The COVID-19 pandemic continues to have a major impact on the entire supply chain, including liner shipping. These demand-
driven disruptions have led some to allege that the container shipping industry is highly concentrated, thereby implying that
the industry is not competitive and that customers suffer as a result.

This assertion is factually incorrect.

Ocean carriers actively compete against one another in the global marketplace, including on the shipping lanes most relevant
for U.S. trade. Regulators in the U.S. recently reported on this fact, and European authorities have repeatedly and recently
confirmed that this is the case. Concentration levels in many other U.S. industries are markedly higher

than those in container shipping.
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A commonly accepted measure to analyze concentration in markets is the Herfindahl-Hirschman Index
(HHI). The HHI, which rates markets using a 0 to 10,000 scale, is used by competition authorities in the U.S.
(the Department of Justice Antitrust Division and the Federal Trade Commission) and in the European Union
(European Commission) to determine the existing level of concentration in a given market. The higher the
number, the more concentrated the market — with an HHI below 1,500 considered competitive, between
1,500 to 2,500 moderately concentrated, and above 2,500 highly concentrated

On both trade lanes most relevant for U.S. trade (Asia — U.S. West Coast and Northern Europe — U.S.), HHI levels
are indicative of competitive markets, and no single supplier has more than 25% of market share. The HHI for
the container shipping industry serving Asia — U.S. West Coast is 1,018. For Northern Europe — U.S. it is 1,508.
Even the higher figure barely breaks into the “moderately concentrated” range, and both figures are lower than
in many other industries, including wireless carriers, domestic airlines and local broadcast television.

U.S. FMC Commissioner Dye, in her recently completed two-year investigation on “The Effects of COVID-19 on
the U.S. International Ocean Transportation Supply Chain,” concluded that: “The historically high freight rates
experienced recently by U.S. exporters and importers have been devastating to many, but | want to emphasize
that the Commission has done its job during the COVID-19 pandemic to enforce our competition authority. Our
markets are competitive and the high ocean freight rates have been determined by unprecedented consumer
demand, primarily in the United States, that overwhelmed the supply of vessel capacity. Congestion further
constrained available capacity.”
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https://www.fmc.gov/commissioner-dye-releases-final-report-for-fact-finding-no-29/
https://www.europarl.europa.eu/doceo/document/P-9-2022-001454-ASW_EN.html
https://www.europarl.europa.eu/doceo/document/P-9-2022-001454-ASW_EN.html
https://www.fmc.gov/commissioner-dye-releases-final-report-for-fact-finding-no-29/
https://www.fmc.gov/commissioner-dye-releases-final-report-for-fact-finding-no-29/

Vessel space sharing arrangements allow ocean carriers to provide consumers with
better service at a lower cost

o Another common misconception involves vessel sharing agreements — VSAs — and their impact
on competition in the industry. VSAs are purely operational agreements that enable carriers to
share space on one another’s ships, which increases efficiency and supports more service to more
ports than would otherwise be the case. Those arrangements are the backbone of the international
containerized transportation system.

o Importantly, the operational agreements do not include commercial cooperation. Each member of a VSA
determines its own commercial terms, including prices. Therefore, carriers within a VSA compete with each
other, and with other carriers outside of that VSA, when selling their services to customers. Additionally,
carriers offer and add their own services outside of the VSAs in which they participate.

o Ina clear sign of a competitive market responding to increased demand, competition increased in 2021,
with more ships operated by a larger pool of carriers serving the trans-Pacific trade. And since the start of
the pandemic, the market share of the largest carrier alliances has decreased while the non-alliance share
has doubled. Since 2021, ten new carriers have started serving the Asia - North America trades, making it a
total of 22 carriers serving the trade.

o Inthe U.S. and around the world, policymakers recognize that transportation customers benefit from the
increased service levels and operational efficiencies that VSAs support. Undermining the use of VSAs
would reduce service for U.S. importers and exporters and reduce efficiency in liner shipping, thus raising
costs for transportation customers.

Until the import congestion is remedied, export congestion will persist

o Companies like Walmart and Target, flush with inventory and concerned about global economic conditions,
report that they are scaling back purchases, causing order lead times to plummet.

o Yet the backlog of imports continues to stretch landside capacity, with the Wall Street Journal reporting
that “inland distribution is still hampered by a lack of trains, truck drivers and limited warehousing space.”

o Asareport from McKinsey & Co. makes clear, the key to normalizing ocean freight rates is clearing land-
side congestion. Clearing the logjam will increase capacity of the entire supply chain, lowering costs across
the board.

o Until the import congestion is remedied, export congestion will persist. The World Shipping Council will
continue to work with federal and state policymakers, as well as other parties, to pursue the necessary
lasting solutions — such as continued investment in port infrastructure — that can have real impact in
strengthening the intermodal transportation system that has supported the U.S. economy through the
pandemic.
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https://www.freightwaves.com/news/how-the-pandemic-transformed-trans-pacific-container-shipping
https://www.freightwaves.com/news/top-heavy-inventory-hits-walmart-target-and-other-retailers-shares-carrier-demand
https://www.freightwaves.com/news/order-lead-times-plummet-as-inventories-grow-and-demand-uncertainty-soars
https://www.wsj.com/articles/ocean-carriers-now-have-plenty-of-boxes-but-nowhere-to-move-them-11653912000?st=dq2dr8vux98xpdo
https://www.mckinsey.com/industries/travel-logistics-and-infrastructure/our-insights/navigating-the-current-disruption-in-containerized-logistics

