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concession contracts with many other countries to promote the Belt and
Road Initiative. One important issue in a concession contract between B N

. . . . . elt and Road Initiative;
an investor and a conta{ner terminal operator is how the re.ntgl fee is concession contract; fixed
calculated. This study discusses how the port investor optimises the and variable rental fee;
parameters of fixed and variable rental fees for both the cases with a container terminal operator;
deterministic and an uncertain cargo demand. This study analyzes cases port investor
with an uncertain cargo demand in which terminal operators and the
port investor may have the same or different degrees of uncertainty on
cargo demand. The uncertainty in the cargo demand was found to
decrease the revenue of the port investor and increase the profits of the
terminal operators.

KEYWORDS

1. Introduction

Global terminal operators (GTOs) have been investing in more and more oversea container term-
inals. Since the Chinese government proposed the Belt and Road policy in 2013, Chinese companies
are also continuously signing concession contracts with many other countries to construct or rent
container terminals along the Maritime Silk Road. According to Wang et al. (2019), the number
of container terminals that three major Chinese terminal operators (Hutchison Ports, COSCO Ship-
ping Ports, and China Merchants Ports) have invested in along the Maritime Silk Road between 2005
and 2017 has increased from 13 to 51. Table 1 classifies the cases of investments by two Chinese com-
panies according to the types of investment (Huo et al. 2019). Five investment models have been
found, including joint venture and co-operation, joint venture, acquisition, BOT (build operate
transfer), concession, and mergers and acquisitions. There have been other studies related to the
overseas investment based on the Belt and Road Initiative (Chen et al. 2019; Ruan et al. 2019).
After the investment, a GTO may play the role of a investor as well as an operator of the container
terminals. As an operator, the GTO will compete with other terminal operators in the same port. As a
landlord, however, it will design a concession contract for terminal operators of the constructed term-
inals. Therefore, this study discusses how to compete with other terminal operators as a terminal oper-
ator and how to design concession contracts between container terminal operators and an investor.
The contents in this study may be applied not only to GTOs investing oversea port development
but also to port authorities or other government agencies developing domestic or oversea ports.
Specifying a concession contract between an investor and container terminal operator is a compli-
cated task (Notteboom, Pallis, and Farrell 2012), which involves determining the rental fee schemes,
duration of the concession contract (Theys and Notteboom 2010), risk sharing (Cruz and Marques
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Table 1. Classification of the investment cases according to the type of investment.

Investment type

Investment companies Joint venture and Joint venture, BOT (build operate Mergers and
of China cooperation acquisition transfer) Concession acquisitions
COSCO Shipping Ports 40% 0% 0% 10% 50%
China Merchants Ports 33% 1% 1% 1% 33%

2012), etc. Concession contracts between a port authority and container terminals have been addressed
widely in previous studies. Parola, Tei, and Ferrari (2012) examined how to manage concession con-
tracts in Italy. De Langen, Van Den Berg, and Willeumier (2012) proposed a new award process to
grant concessions to a large container terminal in the port of Rotterdam. Sudrez-Aleman, Serebrisky,
and Ponce De Ledn (2018) studied the port competition in Latin America and the Caribbean, analyzed
the concession processes in the area, and emphasized the importance of a concession contract. Van
Niekerk (2005) studied the port concession process in developing countries.

This study investigated how to optimise the parameters of fixed and variable rental fees in con-
cession contracts between the port investor and container terminal operators. Several types of con-
cession contracts are available: a lump sum, in which a fixed amount of rental fee is paid at the
beginning; the annual rent, in which a fixed amount of rental fee is paid every year; unit fee revenue
sharing, in which the annual rental fee is proportional to the throughput; and mixed policies, in
which an annual rental fee and unit fee are used together, which is the main issue in this study.

Chen and Liu (2014) proposed a two-stage game model to investigate concession contracts for
landlord port authorities to maximise the total revenue fee. In the proposed two-stage game,
there are one port authority and two competitive container terminal operators, which aim to maxi-
mise their profits. In the first stage of the game, the port authority provides a set of parameters of the
concession contract to maximise the total revenue, which is collected from two container terminal
operators. In the second stage of the game, the two container terminal operators compete with
each to maximise their profit by deciding the container throughput. Chen and Liu (2015) used
the same two-stage game model reported by Chen and Liu (2014) but to maximise the traffic volume
of the entire port instead of the total revenue of the port authority. Chen, Lin, and Liu (2017)
extended Chen and Liu’s (2014) study by assuming that the container terminal operators compete
with each other using the terminal handling charge, instead of using the cargo amount. Liu et al.
(2018) extended Chen and Liu’s study (2015) by assuming that each terminal has a constraint on
the minimal throughput requirement. Han, Chen, and Liu (2018) also extended Chen and Liu’s
study (2014) with different pursuing objectives, including the weighted sum of revenues and
throughput benefits as well as social welfare. Lirn, Thanopoulou, and Beresford (2003) introduced
a survey result showing that loading/discharging cost is one of the three most important consider-
ations when a vessel carrier selects a transshipment container terminal. Dandotiya et al. (2011)
studied the optimal pricing and terminal location for a rail-truck intermodal service. Ishii et al.
(2013) proposed a non-cooperative game theoretic model, where each port selects the port charges
strategically in the timing of the port capacity investment and applies the model to the case of com-
petition between Busan and Kobe. Munim, Saeed, and Larsen (2019) analyzed the gains by trans-
forming the port governance from the tool port governance model to the landlord port
governance model using the competitive and cooperative game theories. Recently, Zhou and Kim
(2019) proposed revenue-sharing schemes with a quantity discount to optimise the concession con-
tract between a port authority and container-terminal operators.

The game in this study is a two-stage model, in which the port investor proposes a fee scheme to
maximise their own revenue in the first stage, while, given the fee scheme, terminal operators 1 and 2
choose the cargo amounts or handling charges simultaneously and independently in the second
stage to maximise their profits. The perfect Nash equilibrium may be obtained by the backward
induction.
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The contributions of this study are summarised as follows. This study addressed the design
problem of the concession contract for the port investor under the assumption that the cargo
demand is deterministic and uncertain. In the case with a deterministic cargo demand, this
study derived new expressions for the optimal parameters of a mixed concession scheme,
which was studied by Chen and Liu (2014) and Chen, Lin, and Liu (2017). The approach of
this study is different from those reported by Chen and Liu (2014) and Chen, Lin, and Liu
(2017) in that this study attempted to optimise the parameters of the fixed annual fee and unit
fee simultaneously, which must provide a better solution than that from the sequential decision,
and a correct constraint on the profit function of terminal operators was used. Detailed expla-
nations about the differences between the two approaches are provided in section 5.3.1. Numerical
experiments showed that the proposed expressions give better performance than those reported by
Chen and Liu (2014) and Chen, Lin, and Liu (2017) in terms of the revenue collected by the port
investor. For the case with an uncertain cargo demand, this study found that the optimal solution
depends heavily on the maximum risk of loss of the terminal operators, which was introduced in
this study and means the maximum probability that the profit of the terminal operators becomes
negative. The model with the demand uncertainty in Liu et al. (2018) is a special case of the pro-
blem in this study, in which the maximum risk of loss is 0.5 (refer to Property 4.2). Three different
cases with an uncertain demand were analyzed: the case where the cargo demand is uncertain to
all the participants in the same degree; the case where the cargo amount of the port is uncertain to
the port investor when the parameters for the rental fee are determined but are known to con-
tainer terminal operators; and the case where the cargo demand is uncertain to all the participants
but the the uncertainty is larger to the port investor than to terminal operators. Note that this
study proposed these models for the first time. The optimal expressions or a solution procedure
for the optimal solution are provided for the three cases with an uncertain cargo demand. The
cases with a deterministic demand and those with an uncertain demand are compared with
each other, and any interesting insights are discussed.

The remainder of the paper is organized as follows. Section 2 derives the optimal expressions for
the fixed and variable rental fees in concession contracts with a quantity competition model. Section
3 addresses the concession contracts with the price competition model. Section 4 introduces the
cargo demand uncertainty. Section 5 presents the results of sensitivity analyses, compares the results
of this study with those reported elsewhere, and compares various cases proposed in this study. The
conclusions are given in the final section.

2. Fixed and variable rental fees in the quantity competition model with a cargo
demand known to all participants (case QD)

This section derives the optimal expressions of the parameters for the fixed and variable rental fee scheme. Sec-
tion 2.1 describes how the terminal operators behave for a given rental fee scheme. Section 2.2 discusses how the
port investor can determine the parameters of the fixed and variable rental fee considering the behaviors of the
terminal operators.

The following assumptions are introduced for the formulation:

1) Two container terminal operators compete with each other in a port, and the two container term-
inal operators provide the same quality of services to the customers. This assumption simplifies
the analysis and has been introduced in previous studies (Chen and Liu 2014; Chen and Liu 2015;
Chen, Lin and Liu 2017; Liu et al. 2018; Zhou and Kim 2019).

2) The same rental fee scheme with a fixed and unit rental fee is provided to two container terminal

operators. It is reasonable to assume that the same rental fee scheme is proposed to the terminal

operators in the same port for fairness.

The relationship between the terminal handling charge and the cargo amounts of the container

terminal operators is linear. A linear relationship is most popular for representing the demand

3
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function in this field. In addition, this assumption allows the mathematical analysis to provide the
optimal solution of the closed-form expressions in many cases. Chen and Liu (2014, 2015), Chen,
Lin and Liu (2017), Liu et al. (2018), Dong, Zheng, and Lee (2018), and Zhou and Kim (2019)
also adopted this assumption.

2.1. Competition between two container terminal operators

The notations and decision variables used in this study are as follows:

Notations:

i Index for the container terminals and i = 1 or 2.

pi Terminal handling charge per container of container terminal operator i

b Service substitution degree of the container terminal operators and b € (0, 1).

G Variable cost rate of container terminal operator i and ¢; € (0, 1). It is assumed that ¢; > ¢;.
mi(f, r) Profit function of container terminal operator i under the mixed rental fee scheme.
Z(f,r) Revenue function of the port investor under the mixed rental fee scheme.
Decision variables:

gi Cargo amount (TEU) of container terminal operator i.

r Unit fee that is charged by the port investor.

f Fixed fee that is charged by the port investor.

Chen and Liu (2014) proposed a game model for two competitive terminal operators with the
relationship between the cargo amount and terminal handling charge as follows:

pr=1—q1—bg, (1)
pr=1—q —bq 2)

The mixed rental fee scheme is defined by two parameters, including the fixed fee (f), and the unit
fee (r). For a given f and r, the annual rental fee may be expressed as f + rq;. Thus, the profit max-
imising problem of terminal operators may be expressed as

(T-QD)
max m;(f, r)=pigi— (ci+r)gi—f fori=1,2, (3)
qi

subject to

qi > 0, i= 1, 2,

and constraints (1) and (2).

With fixed values of f and r, the terminal operators will optimise g; to maximise their profits sim-
ultaneously. We denote the optimal value of g; by g** for distinguishing the optimal solutions in the
deterministic case from those with cargo amount uncertainties. By optimising g; for = 1, 2, Chen
and Liu (2014) obtained the optimal g%* and g%*, as follows:

1—r bey—2q

dx __

W= i

and (4)
. 1—1r be—2¢

4=

240 4-—12

From the assumption that ¢, > ¢y, it can be derived easily that g% > g* > 0. By replacing g, and
¢ in equation (3) with equation (4), the optimal profit function can be derived as (Chen and Liu
2014)

7 (f, r) = (@%) —f fori=1, 2. (5)
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From qf* > qj* >0, ﬂ‘f*(f, r) > ﬂ‘f*(f, r) > 0. From q?* > 0, an upper bound of r, 7, can be
found as follows:

2(1 - C2) — b(l — Cl)

r<r= , 6
< L (©)
From the obvious condition, 7 > 0, an upper bound of ¢, ¢,, is as follows:
2—b+b
Q<Qz—i;ﬂn )

2.2. Optimising the parameters of the fixed and variable fees by the port investor

The revenue function of the port investor from both container terminal operators can be expressed
as

Z(f,r) =2f +r(q1 + q2). (8)

This study attempted to determine the optimal values of f and r simultaneously.
The problem of maximising the revenue of the port investor is

(P-QD)
n}axZ = 2f 4 r(q™ + q*), ©))

subject to
0<r<7 7" >0and 7 > 0. (10)

Property 2.1: With quantity competing terminal operators (P-QD), the optimal parameters of the
fixed and variable rental fee scheme, (r%*, fd*), becomes

W_M+Wm—m+%—wm+%—%2
B 4(1+b)(2 - b)
and fd* = (qg*)z. In addition, for the problem (P-QD) to be feasible, it should hold that

=4+3bC1+2C1—2b
B 6+0b

(11)

A

=0

. Note that Ez > 22.

Proof) See Appendix 1.

3. Fixed and variable rental fees in the price competition model with a cargo
demand known to all (case PD)

In this section, it is assumed that the container terminal operators compete with each other by opti-
mising the terminal handling charge, p; and p,, as decision variables. Both competition models are
considered to be realistic because the terminal operators compete using the cargo handling quantity,
which is equivalent to the handling capacity, in the stage of terminal development, while they com-
pete with each other using the handling price in the stage of operation. Previous studies attempted to
compare the two competition models (Hackner 2000; Hinloopen and Vandekerckhove 2009;
Mukherjee 2011; Silva and Verhoef 2013; Chen, Lin, and Liu 2017). Flath (2012) supported both
competition models based on a survey of real cases.
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3.1. Competition between two container terminal operators

Equations (1) and (2) can be rewritten as

1 P bp,

O A (12
and
qzzlib—lfzbﬁl{f‘bz. (13)
The profit maximisation problem of container terminal operator i then becomes
(T-PD)
mpel}x m(f, r)=pigi—(ci+rg—f, i=1 2. (14)

subjecttop; >0, i=1, 2,
and constraints (12), and (13).
The profit function for container terminal operators 1 and 2 can be rewritten as follows:

B o 1 ;m bp; _
m(f, N=(p—a r)(1+b 1—b2+1—b2> )

1 P2 bpl
m(f> r)=(pz—Cz—r)<1+b—1_b2+1_bz) ~f.
With fixed values of f and r, the container terminal operators will optimise p; to maximise their
profits simultaneously. By optimising the profit functions for i = 1, 2, Chen, Lin, and Liu (2017)
obtained the optimal p?*, pd*, g%, and ¢¢* as follows:

4 1—=b+r 2a+be 4 1-—b+r 26+bq
L™= 2_p 4—_p2 2 T o} 4-—p?
de 1—r b —c(2 —b?) o g 1—7r ab—c(2—b?)
W= arne-n a-)E-p) LT UEne—n " - -t7)
_ K2 _ _ _
Note that q‘f*>q§*. From q;f*zo, r<r (2= 6901~ ) =bl — )

o (EDFED)

b
6<t=1- 2—;; 7 (f,r) = (1 — b)(g®)? — f for i = 1, 2. (Chen, Lin, and Liu 2017),

, and from 7> 0,

3.2. Optimising the parameters of the fixed and variable fees by the port investor

The problem of maximising the revenue of the port investor under the price competition model (P-
PD) has the same formulation as (P-QD), and its optimal parameters of the mixed concession con-
tract may be obtained as follows for the price competition model.

Property 3.1: With price-competing container terminal operators, the optimal parameters of the

fixed and variable rental fee scheme, (r*, f dxy, becomes
4—3b%)c) — (4—b*+4 2b(2
pir 2 423000 Z U= U 4b)ei £26Q+D) e (1 Z 1)), In addition, for the
42+ b)
problem (P-PD) to be feasible, it should hold that
— _ 22 3 _ 1,2 3
G <ty = (8—8b—2b°+2b°)+(4+4b—5b"+ b )Cl.Note that & < &

12 — 4b — 7b* + 3b°
Proof) See Appendix 2.
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It is meaningful that ¢, is a tighter upper bound of ¢, than ¢,, that is, c; <& < ©.

4, Cases with uncertain cargo demand

In previous sections, it was assumed that the amount of cargo of the port is known in advance. How-
ever, the amount of cargo demand may be uncertain when the port investor and terminal operators
make decisions. This section addresses three cases with uncertain cargo demand. In the first case,
the cargo demand is uncertain to all the participants, the port investor and terminal operators, in
the same degree, which we call the case with symmetrically uncertain demand (case U). Considering
that the rental contract between the investor and a terminal operator is usually made on a long term
basis, it may be realistic to assume that the port investor makes a decision based on the higher uncer-
tainty in the future cargo amount of the port than terminal operators. Thus, as the second case, we
assume that the port investor makes a decision based on the high uncertainty in the future
cargo amount of the port but, terminal operators may determine the terminal handling charge
based on a known the cargo demand. This case is called the case with ‘asymmetric (case A)” infor-
mation on cargo demand in this paper. In the third case, the terminal operators also have uncertain
information on the cargo amount but whose uncertainty is smaller than that of the port investor,
which is called the case with ‘partially asymmetric (case P)’ information on cargo demand in this paper.

4.1. Case with symmetric uncertainty on the cargo demand (case U)

In this case, both the port investor and terminal operators have uncertain information on the cargo
amount of the port. That is, all the participants in this game have the same degree of uncertainty on
the cargo demand. Because the cargo amount is uncertain to the container terminal operators, based
on the model in Section 2, the demand-price relationships may be expressed as follows:

p=1l4+a—q —bqg, (15)
pr=1+a—q—bq, (16)

where a represents the uncertainty on the cargo demand and is assumed to follow a normal distri-
bution, N(0, 02).
Then, each terminal operator attempts to maximise the expected value of its own profit as follows:
(T-U)

max Ea[m(f, 1] = Elpigs = (ci+ )i = f] fori = 1,2, a7
subjecttog; >0, i=1, 2,

and constraints (15) and (16).
The objective function may be rewritten as

Eo[m(f, N =Eu(14+a—q1 —bgy —c1 —r)q1 — f] (18)
Eom(f, Nl =EJ[(1+a—q —bg —c; —1)g> — f] (19)

Considering E,(a) = 0 and the above two equations. (T-U) becomes the same as (3). Hence, g!**
= q?* and E,[7*(f, )] = (qf*)2 — f for i=1 and 2. The revenue-maximising problem of the port
investor for the case with symmetrically uncertain information (U) is

(P-U)

nE?XE“(Z) = E,[2f + r(g"* + ¢¥)],

subject to P{7*(f, r) >0} > 1 — 6 fori=1and?2,
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where 6 is the maximum allowed probability that a terminal has a loss, which is called the ‘maxi-
mum risk of loss’ in this paper. From the viewpoint of the port investor, he/she attempts to maximise
their revenue under the condition that all the terminal operators have a nonnegative profit. On the
other hand, the profit non-negativity condition needs to be expressed in a probabilistic term, instead
of a deterministic term as in Section 2, considering the uncertainty in the cargo demand as follows:
pl@*(f, r) = 0] > 1 — dfori=1and 2. It is reasonable to assume that the value of & is much smal-
ler than 0.5, for example, a value between 0.01 and 0.10.

The following property provides the optimal values of the parameters of the rental fee scheme:
Property 4.1:  For the problem of (P-U), the optimal parameters of the fixed and variable rental fee
scheme, (f**, r**), becomes

= 250405 + (g5) (20)
and
—u 4bc, — 8¢
= min{ r, m (—2280'01(2 +b)—4—- zlsz +2—ca—c)2+ b)) }> (21)

z
= 1
where 7 = 225042+ b) + % and z; is the value of z satisfying \/T_ J e dx= 8.
ar

—00

The smallest feasible value of 0 is the one satisfying

8 + 4C1 - 1262 + 8b61 - SbCZ - 2b2 + 3b2C1 - b262

—2(4 — b)(30 + 20b) (22)

u _
ZS_

Proof) See Appendix 3.

The constraint in (P-U) is to guarantee the profitability of terminal operators with a
certain risk level, 8. On the other hand, the risk level may not be lowered to such a level
that the value of f becomes negative. The limitation in the risk level is represented by (22).

Property 4.2: The problem of case U reduces to the problem of case QD when 6= 0.5.

Proof) See Appendix 4.

4.2, Case where the port investor has uncertain demand information but terminal
operators know the cargo demand (case A)

This section assumes that the cargo amount of the port is uncertain to the port investor
when the parameters of the rental fee are determined, while it is known to the container
terminal operators. This case will be called the case with asymmetric information on cargo
demand (Case A) in this paper. Considering the uncertainty in the cargo demand of the
port, the relationship between the cargo amount and the terminal handling charge can
be expressed as follows (Klemperer and Meyer 1986; Kultti and Niinimaki 1998; Chen, Lin
and Liu 2017):

p=14+B—q —bq (23)
p2=14+B—9g—bqr, (24)

where B is a random variable to the port investor, which follows a normal distribution
N(0, o-f;). On the other hand, B is a constant value to the terminal operators because it is
known to them.
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The details to normalise the above equations are provided in Appendix 7. Because all the infor-
mations are known to terminal operators, they attempt to maxmimize their deterministic profit
functions which have no random variable as follows:

(T-A)

max mi(f, r)=piqi— (ci+7r)qi—f fori = 1,2, (25)
ql

subjectto g; >0, i=1, 2,
and constraints (23) and (24).
The profit function for container terminal operators can be written as

m(f, N=0+B—q1 —bgp —c1 —1)q1 — f,

772(f, 1’) = (1 + B — 42— blh —C — T’)qz —f

When differentiating the above two profit functions with respect to g;,

om

Wl=(1+.3—5612—61—7’)—26h
1

o

@2=(1+B—bq1—62—r)—2qz.
2

Y dm _ 0m . .
From the first order condition that = e = 0, the optimal g{* and g5" can be obtained as
follows: € 1

_1=r+B  bc—2

T =T v (26)
1—r+B be —2¢
ﬂ*: u*’ 2

which are the decisions by the terminal operators.

For a given value of 3, the minimum profit function for container terminal operator i may be
expressed as 77*(f, r) = (q?*)2 —f.

Because 3 is a random variable in the long term, the long-term expected profit of container term-
inal operator i considering the uncertainty of B8 becomes Eg[n*(f, r)]= E,g[(qf”‘)2 —fl. For

1—r+B be —20 2 Var(B) din2
le, Eg[(¢%*)* — f]I= E —fl= *2 _f.
example, Eg[(q5%)" — f] B|:( pp + 4—b2> f (2+b)2+(q2) f
Note that, from Var(B) = E[B?] — (E[B])?, we can derive that E[8?] = Var(B) with E[8] = 0.
The revenue-maximizing problem of the port investor in case A may be expressed as
(P-A)

n}?xEB(Z) = Eg[2f + r(q7* + ¢5")],
subject to p[@#*(f, r) > 0] > 1—6fori=1 and 2.

Property 4.3:  For the problem of (P-A), the optimal parameters of the fixed and variable rental fee,
(f*, r*), becomes

o = 0'323+1—r+bc1—2cz 2 (28)
T \24+b 240 4-—P
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and
o |=a —opzs | (A4 Db))cy — (4 + 4b — b)) + 4b — 2b7)
r —mm{r, 1+b+( 112 _b) . (29)
bC] — 2C2

where?aEO'Bz(s—i—l—i— o
—2+4b—bc; +2¢

O'B(Z - b)

The smallest feasible value of 6 is the one satisfying z§ =

Proof) See Appendix 5.

4.3. Case where terminal operators have a smaller uncertainty on cargo demand than the
port investor (case P)

In this case, both terminal operators and the port investor have uncertain information on the cargo
demand but the uncertainty of the port investor is lager than that of terminal operators, which is called
the case with ‘partially asymmetric (P)” information in this paper. In order to express the difference in the
uncertainty between the port investor and terminal operators, two random variables are introduced. The
value of the first random variable, 3, is known to terminal operators but it is an unknown random vari-
able to the port investor, which follows a normal distribution N(0, 0'%). And «a represents the unknown
random variable to both terminal operators and the port authority, which follows N(0, 02). Thus, the
uncertainty of the cargo demand to the port investor is larger than that to terminal operators.
Then, the demand-price relationships are represented as follows:

p=1+B+a—q —bg, (30)
p=14+B+a—q —bq, (31)
Then, the profit function for container terminal operators can be written as
m(f, N=0+B+a—q —bga—c1—1)q1 — f,
m(f, N=Q0+B+a—q —bg—c—1q —f.

Because 3 is known to terminal operators, they have the following problems:
(T-P)
max Eq[mi(f, 7)] = Eal pigi — (ci +7)g; — f] fori=1,2,

ai

subject to g; > 0, i =1, 2, and constraints (30) and (31).
The expected profit for container terminal operators to maximise can be written as

Eolm(f, N1=0+B—q1—bgo —c1 —1)q1 — f,
Eo[m(f, N]=0+B—q—bq1 —c2 —1)q2 — f.
When differentiating the above two profit functions with respect to g,

Emlls N _ (14 g bgy - — 1) — 241,

8q1
0E, [m(f, T
w=(1+ﬁ—bql ——1) —2q;.
q2
i dm _ dm . p* p* .
From the first order condition that — = —— = 0, the optimal gq; and g; can be obtained as

g1 0q2
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1-— be, —2 1-— be; —2
3 :__Z & 12_ bZCI, g = 5 :__Z 4 + 2_ b2C2 (< qf™), which are the decisions
by the terminal operators. By the same derivation in section 4.2, we can find the long-term expected

profit of container terminal operator i considering the uncertainty of 8 becomes
Var(B)
(2 + b)?

The revenue-maximizing problem of the port investor may be expressed as
(P-P)

follows: g/ =

EglEa[m!*(f, )] = + (g5 — f.

H}?X E(ap)(Z) = Eup2f +1(q" + g2")]

subject to P[@{*(f, r)>0] >1—6fori=1 and 2.
The optimal values of r and f for problem (P-P) may be found by a two-dimensional search pro-
cedure, which is introduced in Appendix 6.

5. Numerical experiments

5.1. Sensitivity analysis of the optimal solutions for the case with a deterministic cargo
demand (case QD)

To explore how the service substitution degree and variable cost affect the optimal solutions, includ-
ing g%, 7%, f%, r¥*, and Z*, two groups of experiments were performed for the quantity compe-
tition model: experiments in which b varied; and those in which ¢, /c¢; varied.

In the first group of experiments, the parameters, ¢; and c¢,, were fixed to 0.1 and 0.2, respectively.
The value of b ranged from 0.1-0.9. Table 2 shows that the optimal cargo amount of terminal operators
1 and 2 decreases monotonically with increasing value of service substitution. This is because, with a
larger value of b, the cargo amount of a container terminal operator has a higher negative impact on the
terminal handling charge of the other operator, the cargo amounts of both operators are forced to stay
in lower levels in the Nash Equilibrium. The values of f%* and Z* decrease monotonically with increas-
ing value of b. The value of r** increases monotonically with increasing value of b.

Container terminal operator 2 has a higher decreasing rate in the optimal cargo amount. Note
that the optimal profit of terminal operator container 2 always remains at zero. This is because
the port investor can increase its revenue by increasing the value of f until the profit of terminal oper-
ator container 2, which is less competitive than operator 1, reaches zero.

In the second group of experiments, assuming a fixed value of b = 0.5, ¢, /¢; varied with the con-
straint that ¢, + ¢; = 0.3. Table 3 shows that the optimal cargo amount of container terminal oper-
ator 1 decreases monotonically with decreasing c,/c¢; and the optimal cargo amount of container
terminal operator 2 increases monotonically. This is because, as c,/c; decreases from 29.0-2.33,
the competitiveness of terminal operator 2 becomes similar to that of container terminal operator
1. The optimal profit of terminal operator 2 always equals zero and the optimal profit of terminal

Table 2. Sensitivity analysis of the optimal solutions for various values of b in case QD.

b

Solution 0.1 0.2 03 0.4 0.5 0.6 0.7 0.8 0.9
qé 0.389 0.359 0.334 0313 0.294 0.279 0.266 0.255 0.245
q% 0.336 0.303 0.275 0.250 0.228 0.208 0.189 0.171 0.154
i 0.038 0.037 0.036 0.035 0.035 0.035 0.035 0.035 0.036
7:;* 0 0 0 0 0 0 0 0 0

fd 0.113 0.092 0.076 0.063 0.052 0.043 0.036 0.029 0.024
i 0.089 0.122 0.150 0.175 0.197 0.217 0.236 0.254 0.271

z* 0.290 0.265 0.242 0.223 0.207 0.192 0.179 0.167 0.156
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Table 3. Comparison of the revenue of the port investor for various values of ¢,/c; in case QD.

G/
Solution 29.00 14.00 9.00 6.50 5.00 4.00 3.29 2.75 2.33
q‘{* 0314 0.312 0.310 0.308 0.306 0.303 0.301 0.299 0.297
qg* 0.128 0.139 0.150 0.161 0.172 0.183 0.194 0.206 0217
71‘1’* 0.083 0.078 0.074 0.069 0.064 0.058 0.053 0.047 0.041
ngj* 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
fa* 0.016 0.019 0.023 0.026 0.030 0.034 0.038 0.042 0.047
rd 0.297 0.286 0.275 0.264 0.253 0.242 0.231 0.219 0.208
Ve 0.164 0.168 0.172 0.176 0.180 0.185 0.190 0.195 0.201

operator 1 decreases monotonically. In addition, the values of f* and Z* increase monotonically
with decreasing ¢,/c;. Note that as the revenue of the port investor increases, the total profit of
the container terminal operators decreases. As the cost functions of both container terminal oper-
ators become similar to each other, it becomes easier for the port investor to set the parameters
of the revenue sharing scheme to absorb the profits of container terminal operators at the same
time than when the cost functions of both operators are considerably different from each other.

5.2, Comparing the quantity and price competition models with a deterministic cargo demand

The results from the quantity competition model and those from the price competition model were
compared with each other for various values of b. Generally, the price competition model showed
higher revenues than the quantity competition model. The revenue decreased with increasing
value of b for both the quantity and price competition models. The gap in revenue between the quan-
tity and price competition models increased with increasing b, as listed in Table 4.

5.3. Comparing the results by this study with those of previous studies for the case with a
deterministic cargo demand

5.3.1. Comparing the results for the quantity competition model (case QD)
Consider the objective function of the port authority of (9): Z = 2f + r(qf* + qg*). Chen and Liu
(2014) proposed the expressions of the optimal r and f as follows:

1 ob? 4+ 2b—b*)c
P Y W V) W _{ ) , (32)
(4b +6) (2-1b) 2-b
and
d dx\2
1 = (@2 (33)
Table 4. Gap in revenue between the quantity and price competition models.
Reveune

b Quantity competition model (case QD) Price competition model (case PD) Gap (%)
0.1 0.2904 0.2906 0.06
0.2 0.2645 0.2652 0.26
0.3 0.2425 0.2439 0.59
0.4 0.2234 0.2259 1.08
0.5 0.2068 0.2104 1.78
0.6 0.1920 0.1972 2.74
0.7 0.1787 0.1861 4.10
0.8 0.1667 0.1772 6.29
0.9 0.1558 0.1732 11.22

Gap = 100x(Z5 — Z3)/Z5 (%) (Z7: revenue by price competition model; Z5: revenue by quantity competition model).
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Chen and Liu (2014) optimised r first assuming that f is constant, which results in (32). The value
of f was then determined sequentially by increasing the value of f until the profit of either of the two
terminals became zero, which arrives at (33). The above expressions are different from those in Prop-
erty 2.1 of this study. This study optimised r and f simultaneously. Note that g} again depends on the
value of r, as shown in (4). Thus, f above is again dependent on the value of r. Therefore, the
expressions of the optimal solutions in this study must give higher revenue to the port investor
than those by Chen and Liu (2014).

Consider the constraints 79* > 0 and 74" > 0 of (P-QD). Considering 7¥* > 74*, the condition
can be expressed as m,(f, r) = (q’zk)2 > 0, which was expressed incorrectly as m,(f, r) = (cfz‘)2 —f>f
by Chen and Liu (2014).

In the first numerical experiment, the values of the input parameters (Table 5), including b, ¢; and
¢, are from Chen and Liu (2014). Tables 6 and 7 compare the solutions provided by Chen and Liu
(2014), using the input data shown in Table 5, with those in this study. From Tables 6 and 7, the
solutions by this study provide higher revenues to the port investor than those reported by Chen
and Liu (2014): by 11.57% and 0.043% for examples 1 and 2, respectively, in Table 5.

In the second group of experiments, first, for fixed values of ¢; and c,, the value of b varied. The
revenues from this study were larger than those from the previous study for all values of b. Table 8
lists the gap in the revenue between the two studies. The gap ranged between 13.77% and 36.52% for
various values of b.

Next, c;/c; varied with a fixed value of their summation (¢, + ¢; = 0.3) and of b. The revenues by
Chen and Liu (2014) were compared with those by this study for various values of ¢, /c;. The revenue
obtained by this study was always higher than that by Chen and Liu (2014). Table 8 shows that the
minimum and maximum gap is 8.06% and 21.26%, respectively.

5.3.2. Comparing the results for the price competition model (case PD)

This section compares the results obtained by Chen, Lin, and Liu (2017) and those by this study for
the Bertrand model. Regarding the differences between the optimal solutions in Chen, Lin, and Liu
(2017) and those in case PD of this study, an explanation similar to those at the beginning of section
5.3.1 may be applied. In the following experiments, the values of parameters were fixed to ¢; = 0.1
and ¢; = 0.2.

Table 5. Experimental parameter setting of Chen and Liu (2014).

Parameters
Numerical examples b q [
1 0.99999 0.1 0.2
2 0.5 0.1 0.5

Table 6. Comparison between the solutions in Chen and Liu (2014) and those in this study of example 1.

Optimal solutions

Methods rd qt qd P e fdx 7+
Chen and Liu (2014) 0.37 0.21 0.11 0.03805 0.00605 0.00605 0.1305
This study 0.2875 0.2375 0.1375 0.03750 0.0 0.018906 0.1456

Table 7. Comparison between the solutions in Chen and Liu (2014) and those in this study of example 2.

Optimal solutions

Methods ré q%* qd i i fd+ 7%
Chen and Liu (2014) 0.3458 0.275 0.0083 0.07559 0.000035 0.000035° 0.0981056
This study 0.3389 0.278 0.0111 0.07703 0.0 0.0001235 0.0981481

SIn Chen and Liu (2014), f** = 0.00006889, which is different from the value (0.000035) by f%* = (q4*)?/2 and qd* = 0.0083. The
latter was adopted in this table.
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Table 8. Gap in the revenue between the two studies for various values of b and ¢;/c;.

b Gap (%) Q/a Gap (%)
0.1 36.52 29 8.06
0.2 32,52 14 9.44
03 29.04 9 1091
0.4 25.96 6.5 12.46
05 23.18 5 14.09
0.6 20.63 4 15.79
0.7 18.24 3.29 17.56
08 15.97 275 19.38
0.9 13.77 233 21.26
¢=0.1¢=02 b:0.5, Q+¢6=03

Gap = 100%(Z; — Z3)/Z; (%) (Z;: revenue by this study; Z;: revenue by Chen and Liu (2014))

Table 9. Gap between the revenues by Chen, Lin, and Liu (2017) and those in case PD by this study.

b Gap (%)
0.1 36.13
0.2 31.14
0.3 26.21
04 21.36
0.5 16.58
0.6 11.90
0.7 7.37
0.8 3.17
0.9 0.12

Gap = 100x(Z; — Z3)/Z5 (%)
(Zy: revenue by this study; Z5: revenue by Chen and Liu (2014))

Table 10. Optimal solutions of two cases with symmetric information on cargo demand for example 1.

Demand known to all (case QD) Demand uncertain to all (case U)

S - 0.01 0.05 0.08 0.10 0.15

q; 0.2375 0.3330 0.2650 0.2410 0.2290 0.2115
a; 0.1375 0.2330 0.1650 0.1410 0.1290 0.1115
e 0.0375 0.1109 0.0702 0.0581 0.0524 0.0439
s 0.0000 0.0543 0.0272 0.0199 0.0166 0.0116
f* 0.0189 0.0000 0.0000 0.0000 0.0000 0.0008
r* 0.2875 0.0010 0.2050 0.2770 0.3130 0.3655
Z 0.1456 0.0006 0.0882 0.1058 0.1121 0.1197
Total profit 0.0375 0.1652 0.0974 0.0780 0.0691 0.0555

The optimal solution by this study showed higher revenues than the study of Chen, Lin, and Liu
(2017) for all values of b. Table 9 also shows that the gaps of the revenue obtained by this study and
that Chen, Lin, and Liu (2017) decreases with increasing value of b.

5.4. Comparing cases with a deterministic demand and an uncertain demand

This section compares the optimal solutions among the case with a deterministic cargo demand (case
QD) and the three cases with an uncertain cargo demand. The following experiments were con-
ducted using two groups of parameters: (example 1) b=0.99999, ¢ =0.1, ¢; =0.2,
and o = 0.1; (example 2) b = 0.5, ¢; = 0.1, ¢; = 0.5, and 0 = 0.1.

Table 10 lists the optimal solutions and objective values of two cases (cases QD and U) with sym-
metric information on cargo demand for example 1 at various levels of maximum risk of loss for the
terminal operators, 8. Note that the maximum risk of loss for the terminal operators, 6, plays a role
in restricting the probability of the terminal operators having a loss. Therefore, to guarantee a lower
risk of loss, the port investor needs to pay the cost of sacrificing its revenue.
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Figure 1. Revenue of the port investor in four cases on cargo demand for example 1.

Figures 1 and 2 show the trends of the revenue of the port investor and the total profit of terminal
operators when the maximum risk of loss for the terminal operators, 8, changes. As shown in Figure 1
and Table 10, in case U, the revenue of the port investor as well as the values of f* and r* decrease as
the maximum risk of loss decreases. On the other hand, as shown in Figure 2, the total profit of the
two terminal operators increases.

Table 11 shows optimal solutions and objective values in cases A and P for example 1 for various
levels of the maximum risk of loss. As the maximum risk of loss decreases, the fixed fee decreases in
both cases, while the unit rental fee showed different trends with each other. Figure 1 shows that the
revenue decreases as the maximum risk of loss decreases in cases A and P, as in case U. Figure 2
shows that the total profit of terminal operators increases as the maximum risk of loss decreases
in case P as in case U, while the curve of the total profit curve of case A does not follow the general
trend of decreasing. For example 2, for all the three cases with uncertain demand (cases U, A, and P),
as the maximum risk of loss decreases, the revenue decreases and the total profit of terminal oper-
ators increases. which are shown in Tables 12 and 13.

Comparing three cases with different assumptions on the demand in Figures 1 and 2, case QD
showed the highest (expected) revenue to the port investor and the lowest (expected) profits to
every participating terminal operator. Case U showed the lowest (expected) revenue to the port
investor. Cases A and P showed the (expected) revenue of the port authority in-between the two
extreme cases. Note that when the maximum risk of loss of the terminal operators, 8, increases,
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Figure 2. Total profit of terminal operators in four cases on cargo demand for example 1.
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Table 11. Optimal solutions of two cases with asymmetric information on cargo demand for example 1.

Demand known to terminal operators but uncertain to Demand uncertainty is larger for the port investor than

the port investor (case A) for terminal operators (case P)

) 0.01 0.05 0.08 0.10 0.15 0.01 0.05 0.08 0.10 0.15

q; 0.1987 0.2100 0.2140 0.2160 0.2202 0.2600 0.2322 0.2211 0.2150 0.2119
a; 0.0987 0.1100 0.1140 0.116 0.1202 0.1600 0.1322 0.1211 0.1150 0.1119
™ 0.0501 0.0522 0.0524 0.0524 0.0523 0.0781 0.0644 0.0594 0.0568 0.0543
™ 0.0204 0.0202 0.0196 0.0192 0.0182 0.0361 0.0280 0.0252 0.0238 0.0219
f* 0.0004 0.0030 0.0045 0.0053 0.0073 0.0000 0.0000 0.0000 0.0000 0.0012
re 0.4040 0.3700 0.3580 0.3520 0.3395 0.2200 0.3035 0.3366 0.3549 0.3644
z 0.1210 0.1245 0.1264 0.1275 0.1302 0.0924 0.1106 0.1152 0.1171 0.1203

Total profit 0.0705 0.0724 0.0720 0.0717 0.0705 0.1143 0.0925 0.0847 0.0806 0.0762

Table 12. Optimal solutions of two cases with symmetric information on cargo demand for example 2.

Demand known to all (Case QD) Demand uncertain to all (Case U)

o - 0.01 0.05 0.08 0.10 0.15

a; 0.2778 ¥ - 0.4077 0.3957 0.3707
q; 0.0111 - - 0.1410 0.1290 0.1040
w5 0.0770 - - 0.1662 0.1566 0.1374
™ 0.0000 - - 0.0199 0.0166 0.0108
f* 0.000123 - - 0.0000 0.0000 0.0000
r 0.3389 - - 0.0142 0.0442 0.1067
z* 0.0981 - - 0.0078 0.0232 0.0506
Total profit 0.0770 - - 0.1861 0.1732 0.1482

* - indicates that there does not exist a feasible solution

Table 13. Optimal solutions of two cases with asymmetric information on cargo demand for example 2.

Demand known to terminal operators but uncertain to Demand uncertainty is larger for the port investor
the port investor (case A) than for terminal operators (case P)

1) 0.01 0.05 0.08 0.10 0.15 0.01 0.05 0.08 0.10 0.15
q; 0.3599 0.3327 0.3231 0.3183 0.3083 -* - 0.4119 0.4046 0.3883
a; 0.0932 0.0660 0.0564 0.0516 0.0416 - - 0.1452 0.1379 0.1216
™ 0.1455 0.1267 0.1204 0.1173 0.1110 - - 0.1848 0.1789 0.1660
™ 0.0247 0.0204 0.0192 0.0187 0.0177 - - 0.0363 0.0342 0.0300
f* 0.0000 0.0000 0.0000 0.0000 0.0000 - - 0.0000 0.0000 0.0000
r* 0.1337 0.2017 0.2257 0.2377 0.2627 - - 0.0037 0.0219 0.0626
Ve 0.0606 0.0804 0.0856 0.0879 0.0919 - - 0.0021 0.0119 0.0319
Total profit 0.1702 0.1470 0.1396 0.1360 0.1288 - - 0.2211 0.2131 0.1959

* - indicates that there does not exist a feasible solution

the profits of the terminal operators and the revenue of the port investor of cases U, A, and P
approach those of case QD.

Figures 3-5 compare the revenue, the total profit of terminal operators, and the total welfare
utilising results in Tables 10-13. Values in the figures are normalised so that the values of case
QD become 1.0. Figure 3 compares the revenue of the port investor among various cases. The
port investor may collect the highest revenue in case QD in which the port investor takes advan-
tage of utilising known demand information as the leader, while the revenue was lowest in case
U. Figure 4 shows that the total profit of terminal operators is lowest in case QD, while it is high
in cases A and P in which terminal operators take advantage of utilising the knowledge on the
demand.

Figure 5 compares the total welfare of the port which is the sum of the revenue of the port
investor and the profits of terminal operators, which indicates how good the decisions are from
the viewpoint of the entire port. Cases A and P showed relatively higher total welfares than cases
QD and U.
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Figure 3. Comparison of the revenue of the port investor among various cases.
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Figure 4. Comparison of the total profit of terminal operators among various cases.
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Figure 5. Comparison of the total welfare of the port among various cases.

5.5. Managerial implications and additional discussions about the models

This study assumed that the port investor aims to maximise the total revenue that is paid by the con-
tainer terminal operators. Some managerial implications from the numerical experiments for the
case with a deterministic demand are as follows: the price competition model produces better per-
formance than that of the quantity competition model in terms of the revenue of the port investor.
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As the service substitution parameter becomes smaller, which means that the influence of the
throughput of one terminal operator on the price of the other operator becomes smaller, and the
operation cost parameters of the two terminals become similar, the revenue of the port investor
becomes larger for both the price and quantity competition models.

Through the experiments on the case with the cargo demand uncertainty, the following interest-
ing policy implications were found: (1) the cargo demand uncertainty decreases the revenue of the
port investor but tends to increase the profit of the terminal operators; (2) the revenue of the case
with a deterministic cargo demand is highest at the cost of the lowest profits of terminal operators;
(3) the case with a demand uncertain to all participants reduces the revenue of the port investor
further than cases with an asymmetrical uncertain demand; and (4) the level of the risk of loss
for terminal operators has a significant impact on the revenue of the port investor and the profits
of terminal operators; (5) the cases with asymmetric information on cargo demand show relatively
higher total welfares than case D, which means that information on the cargo demand does not con-
tribute to the improvement of the port welfare in this leader-follower game model.

All the parameters and variables in this study were normalised. This section introduces how to convert
the general models to normalised models. The relationship between the original parameters and variables
and the normalised parameters and variables are explained in the following. The linear demand model
used in this study follows the studies reported by Singh and Vives (1984) and Dong, Zheng, and Lee
(2018), which were modelled as follows: p, = 7, — 83, — wg, and p, = 7, — 64, — wq,, where T,
and T, denote the maximum price of each terminal that the customers want to pay. The parameters,
0, and w, indicate the substitution parameters of the two container terminal operators. In this study,
it was assumed that § > w > 0, according to Dong, Zheng, and Lee (2018). The units of 7; and T,
are US §. The units of 6 and w are US $ per TEU. The units of p; and g,, which are the original
price and cargo amount of terminal i, are US $ and TEU, respectively. Because container terminals 1
and 2 are located in the same port, it was assumed that 7y = 17, = 7 (Dong, Huang, and Ng 2016).
The following linear relationships may express the price and cargo amount of the terminals:

P =T—6211—quandj)zzT—qu—wa.

By assuming ¢ =7/6, g1 = kil s ==, p1= P 1, and b = the above equations can be normalised
¢ b

as follows: p; = 1 — q; — bg, and p1 =1—q; — bq.

The profit functions for the container terminal operators can be expressed as
m=pg — @€ +7gq —7and T = p,g, — (2 +7)g, — ]_‘, where 7 and ]_‘ are the original unit
rental fee and the original fixed rental fee, respectively. The relationship between the original and

Z’l _ 22 o r _ L
e¢2>cz_e¢2)r—e z)f_

Appendix 7 provides the detail derivations not only for the case with a

normalised parameters or variables are expressed as ¢ =

— and 7
0¢? 2= 9(,02
deterministic cargo demand but also with an uncertain cargo demand.

m =

6. Conclusions

To support port investors to design concession contracts, this study proposed new expressions or
procedures for determining fixed and variable rental fees in concession contracts. Both cases with
a deterministic cargo demand and with uncertain demand were analysed. For the deterministic
demand case, both the quantity competition and the price competition models were analyzed. Sen-
sitive analyses were conducted to determine how the service substitution degree and variable cost
affect the optimal solutions. Finally, to evaluate the optimal solutions for the cases with a determi-
nistic cargo demand, which are derived in this study, they were compared with the optimal solutions
derived by previous studies (Chen and Liu 2014; Chen, Lin, and Liu 2017). The numerical
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experiment showed that the proposed solution gives higher revenues of the port investor than those
given by previous studies.

Three cases with an uncertain cargo demand were also analysed: case with demand information
uncertain to all the participants; case with a deterministic demand for terminal operators and an uncer-
tain demand for the port investor; case where the port investor has a larger uncertainty on demand
than terminal operators. According to the numerical experiment, the revenue of the port investor is
the lowest when information on the cargo demand is not known to all participants of the game,
while it was highest when the demand information is known to all deterministically. The results
were in-between the two extreme cases when the information on the cargo demand is known only
to the terminal operators or the uncertainty is larger to the port investor than to terminal operators.
It is interesting that the total welfare in a port and the total profit of terminal operators were lowest,
when the cargo demand is known to all the participants.

Future studies can be considered in the following aspects: (1) this study assumed that container
terminals compete with each other only by using the cargo amount or the terminal handling charge,
which have a linear relationship with each other. However, the competitiveness of a container terminal
may not be explained only by the handling charge but also by other factors such as the productivity, the
connectivity, and so on, which needs to be included in future studies. In addition, because some con-
clusions in this study may come from the assumption on the linearity of the demand function, which is
oversimplified for the application to the practice and needs to be relaxed; (2) it is necessary to study on
the design of new concession contract schemes which are different from that in this study and effective
to improve various performance measures such as the total profit of terminals, the revenue of the inves-
tor, and the social welfare; (3) according to the numerical experiment in this study, it was found that
the two-staged game with a known cargo demand provides the lowest welfare to the entire port. This
means that the reduction of uncertainty in cargo demand does not contribute to the improvement of
the total welfare of a port. Instead, it will be meaningful to study how a port authority or a government
agency can attract terminal operators to move to the decisions which maximise the total welfare of a
port as well as individual participants’ interest.
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Appendices
Appendix 1. Proof of Property 2.1

From ﬂf*(f, r)= (c]f”")2 —ffori=1, 2,and ﬂ"f*(f, r) > 77‘21*(f, r), the constraints in (P-QD), 'n"f* > 0 and 77‘;* >0,
may be rewritten as (q4*)* > f. Because Z for a given value r increases with increasing f, f* = (g¢*). Thus, (P-QD)
Pz —41+0b
becomes max Z = 2((1‘21*)2 + r(q’f* + qg*) subject to0<r<r. W = ﬁ < 0, which implies that Z is concave.
r r
(44 b¥)c, — (44 4b — b?)c, + 4b — 202

41+ b)(2-b)

9z
From the first order condition for the optimal solution, o 0, r#* =
r

For % to be feasible, it should hold that 0 < r%* < 7. Therefore, r™* > 0.

s b)es — (4+4b— e +4b - 26" (446 — (4+4b—b)er +4b— 26" b1 —c))
a 41+b)2-b) 41+b)2-b) C 214D

Note that the first inequality comes from c;.

> 0.

b+2)2b—2 6c, — 3b be, — 4
_b+2X o+ 6 Bl ). Because b+2>0 and —b*+b+2>0,

4(—b*+b+2)
4 + 3b 2¢1 —2b
F—r®* =0 indicates 2b—2¢c; + 6c; — 3bc; + bc; —4 =0, which gives = &= %

(b —4) (e — 1)
2(b + 6)

Note that 7 —r®* =

-6 = > 0, which means that ¢, is a tighter upper bound of ¢, than ¢,. ]

Appendix 2. Proof of Property 3.1

From 7% (f, r) = (1 — b*)(q*)* — f fori = 1, 2, and 7%*(f, r) > @ (f, r), the constraints in (P-PD), 7%* > 0 and

@ >0, may be rewritten as (1 — b?)(q¢*)? > f. Because Z for a given value r increases with increasing f,

fd* = (1- hz)(qf*)z. Thus, (P-PD) becomes max Z = 2(1 — bz)(qg")2 + r(q‘f* + qg*) subjectto 0 <r <7.

’Z —4 i

T (1402 —b)

(4 —3b%)c; — (4 — b? + 4b)c; +2b(2 + b)
42+ b) ’

S5

< 0, which implies that Z is concave. From the first order condition for the optimal

oz
solution, — = 0, r%* =
ar

From (4 — 3b%) > 0 and ¢; > ¢,

s _ (4 —3b%)c; — (4 — b? + 4b)c; + 2b(2 + b)

42 +b)
- (4 —3b%)c; — (4 — b? + 4b)c; + 2b(2 + b)
- 42+ b)
_ 201 (1 — ¢) +4b(1 —¢;) ~.
42+ b)

From the constraint, r** <7, the following tighter upper bound of c,, & may be obtained, where

8 — 8b — 2b* + 2b°) + (4 + 4b — 51> + b°
&= ( 12+_ 1 b)j_7(b2—:- e + e . €y > G, whose proof is omitted here but provided in the sup-

plementary document. Thus, r%* satisfies the constraint 0 < r* < 7. n

Appendix 3: Proof of Property 4.1

Because  m*(f, )= (1+a—q" —bg" —c1 =g —f=(1 —¢q{* —bgs" —c1 —)gi" + aq{* —f  and
™ (f, N=0+a—g5 —bg{* —c; —1)g5* —f =1 — g5 — bq}{* — c; — r)gy* + agy* — f, the profit for con-
tainer terminal operator i can be rewritten as follows: 7¥*(f, r) = (¢"*)* + ag’* — f. Because g'* > gi*and
m*(f, 1) increases with increasing q, > Thus, the constraint,
P{m*(f, r) >0} > 1 — 8fori=1and 2, may be rewritten as P(aq’* > f — (g4*)*) > 1 — &, which is converted

_ ux\2
to P<i > #) > 1— 6. For a given value of r, the objective value of (P-U) increases with increasing f.
Ou Oafy
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_ (gu*)2
Thus, f** is the maximum f satistying P(g > M) > 1 — 8. Note that 2 follows the standard normal dis-
Oy ooy oy

tribution. Thus, the value of f satisfying z§ = f= @) ———="—maximizes the revenue of the port investor, which may be
Tady”
rewritten as
[ = 250095 + (g57). (A1)

From the condition that f** > 0, which is the same as g¥*(z50, + g5*) > 0. This inequality may be changed to
q5* > —2504. This inequality provides an upper bound on r,

(1—52)—b(1—C1)'

—u 2
r =2z50,2+0b)+

A2

T (A2)

The revenue of the port investor becomes

E.(Z) = E[2f + r(qi‘* + g5")] = 225095 + Z(q;*)2 + r(q}*) + r(gy"), while
1—r b—c(2—-10?) 1—r ab—c2-b)

%

A e e K TR
PE(2)  2(—=1—b+D?)
{1+ -

0E.(Z
solution, a )=0,
ar

Note that

< 0. Thus, E,(Z) is concave. From the first order condition for the optimal

-2 2 1 4+ 4b — 4+ b?
e z50,(2 + b) 4+ b%)cy + (—4b— 4+ b*) Y (A3)
4+ 4b 4+4b 2—b
By' ) > (1,
_ > T 2 _ _
. 2250,(2 + b) 1 4+ b%)e; + (—4b— 4+ )y +b) = 2z50,(2+b)  2b(1 —c;) ~ 0. Thus,
4+4b 4+4b 2—b 4+4b 4+ 4b
together with (A1), A(2), and (A3), the conclusion holds. u

Appendix 4: Proof of Property 4.2

Note that, considering that a follows N(0, 02,), P{#*(f, r) > 0} > 0.5 is equivalent to E,[7*(f, r) > 0, which may
be converted to 7* > 0 for i = 1 and 2. Note also that ¢** = g* for i=1 and 2 and so, from g¥* = g¢* >0, the con-
straint, r < 7, should hold for the solution to be feasible. Thus, (P-U) can be rewritten as follows:

H:?XEQ[Z] E[2f+r(q1 +‘12 = 2f+"(‘11 +‘12

subjectto 0 <r <7, 71‘11* >0fori=1and2,
which is the same as (P-QD). Note that the optimal decisions by terminal operators are the same for the two cases.
Thus, the conclusion holds. n

Appendix 5: Proof of Property 4.3

First, consider the constraint, P[#/*(f, r) >0] >1—6 for all i. Considering #5*(f, r) < #{*(f, r) and
7w (f, 1) = (q?*)2 — f, this constraint may be rewritten as P[(q‘z‘*)2 > f] > 1 — &. Note that for a given value of
and r, Z=2f +r(q}") +r(q5*) increases with increasing f. Thus, f* is the maximum f satisfying

-2
5 r—1+(2+b)<\/f—%> 5
P[(qg‘*)2 > f]>1— 6 from which P| — > > 1 — 4. Because — follows the
o o a3

be; —2
r—l+(2+b)<\/f—%>
standard normal distribution, zs > :

Thus, 98

\/- 0'525 1—r b —2¢
_2+b 2+b 4 — b2

(A4)
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ogzs 1—r b —2c

T4 b + 5 b ypm 2 > 0, from which the upper bound of r is obtained,

2(1 =) —b(1 —q)

Obviously,

=a = A

r o3zs + 2= b (A5)
From the obvious condition ?a > 0, the lower bound of zs is obtained,
—2+b—bC| +2C2
a _ i) A6
% 752 —b) (46)
2 ogzs 1—r b —2¢ 2

F A4), = A7
rom (Ad), f <2+h 2+b " 4- 12 (47)

After replacing f with f**, the profit function for the port investor mja(x Eg(Z) can be rewritten as
T

2 2
0pZs 1—r b —2¢ 1—r be—2q 4opz5\ (1 —71  bcy —2c
Eg(Z) =2 2 .
max Eg(2) <2+b>+ <2+b+ i—w ) ot a—e )T U T )bt e
¥Ep(Z) —4(1+b)

2 (2+Db)>
dER(Z)

Note that

< 0. Thus, Eg(Z) is a concave function. By solving the first order condition for the

optimal solution, =0, the optimal #* can be obtained as follows:

jor _ =% (4 b)), — (4 + 4b — b?)c; + 4b — 2b%)

T 1+b 41+ b)(2—-b) '

(44 b%)cy — (44 4b — b)c; + 4b — 20?7
414+b)2—-1b)

Thus, together with (A6), A(7), and (A8), the conclusion holds. [

(A8)

Appendix 1 proved that

> 0. From the assumption that § < 0.5, r** > 0.

Appendix 6: Finding optimal values of r and f for problem (P-P)

Considering  #*(f, r) < @f*(f, r) for all the values of a B, f, and r and @f*(f, r)=
(14 B+a—qgf —bg’™ —c; — r)qgf" — f, the constraint, P{#f*(f, r) > 0}> 1 — §, may be rewritten as follows:

PlU+B+a—qf —bgl" ——n gl —f>0}>1-36. (A9)
Note that for a given value of &, B, and r, Z=2f + r(g”*) + r(¢f*) increases with increasing f. Thus, f#* is the

maximum f satisfying (A9). The constraint, P{(1 + 8+ a — q&* — bgl* — c; — r) g¢¥" — f = 0}> 1 — §, is equivalent
to the constraint, PlA+B+a—qgf —bgl" —ca—n gl —f<0} <6 The inequality,

—wy — /W3 — 4w w;s

(14+B4+a—gl —bgl* —c,—r) gl —f <0, is the same as B, < B < B,, where B,=

>

2W1
—wy + /W] — 4 1\’ 1 (—b(1— b(be, — 2
B,= LTt R U LLZ NP (S P M+l+a+M—Cz—r , and ws=
2w, b+2 b+2 b+2 4—b?
1-— be; — 2 1-rb+1 1—b)(bc; —2
<b+; %) <1+a7( br:(_ 2+ )_( i(_czz 62)76271’) —f. Thus, the constraint may be
expressed as follows:
Th 1 x? 1 e
——exp| — exp| — = | tdydx < 6. Al0
J {UWZW p( 20&)} op2m P 203 = (A10
—® B

For given values of r and f, it can be easily checked whether the inequality (A10) holds or not. Thus, for a given value of
1, by searching the maximum value of f which satisfies (A10), we can find f7*(r).

Thus, the objective function of (P-P) can be rewritten as follows: max E(o,g)(Z) = 2f?*(r) + r(qf* + qg*), consid-
ering E(. (97" 1= . The value of r?*, maximising E(,g)(Z), may be folnd by an one dimensional numerical search.m

Appendix 7: Normalizing parameters

Case with a deterministic cargo demand
The linear relationships between the original price and the original cargo amount of the terminals are as follows (Zhou
and Kim 2019): p, = 7 — 63, — wg, and p, = 7 — 64, — wg,. This paper introduces a new notation, ¢, which is equal
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4, 4

to 7/6. Then, the above equations can rewritten as p; = 7— 0<p —we—=and p,=7— 9<p % _
¢

goql . From
¢
P, > 0and p, >0, it follows that 7> 63, and 7 > 67, respectlvely Thus, ¢ > g, and ¢ > g,. After replacing T
with f¢ and dividing by 6¢, the two equations are changed to % = 4 _ 2% and b =1 92 wa,
(4
respectively.
From 0> w, ¢>q, and ¢>q,, the 1nequaht1es 0<? 0= <lL,0<-=— i <1 and 0<-= 92 <1 follow. Let
¢
Q= @, D , p1= & pz P 2, and b = 5 Finally, the normalised linear demand models are obtained as fol-
¢ o
lows:pl_l—ql—qu andpl_l—ql—qu. ~
About the original profit function for container terminal operators, 7 = p,q, — (¢; +7)g, — f and
™, = p,q, — (¢2 + 7)g, — f, a similar normalisation may be done as follows. The above two equations are converted

q 4 Ji Pz

to the following new equations using q; = =+, g = ==, p; = 1, and p, = 2. 7 = (p10p — & — T)eq — f and
i} @ @ 0
™ = (p20p—C —Pega — f.
Dividing by 8¢?, the following equations are derived:
) G Nl ) o 7 f
— = (p-= d =2=(pp—-2——)g—=. All
0¢? ( b1 0o 0‘P> q1 — 05 an 02 ( p2 0o 0(,0) Q@ 02 (A11)
Finally, the normalised c;, ¢;, f and r are expressed as follows:
@ o 7 f 7‘71 7‘72
= O=7"Hr=—,f=-, =—, and =—. Al12
I b0 15 bo r oo f b = = and m, o (A12)

Case with uncertain cargo demand
The linear relationships between the original price and the original cargo amount of the terminals are as follows:
P, =A— 604, —wg, and p, = A — 63, — wg,. Note that A is a random variable following N(u, p?). As in the
case with a deterministic demand, let ¢@=E(A)/f. The above equations can then rewritten as
p=A-— Hgoql - wqo %2 and p, = A — Ggo@ — wgp&. From p, > 0and p, > 0, it follows that the range of A satis-
¢ ¢ ¢
fying A > 60g, and A > 9q2 is valid, which implies that E(A) > 63, and E(A) > 6g,. Thus, ¢ > g, and ¢ > 7,. Define
a random variable B to be A — E(A). Then, A = B+ E(A).

B 2 _
After replacing E(A) with 6¢ and dividing by 6¢, the two equations are changed to g L=1+ o h_ %)@ and
P B ¢ ¢ ¢ ¢
by _ =14 —— P - E&, respectively.
O¢ Op ¢ O¢
From 0> ¢>q, and ¢>g,, the inequalities 0 < 5 <lL,0<= o <1 and 0<= 92 <1 follow. Let
¢ ¢
Q= @, 9 , pL= ﬁ Pz P £2 = C; and B = 9 Finally, the normalised linear demand models are obtained
¢ ¢’ ¢

as follows: p; = 1 + B —q1 — bgz and p; = 1+ B — q; — bg,. Note that B follows N(0, a%), where 0 = 0£
®
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