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Container lines signal more capacity restraint in 2019
Greg Knowler, Europe Editor | Nov 14, 2018 9:33AM EST

Carriers withdrew capacity on both the trans-Pacific and Asia-Europe ahead of the peak season third quarter, and while the effects

were limited on the European trades, Asia-US spot rates have soared. Photo credit: Shutterstock.com.
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Shippers can expect greater capacity management from container shipping lines going into 2019 as the carriers

try to better match supply with demand and lift rates in an unforgiving high fuel-cost environment. Those cuts

could even be more severe in 2020, based on global volume health and whether carriers can recoup higher fuel

costs from the global low-sulfur rule or are forced to slash capacity in response.

Carriers withdrew capacity on both the trans-Pacific and Asia-Europe trades ahead of the peak-season third

quarter. While the effects were limited on the European trades, Asia-US spot rates have soared.

A total of 26 sailings were blanked on the trans-Pacific, almost double the combined number of the last two

years, according to SeaIntelligence data, pushing up rates to five-year highs. Drewry’s Hong Kong-Los Angeles

container rate benchmark in Week 46 is close to double the rate in the same week last year.  
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The increased focus on capacity management was highlighted by Maersk Line chief commercial officer Vincent

Clerc, who said during the group’s earnings call that it was constantly under review.

“If we feel demand is not strong enough, we will withdraw capacity. If not, we will not,” he said. “That has been

our strategy and we have to have that flexibility to improve the asset utilization and keep the costs as low as

possible.”

Those costs have been ramped up by the bunker fuel prices that Maersk said rose by 47 percent in the third

quarter compared with the same period in 2017. Carriers are also urgently searching for a way to recoup the

wide costs of using low-sulfur fuel that will be incurred from January 2020 (https://www.joc.com/special-topics/low-sulfur-

fuel-rule) when the International Maritime Organization (IMO) introduces a 0.5 percent sulphur cap on marine fuel.

The shift to cleaner fuel is expected to add $13-$15 billion a year to the industry’s fuel bill.

After years of excess capacity, the pendulum appears to be swinging back into carriers’ favor. IHS Markit data

show that in 2019 capacity will rise 2.6 percent while there will be a 5.5 percent increase in global trade.

US tariffs on Chinese goods are set to increase from 10 percent to 25 percent on Jan. 1, which is expected to

keep demand high during the fourth quarter before falling off in the first quarter of 2019.

“As tariffs start to come into effect in January, we expect to see a significant slowdown in demand of imports into

the US,” Clerc said. “A lot of customers have accelerated their purchase orders to get them into the US before

the tariffs, but there will be a lull as everyone tries to figure out their supply chains going forward.

“So we have here an assignable cause for lower demand, and the way we are dealing with it on the Pacific is

that we will take capacity out around Chinese New Year to make sure we right-size our network for lower

demand.”

The Global Port Tracker, produced by Hackett Associates for the National Retail Federation (NRF), forecasts

US imports will rise 2.8 percent year over year (https://www.joc.com/maritime-news/trade-lanes/trans-pacific/steady-us-import-

demand-forecast-first-quarter_20181109.html) in January to 1.8 million TEU. US imports will inch up 0.4 percent in

February to 1.7 million TEU and then rise 3.3 percent in March to 1.6 million TEU.

US imports in September increased 9.2 percent over the same period last year to 2.1 million TEU, according to

PIERS, a JOC.com sister product. US imports were up 5.2 percent in the first nine months of the year to 18

million TEU, compared with the same period a year ago.

Eastbound trans-Pacific spot shipping rates inched down this week but remain at five-year highs, as the rate

from Shanghai to the US West Coast decreased 1.2 percent from the prior week to $2,575 per TEU, while the
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rate to the US East Coast slipped 0.1 percent to $3,613, according to the Shanghai Containerized Freight Index

(SCFI) displayed on the JOC.com Shipping & Logistics Pricing Hub. Underscoring the strength of the market,

the year-over-year growth in rates expanded this week, with rates to the East Coast up 88.5 percent while West

Coast rates are up 82.5 percent. 

Most Christmas merchandise has already been landed by now to reach store shelves by the Nov. 23 beginning

of the holiday shopping season, so continued front-loading of imports through December will involve spring

goods and manufacturing inputs. A significant level of front-loading of lawn and garden goods and patio furniture

would likely result in a noticeable drop in cargo volumes and freight rates in January unless carriers engage in

blank sailings or other capacity-management strategies.

Zvi Schreiber, CEO of Freightos (https://www.joc.com/maritime-news/freightos-new-funding-propels-freight-indices-and-

associated-futures_20180917.html), said less-than-containerload (LCL) and full-containerload (FCL) bookings at the

online marketplace went up 40 percent and 42 percent, respectively, in September, a marked contrast to last

year when there was no increase.

“Freightos data show recent increases in US imports from [mainland] China. Paradoxically, they indicate that the

trade tariffs are driving increased Chinese imports in the short term,” he said.

“Even before September's big announcement, the speed with which the first two rounds of tariffs were

implemented prompted many importers to immediately start stocking up. The Jan. 1 tariff increase is still

spurring demand, but so too is the specter of tariffs soon being applied to all remaining products.”

However, while carriers adjust the amount of capacity to improve rate levels, there is a dark side to the cuts in

capacity. The tightened space can create disruption for shippers, something that was especially evident on the

trans-Pacific with shipper complaints of rolled cargo and a lack of space for contracted volume.

At JOC’s TPM Asia (https://events.joc.com/tpm-asia-2018) conference in Shenzhen in October, shippers questioned

why capacity was withdrawn ahead of a peak shipping period with trade tariffs in the offing.
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(http://www.joc.com/copyright-and-legal-disclaimer) information, as well as our Frequently Asked Questions

(http://www.joc.com/frequently-asked-questions) to ensure proper protocol is followed. For any questions, contact the Customer

Support team at our Help link (http://www.joc.com/help).

Asked by JOC.com whether this was a cynical move by the carriers, APL CEO Nicolas Sartini defended the

decision. “You have to look at the way it was back in May-June,” he said. ”It was when we had a very steep

increase in fuel starting and it was after the conclusion of the contracts that had ended with disappointing rates. It

was not orchestrated and it was not easy to focus on the exact demand, so it was a logical decision back then.

“If you looked at the economics in May-June, it did not make sense to maintain capacity. Other alliances made

the same assessment and also withdrew capacity.”

On Asia-Europe, cut capacity in the third quarter of this year was higher than that blanked in the past two years.

Leading the pulled capacity was the 2M Alliance of Maersk Line and Mediterranean Shipping Co. that will

reinstate in mid-December an 11 vessel mega-ship service that it withdrew in September. The AE2/Swan

service uses vessels with capacities ranging from 18,300 to 20,600 TEU (https://www.joc.com/special-topics/mega-

ships) and will inject around 200,000 TEU into Asia-Europe. 

Clerc was asked whether this capacity would be fully utilized, and he said, “We are restarting the AE2 service

because we are seeing demand pick up ahead of Chinese New Year that is normal for this time of year and we

are meeting that demand going into the peak season.

“We have seen, following Golden Week [China's early October holiday], a rebounding of demand after volumes

were lower in the third quarter that is supporting the redeployment of the AE2 service.”

Soren Toft, chief operating officer at Maersk, said the carrier has good momentum going into the fourth quarter.

“We have taken proactive steps on capacity on Asia-Europe and will continue to manage capacity depending on

how the markets will develop,” he said.

Contact Greg Knowler at greg.knowler@ihsmarkit.com (mailto:greg.knowler@ihsmarkit.com%20) and follow him on

Twitter: @greg_knowler (https://twitter.com/greg_knowler).
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