Port Construction Subsidies in Japan and the Way They Discourage Private Sector

Investment in Port Development

HIDEKO TARADA*, Faculty of International Studies, Hiroshima City University.

3-4-1, Ozuka-Higashi, Asa-Minami-Ku, Hiroshima City, Hiroshima, 731－3194, Japan
Abstract
This paper will discuss the reason why the common user container port option is very attractive to the local governments in Japan. Since the government’s port subsidy is major incentive for port construction, private investments tend to be quite limited by the government’s rules and regulations. From the viewpoint of local governments, who control the drawing up of port plans of Important Ports, port construction is financially very attractive. Nevertheless, local governments are under the strict control of the central government, which uses the subsidy program as a way of balancing out public investment across the country. 

Following an overview of the port management system in Japan, this paper discusses the options for port construction opened up for the local governments including the Japanese-style Private Finance Initiative (PFI) started in 2000. This paper is concerned with the institutional aspects of the existing port subsidy program, which does not fit in with the rapid changes in demand for container terminal services and private sector’s profit motive. Two findings will be pointed out;
(1) If a local government with a Important Port is located in Tokyo Bay, Ise Bay or Osaka Bay, there are two ways of constructing container terminals: the Port Development System or a Japanese-style PFI. A comparative study of these schemes shows that the conventional idea of “public interest” by the public sector restricts private sector investment in container terminals. 

(2) If a local government with a Important Port is NOT located in Tokyo Bay, Ise Bay or Osaka Bay, there are two ways of constructing container terminals: the public port system or the Japanese-style PFI. One argues that a local government will definitely prefer Japanese-style PFI to the public port system. This is due to the central government’s subsidy for superstructure. The case study shows that self-financing rationale will not be a condition for justifying public projects.
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1. Central Government Policy in Port Development

The recent acceleration of regional competition in the shipping market in South East Asia is resulting in a demand for lower terminal charges at major Japanese container ports. The Japanese government and local port authorities have been trying to cut handling charges and other tariffs marginally, and facilitate what they call ‘global standard port services’, similar to those offered by the foreign competitors. The Ministry of Land, Infrastructure and Transportation (MLIT), then Ministry of Transportation, in 1995 released a long-term port policy named “Ports in the Age of Global Exchange”. It provides the development of “international port nuclei
” (gateway ports) in Tokyo Bay, Ise Bay, Osaka Bay, and Northern Kyushu, all providing high-standard container terminals. Here, the MLIT gives priority to certain ports with strategic advantages and public use container facilities based on the port policy. This policy is not based on a law. It has purpose to coordinate port investment among local governments that have authoritative power to make port master plans and in a position to ask public assistance to the MLIT. Including the port of Kita-Kyushu, the international port nuclei are capable of handling container vessels with a capacity of 5,000-6,000 TEUs, with large-scale cargo handling equipment and the most advanced technologies. 

Under the long term port policy and the 9th Five-Year Port Consolidation Plan, the port of Kita-Kyushu is to develop a new container terminal in the Northern Kyushu (Kita-Kyushu) region, which has a Gross Regional Product greater than that of Holland, Australia, and South Korea. The location has competitive land prices, a concentration of semi-conductor industries nearby, and good access to Yellow Sea ports such as Shanghai, Quingdao, Xingang, and Dalian (2 days sailing time) which makes it suitable as a transshipment port for Trans-Pacific mainline services. 

The MLIT has authority to approve the construction of all new berths and other port facilities under the Five-Year Port Consolidation Plan subject to the Port Development Special Account. Therefore, the central government and the MLIT control both the planning and financing of public ports. As explained later, the MLIT also provides dredging and construction subsidies and low-interest loans in accordance with the port categorization specified in the Ports and Harbors Law (1950) and the type of facility.  The important feature of port development policy in Japan is that port categorization
 is always the basic concept of policy-making and its implementation. 

While the MLIT gives priority to certain ports with strategic advantages and container facilities for public use, it balances out the amount of investment among ports of similar categorization. For example, the port of Kobe has a cost advantage as a natural port, whereas the port of Nagoya has a dredging cost disadvantage due to massive silting from the rivers at the mouth of Ise Bay where it is located. Therefore, the central government subsidy program is used to balance out cost differences between ports in the same categorization. In other words, it is not possible for the MLIT to choose specific container terminals with competitive advantages, and invest intensively only in them.

1. 1  Port planning

While the subsidy program is strictly controlled by the central government, port planning is decentralized to local governments under the Ports and Harbors Law. As local economies are dependent on various income transfers from central government under the tax revenue sharing program, it is generally believed that public spending on social infrastructure is still the most effective way of creating quick economic relief. Port construction is a typical public work that is completely under local government’s control. 

The tax revenue sharing program is public finance system aiming for income transfer, which gives local government an incentive to draw up big port plans. Under this system local governments tend to increase their public expenditures by taking on public works, because the tax revenue sharing program is practically need-base. 

Each local government tries to incorporate a port master plan in a Five-Year Port Consolidation Plan, which is an aggregate of the port master plans, being authorized as national project by the MLIT. The procedure is as follows: the port authority of a Important Port is legally required to make a port master plan. A port master plan states where to reclaim the sea etc. A draft plan is submitted to the Local Port Committee, which comprises local interest groups. After the Committee approves the draft plan, it is submitted to the MLIT, which passes the port plans on to the Central Port Committee. The Minister of Land, Infrastructure and Transportation appoints the board members and the chairperson of the Central Port Committee. It functions as an advisory body for the Minister, and its business mission is to deliberate on the proposed Five-Year Port Consolidation Plan and to report the findings of the committee to the Minister. It has no formal control. The Central Port Committee decides whether the proposal needs revision or not. If it decides no revision is necessary, which is the usual case, then the next Five-Year Port Consolidation Plan
 has authorized as national project by the MLIT. Accordingly, all the port plans submitted by the local governments and being incorporated in the Five-Year Port Consolidation Plan have received official endorsement as a part of a national project.  Then, the Minister gives the port masters official notice about the endorsement, and an outline of the local port plans and the next Five-Year Port Consolidation Plan are disclosed to the public. The MLIT allocates the construction work to the relevant financial years to draw up a budgeting proposal and will negotiate with the Ministry of Finance for the budget
. 

1. 2  Financing scheme

The 9th Five-Year Port Consolidation Plan was adopted by the Diet at the end of 1997. It provided US$13 billion to be spent over the next seven years on high standard container terminals at five Important Ports. The three purposes of the plan, as stated by the MLIT – were to develop an internationally competitive physical distribution network, to provide high quality port services, and to vitalize local economic activities through the provision of excellent port services. 

Roughly speaking, there are three types of port-related public works, such as 1) constructing berths and yard, 2) installing handling cranes and warehouses, and 3) land reclamation. Only the first categorization is financed by the Port Development Special Account in combination with the Five-Year Port Consolidation Plan. Table 1 itemizes the revenue of the Port Development Special Account. About 70% of the total revenue are transferred from the central government General Account. The local government, which executed port construction with the MLIT, and other private companies who received certain benefit from specific port facility paid the 20 % of total revenue.   Hence, there is no earmarked tax revenue, which is preserved for port construction. Comparing with other Special Accounts that have earmarked tax revenues, (for example the Road Construction Special Account and the Airport Construction Special Account) the Port Construction Special Account does not connect the demand for port service, which will be measured by the amount of earmarked tax revenues, and the scale of port investment directly.  Under the system, central government can develop the port network in a planned manner based upon projections of the past cargo growth. The critical problem is that it cannot control the speed of port construction in response to technical innovation and rapid changes in the demand for physical distribution. One will take up this problem in the section 3.1 

Table 1  Port Development Special Account (Financial Results of FY 2000)                                                                                                                     


 Amount of money  (US$ billion)
The share of the total revenue

Revenues from the central government General Account     
         2.9 


                  74%

Cost shared by local governments and private companies   
             0.8 
                  20%

            Local governments
            (0.7)
         

            Private companies
            (0.1)


Revenues from other government accounts                            
             0.2 
                   6%



Total revenue of the Port Development Special Account
             3.9 
                100%

Source: Ministry of Land, Infrastructure, and Transportation, Port Development     

             Special Account Financial Statement and Balance Sheet 2002.

1.3 Issues Facing the local governments

Some of the local governments in charge of port management are well aware of the port subsidy program, which constructs public berths so attractive that private investment in berths has been discouraged. Kita-Kyushu city, which has the Hibiki container port, is one of the local governments that have been suffering from port finance problems, and has been looking for large-scale port subsidies.

The central government’s subsidy program motivated Kita-Kyushu City to introduce private investment into port development and the city decided to contract out the terminal handling service at its container port through open tendering in 2001. The PSA Corp.-led consortium, which is made up of 17 Japanese firms, bid successfully and was selected as the preferred negotiation partner at the end of the year. The tendering of this terminal represents one of Japan’s first moves towards the opening up of its port superstructure (such as the operating system, gantry cranes, yard handling equipment, warehouses and pavement). Since local residents legally own the port as administrative property, exclusive use by the private sector had never been allowed until the present case paved the way for private investment and foreign expertise. 

Why is “exclusive use” of container terminals an issue for local government? It is partly due to the use of two port management systems in Japan: the public port system and the Public Corporation System. Kita-Kyushu City takes the former.  
1) Public Port System: conventional berths, container berths, and ferry terminals are managed as an extension of local government. This constructs and maintains public wharves and other facilities, making them available to any shipping company. Stevedoring companies are permitted to use the back-up area on a short-term basis, normally one month renewable. Since the National Property Law and the Local Public Administration Law do not provides cases about leasing administrative property to a private party, exclusive use of the public port facility came into question among local governments who was considering PFI business.
For example, when a terminal operator wants to install crane, it must get exclusive use permission from the local government. A stevedore, who wants to lease container yard, warehouses or other facilities in port site, must get exclusive use permission. These permissions are valid for one year. It may not be practical, but if local government refuses permission, the applicants must give up the use. However a fact-finding study conducted by Waterfront Vitalization and Environment Research Center [1999] pointed that local public container yards had a tendency to be used by only a few local terminal operators, and that the permission was renewed every year. In reality, exclusive use for certain duration already occurs. 

Since local governments are not able to lease administrative property by contracts
, the problems regarding “long-term exclusive use” need to be legally solved in order to proceed with the Private Finance Initiative in local government. The PFI Law was revised in the autumn of 2001, Article 11-2 was added and the central government can lease administrative property to the private sector that involves the PFI contracts with local governments. Legally, a problem of long-term exclusive use was solved.
Another problem for terminal operators who lease public port facilities is that they must follow the public tariffs specified by the local government’s ordinance. Also, the Harbor Transportation Law (1951) prohibits discounts for large-volume users. There is no freedom to compete on port charges; even exclusive use of public property has not been a serious problem for terminal operators in reality.

2) Port Development Corporation System: the Port Development Corporations maintain and lease facilities exclusively to shipping lines engaged in foreign trade. They are allowed to lease a single berth to a single company, together with its back-up area. The lease charges are legally required to be set for each terminal so that the construction costs can be recovered during the lease period. The lease contracts normally run ten years or more.    

The Port Development Corporation System is only available in the ports of Tokyo, Yokohama (Tokyo Bay), Nagoya (Ise Bay), Osaka and Kobe (Osaka Bay). It is not an option for the other Specific Important Ports, including the port of Kita-Kyushu, which is located away from the three Bays. 

However, Japanese-style PFI schemes do not seem to motivate local governments and their port authorities towards more commercial services. The second section of this paper describes the newly introduced Japanese-style Private Finance Initiative in port development. The third section provides an overview of public financial assistance for container port construction. The subsidy rate is basically defined by a combination of “port categorization” based on the Ports and Harbors Law and the type of port facilities. Obviously private sector participation, including the Kita-Kyushu case, is incorporated into the subsidy program, though it is limited to certain types of facility. The fourth section discusses some of the reasons why private investment in container terminal is so difficult, which came up when introducing Japanese-style PFI schemes. The fifth section is summary and concluding remarks.

2. 
The Kita-Kyushu PFI Scheme

2.1 Background

The port of Kita-Kyushu, located at the northern tip of Kyushu Island, is the sixth largest port in Japan in terms of container throughput, peaking at about 450,000 TEUs in 1995. In January 1999, 168 regular container services per month were available, made up of 66 services to Korea and 50 services to China. Direct services to Asian ports account for about 90% of all services. Under the MLIT port policy, the port of Kita-Kyushu began construction of the greenfield container terminal known as the “New Hibiki Port” in December 1997, aiming to develop a distribution node on the Yellow Sea for vessels of 5,000-6,000 TEUs. The project, which entails a 25-year operating and management concession, will require an estimated US$100 million of investment. It will have two 15m and two 10m berths with a total handling capacity of 500,000 TEUs for the four berths combined. In the original plan the first phase was to be completed in 2003. According to the Port and Harbor Bureau, the New Hibiki Port will have 12 berths with a handling capacity of 150,000 TEUs when it is fully completed in 2020. 
2.2 Special features 

The Kita-Kyushu PFI scheme is one of Japan’s first moves towards the opening up of port infrastructure to private investment, including foreign BOT expertise.
The city designed the open tendering system by itself, and chose the most prominent candidate so far, a consortium of PSA Corporation Ltd. of Singapore and other Japanese private companies. 

Phase one of the project was tendered in July 1997. Seven applicants submitted the required documents about their business plans, equipment, terminal operating and management experience etc. All of them passed the initial pre-qualification stage and proceeded to the final examination of their detailed business plans by the selection committee. The seven short-listed contenders for the project were narrowed down to two at the final screening, and in December 2001, the PSA-led consortium, consisting of 16 Japanese companies, was selected as the “preferred negotiating partner”. Kita-Kyushu City and PSA signed the basic agreement on December 27th 2001.

It was intended that once negotiations had been finalized, a terminal operating company would be established by July 31st 2002
 , and that the lease contract would last until 2032. In respect of the terminal operating company, the City has officially announced that PSA will hold a 60 % stake in the consortium, the other 16 private Japanese companies will hold a total of 30%, and Kita-Kyushu City Port and Harbor Bureau will hold a 10% stake
. Hence, the consortium was selected even before the project company was established
.  

3.        Financial Assistance for the Development of Container Terminals

Table 2 gives an overview of port planning responsibilities and subsidy rates for port development. The subsidy program is stipulated in the revised Ports and Harbors Law, which was implemented in the financial year 2000. Subsidy rates for port development are basically defined by a combination of “port categorization”, such as Specific Important Ports, Important Ports, and Regional Ports (omitted in Table 2), and “type of facilities”. The Ports and Harbors Law was revised in March 31st, 2000, when major changes were made to clarify the role of central government in port construction, policy priorities, and cost sharing with local governments. 

In the latest revision, the central government puts first priority on essential facilities required to maintain the national port network, such as navigation routes, breakwaters, and earthquake-proof container berths, by increasing the subsidy rate. Also, according to Article 52 of the Law, central government will be in charge of port construction that needs advanced technology or something beyond the administrative ability of local governments.

As one can see in Table 3, though Port Development Corporations are also directly linked to central government and can issue bonds in the financial market, they receive the less public assistance and favorable tax treatment because they provide services to specific container terminal users through contracts. The Japanese-style PFI schemes have lately been added as a fourth option for constructing container ports. In Table 2, the port of Kita-Kyushu (categorized as Specific Important Port) PFI case, the city got subsidy for the mooring facility and transportation facility in port site. The central government’s share of construction cost is 5.5/10 and 2/3 respectively, the rest of the construction cost is paid by the city. The next four subsections explain the public container terminal, the Port Development Corporation system, the new system for high standard container terminals, and Japanese-style PFI schemes. All of these cases have some difficulty in port management regarding containerization.

3.1   The Public Container Terminal

The Five-Year Port Consolidation Plans have a fairly long history, including large-scale investment in key container ports, mainly in Tokyo Bay, Ise Bay and Osaka Bay. From the mid-1950s to the mid-1960s, when economic reconstruction efforts raised road construction expenditures all across the country port construction also got priority in economic policy. 

There is a special budget account at central government level that has been established to pursue particular policy objectives. Besides the main budget (known as the General Account) there is the Fiscal Investment Loan Program (FILP) and 37 special accounts with hypothecated revenues to be used for specific purposes. The Port Construction Special Account, established under the Port Construction Special Account Law, is one of the special accounts. 
The system of Five-Year Port Consolidation Plan and the Port Construction Special Account was established in 1961, even before containerization began in Japan, and worked well during periods of economic growth. In those days, not an inch of suitable shoreline was available at any of the main municipally-owned deep-sea ports on which to build new container berths, and their local authorities clearly lacked the financial and organizational resources to develop the necessary facilities with sufficient speed on new reclamation sites. In the 1960s and 1970s central government increased its influence in port affairs, and increased the level of central government monetary support. The central control of port development was believed to lead to more effective planning and resource allocation, less wasteful competition, and avoid duplicate investment in port facilities.

However, when containerization started in Japan in the late 1960s, a practical problem occurred; the National Property Law and the Local Public Finance Law prevented local governments from allowing “exclusive use” of container ports financed by public funds. Publicly financed berths are supposed to be operated as common-user berths on a “first come, first served” rule and they have little on-terminal storage. Hence, whenever a liner ship is going to use a public berth, the user must get use permission from the local government. This is a common problem regarding public property, but it becomes a serious problem for container terminal users who need long-term exclusive use. Later, when Japanese-style PFI was introduced,  the ‘permission to use ’ problem became an important issue for Kita-Kyushu City, which wanted to let private terminal operators join the project. 

As the providers of public port facilities, local port authorities control the investment balance within a port in accordance with the port categorization prescribed in the Ports and Harbors Law. Even now, they may have little idea of how container terminals change the function of ports as nodal points in international trade. Also, the public-user option is attractive to local government due to the amount of financial assistance, in turn discouraging private-user investments even further. After all, it is easier for personnel whose background is in local government administration to apply administrative solutions to commercial problems rather than to look for competitive free-market solutions. 

3.2   Port Development Corporation System

Two development authorities were formed in 1967, both subject to the Ministry of Transportation’s supervision and financial assistance, to build, equip and lease private-user berths, leaving the local port authorities to provide additional common-user facilities. One authority covered Osaka Bay and the other Tokyo Bay. By the end of the 1970s these development authorities had completed their missions and were handed over to the respective local port authorities. After 1982, four Port Development Corporations succeeded them. Closely scrutinized by the MLIT and overseen by the governments of Tokyo, Yokohama, Osaka, and Kobe respectively, these are responsible for building and leasing private-user container berths at their respective ports. A Port Development Corporation maintains and leases terminals exclusively to international shipping lines or stevedoring companies, as stipulated by the Dissolution and Business Succession of Foreign Trade Terminal Law. 
A Port Development Corporation retains direct links with the MLIT but loses some important tax exemptions due to the “exclusive use” rights of private users. Planning control rests firmly with the local authorities in which the Corporations are located. The lease charges are set for each terminal so as to recover construction and management costs, and is supposed to follow criteria set out in the MLIT regulations. 
Describing the occupants of the private berths as lessees is rather misleading, as they have to pay 20% of the initial capital investment, as well as paying rent in respect of the remainder of the costs. The central government and local government each lend 30% of the overall cost to PDC, and the local government raises a low interest loan (20% of the total cost) for the PDC. For the purpose of determining rents the public outlay (80% of the cost) is amortized over 30 years, although the standard lease period is 10 years. Obviously, rental charges for a new terminal will be significantly higher than for one completed in 1970s. New berths also take the greater long-term risks associated with higher fixed costs. So the users have criticized the lease system for eroding international competitiveness in container terminal services.   

3.3   The New System for High Standard Container Terminals

The latest financial assistance scheme, which was started in 1998, is called “the new system” and is for developing high standard, deepwater container terminals at three gateway ports; Tokyo, Nagoya and Osaka. As construction costs for deep water terminals are soaring, the leasing fees required under the Port Development Corporation system would be too expensive for terminal operators to pay back. This happens because of the relatively low port subsidy available for PDC.

To reduce user charges, the key idea is to separate the wharf and port site from the terminal system that is constructed by the PDC, and provide more interest-bearing loans than are usually available. The new system is intended to:

1) reduce berthing charges by providing public assistance for construction costs; 

2) integrate the wharf and back-up land, enhancing efficiency through flexible management by Public Port Corporations; 
3) allow single terminal operators to run the businesses, promoting efficiency through the use of advanced systems for the management of the back-up area; 

4) allow single terminal operators to share the wharf between several shipping lines, reducing handling costs through cooperation with shipping lines and stevedoring companies. 

To offset the expensive terminal charges of Port Development Corporations whilst allowing single terminal operators exclusive use, the new system provides a lot more government subsidy for port construction
. Table 4 shows that, for the berth, the central government and local government pay 2/3 and 1/3 respectively of the construction cost. For machinery and equipment, central government lends 30% of the cost to the lessee, local government lends 50% to the lessee, and the terminal lessee pays 20% of the total costs. The terminal lessees and the PDC are expected to pay back the financial assistance in 20 years, including a three-year moratorium. 
3.4   Japanese-Style PFI Port Development  

According to the MLIT’s port development budget for the fiscal year 2000, the central government is providing financial support for public terminal handling equipment in focal ports such as Kita-Kyushu and other specific Important Ports. It intends to lend and/or give special tax exemptions for tangible assets to private companies that take the initiative in building superstructure in the port site. Office buildings, container freight stations, maintenance shops, gatehouses, container yards, handling equipment, reefer yards, and electricity substations are all eligible for public financial assistance. 

The public assistance offered to PFI schemes at Kita-Kyushu is as follows:

1) Both the central and local government will offer special interest-free loans to the private sector,  ranging from 10% to 30% of the total cost of equipment;
2) The Central government will raise special interest-free loans through the Fiscal Investment Loan Program, ranging from 10% to 30% of the total cost of the equipment
;
3) The Ministry of Finance will grant property tax exemption to the tangible assets (the total tax-exemption is half of the total taxable value);
4) The Development Bank of Japan will offer special low interest loans to the private sector
; 
5) The private sector will be exempt from special land tax (local tax).
Hence, the private sector’s share of the total superstructure cost will be from 20% to 40%, depending on the amount of public assistance it takes up. (Table 4)

4 The Difficulty of Introducing Private Investment into Container Terminals
4.1 . The Rationale for Self-Financing 

Current proposals for private sector involvement in social infrastructure provision in Japan appear to be guided by the central government’s subsidy program, which is primarily for local governments and local port authorities undertaking port development as public works. Consequently, an accurate assessment of the cost savings that have been achieved through PFI deals is very difficult, as public sector comparators have not been developed. Also, according to “the guideline of the VFM” officially announced by the central government in 2001, the VFM evaluation is not required for the self-financing type and joint venture type projects. But, for those where the public sector buys services from the private sector, the VFM must be disclosed to the public. Since the project at Kita-Kyushu is going to be self-financed by the project company, the spokesperson of the Harbor Bureau claims that it has no accounting responsibility to ensure that the project represent the best value for the taxpayers. This claim may come into question. One suspects that the local governments may consider the central government’s subsidy as gift. If this is the case, it only considers the part of the superstructure cost as the real cost, and the project will be financially free standing from the viewpoint of the local government.
A self-financing project means that the revenues generated from the sale of service covers the private sector’s cost of construction and operation. An important aspect of private sector infrastructure projects is that they will be undertaken only if they are sufficiently profitable, leaving the market to determine whether they are socially beneficial or not. However the self-financing rationale is appropriate only when the project is undertaken without subsidies, and is not characterized by large-scale externalities such as occur in port networks. In that sense, Kita-Kyushu City should not apply the self-financing rationale, as capacity to earn profits is the condition for the social desirability of the project. 

4.2. The Problem of Calculating an Appropriate Interest Rate for Loans from the
        City’s General Account

Another cause of difficulties for local governments involved in PFI lies in the local government accounting system. It is said that when Kita-Kyushu port authority tried to calculate the public sector comparator and relevant risk at an early stage in the process, it was technically difficult to calculate the appropriate interest rate on loans from the city’s general account. Although port financing is separate from the city’s general account, it is a part of city’s budget system. It is not easy to evaluate the opportunity cost of lending money from one account to another account. 
If an Important Port is managed as a public enterprise, the operating balance includes operating revenues and operating costs in the usual way. The capital balance classifies as capital revenues cash inflows such as bond proceeds, asset sales, and revenues from land reclamation, whilst the capital costs include port construction costs, bond redemption payments, reclamation costs, and other investments. The two accounts are managed as the Port Business Special Account, which is separated from the general accounts of the local government to which the port authority belongs. 
Since public enterprises do not have the money to redeem or pay interest on their bonds, they use the operating profits and the depreciation cost accruing in the operating balance. If capital income is still short of capital costs, the local government usually loans to the port authority to balance its budget, which is required by the Ports and Harbors Law. Hence, local government provides the port authority with non-interest loans regardless of its business performance. This system makes it very hard to evaluate the opportunity cost of the public loan to the port authority, and leaves the public enterprise with loose financial discipline.

5 Summary and concluding remarks
Facing with competition with the foreign container terminals, especially container terminals located in Busan Korea, the MLIT has been caught in a sort of policy dilemma; i.e. new type of port policy that is not based on a law and conventional port policy based on the Ports and Harbors Law. One the one hand, the MLIT gives priority to certain ports with strategic advantages and public use container facilities based on the national port policy, named “Ports in the age of Global Exchange” established in 1995. This policy is not based on a law, and it has purpose to coordinate port investment among local governments that have authoritative power to make port master plans and in a position to ask public assistance to the MLIT. On the other hand, the MLIT balances the total amount of port investment by considering the port plans proposed by the local governments and a Five-Year Port Consolidated Plan that is an aggregate of the port master plans, being authorized as national project. Hence, the MLIT has been trying to avoid duplicate investment and establish new container ports, such as Kita-Kyushu, in response to the rapid changes in demand for container terminal services. However, as long as the Ports and Harbors Law gives power to the local governments, it is not possible for the MLIT to choose specific container terminals with competitive advantage, and make intensive investments in them.

When one considers the factors that give local government an incentive to draw up large-scale port plans, the public finance system plays an integral role. Under the tax revenue sharing program, local governments have an incentive to increase their public expenditures by executing public works, because tax revenue is mainly allocated on the basis of financial needs. Port construction is a typical public work in which local governments have good control over port plans, use and maintenance. Hence, each local government tries to incorporate a port plan in the Five-Year Port Consolidation Plan and obtain a budget for port construction as a public work.

For a local government with an Important Port located in Tokyo, Ise or Osaka Bays, there are two options for constructing container terminals: the Port Development Corporation or Japanese-style PFI. A comparative study of these schemes shows that the conventional understanding of “public interest” by the policy-makers restricts private sector investment in container terminals. On the one hand, Port Development Corporations are directly linked to central government and can issue bonds on the financial market, but they receive the least public assistance and favorable tax treatment because they provide services to specific container terminal users via long-term contracts. By preserving the lease system of PDC, and introducing the “new system for high standard container terminals”, central government is going to provide more subsidy for container terminal construction, marginally bringing down the terminal charges. On the other hand, whilst the Japanese-style PFI schemes is being incorporated in the central government subsidies, private sector involvement is limited to certain type of facility. In addition, public use is required and local government strictly regulates user charges. All in all, the public-user container terminal is very attractive to local government due to the central government’s port subsidy, although it discourages private investment.

For a local government with an Important Port located away from Tokyo, Ise or Osaka Bays, there are two options for constructing terminals: the public port system or a Japanese-style PFI scheme. A comparison of these schemes shows that Japanese-style PFI does not follow the spirit of the original PFI. As at Kita-Kyushu City, a local government will definitely prefer Japanese-style PFI to the public port system. This is due to the central government subsidy for superstructure, which will halve the local government’s expenses. So far, there is no accounting evidence to show that Japanese-style PFI in Kita-Kyushu port development is a worthwhile public investment. Also, the self-financing rationale will not be a condition for justifying projects with economic externalities. 

As long as the central government and the local government do not change the role of public sector’s role in enhancing port functions, and stick with conventional idea of ownership of the public property, private investment will not be promoted in the way it supposed to be.
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Table 2 Subsidy program for port development (excluding the private sector’s facility)

Organization Responsible for construction


  Type of Port
 Type of Facilities
 Details of Facilities
Share of Construction Cost
      Law

Central government

(Ministry of Land, Infrastructure and Transportation)
Specific Important  Ports (22 ports)
 Water facility


Based on the Article 52 of the Ports and Harbors Act

(Essential facility for container terminals)
       2/3
The Ports and Harbors Law

(Revised in 2000)





 Harbor facility








 Mooring facility







Other water facility, harbor facility, and mooring facility which is not stipulated as above.
      5.5/10




Transportation   facility in port site

       2/3



Important ports  (106 ports)
Water facility
Harbor facility
Mooring facility
Transportation   facility in port site

      5.5/10


Local governments 

who has responsibility

for the ports
Specific Important  Ports
Water facility
Harbor facility
Mooring facility
Based on the MLIT’s order.


Not more than   

4/10





Other water facility mentioned above.
    5/10























(continued)

Local governments 

who has responsibility

for the ports


(continued)

Specific Important Ports
Transportation   facility in port site

  No more than  5/10
The Ports and Harbors Law

(Revised in 2000)


Important Ports
Water facility
Harbor facility

Mooring facility
Based on the MLIT’s order.
Not more than   4/10





Other water facility, harbor facility, and mooring facility which is not stipulated as above.
              5/10













Transportation   facility in port site

Not more than 5/10




Source: Ports and Harbors Bureau, Ministry of Land, Infrastructure and Transportation, Ports and Harbors in Japan 2002, Tokyo.

Table 3 Subsidy program for Port Development Corporations

Organization Responsible for construction


  Type of Port
 Type of Facilities
 Details of Facilities
Share of Construction Cost

      Law

Port Development Corporations
Specific Important Ports (Tokyo, Yokohama, Nagoya, Yokohama, Kobe)
Mooring facility


Exclusive use for lessees
MLIT: Non interest loan 3/10

Local government: non interest loan 3/10

Law interest loan 2/10

Lessees: 2/10
The Dissolution and Business Succession of Foreign Trade Terminal Law

Table 4 Public subsidies and the division of responsibility for Specific Important Ports
  
Type of facility
Public container terminal
The new system for high standard container terminals
Japanese- style PFI






Berth







 Central government
           2/3
          2/3
           2/3






 Local government
           1/3
          1/3
           1/3






Port site







 Local government
         10/10
        10/10
         10/10






Handling facility and pavement







 Central government
          None


         3/10
Non interest loan; 1/10-3/10






 Local government
10/10 for gantry crane, pavement, warehouses  
Non interest loan;         2/10

Low interest loan; 3/10
Non interest loan; 1/10-3/10

Low interest loan; 4/10-2/10






 Terminal lessees
10/10  for other equipment
          2/10
       4/10-2/10






Note: the Port Development Corporation receives loans from the central government, local government and terminal lessees as follows.

     
Central government; 3/10 of the total cost 

     
Local government; 5/10 

     
Terminal lessees; 2/10

Source: The Ports and Harbors Bureau, Ministry of Land, Infrastructure and Transportation [2002] p.82, and 96. Waterfront Vitalization and Environment Research Center [2000] pp. 44-47.
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� In 1995 there were 50 berths at international port nuclei (gateway ports), referred to at: http://www.mlit.go.jp/english/ports/kowan5.html 


� The Ports and Harbors Law (1950) classifies ports into “Important Ports” and “Regional Ports”. Important ports are defined as “those ports and harbors, which will be designated as such in a Cabinet Order, being of great importance to the national interest.” In 2002, local governments and port authorities managed 19 out of the 22 Specific Important Ports; 103 out of the 106 Important ports; and 892 of the 960 Regional ports.


� Based on personal interview with Mr. Hideki Tojima, then President, Waterfront 


   Vitalization and Environment Research Center, Tokyo, on December 9th, 1999.


� The Ports and Harbors Bureau [1997] p. 17.


� Before the PFI Law has settled, for special cases, any administrative property is allowed to rent on a lease of one year based on The National Property Law (Clause 5, Article 18) and the Local Administrative Law (Clause 5, Article238-4). There is no provision about the lease periods, but customary lease contract runs one year. It may due to the local government’s budget system.


� Kita-Kyushu City was still negotiating on the terms and conditions with the PSA-led consortium now (August 29th, 2002).


� It is strange that the regulator, the Harbor Bureau of Kita-Kyushu City, is going to join the project company. According to the Ports and Harbors Law, Article 55-7, the central government will provide interest-free loan to someone who satisfies the MLIT’s order. However, it is not clear whether the central government will loan to a private company or not. Then, the Kita-Kyushu city decided to join the project company in order to avoid argument with the central government on this issue. Zaidan-hojin Shakai Keizai Seisansei Honbu [2002] p. 47.  


� Hashimoto [2002], who is in charge of Hibiki container terminal at the Harbor Bureau, explained “Since demand forecasting for the container terminal is very difficult, project finance is not going to hold in our case. We asked MLIT for a non-interest loan for installing the handling facility etc. Then the PFI subsidy was timely established.” p.32.


� Under the new system for high standard container terminal, for example, the berths are constructed by public assistance. This may take up a problem of long-term exclusive use of administrative property. If this is the case, the leaseholder is supposed to get use permission, valid one year, from the local government. Since the high standard container terminals at gateway ports are still under construction, practical problems may come into questions later.





� This policy is based on the Local Public Finance Law, Clause 1, Article 5. Practically, the local government will loan the money to the private sector by issuing public bonds. The central government and FILP will manage the financing process.


� The primary source of funding for fiscal loans is the Fiscal Loan Fund. Postal Savings, Pension Reserves and Special Accounts surpluses were subject to mandatory deposits with the Trust Fund Bureau. However since 2001 Postal Saving Funds and Pension Reserves no longer have to be deposited, so the primary source of funding has shifted to FILP bond issues. This means that the financial markets will screen the rate of return for public projects funded by FILP issues. Kita-Kyushu City may have rushed into proceeding with the project to avoid this screening.


� An example from Waterfront Vitalization and Environment Research Center [2000] p. 46.


� The central government will pay 2/3 of the total construction cost, if the port is a Specific Important Port and it will construct container facility that satisfies MLIT’s requirements. Refer to “share of construction cost” in Table 2.
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