
Grandma’s shipping market
Maritime shipping and port operations 
are both facing economic and commercial 
changes in the post-recession era. 
From strategic changes in trade flows 
to the operational fickleness of supply 
chains, maritime shipping has shown a 
propensity to adapt by capturing new 
commercial opportunities. In the previous 
environment in which international 
trade was continuously growing in terms 
of volumes and distances travelled, and 
where additional capacity was constantly 
required, the principles followed by the 
industry (grandma’s shipping market) 
were relatively straightforward: ships and 
terminals needed to be built to increase 
capacity and expand economies of scale. 
Embracing this trend, shipping companies, 
terminal operators and even the financial 
sector (such as sovereign wealth funds) 
expanded their existing portfolios through 
investments, mergers, acquisitions, joint 
ventures and alliances. Maritime shipping 
networks were organised to maximise the 
usage of ship and port assets in view of the 
global distribution of demand. There was 
also ample capital provided by financial 
institutions to fund the expansion of an 
industry content in capturing the low 
hanging fruits of ongoing globalisation.

Questioning grandma’s sanity
Since the financial crisis of 2008-09, 
the port and shipping environment has 
substantially changed, often to the dismay 
of the industry. Overall positive long term 
growth prospects have been replaced by 
uncertainty and even rationalisation in 
some markets. Conditions that propelled 
the growth of the industry are shifting and 
the foundations of its development may 
not be the same. Adding further capacity 
and promoting economies of scale were 

logical strategies in a growing market, but 
this has led to limited options for pricing 
power. For instance, for the last 10 years 
container shipping rates have declined by 
about 1.2% annually. There is something 
of a vicious cycle at play here. The decline 
of shipping rates further induces the 
application of economies of scale, which 
adds capacity that tends to depress rates.

Pushing for economies of scale has 
also led to unintended consequences that 
can be labelled as ‘disadvantages of scale’. 
While larger ships help maritime shipping 
companies improve their operational costs, 
the externalities of such ships are mostly 
assumed by ports and inland distribution 
as well as the performance of the supply 
chains they service. Thus, there is a 
dichotomy between the actors who benefit 
from economies of scale and those that 
assume some of the negative impacts. 
Furthermore, the financialisation of the 
industry is shifting strategies and priorities 
since shipping and port assets are viewed 
as elements of investment portfolios. Long 
term strategic investments can be skewed 
by short or medium term time horizons of 
financial returns. All of the above collate to 
raise the question: to what extent are the 
core principles of global maritime shipping 
being challenged, and to what extent are 
new principles emerging?

The core principles of maritime 
shipping
It is worth reminiscing on the core 
pr inciples that dr ive the industr y. 
First and foremost, maritime shipping 
is a derived demand implying that 
operations and growth prospects are 
tied to larger macroeconomic factors. 
This big picture is often lost, or worse, 
taken for granted because the industry 
assumes that what happened in the last 

20 years can be extrapolated into the 
foreseeable future. Secondly, maritime 
transportation systematical ly seeks 
massification (economies of scale) but is 
constrained by atomisation. In the end, 
each single container reaches a separate 
destination either in terms of geography 
(location) or time (delivery sequence). 
Thirdly, competition (or complementarity) 
takes place on both the foreland and the 
hinterland since they are inseparable 
elements of maritime transport chains. 
Thus, port performance is jointly a matter 
of terminal efficiency and hinterland 
access. Finally, a port can be a central 
or intermediate element of a shipping 
network. It is central when it is an origin 
or a destination for maritime traffic, and it 
is intermediate when used as a connector 
within maritime shipping networks.

Derived demand: a divergence
Containerisation, like any innovation, 
is subject to a diffusion cycle which 
eventually reaches a phase of maturity 
when the bulk of the commercial 
opportunities have been captured. The 
substantial growth in international trade 
supported by outsourcing and offshoring 
has generated a lot of derived demand 
for maritime transport (Figure 1). Yet, 
since the financial crisis of 2008-09, the 
demand for containerised cargo has been 
diverging. While there has been little, 
if any, growth in advanced economies 
(particularly Europe and North America), 
developing economies have resumed 
with a more consistent growth since the 
financial crisis. Yet, traffic expectations 
are much less than those assumed before 
the financial crisis; actual 2012 figures 
are about 25% below most pre-financial 
crisis expectations. Furthermore, lesser 
levels of association between the growth 
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of trade and the growth of container 
traffic have been observed in recent years. 
‘Peak containerisation’ remains a distinct 
possibility.

The disadvantages of scale
Economies of  scale are a double-
edged sword since they can involve an 
internalisation of the benefits and an 
externalisation of the costs. For instance, 
larger containerships imply port of call 
limitations as the larger the ships, the 
fewer the ports able to accommodate 
them from a physical (draft or equipment 
l im i t a t i on s )  o r  commerc i a l  (no t 
enough cargo generation per port call) 
perspective. This puts pressure on ports to 
upgrade and expand their infrastructure, 
a cost commonly assumed by the public 
sector (port authorities) being pressured 
to improve infrastructure in order to 
‘serve national commercial interests’. 
Such improvements do not necessarily 
transcribe into significant additional 
traffic.

Larger ships are also contingent upon 
service changes with higher volumes per 
port call and the lower frequency of these 
calls. For the same volume a port is now 
facing a greater compression level of its 
activities, which creates issues related to 
equipment, yard management, gate access 
(more trucks at peak times) and hinterland 
connections. Furthermore, from a supply 
chain perspective, economies of scale can 
be disadvantageous. Lower frequencies 
impose a reorganisation of the supply 
chain and force higher inventory levels 
(a process further exacerbated by slow 
steaming). Furthermore, more cargo, either 
in transit on a single ship or in distribution 
centres, is associated with higher insurance 
rates (because of higher risk, since ‘more 
eggs are in the same basket’).

The port performance value 
chain
The growing level of integration between 
marit ime, terminal and hinter land 
operations is inciting the consideration 
of ports as elements of a value chain 
(sequences of transportation activities 
supporting the requirements of supply 
chains). Under such circumstances 
performance becomes interdependent 
of the relative efficiency of maritime 
shipping, terminal  operat ions and 
hinterland accessibility. The benefits 
of improving one segment can be 
undermined by deficiencies in others. 
For instance, improvement in port 
terminal performance may not lead to 
effective supply chain benefits if the 
port is impacted by schedule reliability 
(port calls arriving consistently late 
according to schedule) or local access 

issues (difficulties getting to the terminal). 
Alternatively, improvements in schedule 
reliability bear limited consequences for 
inland distribution if terminal operations 
are lacking. These issues are particularly 
exacerbated with economies of scale that 
are multiplying the negative performance 
feedbacks that segments can have.

An emerging hierarchy
The growth in  both  the  vo lume 
and the network extent of maritime 
shipping has been accompanied by the 
increasing reliance on transhipment 
and correspondingly of specialised 
transhipment hubs. From 19% of the total 
container traffic in 1990, transhipment 
now accounts for about 30%. Under such 
circumstances, several pure transhipment 
hubs have emerged to support the 
connectivity of the global shipping 
network (Figure 2). This also favoured a 

Figure 1: Containerisation as a diffusion cycle: World Container Traffic (1980-2012)
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concentration of large vessels on long 
distance high capacity routes, while 
smaller ports can be serviced with lower 
capacity ships. Economies of scale over 
long distances are thus reinforced. The 
emergence of intermediate hubs permitted 
liner services that would otherwise be 
economically unfeasible. Under these 
circumstances, economies of scale will 
further reinforce the hierarchy of gateways, 
hubs and feeders.

Maritime shipping: same 
principles, different dynamics
The last few years have left the maritime 
and port industry at a turning point: 
‘grandma’s shipping market ’ is being 
driven by the same principles but with 
new dynamics. Firstly, maritime shipping 
remains a derived demand, but there is a 
geographical and functional divergence 
of this demand. The trade factors that 
have supported the growth of maritime 

shipping are much less dynamic than 
before the financial crisis. The growth 
prospects that the industry has been 
familiar with and has come to expect are 
now much more uncertain. Secondly, 
the application of economies of scale 
in maritime shipping had led to a 
growing gap between massification and 
atomisation; maritime shipping benefits 
from lower operational costs while port 
and inland operations are pressed to follow 
through. This is leading to ‘disadvantages 
of scale’ that are likely to play a greater 
role in the future, particularly if they have 
an impact on the demand. Thirdly, the 
port performance value chain underlines 
the interdependency between maritime, 
terminal and hinter land operations. 
This interdependency goes beyond the 
conventional issues of port competition, 
since it overlays the complementarity of 
the involved transport chains. Deficiencies 
in each segment undermine the efficiency 

of others. Fourth, there is an emerging 
functional hierarchy between ports that 
are hinterland dependent and ports that 
are transhipment dependent, particularly 
between gateways and pure transhipment 
hubs. This hierarchy is reinforced by the 
application of economies of scale, as the 
greater the economies of scale, the more 
likely transhipment becomes. That said, 
the shipping industry will continue to 
adapt to changing market conditions. 
However, these conditions may lead to less 
opportunity for growth in the standard 
trades that have benefited maritime 
shipping companies (such as Asia-Europe 
and Asia-North America).

This piece is a summary of a keynote speech 
delivered at TOC Container Supply Chain: 
Americas, October 15 2014, Cartagena, 
Colombia. The author would like to thank 
TOC for the opportunity to give the 
presentation which resulted in this paper.

Figure 2: Transhipment volume and incidence by major ports, 2007-12. Source: Data from the 
web sites of port authorities
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