Ceasefire in Yemen could trigger sharp freight rate collapse amid Red Sea shipping revival
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The recent announcement of a ceasefire between the US and the Houthi militia in Yemen has ignited speculation about a potential large-scale return of container ships to the Red Sea. According to Xeneta, an ocean and air freight intelligence platform, such a development could substantially increase shipping capacity, potentially resulting in a dramatic collapse of freight rates. However, experts caution that the scenario remains uncertain, with multiple factors influencing the future of maritime trade in the region.
Data from Xeneta indicates that if container traffic were to resume through the Red Sea and Suez Canal, global TEU-mile demand could plummet by six percent. This forecast is based on anticipated growth in container shipping demand of just one percent for 2025, along with a significant return of vessels to the Red Sea in the latter half of the year. TEU-mile demand considers both the distance that each 20ft equivalent container is transported and the volume being moved globally, rendering it a crucial metric for assessing market health.
Peter Sand, Chief Analyst at Xeneta, stated, “Of all the geopolitical disruptions impacting ocean container shipping in 2025, conflict in the Red Sea continues to cast the longest shadow.” He elaborated that a return of container ships to these routes could result in excessive market capacity that would lead to a pronounced decline in freight rates. Sand further highlighted the potential for an even sharper downturn if import demand into the US continues to falter, especially in light of recent tariffs. 
Currently, though, average spot rates from the Far East to Northern Europe and the Mediterranean show substantial increases—ranging from 39 to 68 percent compared to pre-crisis levels. Spot rates for cargo from the Far East to the US East Coast and US West Coast have surged by 49 and 59 percent, respectively, with figures indicating substantial increases in shipping costs. Sand noted that carriers have implemented capacity management strategies, including blanking sailings when demand dips, to keep rates elevated. However, should a significant increase in capacity occur alongside a downturn in demand, the implications for freight rates could be drastic, leading to potential losses for shipping companies.
As it stands, while hopes were briefly raised following a ceasefire plan announced by US President Donald Trump between America and the Houthis, the return of shipping to the Red Sea is fraught with complications. Recently, the Suez Canal Authority signalled its intent to attract traffic back to its waterways by considering discounts on transit fees—an effort to counteract a notable decline in traffic caused by Houthi attacks on vessels. Estimates reveal that revenue from the Suez Canal has suffered dramatically, descending from $2.4 billion in Q4 2023 to a mere $880.9 million in Q4 2024, largely driven by security concerns.
Despite the recent ceasefire, concerns remain pervasive within the industry regarding the broader implications of the ongoing conflict. The Houthis have communicated a commitment to continue their attacks on ships associated with Israel, undermining assurances of safety for vessels resuming their routes. This leaves shipping companies in a precarious position, as the recent hostilities revealed the fragility of maritime operations in the region. 
Additionally, experts predict that any gradual return to normality in the Red Sea would likely be phased, prioritizing smaller vessels initially, before potentially scaling up to larger container ships. The complexity of these shipping networks means that the industry might need one to two months to adjust fully. This cautious approach reflects not only financial concerns but also the logistics of re-establishing secure and reliable trade routes.
Ultimately, while the ceasefire presents a window for revitalising shipping through the Red Sea, the potential benefits must be weighed against persisting regional tensions and a fluctuating global demand landscape. The situation remains fluid, and stakeholders in the shipping industry are urged to maintain a realistic perspective on the complexities surrounding the return of maritime trade to this critical corridor. 
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