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CURRENT STATE

* Chinese export container rates drop unexpectedly despite the Chinese
New Year (CNY) cargo rush. Spot rates for containers loading in Shanghai
usually are 12% higher just before CNY. Similarly, container rates loading in
China will typically end at 4% higher than usual. However, the China
Containerized Freight Index (CCFl) has seen a 50% drop since February
2022, and it has continued to fall by a further 27% since mid-November.
From 2011 to 2020, the CCFI, on average, increased by 3% in the seven
weeks from week ten before CNY to week three before CNY. So far, the
development in 2023 is the worst in 13 years. For exports to Europe and the
Mediterranean, the index has fallen by 34% and 57%, respectively, during
the last seven weeks, while for exports to the US West Coast and East Coast,
CCFlis down by 26% and 27%, respectively.

CCFI development leading up to Chinese New Year (CNY)
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* US ports and theirinland supply chains are steadily correcting the congestion
problems from the past two years. However, unless they develop measures
to address cargo surges, while expanding their assets for the long term,
congestion will resurface when volume growth resumes. Vessel backlogs,
marine terminal congestion, and excessive container dwell times at ports
have all eased significantly amid declining freight volumes, which improved
cargo velocity. However, even if adding gate hours and opening near-dock
surge yards for the temporary container storage import volumes kept
growing and inland facilities could not handle the loads that were dumped
on them. With the above being said, US ports are not prepared for next
cargo surge and a new strategy needs to be implemented.

The lack of container ship space and accompanying stratospheric rate
levels of 2021 carried overinto the first quarter of 2022 on the east-west trade
lanes out of Asia. High volume and chronic port congestion continued fo
prove an explosive combination, with infermittent vessel bottlenecks at
important ports in the United States and northern Europe, creating lengthy
delays that stretched across all transportation modes and reached deep
inland. Those delays tied up equipment, which prompted carriers to prioritize
the return of empty containers to Asia to take advantage of soaring head
haul rates, often to the detriment of exporters. But with most US and
European importers ordering their goods early to avoid the port and logistics
delays, market conditions began to shift heading into the summer, and it
soon became apparent that the traditional peak ocean shipping season
would fail to materialize in 2022. Spot trans-Pacific and Asia-Europe rates
began to tumble from their record highs, and that decline picked up pace
in the third and fourth quarters, despite carriers cutting capacity through
widespread blank sailings and service suspensions.

MARKET FORECAST

* European recession is dragging down ocean freight demand, and
consequently, container vessel capacity outstripping is slowing demand,
and Asia to Europe spot rates are tumbling. European import volumes are
expected to drop in the first quarter of 2023 due to the difficulty of paring
down consumer spending wanes with high inventory levels. As
congestion eases across North European ports, capacity is released into
the market, and runaway inflation and a Europe-wide recession begin to
constrain consumer goods demand, carriers will find themselves with an
oversupply of tonnage. Spot rates in 2023 are close to and even below
pre-pandemic levels, whereas, in 2022, ports in North Europe experienced
severe congestion and spoft rates that peaked in the first week of January
2022 and fell steadily throughout the year. Consequently, this has resulted
in a blank sailings program that has seen double-digit percentage cuts in
available capacity on Asia—North Europe trade from September through
planned December withdrawals.

Asia-North Europe World Container Index recorded a 10% increase in the
spot rate reading from pre-Christmas levels. However, export demand to
North Europe ahead of the Chinese New Year (CNY) remains low and is
expected to stay at those low levels post-holiday. Demand is currently
subdued due to aninventory oversupply, and the possibility of a demand
surge, if an inventory overcorrection happens, would depend on the
depth and duration of the current economic downturn in Europe, which
is expected to occur in 2023. The worst-case scenario is that the surge
could be postponed until early 2024.

U.S. Ports and terminal operators are addressing seasonal spikes in import
volumes by adding gate hours when needed, adding more longshore
crews to work vessels, and purchasing additional cranes to unload ships
and ground equipment to move containers through the yards. In the
longer term, several ports, including New York-New Jersey, Savannah,
Houston, and New Orleans, have announced plans for a physical
expansion of their facilities, although Sisson cautioned those projects
could take a decade or longer to complete. According to experts, the
current lull in import volumes is expected to last another four to five
months, which will help ports return to normal fluidity.
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Chinese New Year will significantly impact international shipping, many
factories and businesses will shut down for up to 10 days or longer, and
consequently, the global supply chain will be disrupted during this period.
There will be temporary restrictions for hazardous cargo for South China lanes
connecting to the main lanes in Hong Kong from late December 2022 to
mid-February 2023. Several container lines have already stopped accepting
cargo to specific ports because of the early suspension of barge services.
However, carriers have not acted to reduce additional capacity during CNY
2023. When comparing 2023 with 2019 and the average capacity growth
rate of 2015-2019, there is anincrease in deployed capacity. This sets the risk
of a container price war as volumes decline during and affer CNY. If
demand continues to be sluggish or outright contracts, freight rates will
continue to tumble, given these capacity levels.

Capacity Growth in 2023
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Sources: Alphaliner, Container-News, Freightwaves, gCaptain, JOC, Sea-
Intelligence
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