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In response to the crisis described in the previous issue of the FAL Bulletin
and in other documents of the Economic Commission for Latin America
and the Caribbean (ECLAC), the shipping industry adopted a cautious but
optimistic strategy based in three main areas (relating to finance, trade
and the fleet), with the dual goal of avoiding the negative impacts as
well as it could and being in a good position to enjoy a future upturn
in trade and economic activity which would boost the sector once
again. Subsequently there was a recovery phase which confirmed that mupl) Introduction
the measures adopted had been effective, but the industry was perhaps
too quick to adopt an optimistic stance. Lastly, a new downturn began,
particularly following the third quarter of 2010; this intensified in the
early months of 2011.

I. Adjustments in the industry
during the crisis

Il. Market overshooting and
undershooting

The three-year period which will be analysed here (2008-2011) has the
following characteristics: (a) it coincides with a change in the business
and maritime cycles and, consequently, it is part of a period longer than
the three-year segment; (b) each of these cycles shows a wide amplitude mr
—the difference between the maximum and minimum levels, or the crest
and trough of the wave— as can be seen in the figures showing activity
and price levels; (c) within a business and maritime cycle of longer range,
however, short-term fluctuations are occurring, especially encouraged by
the changing expectations of economic operators which have exposed
the maritime sector to a series of positive overreactions (overshooting)
and negative ones (undershooting).

1. Conclusions

EXENENE

To sum up, the combination of such a large crisis (wide amplitude of the
cycle) with changing expectations has added to dramatic attitudes and
extreme behaviour, which the sector should be careful to avoid.

As a general lesson, as has often occurred in analyses of the crises and the
maritime cycle, once again greater prudence and caution are needed in
response to signs of recovery and of an end to the crisis or recession, and
also in respect of expectations which tend to exaggerate reactions. UNITED NATIONS
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Adjustments in the industry
during the crisis

The previous edition of the FAL Bulletin described the
effects of the crisis and the fall in world trade, which had
a severe impact on the maritime transport industry. The
sector showed negative financial results as a result of
falling sales and freight charges and also the debts the
sector had run up previously in order to expand fleets,
as shown in figure 1. Against this negative background,
generally speaking, the industry followed a cautiously
optimistic strategy.’

FIGURE 1
ADJUSTMENT STRATEGY IN THE MARITIME SECTOR
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Source: Ricardo Sanchez (2010).2

The ultimate goal was to reduce operating costs and
restructure financial commitments. The strategy was
cautiously optimistic, since the industry chose to take a
number of measures seeking to manage the overexpansion
of the fleet, which had taken place earlier, and to adopt
appropriate commercial behaviour in response to the
crisis. At the same time, even when the problem of
overexpansion was known and the sector faced a very
delicate situation, the industry took steps to be well
prepared when the world economy began to grow again,
requiring considerable transport capacity. Thus, although
the industry took clear preventive measures against excess
fleet capacity, it did not completely drop the optimism left
over from the previous stage.

Within the strategy which is seen to be more or less
extensive, the industry —by its own decisions taken
during the market boom period— had to reschedule its
financial liabilities by cancelling shipbuilding contracts
(when cancellation clauses were suitable), refinancing
1Thebackgrmanalysis can be found in Cipoletta Tomassian and Ricardo J.
Sanchez (2010).

2 Cipoletta Tomassian, Georgina and Ricardo J. Sanchez (2010): La industria del
transporte maritimo y las crisis econémicas; NRID Series 149, ECLAC, Santiago, Chile.
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debts where possible, and negotiating changes to agreed
delivery dates, in order not to exacerbate excess supply
and to obtain some financial breathing space.

There were also measures in the field of employment and
a rethinking of commercial strategies in order to reduce
operating costs and capture more profitable markets.
Steps were taken to re-engineer routes operationally
and commercially and to develop business strategies
to capture more profitable market niches. Clearly,
much of the reorientation of commercial strategies is
closely related to changes in effective supply, which are
described below.

One such measure was the complete suspension of all
fleet expansion. Figure 2 shows how the beginning of
the crisis was followed by a rapid decline in shipbuilding
orders, which practically ceased in late 2008. Shipbuilding
contracts remained minimal in 2009, as will be seen below.
Although figure 2 refers only to container ships, the
rest of the industry reacted in the same way. Behaviour
remained cautious in early 2010, but there was a change
in May when orders for container ships rose significantly,
with peaks at 30 orders in some months.

FIGURE 2
ORDERS FOR CONSTRUCTION OF CONTAINER SHIPS,
FROM 2008 TO APRIL 2011
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Source: Ricardo J. Sanchez and Maricel Ulloa, on the basis of Clarksons
publications, various issues.

The recovery in shipbuilding orders began in the
second quarter of 2010 and is remaining positive up
to the last quarter in 2011, as are prices (freight rates);
this trend continues despite falling prices in 2011 (see
figure 3).Similarly, positive expectationscanbe observedin
figure 2. An increase in shipbuilding orders began in
June 2010, after 18 months when they had been at or
close to zero.



FIGURE 3
CONTAINER SHIPS ORDERED, DELIVERED AND
SCRAPPED, 2007-2011
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Source: Ricardo J. Sanchez and Maricel Ulloa, on the basis of Clarksons
publications, various issues.
2Partial.

It was decided that capacity per route should be reduced.
This was one of the most important elements in dealing
with the overcapacity problem; it was also a way of
responding to falling demand and cutting variable costs.
As can be seen in table 1, transport capacity supply fell
during the crisis in comparison with the pre-crisis period.

It is noteworthy that the available capacity for the
principal worldwide routes fell from 8.6 million TEUs in
October 2008 to a minimum of 7.1 million TEUs in April
2010. This management of supply may have influenced
the price rises in marine transport shown in the figure in
the previous edition of FAL Bulletin issue 294.

The situation in Latin America and the Caribbean was
similar in terms of the industry’s initial reaction to the crisis.
Up to 2009, the fleet available to South America comprised
1.5 million TEUs, 10.2% less than in October 2008.

TABLE 1
VARIATION OF AVAILABLE CAPACITY ON LATIN AMERICAN AND WORLDWIDE ROUTES

Percentage change compared with October 2008

from: October April October April October March - -
Routes from: 2008 2009 2009 2010 2010 2011 April October April October March
2009 2009 2010 2010 2011
caillbesin o 24385 19946 17012 19738 16453  1673.6  -18.2 -30.2 -19.1 325 314
Central America + + * *
S e 648.8 584.3 648.1 702.3 733.4 7622 9.9 -0.1 8.3 13 17.5
east coast + + *
Sl iy o2 298.2 258.0 3226 401.5 467.1 4756 135 8.2 34.6 56.6 59.5
west coast + 4 4 4
Sl S (2, 335.8 300.8 267.5 363.5 352.4 3563 7.8 204 8.2 49 6.1
north coast + + * * *
South America 12828 11521 1238.1 1467.4 15529 15941 -10.2 35 14 4 211 24 3
Principal 85917 77970 70848 70713 76828 79880 9.2 17 .5 177 -10.6 7.0

worldwide routes

A

Source: Ricardo J. Sanchez and Maricel Ulloa, on the basis of Containerisation International, various issues.
Note: The size of arrow are in function of the percentage blue 0% to 10% of 1.5 points, 10.01% to 20% 2.5 points, 20.01% to 30% 3.5 points, 30.01% to 40% 4.5 points
and over 40% 5.5 points, in red, the same percentages. Thousands of twenty-foot equivalent units (TEUs).

Similarly, in April 2009, the fleet serving Central America
and the Caribbean (strongly influenced by major ferry
traffic) fell from 2.4 million TEUs in October 2008 to
2 million in April 2009, and continued falling until
October 2010, when it stood at 1.65 TEUs. The trend is
similar to that of the principal worldwide routes, but

with sharper falls. South America stands out in that,
from mid-2009 onwards, available capacity began
to recover.

Table 2 shows the variations in available container
transport during the crisis.



TABLE 2
VARIATION OF SUPPLY DURING THE CRISIS

Routes October April October April October March
2008 2009 2009 2010 2010 2011
Caribbean-Europe 83329 84 040 89 472 148 281 133 850 176 264
Caribbean-Mediterranean 26 147 30 090 17 349 20816 22 440 18 755
Central America-Europe 166 872 171321 124 390 195 188 186 781 201 769
Central America-Mediterranean 56 404 76 183 73786 79 057 115417 133 568
Caribbean/Central America-Far East 788 981 708 842 691 526 745 571 660 275 658 001
Caribbean/Central America-North America, east coast 726 352 573 633 397 989 446 755 276 929 258 265
Caribbean/Central America-North America, Gulf 222 883 110 282 113 488 125 342 121 893 86 814
Caribbean/Central America-North America, west coast 367 544 240 217 193 213 212 754 127 727 140 204
Central America and Caribbean 2438512 1994 608 1701213 1973764 1645312 1673 640
Europe-South America, east coast 161 060 140 198 159 829 166 884 136 650 148 223
Far East-South America, east coast 197 368 210 847 204 485 228 104 267 069 295 980
Mediterranean-South America, east coast 127 669 67 416 131 844 123 199 134 347 140 040
North America, east coast-South America, east coast 76 797 104 371 81 068 103 226 105 167 93 027
North America, Gulf-South America, east coast 85 858 61436 70 830 80934 90 157 84 939
South America, east coast 648 752 584 268 648 056 702 347 733390 762 209
Europe-South America, west coast 51916 68 566 93 893 154716 138 091 153 968
Far East-South America, west coast 147 050 121 021 139 585 135763 199 000 198 842
Mediterranean-South America, west coast 11474 11176 7718 11071 11459 9834
North America, east coast-South America, west coast 32128 10 883 15 639 20819 18 493 18 838
North America, Gulf-South America, west coast 5852 20 487 34111 46 971 37 687 26 147
North America, west coast-South America, west coast 49 795 25 893 31651 32188 62 381 67 947
South America, west coast 298 215 258 026 322 597 401 528 467 111 475 576
Europe-South America, north coast 107 831 92 021 84 207 137 553 120 524 136 401
Far East-South America, north coast - 37 604 42 208 50 776 57 140 84 471
Mediterranean-South America, north coast 36 106 38 209 31021 37113 36 749 33672
North America, east coast-South America, north coast 131 206 123677 91593 114910 114 900 78 644
North America, Gulf-South America, north coast 58 976 16 568 16 722 21408 21411 16 769
North America, west coast-South America, north coast 1724 1724 1724 1724 1724 6 387
South America, north coast 335 843 309 803 267 475 363 484 352 448 356 344
4 Europe-Far East 2 559 497 2234943 2003 530 2075 156 2 405419 2731810
Europe-North America, east coast 546 329 455 245 385 870 382 184 383 838 415 004
Europe-North America, Gulf 112 472 119 929 122438 130 016 123 806 138 164
Europe-North America, west coast 348 002 331 357 111 909 116 548 103 897 109 267
Far East-Mediterranean 1776 402 1315 296 1294 185 1238271 1278 239 1091 042
Far East-North America, east coast 646 998 731 167 773 138 842 666 944 416 966 847
Far East-North America, Gulf 101713 88 593 109 155 99 044 105 294 104 561
Far East-North America, west coast 1759 512 1828 366 1611559 1573 668 1681901 1739 362
Mediterranean-America, east coast 419 377 395 867 399 837 396 664 389 539 404 784
Mediterranean-America, Gulf 91 473 72014 60 880 62 136 62 136 56 804
Mediterranean-North America, west coast 229 923 224 263 212 259 154 914 204 342 230 400
World routes 8591698 7 797 040 7 084 760 7 071 267 7 682 827 7 988 045

Source: Ricardo J. Sanchez and Maricel Ulloa, on the basis of Containerisation International, various issues.
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In the context of the aforementioned overcapacity
problem, figure 3 shows the fall in total orders for the
years under consideration, and also a significant rise in
the tonnage which was scrapped?® because it was seen as
uneconomic. This was particularly significant in 2009.

Another part of the strategy to combat overcapacity
involved keeping part of the fleet laid up, thereby cutting
variable costs. Figure 4 shows the remarkable increase
in ships laid up between October 2008 and March 2009,
a situation which continued until early 2010, when
improving conditions in the industry led to the laid-up
ships being brought back into use.

FIGURE 4
SHIPS LAID UP

Py

N‘“/- 14

300

Number of ships
Thousands of TEUs

200

100

=y

25 Oct
8 Dec
5Jan
2 Feb
2 Mar

30 Mar

27 Apr

S 25May

22 Jun
3 Aug

31 Aug
12 Oct
9 Nov
7 Dec
4Jan
1 Feb
1 Mar

30 Mar

26 Apr

24 May

25 Jun
19 Jul

2008

N
=3
N
=
5}

M TEUs

Source: Ricardo J. Sdnchez and Maricel Ulloa, on the basis of the publication
Alphaliner, various issues.

—e— Ships

As of late April 2011, the numbers of ships laid up
continued to fall, despite persistently negative price
signals; this was perhaps because a reversal of the trend
was expected. The figures show how the industry reacted
to the crisis, laying up more and more of the fleet over a
period of five quarters owing to positive market signals
which were confirmed in 2010, when the measure began
to be reversed.

Before the crisis, the practice of slow steaming was already
in use in response to rising fuel prices, and when the crisis
broke out, the practice became widespread. In practical
terms, from the 25-knot speed which was usual at the
time, ships began to sail at 20 knots instead. Recently, some
companies have taken the measure even further, reducing
speeds to as low as 12 knots. The benefit is a cut of as much
as 15% in CO, output per container, and it is expected that
with super-slow steaming a reduction of as much as 25%
may be achieved by 2020. Nonetheless, the environmental
benefits of slow steaming will be lost if companies seek

3 Scrapping normally occurs when ships reach the age when they cease to be operational or
profitable. Scrapping slows during boom periods, and accelerates when economic activity is
depressed. The no-scrapping assumption, used for purposes of simplification, indicates that in
calculating the future fleet, it is assumed that there will be no scrapping orders.
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to recover transport capacity by increasing speeds. The
second benefit for the companies is that slow steaming
“stretches” a ship’s turnaround time, offering reduced fuel
consumption and a way of using the fleet which contributes
to reducing overcapacity, as shown in figure 5.

Slow steaming and super-slow steaming, although they
do not optimize the use of the fleet, have cut overcapacity
by 4% to 4.5% in nominal terms. In practical terms, it
means using an additional ship for each voyage on each
route, which cuts down on overcapacity,* and the saving
on operating costs is 10%.

FIGURE 5
DEVELOPMENT OF SLOW STEAMING AND
CAPACITY ABSORBED
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Figure 6 shows the addition of the capacity reduction
effects absorbed by ships laid up and slow steaming.

FIGURE 6
LAID-UP CAPACITY PLUS SLOW STEAMING AND
ABSORBED CAPACITY
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4 For example, a typical Asia-Europe route takes a total of 56 to 63 days.



In sum, faced with obvious excess capacity and falling
transport demand, a major part of the maritime sector’s
strategy related to the stock of ships. It was decided that
all expansion of the fleet should be suspended, that the
capacity available on each route should be effectively
reduced, that the parts of the fleet that were oldest or
least economic should be scrapped, and that operational
procedures for slow steaming should be established. The
effect of this set of measures is analysed below in order to
measure how the industry adapted to the crisis.

When the crisis began, according to the information
presented in the previous section, there was excess
transport supply which was pushing prices downwards.
Figure 7 (a) shows the expected variation of the two
variables up to 2014, assuming that all shipbuilding
contracts are executed. As for demand, forecasts provided
by the main consulting firms since 2010 have been
applied. On the basis of those assumptions, there is excess
tonnage for container transport, represented by the
difference between the cumulative supply and demand
curves. The overtonnage is clearly seen from the crisis up
to 2013-2014, when a shallower curve is forecast, bringing
transport capacity closer to the level of demand.

Figure 7 shows that the application in 2009 and 2010 of
the measures described in this section brought about a
considerable fall in effective supply, achieving a certain
parity with demand as well as the effects desired by the
industry. This also led to a return, in 2010, to positive
profit margins.

Figure 7 (b) shows the impact on supply of the measures
described above, concentrating on future years. In 2010,
as mentioned earlier, the industry successfully reduced
effective supply to such a degree that it eliminated the
pressure from excess supply. Thus, a price rise and improved
profitability were achieved, which also encouraged
positive expectations.

In 2011, however, according to data available up to April,

TR EER, TR SR 4B

https://www.yunbaogao.cn/report/index/report?reportld=5 1511

FIGURE 7
CONTAINERS: DEMAND AND SUPPLY,
2007-2014 (PROJECTIONS)
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Drewry Shipping Insight , various issues.

2 Estimated figure.

® Projected figure.

Thus, a structural and global analysis of the market shows
a clear excess of tonnage in the container sector in relation
to total supply and worldwide demand. This excess will
not be absorbed until 2014, or sooner if the growth of
world trade accelerates.




