

Importance of Port System


III.
IMPORTANCE OF HAWAII’S PORT SYSTEM

The State of Hawaii has come to realize that its economy is fragile and heavily dependent on tourism’s revenues.  Much emphasis is being afforded the visitor industries with their critical revenue and which employ larger segments of the workforce.  While this is a necessary strategy, the State must not neglect the infrastructure on which these industries are all dependent -- Hawaii’s port system.  

VALUE OF THE PORT SYSTEM

Economic activity.  The State’s commercial harbor system is a significant contributor to the Hawaii’s economy.  In 1992, major harbor industries produced $1.93 billion in direct sales (MacDonald & Deese, 1994; Lee & Olive, 1994 adjusted by SMS Research for major commercial harbor industries).  That year, Hawaii’s Gross State Product (GSP) amounted to $33.0 billion.  That same year, $10.3 billion in imports passed through the State’s commercial harbors.  This represents a third of the value of goods and services produced in Hawaii.  Similarly, a third of the tourists’ expenditures in 1992 were on goods that were largely imported through Hawaii’s port system.  

Commercial harbor activity is best described in these categories: (1) ocean transportation, (2) ship building and repair, (3) commercial fishing, and (4) ocean recreation, and (5) other support industries.  Harbor users range from the major cargo carriers to commercial fishermen and charter boat operators with a single vessel.  Other shipping and manufacturing operations (i.e., cement distribution and foreign trade zones) also occupy harbor lands.  

Ocean transportation supports every sector of the State’s economy by bringing in 98.6 percent of all imported food, building materials, manufactured goods, and energy products (Lee & Olive, 1994).  Ocean transportation activity, understandably, keeps pace with Hawaii’s fluctuating economy.  Ship building and repair, however, is a slower-growth sector of the harbor industries, impacted by the absence of local parts manufacturers.  Parts for building and repairing ships must be ordered and imported from outside Hawaii, resulting in lengthy delays, additional shipping charges, and higher cost of doing business.  

Commercial fishing and ocean recreation are export industries, bringing overseas income to Hawaii.  While both have experienced strong growth, ocean recreation’s potential appears particularly favorable.  Ocean recreation’s charter, excursion and cruise vessels, part of the larger visitor industry sector, transport tourists to some of Hawaii’s distinctive and popular attractions.  While definitive growth analyses are currently not available, the sentiment is that ocean recreation’s potential is one of explosive growth.  

Employment.  Harbor industries directly accounted for 8,298 jobs in 1992 (MacDonald & Deese, 1994; Lee & Olive, 1994, adjusted for commercial harbor industries by SMS Research).  Although the number of jobs is relatively small, the harbor industry employment trend reflects Hawaii’s dependence on ocean transportation.  For instance, a six-month long dock strike in 1949 led to a surge in unemployment from about 5 percent in 1948 to an annual average of 11 percent in 1949.  Reductions in per capita personal income trend of 10 percent and the Gross Territorial Product trend of 12 percent, occurring in both 1949 and 1950, could be attributed to the dock strike.  

Commercial harbor industry employment is therefore indicative of Hawaii’s dependence on ocean shipping.  Major disruptions in harbor employment impact the flow of maritime commerce with serious implications for the State.  

Economic Impact Assessment.    Commercial harbor facilities have traditionally been developed to satisfy the requirements of harbor users.  The Harbors Division convenes user group meetings to solicit their input in order to plan the appropriate improvements.  Thus far, Harbors Division’s plans and developments have served the users well.  Recent slowing economic trends, however, are requiring the justification of Harbors Division’s special fund expenditures with the determination of larger economic benefits than project development costs.  Because the individual harbor projects do not necessarily generate the income necessary to justify the costs of development, a study entitled The Economic Impact Assessment of Hawaii’s Harbors (1997) determined the economic value of the entire port system.  

The above report establishes the port system’s vital function as an integral component of the State’s economy.  While it is common knowledge that 98.6 percent of Hawaii’s imported goods come through the harbors, it has been extremely difficult to quantify this statement with a dollar value.  

The economic analysis of Hawaii’s harbors reveals that many benefits are derived from investment in the port system, including extra sales realized, tax revenues created, incomes generated, and jobs provided.  These values quantify the economic benefits and were compiled with the public service functions performed by the entire system in a concise, accountable analysis.  This analysis can be used to:

· Assess the impact of new commercial harbor facilities construction;

· Establish the economic benefits of harbor/channel dredging;

· Assess the impact of intermodal facilities development;

· Allocate harbor investments;

· Rank facilities plans;

· Justify investments in cruise terminal development;

· Determine the impacts of master plan development;

· Develop the harbor’s revenue financial model;

· Link the financial model to the impact models;

· Evaluate the effect the port system has on the cost of goods, the consumer, and on the State’s overall economy.

HAWAII’S DEPENDENCE ON COMMERCIAL HARBOR ACTIVITY

The commercial harbor.  Lounging idyllically in the midst of the Pacific Ocean, Hawaii enjoys a tranquil separation from continental stresses.  Islanders pay for this isolation, however, with a necessary dependence on ocean shipping to supply their everyday needs.  Hawaii imports 80 percent of its food and merchandise.  Nearly all (98.6 percent) of these imports -- food, clothing, building materials, cars, fuel, etc. – are shipped by sea.  As there is no feasible alternative to this procurement process, ocean shipping is Hawaii’s primary life-sustaining enterprise.  

Hawaii’s maritime cargo operations have evolved from the use of sailing ships and the labor of seamen to incredibly large specialized ships, with a wide array of shipping containers and mechanized cargo-handling methods.  This evolution places an urgent demand on the commercial harbor to provide the facilities, space, utilities, roadways, and authorizations necessary to facilitate the receipt of Hawaii’s essential cargoes.  The State’s commercial harbors have become Hawaii’s lifeline infrastructure.  Ocean cargo carriers, with their specialized requirements, can only deliver their commodities through these commercial harbors.  

While attempting to establish the economic importance of the port system, it rapidly became evident that commercial harbor operations are not a normal income-producing activity.  The port system does not compete with the revenue streams of industrial warehouses, shopping centers, tourist attractions, or restaurants.  Rather, it provides for the construction, supply, and support of these businesses.  The port system should not be viewed as an economic activity, but as the State’s primary infrastructure, sustaining the quality and modernizations of Hawaii’s lifestyles.  The commercial harbor is an island’s initial facility requirement.  

Harbor development and improvement.  To determine the importance of harbor development and improvement, models of the State’s economy were used to estimate the impact of constraints on commercial harbor developments/improvement.  Preliminary findings from an input/output model developed for Harbors Division (SMS Research, based on 1992 data and the State’s input/output models maintained by DBEDT) suggest that the negative impacts of curtailed harbor industry growth are substantial.  

Imposing restraints on commercial harbor development/improvement will in turn limit the growth of harbor industries by the aggravation of: (1) chronic problems (e.g., lower efficiencies of cargo movements), (2) threshold problems (i.e., a harbor cannot provide enough space for neo-bulk cargo operations), and (3) emergencies that arise at unforeseen moments and temporarily affect cargo operations.  If the result of limiting harbor development/improvement reduces harbor industry growth by even one percent per year less than the estimated two percent annual increase in the real value of the GSP through the year 2020:

1. Sales and employment of the major harbor industries would realize only 76.6 percent of their potential.

2. Hawaii’s GSP would be 2.1 percent lower.

3. Estimated statewide employment would be reduced by 0.5 percent.

Harbor development constraints that limit annual industry growth to one percent would impact the State’s economy by a combined loss of $11.7 billion through 2020.  While the one percent per annum reduction in growth is only an assumption, it is plausible to expect that harbor industries would not grow as quickly without the planned improvements.  Ignoring the importance of harbor development and improvement and thus allowing current harbor facilities to fade into obsolescence will prove to be a highly imprudent action.   
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