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1. Introduction 

 
The market environment in which container ports and shipping lines are operating is 
substantially changing. One of the main driving forces to change emerges from the 
globalization process and the large-scale adoption of the container since the late 
1960s. While the Atlantic Rim is the cradle of containerization, economically dynamic 
Asia has become the world’s main container region.  
 
The rise of world containerization is the result of the interplay of macroeconomic, 
microeconomic and policy-oriented factors. World trade is facilitated through the 
elimination of trade barriers and the liberalization and deregulation of markets. The 
public sector has redefined its role in the port and shipping industries through 
privatization, commercialization and corporatization schemes. Contemporary 
government intervention in an efficiency-oriented industry typically focuses on the 
issue of market liberalization and the creation of a level playing field for fair 
competition, the monopoly issue and the public goods issue. With the reassessment 
of the role of the government much attention is now paid to governance issues in 
ports and shipping. 
 
This paper deals with changes in the terminal operator business and the role of the 
regulator. We will address four key issues which affect the regulator: 
 
- Horizontal integration in the market: towards terminal networks (ad. 3) 
- Vertical integration and the role of port terminals in supply chains (ad. 4) 
- Entry barriers to the terminal operating business (ad. 5) 
- Identifying the real customer of terminals (ad. 6) 
 
The applications and examples are mainly focused on the European situation. 
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2. A brief overview of European competition law on M&A 

 
In Australia, mergers and acquisitions are dealt with under s.50 of the Trade 
Practices Act, which provides that a corporation must not acquire shares or assets if 
that acquisition would have the effect of substantially lessening competition in a 
market. In Europe, there are several types of merger cases subject to the EU 
competition law provisions regarding Mergers and Acquisitions:  
- those dealt with under the Council Regulation (EC) No 139/2004 (in force since 1 
May 2004), generally referred to as the EC Merger Regulation 

- those dealt with under the “old” Council Regulation (EEC) No 4064/89, as last 
amended by Council Regulation (EC) No 1310/97 

- those dealt with under Article 66 of the former Treaty establishing the European 
Coal and Steel Community (ECSC Treaty).   

 
Table 1: Some M&A and JV cases in the terminal operating industry  

 
M.3884 - ADM POLAND / CEFETRA / BTZ – 2005 - Privatisation of a grain and animal feed terminal in 
the port of Gdynia, Poland.  Given the public nature of the terminal, the Commission was satisfied that 
after the transaction, BTZ will remain open to all interested parties that wish to use its services. 
 
M.3848 - SEA-INVEST / EMO-EKOM – 2006 - The European Commission cleared Sea-Invest’s 
proposed acquisition of joint control in EMO-EKOM. Both companies are cargo-handling companies mainly 
active in the loading, unloading and storage of iron ore and coal. Among others Sea-Invest has sole 
control over the ABT terminal in Antwerp which provides cargo handling services for coal, iron ore and 
other dry bulk. EMO-EKOM is a Dutch joint-venture providing cargo handling services for coal and iron ore 
in the port of Rotterdam.  

 
M.3576 - ECT / PONL / EUROMAX – 2004 – This case related to the joint exploitation of the new 
Euromax terminal in the port of Rotterdam by ECT and P&O Nedlloyd. 
 
M.3379 - P&O / ROYAL NEDLLOYD / P&O NEDLLOYD – 2004 – The Commission cleared termination 
of the joint venture between P&O and Royal Nedlloyd. The Commission did not identify any anti-
competitive consequences stemming from this transaction on the market for containerised liner shipping 
services. The creation of PONL was approved by the Commission in December 1996 as it concluded that 
no anti-competitive impact would arise in the markets of container liner shipping and stevedoring services.  
 
M.2859 - DEUTSCHE BAHN CARGO / CONTSHIP ITALIA / JV - 2002 - The Commission cleared the 
creation of a joint venture between German railway operator Deutsche Bahn and Contship Italia SpA, a 
port terminal operator and provider of transportation of containerised goods in Italy. The new company 
will provide international intermodal transport of containers between Italian ports and the premises of 
customers in Austria, Switzerland and Southern Germany. The analysis carried out by the Commission 
indicated that the vertical relationship with the parent companies did not pose any particular concern.  
 
M.1277 - BLG CONTAINER / MAERSK / SEA-LAND SERVICE – 1998 - Aborted/redrawn 

 
M.2632 - DEUTSCHE BAHN / ECT INTERNATIONAL / UNITED DEPOTS / JV – 2002 - The European 
Commission approved the joint operation of two adjoining barge terminals in Duisburg (DeCeTe and ECT 
Duisburg), by German railway company Deutsche Bahn, Rotterdam-based Europe Combined Terminals 
(ECT) and United Depots of Hamburg. The joint venture is the largest provider of these kinds of services in 
the Ruhr region in Germany. But the Commission's investigation showed that there will remain sufficient 
competition.  
 
M.2422 - HAPAG-LLOYD / HAMBURGER HAFEN-UND LAGERHAUS / HHLA-CTA – 2001 - The 
European Commission authorized the creation of a joint venture by Hamburger Hafen- und Lagerhaus- 
Aktiengesellschaft (HHLA) and Hapag-Lloyd AG (Hapag-Lloyd). HHLA operates in the field of port transport 
and includes among its activities the management of three container terminals at the Port of Hamburg. 
Hapag-Lloyd's activities include liner and passenger shipping. The joint venture HHLA CTA runs the 
Altenwerder container terminal in Hamburg. Given the market position of the notifying parties, and taking 
account of vertical aspects, the proposed transaction will not lead to the creation or reinforcement of a 
dominant position. 

 
Source: based on online information EC - DG Competition  
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Under Council Regulation (EC) No 139/2004 corporate reorganizations are to be 
welcomed to the extent that ‘they are in line with the requirements of dynamic 
competition and capable of increasing the competitiveness of European industry, 

improving the conditions of growth and raising the standard of living in the 

Community.’ This specific legal instrument has been developed as Articles 81 and 82 
of the Treaty of Rome are not sufficient to control all operations which prove to be 
incompatible with the system of undistorted competition envisaged in the Treaty.  
 
The key points in Regulation EC) No 139/2004 can be summarized as follows: 
• The Regulation applies to all concentrations with a Community dimension. A 
concentration has a Community dimension where: ‘(a) the combined aggregate 
worldwide turnover of all the undertakings concerned is more than EUR 5 000 

million; and (b) the aggregate Community-wide turnover of each of at least two 

of the undertakings concerned is more than EUR 250 million’ (Article 1(2)). 
Article 5 sets the rules for the calculation of the turnover. 

• ‘A concentration which would significantly impede effective competition, in the 

common market or in a substantial part of it, in particular as a result of the 

creation or strengthening of a dominant position, shall be declared incompatible 

with the common market’ (Article 2(3)). The notion of ‘significant impediment to 
effective competition’ should be interpreted as extending, beyond the concept of 
dominance, only to the anti-competitive effects of a concentration resulting from 
the non-coordinated behaviour of undertakings which would not have a dominant 
position on the market concerned. The concept of ‘concentration’ covers 
operations bringing about a lasting change in the control of the undertakings 
concerned and therefore in the structure of the market. Joint ventures performing 
on a lasting basis all the functions of an autonomous economic entity are 
included. 

• Concentrations which, by reason of the limited market share of the undertakings 
concerned, are not liable to impede effective competition may be presumed to be 
compatible with the common market. Without prejudice to Articles 81 and 82 of 
the Treaty, an indication to this effect exists, in particular, where the market 
share of the undertakings concerned does not exceed 25% either in the common 
market or in a substantial part of it. 

• To ensure effective control, undertakings should be obliged to give prior 
notification of concentrations with a Community dimension following the 
conclusion of the agreement, the announcement of the public bid or the 
acquisition of a controlling interest. 

• When the Commission issues a decision declaring that the concentration is 
incompatible with the common market, the Commission may take measures 
appropriate to restore or maintain conditions of effective competition, as 
explained in Article 8. 

• Article 9 deals with the referral of a notified concentration to the competent 
authorities of a Member State. This is the case for concentrations that do not 
have an impact on the common market, but on a distinct market in a Member 
State. For example, the merger case between stevedoring companies Hessenatie 
and Noordnatie in 2000 was under jurisdiction of the Belgian competition 
authorities. Under Article 22, one or more Member States may request the 
Commission to examine any concentration that does not have a Community 
dimension within the meaning of Article 1 but affects trade between Member 
States and threatens to significantly affect competition within the territory of the 
Member State or States making the request.  

An overview of some important cases in the terminal handling industry is given in 
Table 1. 
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3. Horizontal integration in the market: towards terminal networks 

   
3.1. Consolidation in the container terminal industry 

 
The terminal and stevedoring industry is confronted with bigger and fewer shipping 
lines demanding more for less. Shipping lines exert growing demands in terms of 
terminal productivity, priority servicing and flexibility, while at the same time 
insisting on getting landside costs down. The loyalty of a port client cannot be taken 
for granted.  
 
Partly in response to the financial and operational needs of modern terminal 
activities, the container terminal operating industry has witnessed an increased 
amount of consolidation in recent years. Recent examples are: 
- Dubai-based DP World acquired the terminal portfolios of CSX World Terminals 
(2005) and P&O Ports (2006) for a total amount of more than 8 billion US 
Dollars. These two acquisitions have given DP World a significant presence on the 
container handling scene in China, Hong Kong, South (East) Asia, Australia, the 
Americas and Europe. In fact, DP World now has a very balanced terminal 
portfolio covering most of the world’s trading regions, which should protect it 
against the risk of a downturn in any one particular region 

- PSA acquired a 20% stake in Hutchison Port Holding’s global terminal portfolio for 
a reported USD 4.93 billion, following its earlier purchase of strategic 
shareholdings in a number of other Hong Kong operations (HIT, Cosco-HIT, 
Container Terminal 3 and Container Terminal 8) in 2005. It will be interesting to 
follow-up on the future relation between PSA and HPH. One just has to imagine 
the combining of buying power, supplier power, tendering power and operational 
expertise. 

 
Table 2: Throughput of top-10 global container terminal operators for 

selected years 

 

Operator m teu share Operator m teu share

Hutchison 29.3 11.8% Hutchison 51.8 13.0%

PSA 19.5 7.9% APM Terminals 40.4 10.1%

APM Terminals 13.5 5.5% PSA 40.3 10.1%

P&O Ports 10.0 4.0% P&O Ports 23.8 6.0%

Eurogate 8.6 3.5% Cosco 14.7 3.7%

DPA 4.7 1.9% DP World 12.9 3.2%

Evergreen 4.5 1.8% Eurogate 12.1 3.0%

Cosco 4.4 1.8% Evergreen 8.7 2.2%

Hanjin 4.2 1.7% MSC 7.8 2.0%

SSA Marine 4.0 1.6% SSA Marine 7.3 1.8%

Top-10 102.7 41.5% Top-10 219.8 55.1%

Source: Drewry Shipping Consultants (2003, 2006)

2001 2005
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Increasing consolidation has not missed its effect: whereas a few years ago the 
container handling sector was still rather fragmented and characterized by about 10 
big players, the picture looks drastically different today. Table 2 provides an 
overview of the top-10 global terminal operators for the years 2001 and 2005. 
Whereas the volume handled by the top-10 players amounted to 103 million TEU in 
2001, for a market share of 42%, these figures had risen to about 220 million TEU 
and 55%, respectively, in 2005.  
 
The worldwide container handling industry is nowadays dominated by four worldwide 
operating companies with an enormous lead over their rivals in terms of throughput 
and market share. When the P&O Ports portfolio is added to DP World’s, the 
combined throughput of the top-4 operators amounted to nearly 170 million TEU in 
2005, representing some 42% of total worldwide container handling. To put this in 
perspective, in 2001 the market share of the top-4 operators was still below 30%. As 
far as the concentration of market power is concerned, the current situation in the 
terminal operating sector is somewhat comparable to that of the liner shipping 
industry, where the four largest shipping lines also control some 40% of the market 
(expressed in the number of TEU slots deployed). The current European portfolio of 
leading container terminal operators is presented in Figure 1. The financial 
involvement varies between full ownership to minority shareholdings.  
 
Figure 1: European terminal portfolio of some leading terminal operators 

 

 
Source: Notteboom – ITMMA 
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Given the fact that there are no really big companies left to acquire nowadays, it can 
be expected that the top-4 players will maintain their lead over the other operators 
for quite a number of years to come. Spurred by the shortage of terminal capacity in 
some parts of the world (making existing terminals very attractive for investors), as 
well as high profitability levels enjoyed by terminal operators1, merger and 
acquisition activity in the container handling sector is likely to continue in the years 
to come, albeit on a smaller scale than witnessed recently.  
 
When it comes to takeovers of ports, terminals or terminal operators, more and 
more financial suitors (banks, hedge funds, private equity groups and investors) are 
directly taking part in the bidding, a completely new development also seen in other 
lines of business. Examples of recent deals involving such players are listed in Table 
3.  
 

Table 3: Takeover of port operations involving financial suitors 

 
Company Took over Price

American International Group Activities of P&O USA, including 6 container terminals (Dec. 2006) USD 1.01 bn

Ontario Teachers Pension Plan Board 4 OOIL Terminals in North America (Nov. 2006) USD 2.35 bn

RREEF Infrastructure (Deutsche Bank) 49% share of Peel Ports UK (Nov. 2006) USD 1.43 bn

Macquarie Infrastructure Halterm Halifax (Nov. 2006) USD 0.15 bn

Macquarie Infrastructure 40% share of 6 Hanjin terminals in Japan and the USA (Sept. 2006) USD 0.85 bn

Admiral (Goldman Sachs, GIC) Associated British Ports UK (Aug. 2006) USD 5.30 bn

Montauban (Cobelfret) Remaining 53% of Simon Group UK (Jul. 2006) USD 0.18 bn

Babcock & Brown PD Ports UK (Dec. 2005) USD 0.46 bn

Peel Ports Clyde Ports UK (Nov. 2005) USD 0.29 bn

Peel Ports Mersey Dock and Harbour Company UK (MDHC) (Jun. 2005) USD 1.38 bn

Source: Dynamar (2007)  
 
 

3.2. Terminal networks: new issues for the regulator 

 
The global terminal operators are operating terminals in a large number of countries. 
Notwithstanding problems linked to cultural detachment and other issues related to 
the specific local environment in which to operate the terminal, global terminal 
operators have been rather successful in their globalization strategy. The extensive 
terminal networks are often considered as an effective means to counterbalance the 
power of carrier combinations in liner shipping, to realize economies of scale (i.e. too 
many players can dilute the market) and to optimize the terminal function within 
logistics networks. At the same time, however, the industry structure has become 
sufficiently concentrated to raise a fundamental question about whether market 
forces are sufficient to prevent the abuse of market power.  
 
EU competition law has already affected Hutchison’s expansion within North Europe, 
and it is likely that any future moves by PSA or DP World will also be carefully 
scrutinized by regulatory authorities.  
 
 

                                                 
1
 According to industry pundits, “terminal operators can enjoy a 15% or more internal rate of return on 
any project (depending on the risk), with typical profit margin targets of about 20%. This is dramatically 
different from the liner shipping industry, which has more downs than ups” (American Shipper, 2006: 22).  
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Next to concerns about the creation of dominant positions in the market, the 
emergence of global terminal networks challenges the regulator with a set of new 
questions. Three of the main issues are discussed in the following sections. 
 
 

3.2.1. What kind of resources/competencies do terminals of the same global 

operator share ? 

 
The most apparent advantages of having an elaborate network relate to costs 
savings and a better product to the customer. Costs savings are primarily realized 
through economies of scale and scope. Typical economies of scale benefits are: 
- Centralized sourcing/purchasing (e.g. gantry cranes and other terminal 
equipment). However, the scale effect of a large terminal operating group on its 
bargaining power towards suppliers is influenced by the existence of other big 
players in the terminal operating business, the demand/supply balance in the 
market and the level of market concentration at the supplier side. For instance, 
Shanghai-based ZPMC is by far the largest gantry crane supplier in the world. As 
the building capacity for gantry cranes is rather tight, several global terminal 
operators are fighting for building slots at ZPMC;  

- Centralized IT investments. Investments in IT can create scale economies 
when they are implemented centrally and deployed within several container 
terminal network nodes. In practice, the choice of IT solutions relies in some 
cases with the headquarters and in some cases with individual subsidiaries. For 
instance, PSA does not use a global central network directive stating that 
particular IT solutions should be used or are preferred. But, container terminal 
performance indicators are reported in a uniform way to a central system in 
Singapore. 

 
Typical economies of scope benefits are realized through meeting the shipping lines’ 
business objectives throughout the network. By means of a very active global 
investment policy, the global terminal operator tries to get control over and secure 
container terminal assets in strategic locations. Afterwards the global service levels 
of the terminal operator are introduced in order to attract the container shipping line 
customers. Global terminal operators are using their proven track record and 
reputation to convince the same container shipping line customers to also start 
berthing at other operated port facilities within the network. Customers observe and 
experience a similar and guaranteed service package worldwide. This gives the 
global terminal operators a competitive edge.  
 
 
3.2.2. Is it likely we will see the creation of worldwide partnerships 

between a shipping line and a specific terminal operator ? 

 
Global terminal operators are increasingly hedging the risks associated with the 
‘footlose’ transshipment business by setting up dedicated terminal joint ventures. 
The relation between PSA and MSC provides a good example. The recent linkages 
include the MSC Home Terminal in the Belgian port of Antwerp (50/50 joint-venture), 
a BOT-arrangement in the Portuguese port of Sines and the MSC PSA Asia Terminal 
in the Pasir Panjang area in Singapore (50/50 JV).  
 
Another modern way of enhanced cooperation in the container terminal industry 
consist of offering long term contracts to shipping lines with gain sharing clauses. 
Available terminal resources and berthing slots are used in such a way that the 



 8 

container terminal capacity is considered and understood to be a very scarce good. 
The gains obtained from this approach are shared among the terminal operator and 
the customer. Gain sharing arrangements are likely to be further intensified in the 
future. It might even put a halt to the vertical integration ambitions of some major 
shipping lines towards terminal operations. The issue of vertical integration will be 
discussed later. 
 
Competition between global terminal operators is very fierce as they all try to 
persuade the same shipping lines or carrier groups to team up with one another 
regularly. Shipping lines are taking advantage of this situation by choosing the most 
interesting offer received for the particular node.  
 
Shipping lines can and sometimes do make a totally different choice for the next 
node (footloose behavior). In some cases this leads to very surprising combinations. 
For example, the combinations PSA/MSC and DP World/the New World Alliance were 
both candidates for the second phase of the planned Maasvlakte 2 in Rotterdam (a 
terminal of some 3.5 million TEU capacity; phase 1 has already been granted to APM 
Terminals). Surprisingly, New World Alliance member NOL/APL and PSA are in 
different tendering consortia, although they share the same mother company 
Temasek. Such an example clearly illustrates that business relationships in general 
are more footloose and opportunistic in nature than many would think. For 
competition regulation this implies that a case-by-case approach remains valid and 
that product bundles in a network configuration might not have emerged yet.  
 
 
3.2.3. Are terminal networks emerging or alternatively, are global terminal 

operators operating groups of individual terminals ? 

 
There are several possible indicators for assessing whether strongly interrelated 
terminal networks are emerging. 
 
First of all, terminal operators could offer terminals of call combinations as one 
package to shipping lines. Today, combined packages to customers do not appear to 
exist and apparently for the time being are even not favorable due to the risk of 
terminal THC fee price erosions for individual terminal network nodes.  
 
Secondly, there is the issue of cross-subsidization. In case terminals are part of a 
strong interrelated network, then cross-subsidization (i.e. the transfer of profits from 
well-performing terminals to cover the losses of or investments in other terminals) is 
likely to occur. There is some evidence suggesting that today terminals of the same 
global operator are run like small business units, with each terminal having to meet 
preset operational and financial efficiency and performance standards. However, it is 
not unthinkable the buying power of shipping lines and the evolving relationships 
between shipping lines and terminal operators (see earlier) might trigger a cross-
subsidization pattern in the future.     
 
Third, the regulator is challenged to develop a set of indices that can give a more 
quantitative picture of the level of network formation within an operator’s terminal 
portfolio. Moreover, for each of such indices benchmark values and even critical 
threshold values could be determined to allow a comparison among networks of 
different operators. Indices could be developed for assessing the level of container 
traffic linkages between the nodes in the same terminal network and for analyzing 
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commercial linkages between individual shipping lines and terminal operators. Some 
examples: 
- A connectivity index/matrix: it could be that 15% of the containers loaded in one 
terminal of the network will be discharged in another node of the same terminal 
network. The higher the average value of this index for all terminals, the more 
the network of the global terminal operator is interconnected.  

- A dependency index per shipping line: the ratio between the volumes of a specific 
shipping line handled by a specific terminal operator network and the total 
volumes of that shipping line.  

- A market share index per shipping line: the ratio between the volumes of a 
specific shipping line handled by a specific terminal operator network and the 
total throughput within all the nodes of the terminal network.  

- etc… 
 
In general, it is fair to argue that the networks of the global terminal operators have 
not matured yet and potential synergies among the different terminals within the 
same network still have to be managed to the maximum.  
 
 

4. Vertical integration and the changing role of port terminals in supply 

chains 

 
International supply chains have become complex and logistics models evolve 
continuously as a result of influences and factors such as the globalization and 
expansion into new markets, mass customization in response to product and market 
segmentation, lean manufacturing practices and associated shifts in costs. The 
evolutions in supply chains and logistics models urge container terminal operators to 
re-think their function in the logistics process.  

Through a vertical integration of their activities market players such as shipping 
lines, forwarders, transport operators and logistics groups seek to reduce costs, to 
improve efficiency, to generate revenue and to deliver value and a ‘one-stop shop’ 
service to the customer. The observed vertical integration strategies of the market 
players have blurred the traditional division of tasks within the logistics chain (figure 
2). A lot of shipping lines, stevedoring companies and transport operators are now 
offering forwarding services to the customer. Freight forwarders no longer act as 
agents of the shipper but are principals in their own right. Road hauliers have in 
many countries become professional service providers with whom the shipping line 
or the shipper can outsource part or all of its inland distribution operation. Many 
more examples of the increasingly integrated logistics approach of the market 
players could be given. It is important to add that the provision of integrated 
services does not always need to coincide with the ownership of the related assets. 
In many cases, the integration is achieved through close partnerships with other 
players.   
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Figure 2: The end of the traditional functional division of tasks within a 
chain – Example of a vertical integration strategy by a shipping line 

 

As terminal operators are urged towards a better integration of terminals in supply 
chains and shipping lines are acquiring container terminal assets worldwide, leading 
terminal operating companies are developing diverging strategies towards the 
control of larger parts of the supply chain. The door-to-door philosophy has 
transformed a number of terminal operators into logistics organizations and or 
organizers/operators of inland services (figure 3). Individual terminal operators 
might walk different paths on a quest for higher margins and increased customer 
satisfaction. Companies like APM Terminals want to push containers into the 
hinterland as soon as the container hits the port. In Europe they can increasingly do 
so by the strong carrier haulage focus of sister company Maersk Line and the rail 
services of European Rail Shuttle (ERS - also part of the AP Moller/Maersk group). 
HPH-owned ECT in Rotterdam is following an active strategy of acquiring key inland 
terminals in the hinterland (e.g. a rail terminal in Venlo (the Netherlands), DeCeTe 
terminal in Duisburg (Germany) and TCT Belgium in Willebroek (Belgium)). These 
inland terminals serve as extended gates to the deepsea terminals. 

Vertical integration in the container terminal industry leads to some important issues 
for the regulator. In line with other market players, terminal operators are expected 
to increase their influence throughout supply chains by engaging into logistics and 
inland transport. Other market players such as shipping lines and big forwarder 
groups might envisage including terminal operations in their portfolio of logistics 
activities or might opt for advanced forms of long term gain sharing agreements with 
existing terminal operators. Such strategies challenge the regulator to constantly 
revisit the definition and identification of relevant geographical markets and relevant 
product markets. The list in table 1 indicates that many cases relate to downstream 
or upstream activities. It has therefore become paramount to fully understand the 
linkages between different activities (e.g. stevedoring, rail operations, barge 
operations, etc..) in terms of market behavior of the players.  
 
Vertical integration also creates concerns on either raising the costs of rivals or 
reducing the revenue of rivals. Raising rivals’ costs typically involves input 

SEA (IN/OUT) PORT HINTERLAND (OUT/IN)

TRANSPORT OPERATION

Maritime transport Transhipment & storage Rail

Shipping line Stevedoring companies Railway companies

Inland shipping

Value-added  activities Inland barge operators

Logistic service providers Road haulage

Trucking companies

TRANSPORT ORGANISATION

Shipping agent Freight forwarder

Logistic service provider
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foreclosure. Input foreclosure occurs when the integrated firm either stops supplying 
competing downstream firms (complete foreclosure) or does so at a higher price 
(partial foreclosure), resulting in both cases in an increase in the price of the 
upstream input post-merger, raising the costs of competing downstream firms. This 
relaxes the competitive constraint on the integrated firm that has access to the input 
at a lower cost. The reduction of rivals’ revenues typically involves customer 
foreclosure. Customer foreclosure occurs when, post-merger, the downstream 
division of the integrated firm no longer sources supply from independent upstream 
firms. If this leads to a reduction in sales volume and that sales volume reduction 
leads to an increase in the average cost or marginal cost of upstream competitors, 
then the competitive constraint these firms exert on the upstream division of the 
integrated firm will be reduced, leading to greater market power upstream and 
higher input prices.  
 

 

Figure 3: Terminal operators and the hinterland: the hinterland strategy of 

the main European container terminal operators 

 

 
 
 
Next to the vertical integration issue, there is also the role of seaport terminals in 
value chains. This role is changing. Rising concerns about capacity issues have led 
market players to secure terminal capacity and to optimize land use. At the same 
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on reliability and capacity considerations next to pure cost considerations. Terminals 
are particularly viewed as buffers in time and space. Given increasing levels of 
vertical integration in the market and an increasing pressure on port capacity, a 
further ‘terminalization of supply chains’ is likely to occur, which will strengthen the 
role of terminals in logistics. With the term ‘terminalization’ we imply that it is very 
likely terminals will take up a more active role in supply chains in the future by 
increasingly confronting market players with operational considerations through 
imposing berthing windows, dwell time charges, truck slots, etc.. , all this to increase 
throughput, optimize terminal capacity and make the best use of the land. The more 
terminals become relatively scarce or capacity constrained, the stronger the 
‘terminalization’ of supply chains exercised by terminal operators. The regulator has 
to assess whether the regulatory framework is adapted to deal with a terminal 
environment that is expected to take up a more important role in supply chains. 
Terminals will develop an increasing ‘power’ in the design of supply chains and are to 
be considered as strategic assets. 
 

 

5. Entry barriers to the terminal operating business   

 
A third key issue in the development pattern of the container terminal industry 
relates to existing entry barriers. Table 4 provides an overview of types of entry 
barriers and the policy initiatives that can be taken to reduce them. 
 
There have been quite some advances in dealing with legal and institutional entry 
barriers. For example, terminal concession agreements may be awarded by several 
methods, including without limitation, by direct appointment, private negotiation, 
from a qualified pool, or using a competitive process. Where before there were often 
no formal conditions required, the granting nowadays consists of a thorough inquiry 
of the different candidates for obtaining a concession. National and supranational 
legislation (e.g. EU legislation), port privatization schemes and legal disputes with 
regard to irregularities in concession policy have made competitive bidding the most 
common procedure used in concession granting today. Any competitive bidding 
should comply with the principle of equality, which states that every candidate 
should be equally treated and compared and that there will be no favoritism in the 
awarding of the concession or no substantial reduction of competition. This implies 
that local terminal operators in principle can no longer rely on any form of shelter-
based policy of a local or national authority. As a result, some local players who used 
to rely on ‘protection’ by local authorities are now exposed to competition from 
experienced global players who seek to secure capacity all over the world. In the 
best case the local players could engage in a joint-venture to operate the concession. 
In other cases, local players were take-over by global players or were forced to 
reorient their focus to niche markets or other types of terminal operations.  
 
In other words, a shift has been taking place from legal/institutional entry barriers to 
more market-based economic entry barriers. Global terminal operators typically 
possess a market-based edge in the bidding procedure for concessions. Their market 
share in (European) terminal throughput is therefore likely to further increase in the 
future. The market-based strengths of global terminal operators relate to their 
financial strength and their proven record in terms of terminal development and 
know how. These two elements play a crucial role in the bidding procedure. Hence, a 
strong business profile often creates trust in the eyes of port authorities. In addition, 
global terminal operators are typically the only ones who can and dare to provide 
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sound guarantees for project success and to meet the minimum throughput 
guarantees as requested by the local port authorities.    
 
Table 4: A classification of entry barriers in seaports and policies to reduce 

entry barriers 

 
Category Entry barrier Explanation 

Structural cost 
advantage of the 
incumbent 

• Incumbent enjoys better location in seaport 
• Minimum efficient scale in seaport is large 

compared to size 
• Incumbent benefiting from accumulated public 

investments 

High switching 
costs 

• Carriers need capital expenditure to switch port 
facilities 

Economic 

Networking 
benefits/costs 

• Incumbents enjoy the benefits of services 
bundling and networking 

• New firms need time capital and knowledge to 
join sophisticated spatial and functional networks  

Entry conditions/ 
permissions 

• Restricted entrance – for historical, ideological, 
commercial reasons 

• Subjective entrance (allowing for discrimination) 
controlled by port authorities which are both 
regulators and operators 

Legal and 
institutional 

Exclusive 
concessions 

• Regulation serves the benefits of politicians, 
bureaucrats and or existing firms, that can 
extract excessive rents 

Locational  Unavailability of 
land for entrants 

• Natural, environmental, and capital barriers 
constrain port capacity protecting incumbents 

 

 
Category Entry barrier Policies to reduce entry barriers 

Structural cost 
advantage of the 
incumbent 

• Fair and transparent pricing 

High switching 
costs 

• Splitting up of a terminal in two parts to be 
separately concessioned 

Economic 

Networking 
benefits/costs 

• Port authority might act as a port cluster 
manager that enhance the networking of different 
operators  

Entry conditions/ 
permissions 

• Minimum and transparent procedures that ensure 
the absence of discrimination 

Legal and 
institutional 

Exclusive 
concessions 

• Licenses for periods as short as possible, no 
exclusivity contracts 

Locational  Unavailability of 
land for entrants 

• Long term, but flexible port planning 

 
Source: based on Pallis and De Langen (2006) 
 
 
In developing a global expansion strategy, HPH, PSA, APM Terminals and DP World 
try to keep a competitive edge by building barriers to prevent competitors from 
entering their domains or against them succeeding if they do. In some cases 
incumbents have an absolute cost advantage over new entrants (long term average 
costs function of the entrant lies above that of the incumbent at every level of 
output). These barriers are partly based on the building of strongholds in selected 
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ports around the world and on advanced know how on the construction and 
management of container terminals. The scale of operations in more than one case 
has created deep pockets that should allow terminal operators to withstand an 
intensive competitive war and that should enable them to financially outperform rival 
companies in case of bidding procedures for new terminal operations. The deep 
pockets could be used to move resources wherever they are necessary either to 
preserve their own interests or tackle competition. In the current market situation, 
the global players seem to be best placed to meet the high capital requirements to 
cover initial investments in a terminal of a reasonable scale. To summarize, it is 
increasingly difficult for new entrants to challenge the top global terminal operating 
companies. 
 
New entrants seek to minimize these kinds of entry barriers, for example by entering 
from a contiguous market in which they have already gained some knowledge and 
experience, or entering on a small scale. It is expected that any eventual newcomer 
could be coming from China, given the impressive trade and transport growth figures 
and given the fact that there are a number of Chinese terminal operators with a 
growing scale who might pave the way towards a more global presence (China 
Merchants, Wharf Holdings and SIPG). Whether logistics giants such as DHL will ever 
enter the terminal business on a large scale remains highly uncertain.   
 
 

6. Identifying the real customer of terminals (thinking beyond the shipping 

line) 

 

In the contemporary logistic-restructured port environment it has become more 
difficult to identify the port customers who really exert power in the logistic chain. In 
some cases market players are port user and port service supplier at the same time 
(e.g. a shipping line operating a dedicated terminal). While co-operation at the 
operational level between the actors in the supply chain may have increased, this 
has not necessarily resulted in increased commitment to a long-term future 
relationship with a specific terminal.  
 
From a supply chain perspective, the binding of cargo flows and associated port 
selection is a complex process that can take different forms depending on 
(contractual) relationships among the market players involved. For instance, a large 
shipper might have direct contractual relationships with one or more shipping lines 
and could impose a specific port of unloading/loading on them to serve a market. In 
that case, the port selection process is strongly demand-driven (shipper-driven) and 
decision lines are short. In other cases, a small shipper might have contractual 
relationships with a local freight forwarder to organize his FOB shipments to a 
specific destination. The freight forwarder might base its port choice on the price, 
reliability and availability of frequent and direct services offered by shipping lines. 
Port selection in this case is strongly entwined with carrier selection by the freight 
forwarder. 
 
The increasing differentiation in how supply chains are organized and directed poses 
a major challenge to the regulator with respect to the identification of the chain 
manager which controls terminal selection. This issue is particularly relevant when 
trying to assess the impact of mergers or acquisitions in the terminal operator 
market on the ‘customers’. 
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7. Concluding remarks 

 
The container handling business is rapidly transforming. Market concentration at the 
port demand side, port privatization and the fact that investors consider the port 
industry as an interesting business are elements that explain the present 
consolidation and investment level in the cargo handling business. Competition is 
gradually shifting from port authorities to private terminal companies who are 
building global terminal networks.  
 
In this paper, we have identified some challenges to the regulator. The regulatory 
framework has to cope with a very dynamic container terminal industry characterized 
by consolidation, the emergence of global networks, vertical integration and a wide 
range of partnership arrangements between terminal operators and shipping lines. 
These developments are putting the existing regulatory frameworks to the test. They 
are also urging the regulator to revisit concepts and procedures about assessing the 
use and abuse of market power and our notions on relevant geographical markets 
and relevant product markets.  
 
The present status in the cargo handling industry puts more pressure on finding the 
right balance between competition and co-operation, so that shippers and shipping 
lines can get the best possible deal without jeopardizing the terminal operators’ 
possibility to mobilize resources for further improvements in service and 
infrastructure. 
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