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Challenges and Solutions for Freight
Forwarding and Logistics:
After reading extensively on the current Red Sea crisis, I have compiled
key facts and insights from various sources, including Business Standard
e-newspaper and other online news articles. This article aims to lay out
these facts and discuss actionable solutions for freight forwarders and
logistics companies to navigate the challenging situation.

The freight forwarding and logistics industry
is currently grappling with a significant
challenge: the crisis in the Red Sea. This
situation has imposed considerable stress on
freight companies, leading to difficulties in
securing space, long delays in shipment
deliveries, and skyrocketing costs that often
exceed the initial client quotes. These issues,
including the surge in freight costs, are
particularly problematic for small and
medium-sized organizations, making it
increasingly difficult to sustain business and
attract new clients. 
Small and medium-sized players face unique
challenges: their networks are not as strong
as those of larger players, their bargaining
power with shipping lines and other
associations is limited, and their cash flow
can be quickly affected. Additionally, if these
companies do not have strong customer
relationships, they are more likely to lose
clients when things go wrong.

Impact on Freight
Forwarders and
Logistics Companies:
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Facts and Figures from Online Sources: 
Global sea transport is set for its most substantial annual increase since
2010, driven by attacks in the Red Sea that have forced vessels to take
longer routes. Market intelligence company Clarksons Research
anticipates that shipping activity, measured in ton-miles, will experience its
second-largest annual rise on record. This surge is attributed to escalating
geopolitical tensions in the Middle East and Europe..

Red Sea ports and their economies
have been hit hard, with ports like
Rabigh and Jeddah seeing import
volumes drop by over 300,000
metric tonnes and 290,000 metric
tonnes respectively, nearly a 50
percent decline in total trade
volumes.

Ton-miles, which calculate the volume of
cargo transported multiplied by the distance
traveled, are projected to grow by 5.1
percent compared to 2023, reaching 3.2
trillion ton-miles. Ships are re-routing
thousands of miles around Africa’s Horn to
avoid the Red Sea and Gulf of Aden, where
attacks by Yemen’s Houthi rebels have
escalated, including a recent incident where
a vessel was sunk by a sea drone. These
longer routes are detrimental to global efforts
to reduce carbon emissions.
The disruption has hit container shipping
hardest, with around 690 ships now
navigating around the Cape of Good Hope.
This has caused average seaborne trade
hauls to increase by 2.8 percent this year,
compared to 1.8 percent last year. 
According to a World Bank report, recent
Middle Eastern conflicts have significantly
affected maritime traffic, halving the volume
through the Suez Canal and Bab El-Mandeb
Strait by the end of March 2024, while traffic
via the Cape of Good Hope has doubled. 
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Rising Costs and Environmental Impact:
A JP Morgan report indicates that ocean spot rates have soared due to the
crisis. In late January, spot rates from China to the US West Coast and East
Coast spiked by 140 percent and 120 percent respectively compared to
November 2023. The Drewry World Container Index rose by 2 percent to
$4,801 per 40 ft container in May, a 202 percent increase from the
previous year. The crisis has broad implications, not only for the shipping
industry but also for the environment and global economy. Longer routes
have increased travel distances for cargo and tankers by up to 53 percent,
raising CO2 emissions due to additional fuel consumption. Economically,
soaring freight rates and shipping insurance costs are contributing to
inflation and adversely affecting regional and international shipping
economies.uis cursus mattis.

The Red Sea, a critical passage for
30 percent of the world’s container
traffic, is undergoing an
unprecedented shipping crisis. By
the end of March 2024, maritime
activity through the Suez Canal
and Bab El-Mandeb Strait had
decreased by 50 percent, while
navigation via the Cape of Good
Hope had doubled.

Danish shipping giant Maersk reports that the
Red Sea situation is causing widespread
industry disruptions. Diversions and higher
sailing speeds have led to burning an
additional 13.6 million tonnes of fuel since
mid-December, equating to the emissions of
nine million cars. Maersk has leased 125,000
additional containers to meet capacity needs
amidst the crisis. Since November, Houthi
militias in Yemen have repeatedly attacked
cargo ships in the Red Sea, making the vital
marine route connecting Asia with Europe
through the Suez Canal unsafe.
Consequently, freighters are now taking the
longer route around Africa’s southern tip,
increasing shipment costs and delivery times,
further straining global trade already
impacted by the pandemic, the Russia-
Ukraine war, and a global economic
slowdown.
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Solutions for Freight Forwarders and
Logistics Companies
Given the complexity and scale of the Red Sea crisis, several strategies can
help freight forwarders and logistics companies navigate the challenges.
While some solutions are beyond an individual company’s control, many
are actionable with the right amount of time, effort, and cash flow.

Maintaining strong relationships with carriers, port authorities, and other key stakeholders can provide companies with better
information and more flexibility during crises. Collaborative relationships can lead to priority treatment or quicker resolution of
issues when disruptions occur.

1.  STRENGTHENING RELATIONSHIPS WITH KEY STAKEHOLDERS

Implementing flexible contracting and pricing strategies can help manage cost fluctuations and provide more stability for both
the company and its customers. For example, companies can include clauses in their contracts that account for unexpected cost
increases due to geopolitical events or offer tiered pricing based on the level of service and risk involved.

2. FLEXIBLE CONTRACTING AND PRICING STRATEGIES

Joining industry associations and participating in collaborative initiatives can help companies stay informed about best practices
and new developments. Working together with industry peers can lead to shared solutions and stronger advocacy for policies
that improve security and efficiency in key shipping routes.

3. INCREASING COLLABORATION WITH INDUSTRY PEERS

Investing in advanced technology such as real-time tracking, predictive analytics, and AI can help companies better manage
their supply chains. Real-time tracking allows companies to monitor their shipments and respond quickly to any disruptions.
Predictive analytics can forecast potential issues and optimize routing to avoid problem areas.

4. IMPLEMENTING ADVANCED TECHNOLOGY
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Building a more resilient supply chain involves working with multiple
suppliers and carriers to ensure there are backups in place. This can
prevent a single point of failure from crippling the entire supply chain.
Additionally, maintaining buffer stock or safety inventory can help manage
sudden disruptions without significantly impacting operations.

Toyota: Post-2011 Japan earthquake and
tsunami, Toyota diversified its supplier base
and increased buffer stock for key
components.

5. ENHANCING SUPPLY CHAIN RESILIENCE:

Investing in advanced technology such as real-time tracking, predictive analytics, and AI can help companies better manage
their supply chains. Real-time tracking allows companies to monitor their shipments and respond quickly to any disruptions.
Predictive analytics can forecast potential issues and optimize routing to avoid problem areas.

6. IMPLEMENTING ADVANCED TECHNOLOGY

Apple: Sources components from multiple
suppliers and maintains strategic inventory of
critical parts.

Walmart: Utilizes advanced inventory
management systems and maintains higher
safety stock levels.

Having comprehensive contingency plans in place can prepare companies for various scenarios. These plans should include
clear protocols for rerouting shipments, communicating with customers, and managing increased costs. Regularly reviewing
and updating these plans ensures they remain effective and relevant.

7. DEVELOPING CONTINGENCY PLANS
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Challenges in Implementing Solutions :
While these solutions are critical, implementing them can be challenging.
Many companies are stretched thin, with management teams tasked
with overseeing every aspect of the business—from operations and
finance to HR, customer service, marketing, and sales. This leaves little
room for strategic planning to address business growth and emerging
challenges. Merely giving targets to the team will not be sufficient if the
team is facing recurring challenges, especially with geopolitical tensions.

By partnering with specialized service providers for certain important back-
office functions, freight forwarders can free up internal resources, manage
costs efficiently, and focus on what matters most in the business to sustain
and grow during critical periods like the current crisis.

As leaders and business owners, it is crucial
to identify priorities for both management
and teams, ensuring they dedicate enough
time and effort to these priorities. Proactively
engaging with key internal personnel and
customers is vital. This means having
personal conversations with customers to
understand their forecasted volumes and
planning space requirements in advance. By
analyzing past data and studying shipment
movements and volume patterns, companies
can develop solutions to help customers
avoid disappointments related to high costs
and delays or supply chain disruptions.

Prioritizing Strategic
Efforts :

Collaborating as Strategy: 
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Overcoming Procrastination and Risk
Aversion
Procrastination and fear of taking risks can be significant barriers to
implementing these solutions. Doing business has always involved risks,
and today, it is even more critical to take calculated risks for success.
Partnering with service providers to handle some back-office tasks
remotely may seem risky, but failing to engage in strategic planning and
not utilizing resources for critical work can result in business loss.

The escalating geopolitical tensions and their
impact on shipping routes serve as a
reminder of the volatility in this industry.
Companies must remain agile, ready to adapt
to sudden changes, and always prioritize
strategic planning and collaboration to
mitigate risks and capitalize on opportunities.

Conclusion :

Taking calculated risks now can drive greater success in the future,
whereas avoiding risks entirely might result in losing the business.

Sources:
Business Standard e-newspaper
Clarksons Research
World Bank report
JP Morgan report
Maersk reports
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