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E(ecutive Summary;

A Study on Improvement of Pricing Systems for Port Hinterland
- Focusing on the Port of Busan and Gwangyang -

Port hinterland in Korea was built to supplement the function of port facility,
such as logistics facility, processing, assembly and other agents that offer
supporting roles. For this reason, domestic and international logistics companies
were firstly provided with port hinterland. In some cases, regulations required
manufacturing companies to have priority if they proved to generate larger
throughput or riffle effects than logistics companies. Major countries around the
world as well as Korea have been operating port hinterland with such clear

purpose. However, their pricing systems and rent levels are very different.

Until June, 2010, Korea has maintained rent levels established in 2004 when
hinterland of the Gwangyang Port was designated as the Free Trade Zone. Back
then, rent was fixed to help companies in the hinterland or to attract more
companies for better port competitiveness under the Act on Designation and
Operation of the Free Trade Zone. However, the problem lied in the rent of 2004
not following a clear cut pricing system. The basic rent and the privileged rent
were calculated based on the rent of Korea’s competitors, regardless of companies’
investment in port hinterland. Worse still, “privileged rent status” was indiscrim-
inatingly rendered to foreign companies in certain logistics category of the Free
Trade Zone Act, irrespective of their investment size. As a result, some founded

paper companies or paid rent by proxy in order to receive “privileged status.”

In response, the Korean Board of Audit and Inspection raised voice for a
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T

different system under which the privileged rent was decided according to
investment ratio. Many argued for an advanced rent pricing system as the new
rent system at the Busan Port and Gwangyang Port and for it to be notified in
July 2010. The rationale behind their argument was that a new pricing system
was necessary to enhance competitiveness of port hinterland and to become a

logistics hub in the region.

Against this backdrop, this study conducted literature analyses and field visits
to identify problems of the current rent pricing system. It reviewed the rent
pricing system of Korea’s neighbors, such as China, Japan and Taiwan for the

benefit of the Korean pricing system.

For example, rent at the Chinese bonded logistics park is classified in 12
grades, based on the minimum rent set by region and usage. The minimum rent
is called “the fist standard for nationwide industrial land” and is set by the
National Land Department under the Chinese National Land and Resource
Ministry. However, the rent drops for companies at the logistics park according to

their investment size, if their businesses are supported by the government.

In principle, rent at the Japanese port hinterland follows the market price of its
neighborhood. In some cases, the rent is lower than that of neighborhood under the
“port functional price policy.” In Taiwan, rent at the Free Trade Zone and Foreign
Trade Zone are estimated based on the official land value. Under discriminate

policies, however, the rent becomes less expensive than the neighborhood’s.

After the comparison with foreign cases, the study built a new rent pricing
system for port hinterland at the Busan Port and Gwangyang Port. It calculated
rent in two aspects: ROI(Return on Investment) and policy decision (achievements).

According to the study, for “better ROI”, the Busan New Port should increase the
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rent by 2.3 times if the current value of hinterland is not reflected. The West
side of the Gwangyang Port and East side of the Gwangyang Port should increase
it by 3.8 times and 3.5 times, respectively. However, if the current value of
hinterland is considered, the rent should rise much higher: the Busan New Port
(4.3 times), West side of the Gwangyang Port (9.4 times) and East side of the
Gwangyang Port (6.4 times)

For “better policy achievements,” new rent at the Busan Port and Busan
New Port should rise by 9% at maximum under the Enforcement Decree of the
State Property Act. In comparison, rent at the Gwangyang Port should be frozen
because the official land price of the Gwangyang Port dropped by 2.6%. As for
the privileged rent, however, the rate needs to be differentiated according to
investment size of foreign companies. In the case of the 5" category (investment
is larger than USD 4 million, the highest level), the basic privileged rates should
be used to balance the treatment for the concerned companies and others in the
hinterland. Among various calculations, this study suggested that better policy
results should be the standard to decide on new rent. This is important when
other factors, such as competition with neighboring countries and more active

operation of ports, are considered

Based on the study result, rent at the Busan Port and Gwangyang Port were
estimated with consideration to “policy achievement.” The study recommended the
estimated rate to be used for government notification in July 2010, with the
agreement from relevant officials at the Busan Port Authority, Korea Container
Terminal Authority, and MLTM. It also suggested that “rates supported by
policies” is inevitable to invigorate the Korean port hinterland. Losses from
governmental investment in port hinterland should be offset by investment effects,

and responses to private development in the future need to be prepared as well.
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