PAGE  
2

The Long Road Back

By Brian M. Conrad


The last 18 months have not been easy on shipping lines or their customers. Recession, overcapacity, spiking fuel prices, container shortages and falling freight rates have taken their toll. 


Thankfully, the worst seems over. Still, the recession has revealed structural challenges in the transpacific supply chain infrastructure that carriers and shippers must confront together going forward. 


After many years of double-digit cargo growth, the Asia-U.S. container trade ground to a halt in early 2009. Year on year cargo volume fell for the first time since 2003, by about 1% in first quarter 2009; 6.5% by mid-year; and 17% by year-end. This came in the midst of a vessel order cycle begun in 2006-07 to meet forecast demand, and cost pressures from extreme bunker fuel price volatility. 


Ocean carriers, faced with mounting financial losses, quickly moved to consolidate routes and services, return chartered ships, cancel or modify new vessel orders, ‘slow steam’ vessels to reduce fuel consumption, and in some cases simply lay up ships in port. These were individual actions, tailored to carriers’ specific financial situations and objectives. The crisis was not unique to the Pacific: By the end of 2009, 11% of the global container fleet – nearly 540 ships – had been idled through various consolidation/downsizing. 


As lines took these dramatic cost-saving steps, isolated rate actions in the China market spread to multiple routes, and commodities. Worse, they found their way into the 2009-10 round of 12-month service contracts. Carriers globally lost $15-20 billion in 2009, much of it in the Pacific. Transpacific rates dropped by half over Q4 2009 and Q1 2010.


American Shipper magazine’s annual carrier financial review shows the top 15 publicly traded global carriers all reporting heavy losses per container in 2009. Significantly, the lines that suffered least were those that resisted slashing rates and, when necessary, turned away unprofitable business. Most, to their own detriment, did not. Carrier initiatives in the transpacific to reverse losses met with only limited success, as fragile demand and depressed rates took their toll on service levels. 


 Deep cuts in service levels take weeks to initiate, but months to reverse. Asia’s largest container manufacturers closed their doors in 2009 as orders stopped and have since been slow to reopen, creating equipment shortages. Rising rail and truck rates have made inland equipment repositioning economically unfeasible in many parts of the U.S., for both carriers and shippers.


On the westbound backhaul, problems are compounded for U.S. exporters to Asia. Fleets are scaled to the eastbound leg, which ships twice the cargo at double the rates. Eastbound capacity reductions hit westbound shippers harder because heavier westbound cargo fills a ship with fewer containers and a portion of each sailing must be devoted to empty container returns. Eastbound cargo is delivered and containers accumulate near retail centers, far from where may U.S. exporters need containers to load.


Customers book shipments, but lines can’t always get them containers in time. So shippers book with multiple lines to assure equipment, and carriers begin overbooking to allow for “no-shows”.  Customers say they are losing overseas orders; lines say they can’t justify adding westbound capacity without a sustained pickup in eastbound demand and sustained revenue recovery. 


Comparable challenges and carrier responses can be seen worldwide: Capacity has been at least as constrained, and rates have risen even farther and faster, in the Asia-Europe trade and other non-U.S. trades. 


Cargo demand has gradually improved during the first half of 2010. Globally, the number of idle containerships has fallen to 192 in June. Transpacific carriers are taking steps to alleviate tight vessel space and scarce equipment.  Alphaliner reports that vessel capacity in the Transpacific has increased by over 17% since the beginning of 2010 and 9% in Q3 alone, with 14 services restored or introduced.  


Operational remedies have included increased transloading to keep ISO containers close to the ports, and ‘extra loader’ vessels deployed in single sailings to manage demand from Asia and return empty equipment. On a sailing by sailing basis, individual lines continue to grapple with tough choices in allocating scarce vessel and equipment resources as they restore service in a recovering but still uncertain market. 


Throughout this fragile transition period, Agreement lines have communicated with, and provided extensive data to, the Federal Maritime Commission. WTSA lines participate in a U.S. Department of Agriculture pilot program to track, idle container equipment trends at inland locations for exporters. TSA and WTSA have formed shipper-carrier advisory boards to meet regularly and try to resolve space, equipment, booking and other issues.


Necessity has forced carriers, shippers and regulators into a long overdue dialogue and cooperative initiatives to address structural problems in a fragmented global supply chain. It’s an opportunity all parties should neither take lightly nor squander.
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