
The rapid pace at which container vessels 
are growing is affecting the entire supply 
chain. While cargo owners have the 
ability to adjust their business processes to 
accommodate mega vessels, ports, which 
are fixed assets with limited resources, are 
not as nimble.

Even for ports that will not see mega 
vessels calling at their terminals any time 
soon, the arrival of larger ships is creating 
a cascading effect. Ships being replaced 
by mega vessels on major trade lanes 
are being deployed in the smaller trade 
routes. Therefore, the strain of larger 
vessels has the potential to affect all ports, 
big and small.

Vessel sharing agreements
Shipping lines are investing in mega 
vessels in order to take advantage of 
economies of scale. Larger vessels allow 
the lines to reduce unit cost, or the cost 
per container. However, these economies 
of scale can only be maximised when 
vessels are at full capacity. This need to 
fill the extra capacity generated by bigger 
ships has led carriers to enter into vessel 
sharing agreements and join alliances 
with other carriers to improve the chances 
of filling the larger ships. While vessel 
sharing agreements are not new, the size, 
reach and market concentration of recent 
alliances are.

The combination of bigger ships and 
vessel sharing agreements presents new 
challenges for port authorities. The 
concentration of alliances is providing 
carriers with leverage and options that 
ports do not have. Furthermore, ports 
across the US have excess capacity. 
Recognising this, carriers and their 
respective alliances are capitalising on the 
excess capacity by pitting ports against 
each other for more favorable rates and 

other financial incentives.
In addition to financial incentives, 

carriers are requesting that ports make 
capital  improvements that require 
significant financial investments and time. 
According to the American Association of 
Port Authorities (AAPA), US ports plan 
to spend US$46 billion to upgrade their 
facilities by 2017. Ports across the country 
are racing to obtain adequate water draft, 
berth size, crane height, terminal space and 
rail connections to handle the bigger ships. 
Few ports across the country can meet 
all of these requirements today, and even 
those that can cannot be guaranteed that 
the big ships will call at their port.

Concurrently, the new alliances are 
creating financial uncertainty for port 
authorities. Carriers that currently call 
at a particular port may shift their cargo 

to neighboring ports in accordance with 
the vessel deployment strategy agreed 
upon by alliance partners. Although 
this scenario may play out in only 
those regions where alliance partners 
call at neighboring ports, the potential 
consequences for the ports affected could 
be considerable.

All of these changes in the industry are 
leaving ports in a vulnerable position. As 
a result, the role of the port authority is 
more critical today. Port authorities must 
be able to evaluate how the changes in the 
industry could impact their commercial 
operations.  They must also be proactive 
in identifying ways to mitigate the related 
risks. Carriers are no longer committed to 
specific gateways for the long term as they 
have been in the past. There is no loyalty 
to specific ports.
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Evolution of container ship size
From 1970-2014, the largest vessel type 
grew from 1,800 TEU to over 18,000 
TEU. This represents a growth in vessel 
capacity of 900% during this period. 
To put this in perspective, an 18,000 
TEU vessel is three times the capacity of 
the biggest ships only two decades ago. 
The trend towards even larger vessels 
is expected to continue. According 
to Drewry Maritime Consultants, an 
estimated 42% of current ship orders are 
for vessels exceeding 12,000 TEU.

Although 18,000 TEU vessels are the 
largest in service currently, ships that carry 
more than 10,000 TEU are still considered 
large and have limited options with regard 
to trade lanes and to the ports that can 
accommodate them. Besides reducing 
the unit cost and the number of vessel 
calls, the new ship designs are also more 
fuel efficient, providing another financial 
advantage to the shipping lines. 

Emergence of mega alliances
In order to fill the growing capacity of 
vessels and take advantage of economies 
of scale, there is a trend for carriers to 
strengthen and, in some cases, form new 
alliances with other carriers. The decisions 
these alliances make with respect to vessel 
deployment and terminal selection will 
impact ports.

For decades, ocean carriers have shared 

ships through vessel sharing agreements, 
enabling them to lower costs and increase 
efficiency by splitting up the available slots 
for containers. The US Federal Maritime 
Commission (FMC) has allowed more 
than 220 vessel-sharing agreements 
to advance. So, while vessel sharing 
agreements are not new, the size, reach and 
market concentration of recent alliances 
such as Maersk and MSC’s 2M, CMA 

CGM’s Ocean Three and Hapag Lloyd’s 
G6 are unprecedented. For instance, it is 
estimated that G6 will control roughly 
a third of the Far East-US West Coast 
market and about 40% of the northern 
European-US trade. 

Impact on ports
The key question facing ports is how 
vessel rotations will be influenced by the 
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