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Abstract:

Purpose: The purpose of the article is to identify and initially assess the effects of short and
medium term strategies applied by global leading maritime container shipping operators
during the Covid-19 pandemic crisis. The research questions have been as follows: 1. what
enabled the global container carriers adoption of such aggressive pro-fiscal strategies aimed
at maximizing their revenues and profits, 2. what have been the consequences of
implementing these strategies within the global supply chains?
Design/Methodology/Approach: There were applied such methods, as: critical literature
review, desk research and data exploration as well the factors analysis (FA). Moreover,
there were conducted interviews with shipping operators and forwarders in form typical for
the Delphi method.

Findings: The research clearly shows that the strategies of global container operators
applied during the pandemic crises in the phase of rapidly growing demand for container
carriage were strongly oriented on maximal exploring such an exceptional market
opportunity. They have enabled the container carriers gaining huge revenues and profits to
the detriment of other companies what caused serious deepening of already existed supply
chains’ disruptions.

Practical Implications: The findings and proposed recommendations may support the
position of global shippers and forwarders in their complaints to international regulators
against the block exemption of container consortia from general competition rules. They
should also facilitate other actors of the global supply chains the proper evaluation and
reaction on the choice of business models and operational strategies of leading container
carriers.

Originality/Value: Updated approach to the container shipping market's analysis, enabling:
1. better understanding of the functioning regulatory mechanisms in this shipping sector, 2.
identification and elimination the contradictions existed between the public international
regulatory system and the market one, 3. creation of a platform for efficient collaboration
among actors in the global supply chains, aimed at restoring their full visibility and
resilience.

Keywords: Global container market, container operators’ strategies, freight and charter
indices.
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1. Introduction

To better recognize and understand the global container shipping companies’
strategies applied during the crisis time caused by Covid-19 pandemic, it is
necessary to present at first the main features and structure of the global container
market they operate on, which constitutes a key link of the global logistics supply
chains. There is also a need to present the strength of this market regulatory
mechanism’s impact on the container operators’ short and medium term decision
making during the turbulent market's environment, as compared to public
international regulatory mechanism, set by IMO, EC and other anti-trust entities.

In this context only, will be possible to evaluate them and then correctly define the
effects of introducing these strategies for both container operators, as well as for
shippers and other entities committed in the global supply chains’ operations
(Notteboom and Rodrique, 2021).

The global container shipping market is a typical oligopolistic one. Currently, due to
its significant demand fluctuation and relatively rigid supply in short and medium
time, it is characterized by a high degree of shipping carriers’ consolidation and
thereafter, ongoing progressive integration of its main segments (Kim, 2017). It is
the result of the already advanced and still promoted by leading container shipping
operators’ strategies of: 1. capital and operational horizontal and vertical
concentration, performed in form of mergers and acquisitions and 2. deepening and
strengthening existed forms of shipping operators’ cooperation via consolidation,
i.e., formation of consortia (large shipping alliances).

In consequence, the global maritime container market is heading towards untypical
for transport freight markets type of “super supply” oligopoly, i.e. moving towards
quasi-monopolistic market, with characteristic features similar to the model of the
so-called competitive monopoly.

In order to fully assess the effects of implementing the pricing strategies of leading
container shipping operators in seriously affected by crisis turbulent market
environment over the years 2020-2021/22, the currently existing subjective structure
of this strongly consolidated market needs to be presented.

Data presented by Alphaliner in July 2022 shows that the 12 largest container
shipping operators have at their disposal the fleet with shipping capacity of 87.4% of
the total shipping capacity of this market segment (Alphaliner, 2022b). Ten of them
agglomerated 84.7% of the world’s fleet capacity, and only the first five
concentrated 65% of the world container fleet’s potential. What is more, the
portfolio of new orders in this group of carriers is also the largest one. This means
that more than 120 other maritime container carriers, currently possess as little as
12.6% of shipping capacity, while in the years 2012-2013 their share oscillated
around 70%.
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This proves, that the process of concentration of shipping potential within a
relatively narrow group of leaders operating on this market, and subsequently, its
further consolidation have been going on at a tremendous pace and is far advanced
(AlixPartners, 2021). The already reached level of container shipping market’s
consolidation was in fact determined only by the medium term leading container
carriers’ operational strategies.

2. Container Shipping Consortia Development Versus Container Shipping
Market’s Public International Regulatory Mechanism

Container shipping alliances that were created since the year 1994, have been
created by two or more operators undertaking cooperation within the operational
sphere. It enables them to use their common resources more effectively, as well as
fully integrate the system servicing the shipping network in all relations
(Goulielmos, 2017; Grzelakowski, 2014).

The aim of such a strategy is to reduce the investment risk in new tonnage, which is
relatively high in this segment of the global freight market, as well as the
exploitation risk, i.e., the low degree of utilizing operating ship’s capacity especially
during the periodically occurring crisis situations (a rapidly shrinking effective
demand). Another aim is to achieve possibly maximum effects of economies of
scale. Such effects may be achieved within this kind of cooperation between
container shipping companies by way of decreasing the costs of tonnage exploitation
including, first and foremost, the costs of day-to-day operational activities
(Karakitsos an Varnavides, 2014).

At the same time, the parties to such agreements, as opposed to shipowners
operating within liner conferences, which have the character of typical shipping
cartels?, declare their willingness and readiness to ensure a number of advantages for
the remaining participants of the global logistic supply chain, whose integral
component they are, in particular shippers, freight forwarders and operators of port
terminals.

These external effects of shipping alliances should be visible in the form of
improving, in terms of logistics, the network of shipping connections. Such
improvement could be achieved by way of extending this network, increasing the
frequency of calling the ports and the level of service reliability, improving the
guality standard of services on offer, as well as ensuring a relatively stable,
foreseeable price system (mainly spot rates) and reducing logistic expenses in the
global supply chain.

ILiner conferences, due to the employment of unlawful practices, limiting market competition
(dominating position, price fixing, etc.) were forbidden to access the ports of the EU member
states in the year 2008 (EEC, 2008).
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Such “benefit declarations” made by the participants of created alliances (the effects
both for us and for you, the final consumers) had the following aims:

1. calm the fears of shippers and forwarders and other parties within the global
supply chains, concerning the progressively increasing wave of shipping
companies’ consolidation, which potentially means further supply side
concentration and the increase in market power of the shipping operators;

2. create a friendly image of the new formula of the global maritime container
shipping market organization, acceptable for anti-trust authorities in leading
maritime countries, such as: EU (EC), the USA (FMC), Singapore, South
Korea and China.

Without the approval of above indicated competition protection bodies, it would be
impossible to create shipping consortia in the form they have been functioning
nowadays (EEC, 2008; Braakman, 2015). Formal acceptance of alliances and
admitting them to joint servicing of global container terminals, especially in the
situation where the share of each individual consortium is already relatively high on
the market, requires a special exemption of such a close form of cooperation among
the container carriers within a defined period of time from a commonly binding
regulation on ensuring the obligatory standard of market competitiveness.

In EU, the regulation concerning group exclusion of shipping consortia from the
obligation to conform with general principles concerning competition, enables the
liner shipping operators with their total market share not exceeding 30% to conclude
cooperation agreements in order to render joint liner shipping services (alliances).®
However, such agreements cannot include price fixing or market division, and
therefore no joint sales, marketing, evaluation or co-ownership of assets, either.
This, in fact, distinguishes this form of shipowners’ cooperation from other
potentially possible forms of partnership (Grzelakowski, 2018; ISN, 2022; Lam and
Hales, 2018).

Nevertheless, it does not exclude the possibility of undertaking, by members of the
consortia, other forms of developing the company value and gaining market
advantages, such as, for example, mergers, acquisitions or joint venture cooperation,
which lead to further concentration - vertical, horizontal and functional of the
shipping market. However, such actions, which often occur with high intensity in the
container shipping market (years 2016-2019), require each time additional approval
granted by an anti-trust authority (Braakman, 2015; McKinsey & Company, 2022).

Cooperation of partners within alliances is usually based on forms typical for the
shipping segment, such as Slot Charter Agreements (SCA) and Vessel Sharing

3In the Regulation 906/2009 this requirement was worded as follows: “...carriers with a
combined market share of below 30% are allowed to enter into cooperation agreements to
provide joint liner shipping services (EC, 2009).
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Agreements (VSA). It may also cover, which has recently been a particularly
common occurrence, asset sharing and cooperation within created digital platforms
(platform collaboration), which link shipowners with other participants in the global
supply chains, such as Container xChange or TradLens (UNCTAD, 2021).

Container shipping consortia have gone through a long period of development, as
well as structural transformations and reconstructions since the mid of 1990s. They
have deepened the progressive integration of the greatest container shipping
operators and simultaneously strengthened the market’s consolidation. Finally, in the
year 2017, there emerged a group of only three strong alliances, namely 2M, Ocean
Alliance and THE Alliance.

Ten world’s largest containerized shipping lines fully cooperate with each other
within these consortia (Statista,2022; Alphaliner, 2022a and b). The existing
container shipping consortia and their structure, together with respective market’s
share are presented in Figure 1.

Figure 1. Global shipping alliances, their structure and shares in global maritime
container shipping market.
Global Shipping Alliance Share - 2021

Maersk,

16.90%

Source: Statista, 2022; UNCTAD, 2021; Placek, 2022a.

The three consortia currently in existence jointly control 84.60% of the world
container shipping market. This means that as little as 15.40% of the market are
serviced by the remaining container shipping operators (Baraniuk, 2022). The level
of already achieved market consolidation can be reflected in the fact that, in the year
2000, 10 largest container shipping companies serviced 51% of the global maritime
shipping market.

Furthermore, in the years 2000-2021, due to the wave of numerous bankruptcies and
acquisitions which occurred in this sector, approximately 60 of 100 largest maritime
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container carriers disappeared from the market. Among them was the Korean
container shipping operator, which went bankrupt in the year 2016.

The market’s supply side structure, formed in such a way and approved by
regulatory authorities granting access to the global maritime container shipping
market, coupled with relatively dispersed demand supply structure, has resulted in a
global oligopoly, with unprecedentedly strong impact on the remaining links in the
global supply chain. Such oligopolistic type of market created by leading container
operators is, in fact, characterized by considerably freedom within the existed there
model of adopting freight rates strategies (Grzelakowski, 2022; UNCTAD, 2021b).
Its widely accepted autonomy in that respect, as well as the scale of possibilities with
regard to price fixing with shippers and forwarders were particularly visible during
the 2020-2021 crisis.

3. Dynamics of Maritime Container Shipping Market and the Operators’
Pricing Strategy during 2020-2021/22 Crisis — Methodological Issues

The maritime container shipping market is subject of strong fluctuations, i.e., it is
very dynamic. It concerns mostly the demand side, which as a derivative of demand
changes on the global commodity market, is subject to considerable fluctuations in
short-, medium- and long-term. This means that the demand side of the global
maritime container shipping market is subject to the influence of trade cycles
occurring on the global commodity market (Grzelakowski, 2018).

The supply side of this market, strongly consolidated, with the features of an
aggressive oligopoly, taking advantage of the protection given by market regulatory
authorities, is not a subject of such a high level of dynamics. It id due to the highly
capital-intensive nature of container transport and the dominant share of fixed costs
in the structure of tonnage exploitation expenses. It is subject to the influence of the
investment cycle, defined, on the one hand, by decisions taken by shipowners with
regard to their tonnage development and modernization, purchase of used tonnage
on secondary markets, its scrapping or chartering new tonnage.

On the other hand, it is determined by the cycle of construction of new tonnage in
the leading shipyards. As a result, the dynamics of changes in potential supply on the
container shipping market, established by shipowners themselves, is rather low, i.e.
incomparably lower than on the demand side. Consequently, container shipping’s
market generates the permanent state of imbalance or, in statistical categories, so-
called unstable equilibrium, which is a permanent feature of such market
(Grzelakowski, 2018; Source Today, 2021a). Figure 2 shows the dynamics of
change in demand and supply on the global maritime container shipping market over
a long period of time (2007-2021), as well as the relations existing between these
two basic market elements in these years.
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Figure 2. Dynamics of maritime container shipping market and the scale of
fluctuations of demand and supply in global maritime container shipping market in
the years 2007-2021 (in percentage yoy).
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Source: UNCTAD, 2021c; UNCTAD, 2021b.
Detailed analysis of the existing market tendencies clearly indicates that:

1. The economic-financial crisis in the year 2009 resulted in much bigger
decrease in demand for container shipping (-7.6%) than the 2020 crisis (-
1.8%), and was much more painful for shipping operators in economic terms
(loss of liquidity, bankruptcies, mergers and acquisitions.

2. The effect of the dynamics of fleet shipping capacity, visible from mid-2017*
and stronger than that of the demand for shipments, was that, at the time of
its evident revival in the year 2020, container shipping companies, focused
on implementing their survival strategy during the period of great uncertainty
accompanying the crisis caused by the Covid-19 pandemic, did not take any
anticipatory investment measures aimed at faster restoration of market
balance and elimination of potential disturbances both in that market and in
other markets of the global transport and logistics sector (Citi, 2021; Interos,
2021).

In the year 2020, strong orientation of global container shipping operators on
realization of their particular, short-term market strategies, mainly financial ones,
shifted their long term responsibility from the area of creating a balanced market
structure and caring for generating added value for the remaining participants in
global supply chains, along with maintaining their necessary resilience to further
disturbances, as well as retaining their required transparency and effectiveness, to
the area of their short term micro-economic financial benefits. They can be obtained
easily thanks to their market power and strong position on global logistics market.
This strategy was implemented ruthlessly, for more than 18 months, with the use of
rice instruments, i.e., via skyrocketing surge of both spot and contract freight rates.

4In 2016 and 2017, global ocean carrier capacity increased by 4.5% and 5.6% respectively.
However, demand up-ticked only by 1% to 3% in those years. The panic to build bigger and
bigger ships resulted in depressed rates (Placek, 2022a; DHL, 2021).
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The effectiveness of the implementation of this strategy from October 2020 to April
2022 is reflected in all commonly used freight and charter indices from that period,
i.e. the Shanghai Containerized Freight Index — SCFI, the Drewry’s World Container
Index — WCI, the China Containerized Freight Index — CCFI and the Freightos
Baltic Index — FBI or NewConTex. Drewry’s global aggregate (or composite) index,
creates an opportunity to assess the dynamics of the maritime container shipping
market with the use of a defined amplitude of freight rate fluctuations over a longer
period of time (Figure 3).

The index composed in such a way, defining the tendency in changes of freight rates
from the end of the year 2011, strongly exposes the scale of increase in accumulated
freight rates from the third quarter of 2020 to the first quarter of 2022. Being a Sonar
type index, i.e., the so-called active index, it allows for establishing, in a simple way,
the rate level on a certain day.

Figure 3. Drewry global aggregate container shipping index type Sonar (second
half of 2011 to first quarter of 2022.

Drewry World Container Index, (Global Composite Index) ¢

2014 2015 2016 20177 2018

Source: Drewry, 2022.

The detailed analysis of the container charter rates based on the NewConTex index
defining level of 24-hour charter rates from July 2011 to July 2021, indicates that
they were shaping at a relatively stable, low level for the period of 9 years (until July
2020). Their rapid growth occurred in the second half of the year 2020 and over 13
months those rates increased 7.6 times (The NewConTex, 2021). Therefore, it has to
be taken into consideration that such strong dynamics of charter rates growth,
resulting from shortage of container shipping capacity, corelated with the
unexpectedly high increase in demand for container shipments, had to exercise
considerable influence on the growth of freight rates in maritime container transport
sector (Placek, 2022b).

4. Research Results and Discussion
The unexpected increase in freight rates in the maritime container shipping as a

result of implemented by leading container carriers’ operational strategies has
caused numerous negative repercussions on a global scale. The decision, taken in
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response to rapidly surging demand for container transport since September 2020,
appeared during the time of serious disruptions in the global supply chains,
considerably increasing the already existed disruptions (Baker Mc Kenzle, 2020; Ti-
Insight, 2022; Logan, 2021; Leggen, 2021).

The consequences of applying such a strategy were different for each of the
participants in the global supply chains, and distributed among their links differently
in time (AlixPartners, 2021). They were different for container shipping operators,
different for shippers, forwarders and other maritime logistics sector companies, as
well for managers of container terminals and final consumers of goods.

As far as the container shipping companies is concerned, they took ruthlessly
advantage of their market position in order to achieve extraordinary operating profits
and increase their market shares, aiming at further, permanent strengthening of that
market position, at the cost of shippers, as well as of the freight forwarding and other
logistics sector’ operators (Source Today, 2021a). The applied traditional price
mechanism turned out to be an effective tool to realize this operational strategy,
which allowed, for the period of almost 20 months, for unusually high increase in
both spot and contract freight rates (UNCTAD, 2021a; WTO, 2021; Alphaliner,
2022a).

The increase in freight rates, intensified by application of a number of additional
charges and surcharges, not only those connected directly with the necessity of
covering costs arising from the existing market perturbations (port congestion,
temporary lack of containers and limited access to the empty ones, etc.), but also
those introduced with the aim of achieving extra profits (e.g., premium fee and
others), resulted in the increase in EBIDTA/EBITD, unprecedented in the history of
shipping. Statista presented, in March 2022, an interesting juxtaposition which
shows the scale of financial results, in billions of USD, achieved by container
shipping operators, in the form of estimated net operating profits in the period of
2010-2020, and in 2021.

Figure 4. Net operating profits of container shipping operators in the years 2010-
2020 and in 2021.
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The data presented in Figure 4 show that the operating profit achieved by the global
maritime container sector in the year 2021 was almost three (2.93) times bigger than
that generated by the sector over the past 11 years (Placek, 2022b; Statista, 2021).

The biggest shipping lines, which also exploit chartered tonnage, sometimes as a
considerable share of their shipping capacity, achieved on average, during that 18-
month period of unprecedented prosperity, operating profit in the amount of 861
USD/TEU. Their financial results were transferred into capital markets. Cash flows
of container shipping companies, growing at an unprecedented pace, resulted in
extremely attractive additional benefits for shareholders, as well as additional
benefits for stock exchange investors. Return rates from shipping investments have
reached astronomical levels since mid-2020 (Alphaliner, 2020; Silva et al., 2019;
UNCTAD, 2021c).

Asian container shipping operators were leaders in this respect. Yang Ming, thanks
to the derived financial results, achieved increase in share value by 1583% as early
as in mid-December 2021. The value of Evergreen Marine’s, Wan Hai’s and
HMM’s shares increased by 987%, 976% and 621%, respectively. The increase in
share value was decidedly more moderate in the case of European operators.

During the above-mentioned period, Hapag-Lloyd’s shares rose by 192% and
Maersk’s by 123%. Such effects were achieved, to a great extent, thanks to the
improvement of there capital structure. The data of the 12 leading container shipping
operators show that, from the end of December 2020 to the end of September 2021,
their accumulated debt was reduced by USD 3.5 billion - to the level of USD 73.2
billion (Alphaliner, 20223).

A characteristic feature of that period — and a certain market paradox — was the fact
that the increase in freight rates occurred in the circumstances of gradually
decreasing quality of shipping services. That was reflected, inter alia, in periodic
exclusion of certain relations (loops) from the service (blank-sailings), a high degree
of unpunctuality, as well as irregularity of service with respect to the determined
shipping timetable. It meant that there had been a dramatic decrease in the reliability
of functioning of the existing maritime container freight system and, simultaneously,
in the confidence placed in this system by freight forwarders and shippers. The
“sanction” for the above was the astronomical increase in operating profits gained by
ocean container shipping companies (Houssaye de la and Torrent, 2022; ISN, 2022).

The condition of significant imbalance and fluctuations in the ocean container
shipping market, which may be described as market instability, had the greatest
impact on freight forwarders. Maritime carriers invaded, sometimes in a very
aggressive manner, the existing area of the freight forwarders’ competences and
tasks. It was expressed in the form of refusing to accept the cargo (containers) for
freight or demanding additional payments in the situation where freight forwarders
did not require any other services from them.
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Maritime carriers not only preferred such solutions, but they also imposed them on
freight forwarders, thus forcing the latter to conclude linked transaction and use
various forms of cross-selling. There were also situations where container operators
used, for trading purposes, sensitive shipping data, covered by a confidentiality
clause, in order to build direct relations with shippers and eliminate intermediaries
(Houssaye de la and Torrent, 2022).

Those were activities aimed at strengthening or increasing market domination of
container shipping companies in certain relations and excluding, wherever it was or
could potentially be advantageous for shipowners, freight forwarders as providers of
comprehensive services offered to shippers in the door to door formula.

Excluding freight forwarders, particularly those focused on servicing small and
medium-sized enterprises involved in maritime export and import, or limiting the
scope of services rendered by them, is a disadvantageous solution for shippers. It
would mean being forced to purchase such services from carriers in a package, on
conditions and principles defined solely by them.

Container shipping companies, receiving such disturbing signals from the freight and
logistics market sectors, as well as from shippers, who were worried about the
tendency to exclude freight forwarders, visible more and more clearly from the end
of the year 2020, modified their tactics, enriching them by new, still more aggressive
actions.

In the situation of what may be called excess financial liquidity, they undertook
rather intensive actions aimed at overtaking providers of freight forwarding and
logistics services which lay in the area of their interests (JLL, 2020; Source Today,
2021b; Winkelhaus and Grosse, 2020) .

This direction of activity, which at present has the character of medium-term
strategy of building market position and the value of operating company, is leading
to integration, decidedly stronger than before and realized on the capital basis, of the
group of leaders in the container shipping market, together with the entire structure
of the global supply chain. Such a form of integration or, in fact, vertical
concentration, opens the way for further integration of shipping/logistics companies
and markets.

This means that container shipping companies, in the name of appropriately
understood, individual profits, aim at changing the model of the global supply chains
management, seeing it as an opportunity for further development, as well as
reduction of investment and exploitation risks. However, in such a model the role of
freight forwarders, particularly those focused on servicing small and medium-sized
enterprises exporting and importing commodities by sea, would be marginalized.
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5. Conclusions

Implemented in the course of the ongoing serious global crisis strategies of global
leading container operators, seen as an extremely efficient tool for generating huge
revenues and operational profits which in the end enabled them undertaking
activities aimed at deepening further vertical integration of the global supply chains,
are in fact heading towards the deep structural reconstruction of the existing model
of global supply chains. They need to be closely monitored and supervised by
antitrust authorities. Such pro-fiscal strategies have been not only a proof of lack of
any solidarity towards partners, i.e., the remaining participants of global supply
chains, but also indicated violation of Article 101(3) of the TFEU, which lies at the
basis of the Consortia Block Exemption Regulation.

However, none of the container shipping operators — members of the global shipping
alliances, bore any consequences with regard to the destructive effects of the applied
strategies. The consequences were borne, both in financial and image terms, by other
entities involved in the processes carried out within the global supply chains, in
particular shippers, freight forwarders, container terminal operators and other
companies in the area of maritime logistics.

Therefore, the regulatory-antitrust authorities need currently not only apply a
formula for evaluating the extent and scope of market shares of the individual
container shipping companies and the shipping consortia in this segment of market,
but also additionally in the forwarding and the whole logistics sector markets. The
latter are nowadays strongly integrated with the remaining shipping and cargo
markets within the global value chain.

Failure or omission to undertake actions aimed in this direction may denote certain
approval given by the community of shippers and freight forwarders for the forced
and steadily accelerated change of existing, competitive model of functioning of
global logistics industry market towards a highly concentrated model, with strong
characteristics of a duopoly (maritime carriers — shippers).

Management of such a change also requires, irrespective of creating shippers-freight
forwarders cooperation platforms, undertaking intensive, multi-level discussions and
cooperation among the four groups of stakeholders, i. e. regulatory authorities (EC,
US FMC, Korean FTC, SAMR), regional associations of shipowners (ECSA),
freight forwarders associations (FIATA, CLECAT) and shippers associations (I1SsC).

In this respect, the initiative cannot be left to the maritime container shipping sector
which, on the wave of digitization accelerating in the time of crisis as well as
construction of green supply chains based on the standards of the circular economy
and shipping decarbonization strategy, has become very active in building global
integration alliances within the maritime logistics sector, such as TradelLens,
Container xChange and many others.
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