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World trade moves on

International trade was one of the success stories of 2020,
contributing to the global recovery. But supply chain disruptions have
created bottlenecks and the end of the Brexit transition period, and
then the wait for a new WTO leader have not helped. There's still a
great deal of uncertainty, but there's also progress

Containers are coming

Container freight rates have been rising since mid-2020. A sign of capacity constraints in world
trade, this reflected shortages of empty containers, from the disruption caused by container ship
cancellations during the first wave of the pandemic and ongoing limits to port handling speeds due
to health restrictions. This has caused increases in supply lead times, delaying the recovery of
manufacturing production to a modest degree and adding to pipeline inflation pressures on the
goods side.

The enormous pressures on global shipping routes are not here to stay indeterminately. There is
light at the end of the tunnel. But container supply is responding to the shortages, with empty
containers being returned to China from US ports in record volumes, and major container
manufacturers increasing production (Chart 1).

In time, this should help container supply meet demand again and reduce cost pressures.
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Chart 1: New containers are being produced
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Container capacity is not the only thing set to increase. The amount of ships currently in use is also
improving, adjusting to the surging global demand for goods.

Shipping routes are seeing capacity increasing and rebalancing across major trade lanes, with
blank sailings back at very low rates, and Europe once again accounting for around half of sailings
from East Asia (Chart 2).

Chart 2: More shipping capacity on major routes
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Freight rates stabilised in February, but a reversal of the spike in rates will depend on how the
shipping liners manage their capacity in the coming phase of the pandemic, and during the
recovery. The tactic of cancelling sailings at short notice may be here to stay, in the near-term as a
way of managing the uneven global demand while some countries remain in lockdown and others
open up. Prices may stabilise for a time at higher rates, contributing to inflationary pressure for the
rest of the year.

Ongoing limited capacity has meant shipping capacity has been slow to recover from supply chain
disruptions early in the pandemic, both the greater supply of containers and normalisation of fleet
capacity on the major trading lanes are necessary developments to help world trade to keep up
when a global recovery gets underway.
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Breathing space at the border

Trade volumes at the UK-EU border had surged in the last months of 2020 as firms front-loaded
their exports to and from the UK, in anticipation of some disruption in early 2021.

Now, lower rates of rejected cargo being transported in trucks indicate that new border paperwork
is becoming a part of the routine. UK ports have also seen ship visits rising from their lows at the

turn of the year, though they remain below their level during the first wave of the pandemic (Chart
3).

Chart 3: UK ports are handling more ships
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Signs of normalisation and some increases in volumes suggest that some disruption from the new
trade frictions will be temporary. This stands the UK and EU in good stead for the introduction of
UK checks in April, which will progress to full border checks from both sides from July.

The improving picture for this particular bottleneck though hasn't changed the likelihood of higher
trade barriers leading to structurally less trade between the UK and EU over time.

WTO wait is over

The appointment of Director General Ngozi Okonjo-lweala ends the wait for the WTO to begin its
part in tackling the higher tariffs and multiple disputes between countries that are the legacy of
the trade war, and resume its work towards progressively lowering trade barriers, which have
continued to increase during the pandemic. Trade barriers have proliferated in the form of state
subsidies, which may not be easu to identify and remove in the aftermath of the current crisis.

The new Director-General cannot alone solve all the problems, but her appointment follows a

welcome move from the US, that signals a new phase in participating with others in making trade
policy. From her position, Okonio-lweala has an opportunity to make the system benefit from the
breakthroughs that have been made in smaller coalitions of WTO members - the commitment to

lower tariffs between RCEP signatories, for example, and China's agreements with the US and EU
on market access for foreign investors.

Change at the top of the WTO is a first step towards putting global trade on a sounder footing than
it has been in years, that could benefit the longer-term trend for global trade, but it all depends on
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the new Director-General successfully tackling the significant challenges on her plate.

Laying the groundwork

These signs of progress are not enough to secure a better outlook for trade in 2021, as so much
depends on the global economic recovery.

However, the easing of container capacity constraints, in particular, suggests that, given a
recovery in demand, world trade could continue to contribute to the global economic recovery.
There are some positive signs that new processes at the UK-EU border can be absorbed without
too much disruption. And there is positive momentum in trade policy, where new management
and dialogue are prerequisites for finding solutions to some of world trade’s most difficult issues.
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