequently, the ACCC notes the concerns but considers that they should
be addressed by the relevant harbour towage operators, port authorities and users.
If labour constraints inhibit improvements in service qualities, these issues should
form part of award negotiations and enterprise bargaining.

8.4

Profitability

The trends in profitability of harbour towage operators, in terms of earnings before
interest and tax (EBIT)/assets, are illustrated in Table 23. It should be understood
that the figures represent an industry average and that individual port results varied
considerably from the average. Moreover, in order to assess the underlying
profitability of harbour towage operators, redundancy payments and other
abnormal items have been excluded from the calculation of EBIT. Comparative
figures for the 'Transport' group of listed companies and the 'All Companies'
average from the Australian Stock Exchange (AS X) are also shown.
Assets are generally valued at written down, historic cost. However, in some
instances revaluation of assets has occurred. Insufficient data were provided by
harbour towage operators to the Commission for EBIT/asset figures based on
current market values to be presented.

95

Transcript, August 1995, p. 16.

96

Transcript, August 1995, p. 55.

97

See, for example, Brisbane Marine Pilots submission, p. 2.
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Table 23:

EBIT/assets of major harbour towage operators (%); 1991 to
1995
1991

1992

1993

1994

1995

Declared ports

13.1

6.0

11.5

18.1

23.9

Non-declared ports

26.1

17.6

24.9

21.9

26.8

All ports

17.5

10.3

16.2

19.4

25.0

Transport

9.1

8.8

7.0

3.8

na

All companies

7.4

6.0

7.3

8.0

na

na
not available
Assets are based on written down values.
Sources: ACCC surveys of harbour towage operators, 1995.
Australian Stock Exchange, 1995, Financial and Profitability Study, Sydney.

Table 23 indicates that on an industry basis, profitability has increased between
1991 and 1995, after a sharp decline in 1992. The fall in 1992 was primarily
caused by reductions in demand. As fixed costs are a high proportion of total
costs, demand fluctuations can have a large impact on profitability in the short
term. Rising demand and reductions in unit costs have been contributing factors to
the improvement in profitability since 1992.
The major harbour towage operators have stated that they have experienced
declining profitability.98 However, the data provided by the harbour towage
operators in the survey does not support this conclusion overall, as shown in
Tables 8.9 and 8.10. Nevertheless, the industry figures do not necessarily
correspond with profitability in individual ports. In some ports, profitability is
considerably higher than the industry average, whereas in other ports harbour
towage operators experienced a negative EBIT/assets in 1995. Furthermore, not
all ports have experienced a rise in profitability since 1991. In some cases,
EBIT/assets is considerably less in 1995 than it was in 1991. On the other hand,
harbour towage operators in some ports have enjoyed a rise in profitability that
exceeds that of the industry as a whole.
It is interesting to note from Table 23 that the aggregate profitability of the

declared ports is lower than the non-declared ports. This might indicate that
surveillance has had a restraining influence on monopoly profits. However, such
conclusions are difficult to draw because of the impact on profitability of other
factors, most notably demand.
Table 23 also presents comparative EBIT/assets figures for listed transport
companies and the 'All Companies' figure as published by the ASX. The
comparisons suggest that harbour towage operators, in general, experience higher
than average profitability over time. The majority of sub-markets also enjoy

98

Howard Smith submission p. 3, Fenwick submission p. 27 and Adsteam submission
p.28.
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higher than average profitability, notwithstanding the divergences from the
industry averages that were discussed above. It should be noted that profitability
would be even higher if the cost item, commissions to shareholders, was excluded
from the calculation of EBIT.99
Profitability in terms of EBIT/sales is shown in Table 24. Profitability of harbour
towage operators is also high in comparison with other companies on the basis of
this indicator. However, as harbour towage is a relatively low turnover industry in
relation to other industries, a high EBIT/sales figure might be expected.
Between 1991 and 1995, the EBIT/sales figures show the same trends as the
EBIT/asset figures. That is, profitability decreased sharply in 1992, but overall the
level of profitability has increased between 1991 and 1995.

Table 24:

EBIT/sales of major harbour towage operators (%); 1991 to
1995
1991

1992

1993

1994

1995

Declared ports

16.8

11.0

18 .4

24.3

27.7

Non-declared ports

25.1

24.2

29 .4

22.8

26.1

All ports

20.1

16.7

23 .1

23.7

27.1

Transport industries

8.2

8.6

7 .2

3.5

na

All com anies

9.7

7.4

9 .0

10.3

na

na

not available

Sources: ACCC surveys of harbour towage operators, 1995.
Australian Stock Exchange, 1995, Financial and Profitability Study, Sydney.

8.5

Rate of return and risk

The relatively high profitability of harbour towage operators might indicate an
abuse of market power. Alternatively, it might indicate above average risk for this
industry.
When assessing the risk which a business faces, it is necessary to look at the nature
of the activities of the company and the business environment in which it operates.
Generally, the higher the level of risk, the higher the expected rate of return.
Box 3 lists several factors in the towage industry which affect the degree of risk.
Some factors have the effect of reducing risk, while others increase the risk.

99
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See Section 8.2.

Box 3:

Some factors affecting risk in the towage industry

Reducing risk

Increasing risk

The towage industry demonstrates features of
natural monopolies.

Demand is exogenous to harbour towage
operators and cannot be increased by promotion
of advertising.

Demand is inelastic. Charges can be increased
without any significant reduction in demand.

Exogenous demand is subject to economic
conditions, both domestically and internationally,
which may tend to be cyclical.

The towage industry is dominated by two
companies, but with very little competition in
individual ports.

High fixed costs accentuate fluctuations in
profitability arising from demand movements.

High barriers to entry are a feature of the industry.

Towage operators were questioned during the public hearing about the adequacy
of profitability and follow up questions were subsequently asked. None of the
operators was able to provide a benchmark against which current and past
profitability can be assessed.
On balance, taking all factors into account, the Commission does not consider that
the level of risk in the towage industry, compared with other industries, is
sufficient to justify the relatively high level of profitability which harbour towage
operators are currently experiencing. However, the Commission notes that the
strong link between prices and capital costs has implications over time for
profitability and what constitutes a fair rate of return. The economic lives of tugs
generally exceed by a large number of years the depreciation period used for
accounting purposes. This means that profitability of harbour towage operators
should be low or negative when the tug fleet is relatively new, but may be very
high when fully depreciated. Therefore, whether profitability is excessive needs to
be based on an assessment of returns over an extended period.

8.6

Impact of the reforms

Chapter 7 discussed movements in towage charges. Combining the analysis of
cost movements and profitability presented in this chapter, it is possible to make
some comments about whether users have benefited from the reform process.
It is evident that the reforms have led to a general reduction in labour costs.

However, to a large extent these savings have been offset by cost increases in other
areas so that unit costs are at similar levels to those prevailing prior to the reforms.
At the same time, towage charges have fallen in real terms in each of the declared
ports, with the exception of Adelaide. The experience in other ports is mixed. To
the extent that prices reflect cost movements, the benefits of reform have been
passed on, even if prices have not fallen.
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Some parties expect towage charges to fall as a consequence of the reforms. 100
However, this expectation overlooks the impact that other factors, such as demand,
other cost components and profitability, have on towage charges. The analysis
indicates that there has been a general rise in aggregate demand but this has not
translated to rising demand in every port. Similarly, while industry profitability
has been rising, the experience in individual ports is not uniform.

In general, therefore, there appears to be scope for towage charges to fall in the
future, or to rise at a slower rate. However, an assessment of charges in individual
ports needs to be made on a case by case basis taking account of the other
influences on towage charges. The Commission has not attempted to make this
assessment during this inquiry as it is beyond its terms of reference.

8.7

Conclusions

The performance of the harbour towage operators has varied. Unit costs have
declined slightly in the industry as a whole but the cost-reducing impact of labour
reforms have been offset by rises in the costs of other inputs. Fluctuating volumes
mean the cost performance of harbour towage operators in individual ports varies
considerably.
The reduction in crew levels has been achieved and they are now at comparable or
lower levels than many overseas ports. Tug utilisation has also improved since
1989, although it has been fairly static since 1991. These indicators suggest that
labour and capital productivity have improved. Nevertheless, concerns about
efficiency remain in some areas and there is likely to be room for further gains to
be realised. The responsibility for the achievement of such gains rests with the
harbour towage operators, unions, users and port authorities. The towage industry
enjoys high profitability compared with comparable industries, notwithstanding
the degree of risk it faces. However, profitability is not uniform across ports and
in some cases has fallen since 1991.

100
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See, for example, NBCG submission p. 2.

9
9.1

Conclusions and recommendations
Assessment of competition

The ACCC considers that for the purposes of this inquiry the towage market
consists of a number of sub-markets defined on a port by port basis. However, in
some instances, the sub-market extends beyond an individual port because of the
closeness of competition in those geographic localities. Sub-markets are also
defined in adjacent ports if tugs are not stationed permanently in one or more of
the ports.
The towage market is substantial largely because of its strategic importance in the
sea transport chain. Inefficiencies in harbour towage can have considerable
ramifications for overall port related shipping costs and Australia's international
competitiveness. Consequently, there is a strong public interest in ensuring the
efficiency of each of the individual components of the chain, including harbour
towage.
The potential for competition in the provision of harbour towage is limited by the
natural monopoly characteristics of the sub-markets and the limited scope for ports
to compete with each other. In most ports there is only one supplier of tugs and
little scope for new entry because of the size of the market relative to the
economies of scale enjoyed by the incumbent. Economies of scale arise from the
capital intensive nature of towage in combination with the relatively low utilisation
of that capital. In monopoly ports, there is concern that incumbent towage
suppliers could exercise substantial market power to raise towage charges to
excessive levels or lack incentive to provide the desired quality of service. These
concerns are highlighted by the high level of profitability enjoyed by the industry
as a whole.
Even in the few ports where there is more than one harbour towage operator,
competition between harbour towage operators is usually limited, with the
exception of Newcastle. There is a history of joint ventures and cooperative
arrangements and little evidence of strong price competition. In such ports, the
harbour towage operators are likely to exercise joint market power which can be
considered substantial.
In some ports, however, concerns over competition are less pronounced. In those
ports, such as Hay Point, countervailing power from users is likely to restrain the
exercise of the harbour towage operator's market power.
Generally, barriers to entry are high and unsuccessful entrants might not be able to
recoup capital costs upon exit. These characteristics reduce the likelihood of
successful entry. Nevertheless, entry barriers do not always preclude competition
in special circumstances as demonstrated by the experience in the port of
Newcastle and the entry of BHP Transport into Port Hedland and Hay Point. In
this case, the special circumstances were that BHP was able to ensure that an
adequate proportion of towage jobs went to its harbour towage operators by virtue
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of its customer links. In Newcastle, towage charges have fallen, quality of service
has improved and price competition is evident as a result of entry. Nevertheless,
this competition is likely to be transitory as harbour towage operators are unable to
influence the size of the market by their actions. Unless there is a sustained
exogenous rise in demand, it is unlikely that both suppliers will be able to operate
profitably over the longer term. Ultimately, one operator is likely to exit the
market. As a result, a monopoly is likely to re-emerge in Newcastle and
competition will be again diminished.
As mentioned above, entry into Newcastle was facilitated by the vertical links
between major users in the port and the new entrant. This ensured that the entrant
had a sizeable share of the market upon entry and thus lowered the costs and risks
of entry. In ports with a large number of small users, the likelihood of entry
through vertical integration is reduced. It should also be kept in mind that vertical
links can restrict competition if they are enjoyed by the incumbent. In those
circumstances, the potential market available to an entrant is likely to be reduced.
Despite the absence of effective competition, the TIRC reforms have been
implemented. The most notable impact has been the reduction in crew size. This
has led to gains in labour productivity. The extent to which the resulting cost
savings have been reflected in lower charges to users is difficult to assess because
of the impact on unit costs of changes in other cost components and volumes.
Nevertheless, in some sub-markets, towage charges have fallen in real terms
including some where charges have also fallen in nominal terms.
Other aspects of the market's performance, such as ordering arrangements, remain
of concern to some market participants. The Commission notes, however, that
enterprise bargaining at the port level has, in some instances, resulted in
improvements in flexibility and service quality.

9.2

Appropriate form of prices oversight

The ACCC has concluded that the towage market is substantial and that the market
power of many of the harbour towage operators in the sub-markets is substantial.
It therefore concludes that some form of prices oversight is justified. For reasons
that are examined below, the ACCC considers that it is now appropriate to apply
the new monitoring powers of the Prices Surveillance Act to certain harbour
towage operators, rather than continue with the existing system of surveillance and
informal monitoring.
Cost-based prices surveillance has been applied to the harbour towage operators in
the six major ports since 1991. Its effectiveness has varied. There have been a
number of occasions where the PSA did not object to lower than proposed prices
under s. 22(2)(b)(iii) of the Prices Surveillance Act, or where notifications were
withdrawn following pressure from the PSA. This suggests that surveillance has
been effective in restraining prices in some instances.
However, it is possible that surveillance has been less effective in restraining
Fenwick's towage charges as that company has not notified a price rise since
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declaration in 1991. On the one hand, it could be argued that the declaration has
deterred Fenwick's from seeking to raise prices and has thus been effective.
Nevertheless, the Prices Surveillance Act does not contain price control powers
and the ACCC has no power to enforce price reductions in situations where unit
costs are falling. lal
There are difficulties in cost-based surveillance in dealing with capital intensive
industries which are subject to volume fluctuations. If fixed costs are a high
component of total costs, unit costs fluctuate inversely with volumes. Cost-based
surveillance means that prices may tend to rise when volumes fall. However,
when volumes rise there is no mechanism to ensure that prices fall in the short
term. Some of the licences issued by port authorities contain so-called rise-andfall provisions which are meant to address the impact of fluctuating volumes on
profitability.la2 However, such clauses often result in significant fluctuations in
prices which are contrary to outcomes that would be observed in more competitive
markets. Price based surveillance might be an alternative to cost-based techniques.
However, the declared harbour towage operators have expressed their opposition
to price capping.
Since declaration in 1991, the industry has implemented reforms which have
improved the quality and cost of service in a number of areas: crew sizes have
been reduced and progress has been made in enterprise bargaining at the port level.
Further improvements are possible and should be encouraged. The ACCC
considers that a move away from surveillance might be appropriate in light of the
progress already made.
There continues to be, however, a substantial public interest in continuing to
monitor the reform process in harbour towage, including its impact on towage
charges. This public interest arises from the strategic importance of harbour
towage in the sea transport chain. This chain has a major impact on Australia's
international competitiveness.
The recent amendments to the Prices Surveillance Act enable the Minister to direct
the ACCC to monitor prices, costs and profits of specified persons or industries.
Previously, the PSA's monitoring programs relied on voluntary compliance for
their success. While such cooperation was generally forthcoming, the new formal
monitoring power gives the ACCC more confidence that a monitoring program
could be an effective substitute for prices surveillance.
The formal monitoring function of the Prices Surveillance Act includes a statutory
public reporting requirement. This raises the transparency and accountability of
persons and industries subject to monitoring. This, in turn, reduces the incentive to
raise charges and/or reduce service quality that firms with market power might
lal
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The Competition Reform Act 1995 amended s. 22(1) of the Prices Surveillance Act to
include a 12 month time period to define the previous highest price for notification
purposes.
The volatility of profitability is also affected by accounting depreciation of capital costs.
This generally does not correspond with the economic life of the capital.
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otherwise have. If monitoring detects such an abuse of market power, a strong and
timely case for surveillance to be reapplied can be made.
A monitoring regime enables the ACCC to collect and analyse relevant
information on a regular basis. Under prices surveillance, information is supplied
only when a declared firm notifies a price rise. In the case of towage, for example,
one of the declared firms has not notified since declaration. This means that the
ACCC's knowledge of whether prices are appropriate having regard to costs and
profits can be constrained under prices surveillance. This is a particular concern if
the main reason for prices oversight is to monitor the impact of reforms on prices.
Unlike surveillance, which is only triggered when a declared person notifies a
proposed price rise, monitoring will enable a continuing overview of whether the
apparent scope for towage charges to be reduced is realised.
Finally, a monitoring role is complementary to the government's direction to the
then PSA to monitor stevedoring and terminal handling charges. 103 A monitoring
role in harbour towage would enable the ACCC to take an integrated approach to
its monitoring activities in waterfront industries.
9.2.1

To whom should surveillance apply

The ACCC has concluded that the market for harbour towage is a substantial
market. However, that market consists of a number of geographic sub-markets
which vary considerably in size. Monitoring should be applied only to those submarkets where the benefits of monitoring are expected to exceed its costs.
The benefits of a monitoring exercise will be larger in those ports where there is
substantial market power as well as a substantial contribution to the national
market. The ACCC considers that total throughput in a port and the number of tug
jobs are the best indicators of a sub-market's relative contribution to the national
market. As with all indicators, the specification of a level above which a submarket can be considered substantial is somewhat arbitrary. However, submarkets that account for less than 1 per cent of throughput and have fewer than
1000 tug jobs per year are unlikely to have a substantial impact on the national
market. These criteria have therefore been used for determining whether a submarket should be subject to monitoring. The existence of effective countervailing
power is an additional criteria. An example of the latter is Weipa, where the
operator and sole user jointly make decisions.
On this basis, the ACCC considers that formal monitoring should be applied to all
of the harbour towage operators in each of the following sub-markets of the
towage market: Brisbane, Newcastle, Sydney/Port Botany, Melbourne/Geelong,
Port Adelaide,
Port
Kembla,
Westernport, Gladstone,
Townsville,
Fremantle/Kwinana and Bunbury.
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Stevedore and terminal handling charges are not currently subject to the monitoring
provisions of the Prices Surveillance Act. To date, monitoring has relied on voluntary
compliance.

9.3

Appropriate regulator

The ACCC considered whether the proposed monitoring program should be
conducted at a national, state or port level. Port authorities already have a
regulatory role in harbour towage through the provision of towage guidelines. The
issuing of licences enhances this role in some ports and might extend it into
regulation of towage charges. Furthermore, the Competition Principles Agreement
encourages state and territory parties to consider establishing independent sources
of prices oversight where these do not exist.
Prices oversight by port authorities might be appropriate as such bodies have
detailed knowledge of the characteristics of individual ports. Some form of
performance monitoring is also consistent with the port authority's role as landlord
in ensuring that port facilities are utilised efficiently.

In general, however, port authorities do not have expertise in prices oversight and
their power to regulate prices varies. It is likely that each port authority would
apply different criteria to prices oversight which would result in a lack of
uniformity in regulatory approach. Furthermore, because of their close working
relationship with harbour towage operators, port authorities are more likely to be
subject to regulatory capture than state or national regulators. Finally, the major
harbour towage operators operate on a national basis. The costs of complying with
a multiplicity of regulatory schemes administered by a number of regulators would
probably be high.
The ACCC notes that New South Wales and Victoria are the only states that
currently have established independent sources of prices oversight. It understands
that Queensland is currently assessing the scope of the role that such a regulator
might play in that state.
The absence of state-based regulators in the majority of states/territories reduces
the current scope for the monitoring of harbour towage charges to be conducted at
that level. The ACCC also understands that state-based regulators might not have
the legislative power to oversight the charges of private sector harbour towage
operators. It is also likely that the regulatory regimes that might be applied by the
states would vary from state to state. 104 This would raise compliance costs for
national harbour towage operators. For these reasons, the ACCC considers that the
monitoring of towage charges should be conducted at the national level.
Nevertheless, it recognises that state regulators might have a role in this industry.

9.4

Pro-competitive reforms

The focus of this inquiry has been on whether the existing declaration of harbour
towage under the Prices Surveillance Act continues to be necessary. At issue has
104

The Competition Principles Agreement states that the prime objective of prices oversight
of State and Territory GBEs should be efficient resource allocation. However, the
regulator must also have regard to any explicitly identified and defined community
service obligations that are imposed on the GBE.
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been whether competition is sufficiently strong to ensure price restraint or whether
some form of prices oversight is required.
The ACCC has concluded that competition is weak in this industry and that prices
oversight continues to be justified. Several investigations, including the PSA's
1990 inquiry report, have examined whether pro-competitive reforms are feasible
in this industry.lOs In 1990, for example, the PSA examined tendering for the right
to supply towage services, options for increasing the power of users including the
possibility of users choosing the number of tugs required, and collective buying by
shipping lines. 106
These issues have not been examined in detail in this inquiry and consequently the
ACCC does not wish to make recommendations in this regard. However, it notes
the potential for performance-based competitive tendering to facilitate competition
in the supply of harbour towage. Most of the industry's experience with
competitive tendering to date has been on an exclusive basis. This can preclude
competition and act as a barrier to entry. However, if the performance aspect of
the competitive bid places constraints on towage charges, this shoul,! not be a
major concern. In general, the ACCC would support the use of performance-based
licences as a means of facilitating competition. However, it is unlikely that the use
of such licences will be a panacea for the lack of effective competition in this
market given its natural monopoly characteristics.
Nevertheless, a formal
monitoring program would enable the ACCC to assess the usage and impact of
competitive tendering as well as progress being made in other areas of reform.

9.5

Recommendations

The Australian Competition and Consumer Commission recommends that the
declaration of Queensland Tug and Salvage Company Pty Ltd, J Fenwick and Co
Pty Limited, J Fenwick and Co (Newcastle) Pty Limited, Waratah Towage Pty
Ltd, Howard Smith Industries Pty Ltd, McIlwraith McEacharn Operations Ltd,
The Adelaide Steamship Company Ltd, Adelaide Steamship Industries Pty Ltd and
the Swan River Shipping Company under s. 21 of the Prices Surveillance Act be
revoked.
The ACCC recommends that it be directed under s. 27(A) of the Prices
Surveillance Act to monitor the prices, costs and profits of harbour towage
operators in the ports of Sydney/Botany, Newcastle, Port Kembla, Melbourne,
Geelong, Westernport, Brisbane, Gladstone, Townsville, Adelaide, Fremantle,
Kwinana and Bunbury.
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See for example, the BTCE (1988) and the IC (1993).

106

PSA (1990), pp. 40-52.
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Appendix A
Terms of reference and advertisement

Commonwealth of Australia
Prices Surveillance Act 1983

INQUIRY INTO DECLARATIONS UNDER THE PRICES
SURVEILLANCE ACT 1983

I, GEORGE GEAR, Assistant Treasurer, in pursuance of section 18 of the Prices
Surveillance Act 1983 hereby approve the holding by the Prices Surveillance
Authority in relation to each of the goods or services listed at Schedule A,
Schedule B, Schedule C and Schedule D of inquiries into:
(a)

the prices and competitive conditions of each of the goods or services;

(b)

whether those goods or services should be subject to prices surveillance;

(c)

the appropriate form of prices surveillance; and

(d)

whether prices surveillance should apply only to particular persons
supplying those goods or services.

Inquiries into the goods or services listed at Schedule A are to be completed and
reports submitted within 10 months of the date of this instrument. Inquiries into
the goods or services listed at Schedule B are to be completed and reports
submitted within 13 months of the date of this instrument. Inquiries into the goods
or services listed at Schedule C are to be completed and reports submitted within
19 months of the date of this instrument. Inquiries into the goods or services listed
at Schedule D are to be completed and reports submitted within two years of the
date of this instrument.
Dated this 2nd of December 1993.

GEORGE GEAR
Assistant Treasurer
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Schedule D

Inquiries are to be held into the supply of each of the following:
•

harbour towage services provided in the ports of Sydney/Port Botany,
Melbourne, Fremantle, Brisbane, Newcastle and Adelaide (being an inquiry
into the supply of such services by particular persons, namely Queensland
Tug and Salvage Company Pty Ltd, J Fenwick and Co Pty Limited,
J Fenwick and Co (Newcastle) Pty Limited, Waratah Towage Pty Ltd,
Howard Smith Industries Pty Ltd, McIlwraith McEacharn Operations Ltd,
Adelaide Steamship Industries Pty Ltd and the Swan River Shipping
Company);

•

petrol and automotive distillate (being an inquiry into the supply of petrol
and automotive distillate by particular persons, namely Ampol Limited,
Ampol Petroleum (Victoria) Pty Limited, Ampol Petroleum (Queensland)
Pty Limited, Total Australia Limited, BP Australia Limited, BP Oil
Distribution Limited, Caltex Oil (Australia) Pty Limited, Esso Australia
Limited, Mobil Oil Australia Limited and The Shell Company of Australia
Limited);

•

welded steel pipes (being an inquiry into the supply of welded steel pipes
by a particular person, namely Tubemakers of Australia Limited; and

•

steel mill products (being an inquiry into the supply of steel mill products
by particular persons, namely Broken Hill Proprietary Company Limited,
Australian Iron and Steel Pty Ltd and John Lysaght Australia).
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Advertisement

IIIII"'~ 111l1li111

PRICES
SURVEILLANCE
AUTHORITY

NOTICE OF INQUIRIES INTO

WELDED STEEL PIPES, STEEL MILL PRODUCTS AND
HARBOUR TOWAGE
PRICES SURVEILLANCE ACT 1983

INQUIRIES INTO DECLARATIONS OF GOODS AND SERVICES
UNDER THE PRICES SURVEILLANCE ACT
The Prices Surveillance Authority is to review the declarations of goods and services under the
Prices Surveillance Act 1983. This will involve inquiries to consider:
•
•
•
•

the prices and competitive conditions of each of the goods or services;
whether those goods or services should be subject to prices surveillance;
the appropriate form of price surveillance; and
whether prices surveillance should apply only to particular persons supplying those goods or
services.

The arrangements for these inquiries are as follows:
Submissions by:
Hearing dates:
Location:
Contact person:
Contact phone no:

Welded steel pipes
7 July 1995
13 July 1995
Melbourne
Mr D Elder
(03) 9272 3755

Steel mill products
7 July 1995
13 July 1995
Melbourne
Mr K Bain
(03) 9272 3775

Harbour towage
17 August 1995
23 August 1995
Melbourne
Mr R Dunning
(03) 9272 3765

The Melbourne public hearings will be held at the Public Inquiry Room, Level 8, IO Queens
Road, Melbourne. Hearings into the welded steel pipes and harbour towage declaration will
commence at 10:00 am and the hearing into the steel mill products declaration will commence at
2.00 pm.
Persons who wish to participate in these inquiries should contact the relevant person listed above
as soon as possible.
Written submissions should be forwarded to:

The Chairman
Prices Surveillance Authority
10 Queens Road
Melbourne Vic 3004
Facsimile: (03) 9867 8259
DR DAVID COUSINS
CHAIRMAN

17 May 1995
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AppendixB
Matters to which the Commission is required to have
particular regard in exercising its powers and
performing its functions
Section 17(3) of the Prices Surveillance Act 1983 states as follows:
In exercising its powers and performing its functions under this Act, the
Commission shall, subject to any directions under Section 20, have a particular
regard to:
(a)

the need to maintain investment and employment, including the influence of
profitability on investment and employment;

(b)

The need to discourage a person who is in a position substantially to
influence a market for goods or services from taking advantage of that
power in setting prices; and

(c)

the need to discourage cost increases arising from increases in wages and
changes in conditions of employment inconsistent with principles
established by relevant industrial tribunals.

The Treasurer gave the following directions to the Commission's predecessor
under Section 20 of the Act:
1)

On 15 October 1985:
I, the Treasurer, in pursuance of Section 20 of the Prices Surveillance Act
1983, hereby direct the Prices Surveillance Authority to give special
consideration, in exercising its powers and performing its functions under
that Act, to the following matter in addition to the matters in paragraphs (a),
(b) and ( c) of sub-Section 17(3) of that Act:
the Government's policy of generally not supporting price increases in
excess of movements in units costs.

2)

On 22 April 1988:
I, Paul John KEATING, the Treasurer, in pursuance of Section 20 of the
Prices Surveillance Act 1983, hereby direct the Prices Surveillance
Authority to give special consideration, in exercising its powers and
performing its functions under the Act, to the following matter in addition
to the matters in paragraph (a), (b) and (c) of sub-Section 17(3) of the Act:
the Government's policy that increases in executive remuneration in excess
of those permitted under wage fixation principles and decisions announced
by the Australian Conciliation and Arbitration Commission in National
Wage Cases should generally not be accepted as a basis for price increases.
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Appendix C
Written submissions
Organisation

Number

Brisbane Marine Pilots Pty Ltd

Status

Public

Newcastle Port Corporation

2

Confidential

Newcastle Port Corporation

3

Public

National Bulk Commodities Group

4

Public

ABC Containerline N.V.

5

Public

P&O Towage Services

6

Public

J Fenwick and Co Pty Limited

7

Public

J Fenwick and Co Pty Limited

8

Confidential

Australian Peak Shippers Company Ltd

9

Public

Liner Shipping Services

10

Public

The Adelaide Steamship Company Ltd

11

Public

Howard Smith Industries Pty Ltd

12

Public

The Adelaide Steamship Company Ltd

13

Confidential

Howard Smith Industries Pty Ltd

14

Confidential

The Association of Australian Ports & Marine Authorities

15

Public

Fremantle Port Authority (with Western Australian Department of Transport)

16

Confidential

Howard Smith Industries Pty Ltd -

Supplementary

17

Confidential

Howard Smith Industries Pty Ltd -

Supplementary

18

Public

Supplementary

19

Confidential

Australian Chamber of Shipping Ltd

20

Public

Adsteam Marine -
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Appendix D
Witnesses appearing at hearings
Public hearing - 23 August 1995
Organisation

Representative

Title

J Fenwick and Co Pty Limited

Mr Denzil Byrne
Mr Ian Fenwick
Mr Ross Howard

General Manager
Manager
Commercial Manager

Australian Peak Shippers Association

Mr Frank Beaufort

President

National Bulk Commodities Group

Mr Robert Hutchinson

Chairman

The Adelaide Steamship Company
Limited

Mr Clayton Frederick

Chief Executive - Marine
Division
Commercial Manager Marine Division

Mr David Grbin

Howard Smith Industries Pty Ltd

Mr Allan Hill
Mr David Webb
Captain Dale Cole
Mr Ronald Fletcher

P&O Australia Ltd

Commercial Manager Towage and Salvage
Chief Executive - Marine
General Manager - Towage
and Salvage
General Manager

Public hearing - 26 October 1995
Organisation

Representative

Title

Australian Chamber of Shipping Ltd

Mr Greg Bondar
Mr John McGoogan

Executive Director
Member

The Adelaide Steamship Company Ltd

Mr Clayton Frederick

Chief Executive - Marine
Division
Commercial ManagerMarine Division

Mr David Grbin
Newcastle Port Corporation

Mr Colin Norman

Commercial Manager

Howard Smith Industries Pty Ltd

Mr David Webb
Captain Dale Cole

Chief Executive -

Mr Allan Hill
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Marine

Appendix E
Organisations providing background information
Australian Institute of Marine and Powers Engineers
Australian Maritime Officers Union
BHP Transport Pty Ltd
Bundaberg Port Authority
Bureau of Industry Economics
Burnie Port Authority
Department of Treasury and Finance (Victorian)
Gladstone Port Authority
Industry Commission
Mackay Port Authority
Marine Board of Hobart
Maritime Union of Australia
Port Kembla Port Corporation
Port of Geelong Authority
Port of Launceston Authority
Port of Melbourne Authority
Port of Portland Authority
South Australian Ports Corporation
Sydney Ports Corporation
Westernport Division of the Port of Melbourne Authority
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Appendix F
Declaration
COMMONWEALTH OF AUSTRALIA
Prices Surveillance Act 1983
DECLARA TION (NO. 67)

I, ROSS VINCENT FREE, Minister of State for Science and Technology, acting
for and on behalf of the Treasurer, in pursuance of section 21 of the Prices
Surveillance Act 1983, hereby declare:
(a)

harbour towage services provided in the ports of Sydney/Port Botany,
Melbourne, Fremantle, Brisbane, Newcastle and Adelaide, to be notified
services for the purposes of the Act; and

(b)

Queensland Tug and Salvage Company Pty Ltd, J Fenwick and Co Pty
Limited, J Fenwick and Co (Newcastle) Pty Limited, Waratah Towage Pty
Ltd, Howard Smith Industries Pty Ltd, McIlwraith McEacharn Operations
Ltd, The Adelaide Steamship Company Ltd, Adelaide Steamship Industries
Pty Ltd, and the Swan River Shipping Company, to be, in relation to those
services, declared persons for the purposes of the Act.

Dated this ninth day of August 1991.

ROSS FREE
Minister of State for Science and Technology
Acting for and on behalf of the Treasurer
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Appendix G
Division of the Australian Competition and Consumer
Commission

Pursuant to section 30(1) of the Prices Surveillance Act 1983,for the purposes of
the Inquiry into harbour towage (being an inquiry into the supply of harbour
towage services by particular persons, namely Queensland Tug and Salvage
Company Pty Ltd, J Fenwick and Co Pty Limited, J Fenwick and Co (Newcastle)
Pty Limited, Waratah Towage Pty Ltd, Howard Smith Industries Pty Ltd,
McIlwraith McEacharn Operations Ltd, The Adelaide Steamship Company Ltd,
Adelaide Steamship Industries Pty Ltd and the Swan River Shipping Company in
the ports of Sydney/Port Botany, Melbourne, Fremantle, Brisbane, Newcastle and
Adelaide), the powers of the Commission under this Act will be exercised by a
Division of the Commission constituting Professor A H M Fels, Chairperson,
Ms R L Smith, Commissioner, Dr E J Harman, Associate Commissioner and
Mr R N Overall, Associate Commissioner.

Professor Allan Fels
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AppendixH
Survey to harbour towage operators

Inquiry into the review of the harbour towage
declaration
Survey to harbour towage operators

Port: _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __

Operator: _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __
Ownership: _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __
Participation in other maritime service industries:
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1

Revenue and costs from harbour towage operations (exclude other
activities such as salvage). Please specify reporting period (as per
financial statements):
1991

1992

1993

1994

1995

Revenue:
Basic service charges
Other (please specify)

1)
2)
3)
Total revenue

Costs:
Tug operating costs
Fuel
Insurance
Maintenance
Other

Capital costs
Depreciation of tugs

Crew costs
Wages
Overtime (if paid separately)
Leave
Other costs

Indirect costs
Administration
Management fees
Commissions
Building rent
Berths

Other
Redundancy
Training

Total costs
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1.1

Profitability
1991

1992

1993

1994

1995
(to date)

Total revenue
less
Total costs

EBIT

Interest paid:
external sources
within the group

Profit before tax

Tax

Profit after tax

1.2

Assets, shareholders' funds and borrowings (distinguish between
borrowing from (i) external sources and (ii) within the corporate
group)
1991

1992

Assets
at written down value 1
at current market value

Shareholders funds

Borrowings
external
internal

Please specify method of depreciation and rate:
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1993

1994

1995

2

Activity levels and patterns (for same period as financial data)
1991

1992

1993

1994

1995

Total number of tug jobs:
Total number of ships assisted:(a)
Total number of tugs in service

(a)

3

Count as one ship assisted even if the ship was assisted on arrival and departure.

Tug fleet in port at July 1995
Name

4

Type

Length

Bollard
Pull
(tonnes)

Original
capital
cost ($)

Resale
value
($)

Replacement cost
($)

Changes to tug fleet since July 1990

In the table below, please note, giving reason(s), any acquisitions and disposals to
the tug fleet since July 1990 .
Date

4.1

Name of tug

Acquisition/disposal (reasons)

Are there plans to acquire or dispose of any tugs in the foreseeable
future? If so, what factors would influence such a change?

99

5

Do you have a different schedule of fees for peak and off-peak
periods?

6

What is the basis for increasing charges with ship size?

7

Do you offer discounts? Please provide details.

8

Total crew employment as at 30 June
1991
Total

tu~

crew employment:

Masters
Mates
Engineers
Greasers
Integrated ratings/deckhands

Crews2er tug
Crew size per tug

100

1992

1993

1994

1995

8.1

What reasons were there for the changes to the number of crews
and size of crews since 1991?

9

What are your rostering arrangements? Do the current rostering
arrangements allow for a 24 hour service? How· does 'ring iIi for
orders' fit into your roster? Are there any plans to change crewing
arrangements in the future? If so, please provide details.

10

Have you negotiated enterprise bargaining agreements?
differences to the award do these include?

11

Specify nature of any other reforms to be implemented and expected
date of implementation:

12

Please explain any factors which you believe should be taken account of
in assessing any of the data provided.

What
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Other data to be provided

13

Current charge schedules and charge schedules since last notified prices, if
prices have increased or decreased. Please advise dates that changes were
made.

14

Latest annual financial statements report.

15

Copies of enterprise agreements.
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Appendix I
Unit towage costs
Unit costs in declared ports ($ per tug job); 1991 to 1995
1991

1992

1993

1994

1995

Fuel

74

89

89

96

91

Insurance

68

54

81

69

50

122

136

137

123

138

72

62

67

61

53

336

342

374

348

332

268

331

335

308

288

Wages

741

788

749

704

709

Other crew costs

248

267

219

225

219

Sub-total

989

1,055

968

929

929

Administration

186

220

209

192

196

Commissions/mgt fees

156

169

179

164

117

82

95

100

98

96

424

484

488

454

409

Operating costs

Maintenance
Other
Sub-total

Capital costs

Depreciation

Crew costs

Indirect costs

Other indirect costs
Sub-total

Other costs

0

171

24

31

0

Training

23

25

21

17

14

Sub-total

23

196

46

48

14

2040

2407

2211

2086

1973

Redundancy

Total costs

Figures may not add up to totals due to rounding.
Source:

ACCC surveys of harbour towage operators, 1995.
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Unit costs in non-declared ports ($ per tug job); 1991 to 1995
1991

1992

1993

1994

1995

113

121

125

120

132

48

38

50

56

49

146

154

155

275

201

79

86

90

113

110

385

399

420

563

491

436

462

469

460

476

Wages

941

964

894

887

970

Other crew costs

335

291

215

265

238

1275

1256

1 109

1 152

1208

Administration

114

140

142

150

162

Commissions/mgt fees

290

312

322

329

262

63

65

62

66

76

467

518

526

546

500

Operating costs
Fuel
Insurance
Maintenance
Other
Sub-total

Capital costs
Depreciation

Crew costs

Sub-total

Indirect costs

Other indirect costs
Sub-total

Other costs
Redundancy

19

85

14

3

0

Training

33

40

20

16

15

Sub-total

52

125

33

19

15

2616

2759

2556

2740

2691

Total costs

Figures may not add up to totals due to rounding.
Source:
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ACCC surveys of harbour towage operators, 1995.

Unit cost movements for declared ports; 1991 to 1995
1991

1992

1993

1994

1995

100

90

90

96

100

Fuel

100

120

120

129

123

Insurance

100

79

118

101

74

Maintenance

100

112

112

101

113

Other

100

86

94

84

74

Sub-total

100

102

111

103

99

100

123

125

115

107

Tug jobs
Operating costs

Capital costs

Depreciation

Crew costs

Wages

100

106

101

95

96

Other crew costs

100

108

88

91

88

Sub-total

100

107

98

94

94

Administration

100

118

113

104

106

Commissions/mgt fees

100

108

115

105

75

Other indirect costs

100

117

122

120

118

Sub-total

100

114

115

107

97

-

-

-

-

-

100

120

102

83

66

-

-

-

109

102

97

Indirect costs

Other costs

Redundancya
Training
Sub-total
Total costs

100

-

118

a

An index for redundancy payments has not bet-en calculated. These represent one-off payments
and therefore distort changes over time.
Figures may not add up to totals due to rounding.

Source:

ACCC surveys of harbour towage operators, 1995.
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Unit cost movements for non-declared ports; 1991 to 1995
1991

1992

1993

1994

1995

100

104

107

109

105

Fuel

100

107

111

106

117

Tug jobs
Operating costs

Insurance

100

79

105

116

102

Maintenance

100

106

106

189

138

Other

100

109

114

143

139

Sub-total

100

103

109

146

127

100

106

108

106

109

Wages

100

103

95

94

103

Other crew costs

100

87

64

79

71

Sub-total

100

98

87

90

95

Administration

100

123

124

132

142

Commissions/mgt fees

100

107

111

113

90

Other indirect costs

100

104

99

106

122

Sub-total

100

111

113

117

107

-

-

-

-

-

100

120

59

47

46

-

-

-

-

-

100

105

98

105

103

Capital costs

Depreciation

Crew costs

Indirect costs

Other costs

Redundancy(a)
Training
Sub-total
Total costs

(a)

An index for redundancy payments has not been calculated. These represent one-off payments
and therefore distort changes over time.
Figures may not add up to totals due to rounding.

Source:

ACCC surveys of harbour towage operators, 1995.
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Reports published by the Prices Surveillance Authority
prior to 6 November 1995
Report

Subject

Date

Petroleum products (Interim Report)

20 June 1984

2

Petroleum products (Final Report)

25 July 1984

3

Telecommunications Services

23 October 1984

4

Certain Postal Services

12 December 1984

5

Fruit Juices

13 June 1985

6

Cigarettes

26 November 1985

7

Table Chicken Industry

19 February 1986

8

Certain Postal Services

6 June 1986

9
10

Food and Groceries

5 September 1986

Tampons

2 December 1986

11

Biscuits

10 June 1987

12

Tractor, Grader and Earthmover Tyres

31 August 1987

13

Personal Care Products

22 September 1987

14

Telecommunications Services

30 September 1987

15

Clothing

30 October 1987

16

Petrol in the Australian Capital Territory

4 December 1987

17

Passenger Motor Vehicle Replacement Parts

22 April 1988

18

Domestic Hardware and Household Tools

12 July 1988

19

Retail Prices of Domestic Furniture

27 January 1989

20

Overseas Telecommunications Commission

17 March 1989

21

Exchange Rates and Consumer Prices

20 May 1989

22

Postal Services (Interim Report

1 June 1989

23

Postal Services (Final Report)

18 July 1989

24

Book Prices (Interim Report)

31 August 1989

25

Book Prices (Final Report)

19 December 1989

26

Petroleum Product Prices

20 December 1989

27

Coastal Shipping Freight Rates

30 March 1990

28

Port Congestion Surcharge for Cargo Handling at Sydney

12 April 1990

29

Review of LPG Pricing

30 June 1990

30

Harbour Towage Charges

28 August 1990

31

Petroleum Products Prices (Interim Report)

29 August 1990

32

Tasmanian Petrol Prices

8 November 1990

33

Petroleum Product Prices (Final Report)

8 November 1990

34

Charges by the Stevedoring and Container Depot Industries

19 November 1990

35

The Prices of Sound Recordings

13 December 1990

36

Pre-Mixed Concrete Prices

4 July 1991

37

Postal Services

22 July 1991

38

Cinema Admission Prices

24 October 1991

39

Investigation into Funeral Prices

13 March 1992

40

Supply of Instant Coffee for Retail Sale by Nestle Australia Ltd,
Unifoods Pty Ltd and Cadbury Schweppes Pty Ltd

6 July 1992

107

Report

Subject

Date

41

Real Estate Agents Fees relating to Residential Property
Transactions (Interim Report)

24 July 1992

42

Land Based Charges in Australian Ports by Ocean Carriers and
Conferences

28 August 1992

43

Real Estate Agents Fees Relating to Residential Property
Transactions (Final Report)

25 September 1992

44

Prices of Computer Software (Interim Report)

12 October 1992

45

Credit Card Interest Rates

15 October 1992

46

Prices of Computer Software (Final Report)

15 December 1992

47

Publications Pricing Policy of the Australian Government
Publishing Service

19 December 1992

48

Aeronautical and Non aeronautical charges of the Federal
Airports Corporation

17 August 1993
23 August 1993

49

Prices of Farm Chemicals

50

Pilotage Services on the Great Barrier Reef

24 September 1993

51

Inquiry into the Biscuits Declaration

26 August 1994

52

Inquiry into the Cigarettes Declaration

5 September 1994

53

Inquiry into the Tea Declaration

5 September 1994

54

Inquiry into the Instant Coffee Declaration

6 September 1994

55

Inquiry into the Tampon Declaration

30 September 1994

56

Inquiry into the Beer Declaration

30 September 1994

57

Inquiry into Ready-to-Eat Breakfast Cereals Declaration

21 December 1994

58

Inquiry into the Portland Cements Declaration

21 December 1994

59

Inquiry into the Float Glass Declaration

21 December 1994

60

Inquiry into the LPG Declaration in WA

30 December 1994
28 April 1995

61

Inquiry into Book Prices and Paraliellmports

62

Inquiry into Concrete Roof Tile Declaration

16 June 1995

63

Inquiry into Toothpaste Declaration

30 June 1995

64

Inquiry into the Glass Containers Declaration

30 June 1995

65

Inquiry into Fees and Charges Imposed on Retail Accounts by
Banks and Other Financial Institutions and by Retailers on
EFTPOS Transactions

30 June 1995

66

Inquiry into the Welded Steel Pipes Declaration

25 October 1995

Written requests for inquiry reports should specify the number and subject of the
report required, and be directed to the Melbourne office:
Australian Competition and Consumer Commission
GPO Box 520J
MELBOURNE VIC 3001
Phone: (03) 9290 1800
Fax:
(03) 9663 3699

108

Australian Competition and Consumer
Commission contacts and offices
General Manager (06) 264 2924

Hank Spier

Mergers
Senior Assistant Commissioner (06) 264 2900

Luke Woodward

Adjudication
Senior Assistant Commissioner (06) 264 2863

John O'Neill

Deregulating Industries
Senior Assistant Commissioner (06) 264 2876

Dr John Tamblyn

Enforcement and Regional Coordination
First Assistant Commissioner - Glen Barnwell
(06) 264 2896
Consumer Protection Strategies and Compliance Information
Senior Assistant Commissioner - Delia Rickard
(06) 264 2804
Corporate Management
Senior Assistant Commissioner (06) 264 2884
Media liaison (06) 264 2808

Helen Lu

Lin Enright

Micro Economic Reform
First Assistant Commissioner (03) 9290 1814

Joe Dimasi

Prices Surveillance and Inquiries
Senior Assistant Commissioner - Trevor Lee
(03) 9290 1800
Access Operations
Senior Assistant Commissioner (03) 9290 1862

Margaret Arblaster

General publication queries - Robert Booth (06) 264 2805
Charlotte Reynolds (03) 9290 1815
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ACT (National Office)
Yellow Building
Cor Chan Street & Benjamin Way
BELCONNEN ACT 2617
Tel: (06) 264 1166
New South Wales
Regional Director
LevelS, Skygardens
77 Castlereagh Street
SYDNEY NSW 2000
Tel: (02) 230 9133
Tamworth
Regional Director
PO Box 2071
TAMWORTH NSW 2340
Tel: (067) 612000
Queensland
Regional Director
10th Floor, AAMI Building
500 Queens Street
BRISBANE QLD 4000
Tel: (07) 3835 4666
Townsville
Director
Level 6
Commonwealth Bank Building
Flinders Mall
TOWNSVILLE QLD 4810
Tel: (077) 71 2712
South Australia
Regional Director
1st Floor, ANZ House
13 Grenfell Street
ADELAIDE SA 5000
Tel: (08) 205 4242
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Tasmania
Regional Director
Ground Floor, Marine Board Building
Morrison Street
HOBART T AS 7000
Tel: (002) 34 5155
Victoria
Regional Director
Level 35 The Tower
360 Elizabeth Street
MELBOURNE VIC 3000
Tel: (03) 9290 1800
Western Australia
Regional Director
3rd Floor, East Point Plaza
233 Adelaide Terrace
PERTH W A 6000
Tel: (09) 325 3622
Northern Territory
Director
Level 8, National Mutual Centre
9-11 Cavanagh Street
DARWIN NT 0800
Tel: (089) 43 1499
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Australian Competition
and Consumer Commission
publications evaluation form
The Australian Competition and Consumer Commission produces a
comprehensive range of publications as part of its information, education
and guidance activities and would welcome your comments on the
usefulness of those publications.
Would you take a moment to fill in this survey and post it to the
Commission?
Thank you.

Has this publication Inquiry into the Harbour
Towage Declaration been useful to you?

DYes
No

o

Where did you obtain it?
..............................................................................................

Did you get it for personal or professional use?

o
o
o

Personal
Professional
Both

Which section/sections did you find most
useful?
..............................................................................................

What section/sections did you find least useful?
..............................................................................................

How would you rate the overall usefulness of the
infonnation?

o
o
o
o

Excellent
Good
Fair
Poor

Do you have any comments or suggestions on how you think: we could
improve this publication?
..............................................................................................
.. .. .. . . . . . . . .. .. .. . .. . .. . . . . . . . . . . .. . . .. . .. . . . . . . . . . . . . . .
. . .. .. .. . . . . . .. . . . . . . . . . . . . .. . . . . . . .. . . . .. . .. . .. . . . . . . . .

.. . .. . . .. . . . . .. .. . . .. .. . .. . . .. . . . . .. . . . . .. .. . . . . . . .. . . . . . . .. .

Would you like to know what other publications the Commission has
available? If so, please fill in your name and address before posting this
fonn back to the Commission and we will send you a list.
Name:
Title:

................................................................................

................................................................................

Organisation:

........................................................................

Address: . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
.. . . .. .. .. . .. .. .. . .. . . .. . . . . .. . . . . . . .

State:
Postcode:

..

. .. .. .. . .. .. .. .. .. . .. . . . . . .. .

................................................................................
..............................................................................

Please return this fonn to:
Reply Paid 123
Australian Competition and Consumer Commission
PO Box 19
BELCONNEN ACT 2616

