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Competitive Pressure for Hong Kong’s Port: Will a new competition law help?

Hong Kong has one of the largest container ports in the world and still handles a very large share of China’s ship-bourn trade. The port has grown and expanded hugely in the last 25 years as trade between China, and especially the Pearl River Delta, has enabled China to be come the ‘workshop of the world’. 

Despite impressive growth the port has become vulnerable to newly emerging competitive pressure from a number of recently established ports in mainland China, immediately adjacent to the manufacturing plants that generate the demand for imports and produce the goods for export, which form the vast majority of the cargos handled by Hong Kong’s port. 

Dependence on the ‘transshipment’ trade was not a problem in the past. The inherent barriers to entry innate in  port infrastructure and the huge capital costs involved in creating new ports themselves and the essential connecting networks of roads and railways to move goods to and from the port, never mind the necessary ‘soft infrastructure’ of sufficient shipping lines calling at the port to ensure speedy carriage to distant global locations, ancillary trade facilitation services provided by land transport firms, freight forwarders, insurance agents, lawyers, the customs clearance system, and trade finance providers, made realistic competition impossible. Hong Kong’s 150 years as a free port, privately owned and operated by three incumbents, with some of the most efficient logistics services in the world, seemed to give Hong Kong an unbeatable edge. But the Hong Kong authorities, and other observers, now fear that the development of new deep water ports closer to the origin and destination of most cargoes that offer much lower port charges will inevitably erode Hong Kong’s ability to retain its current trade or to increase its absolute or relative turnover.
The Hong Kong authorities and others fret that the port is doomed by locational disadvantage in being too far from the producers and consumers of the goods that currently fill the vessels that crowd the port. The pessimists see a parallel with the eclipse of ports of London, Liverpool, Glasgow and Cardiff that previously carried the bulk of British manufactures and coal to the world in the 19th and early 20th centuries. These ports have become regenerated urban areas but have no shipping trade of consequence. Approximately 250,000 jobs rely directly and indirectly on the port and the fear is that the collapse of the port will create a severe unemployment problem for especially low skilled drivers and other manual workers.
Charges that the port operators run a price cartel and have substantial conflicts of interests being the subsidiaries of property development conglomerates who also have substantial interests in the new mainland ports, tends to suggest that they will maximize profits from the port for as long as possible and if the port declines, simply convert their wharves to luxury water front apartment developments. 

Hong Kong is now considering adopting a general competition law for the first time. This paper will describe and analyze the existing port structure and commercial practices, assess the competitive threat from new mainland ports and consider the prospective impact of the impending disallowance of restrictive trade practices on the future of Hong Kong’s port.
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