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Why are there brokers and forwarders?

SUB HEAD

The internet has so far failed to take away the jobs of shipbrokers and freight forwarders as many predicted that it would. Have brokers beaten the internet? by Tim Power

BIT IN ITALICS AT THE TOP

“Change means movement. Movement means friction. Only in the frictionless vacuum of a nonexistent abstract world can movement or change occur without that abrasive friction of conflict.” Saul Alinsky (1909–1972), U.S. radical activist.

BODY

Nowhere in e-business has the abrasive friction of conflict been more evident than in the arguments about the future role of intermediaries. 

The e-business theory goes like this. 

The Internet allows all the players in a particular market to communicate directly with one another and web-based applications will allow them to transact efficiently in real time. 

The traditional role of the intermediary, which was to help put players in contact with each other and to administer the transactions for them, is therefore redundant. 

Based on this logic, one of the chief expectations of the proponents of on-line business was the progressive disintermediation of markets. The intermediaries in question certainly took this threat seriously and yet it has not materialised. 

Why not? The answer becomes clearer when one looks more closely at what the intermediaries actually do and, as importantly, what would need to be available on-line to replace them. 

SUBHEAD

Shipbroking

Let’s take the bulk shipping markets as an example.

The first and essential requirement is a highly liquid marketplace with enough activity to allow participants to secure the services or contracts they need. 

In the bulk trades, brokers create this marketplace through their networks of contacts with owners, charterers and other brokers. 

In theory, it is quite possible for these players to come together on-line. The first challenge is getting them all there at the same time. 

There are numerous reasons why potential users of an online market will hold back: they want to see how others fare before taking the plunge themselves; they don’t want to be using one set of processes for some of their business and a different set for the rest; and, they are concerned about the effect moving business online will have on existing business relationships, particularly relationships with intermediaries.

A second requirement is market intelligence. This is not simply a list of vessel fixtures, but also details of the terms of those fixtures and an understanding of what factors are driving the decisions of particular charterers and owners. 

This is currently done through phone conversations, often with intermediaries, which impart a wealth of information and a good deal of subtlety in a short time. This is very difficult to replicate efficiently in a system; and, besides, people like an opportunity to chat.
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Managing the relationships

Probably the most complex and subtle role that brokers perform is managing and mediating the relationship between the parties in a transaction. 

This covers potentially tricky areas like negotiation and post fixture problem solving which, if not managed well, can quickly undermine a business relationship. 

The clarity inherent in a systems approach to negotiation, where there is a single definitive record of what has been proposed or agreed, can be a big advantage. On the other hand, an intermediary can be very useful in minimising friction when disputes arise.

Looked at like this, disintermediation suddenly looks both difficult to achieve and unlikely to occur. This was the view taken by Fabrice Demichel, CEO of online shipbroker AXS Marine, from the outset. 

“We recognised the role of the broker in today’s market and took the view that a 'disintermediation' approach would fail.. and it did fail,” he says. 

“We need the brokers in the process, so our first step was to develop a product that served them.”
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To much information

For M Demichel, the area that needed addressing was very clear. “Ask whoever you want what's bothering them; you'll get the same answer: the number of incoming messages, redundancy of information and inefficient use of available information,” he says. 

“If you add up the time each person spends on a desk reading messages you easily come to a full time job. This reduces the efficiency of for brokers who really want to be talking to and advising their clients. So, if we can help in dealing with information, we've achieved something.”

AXS is making this concrete in its Business Partners Network. This allows brokers to make efficient internal use of information (including throughout a global office network), to trade privately as panel brokers and to use the same information to interact with the wider marketplace.

Shipping companies are able to share data from their private intranets with specific brokers, sharing data using private secure information channels. 

The data shared through the network includes vessels, fixtures and port information and AXS provides tools such as Voyage Calculators and Port Matrices to further promote efficiency. Participants can offer vessels and cargoes, negotiate and make fixtures online.

Aiming to provide value to the intermediary is a smart move. If successful, the service provider can avoid the normal problems with creating critical mass because the brokers will bring it with them. 

This is what M Demichel sees. “ One broker updating ships’ positions provides a lot of information. In the Cape and Panamax markets, we’ve found that with 5 brokers, we've got all of the tramping fleet updated.”
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ShipIQ

ShipIQ has faced a similar question in the tanker market. It is focusing primarily on the needs of charterers, but has been careful to provide enough flexibility to allow its customers to operate through intermediaries if they wish. 

This means, for example that negotiations can be handled in the traditional manner and the fixture input into ShipIQ when it is complete. 

The company has indeed gone one step further and employs its own brokers in the US to assist users and to provide up to date market information. 

Terry Hammer, CEO, is clear that the transition to new ways of working is often difficult. “We recognise that change can cause anxiety and that we have to actively help the customer during this period. This means lots of hand-holding,” he says. 

Over time, customers using successful applications will move through the transition to fixing a greater proportion of business online, albeit at the pace they are comfortable with. 

What this means, if it isn’t clear already, is that intermediaries who think the development of new e-business tools will not affect them are deluding themselves; it is just a question of how long it takes for these effects to be felt.
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Brokers adding value

To face up this challenge, the brokers have to look hard at what they are doing and ask, “What incremental value are we really providing to our customers?” 

The truth is, that, on simple repeat transactions between existing trading partners, the incremental value is low. If a charterer and owner can fix a vessel together online in less than 10 minutes it is hard to see how a broker could justify a commission. 

This has important implications. Taken to the logical conclusion (and given sufficient time), it means that all straightforward repeat business will be transacted direct between trading partners online.

The incremental cost of brokers will then only be justified when the value of their market intelligence and problem solving capabilities are high. 

This may still be in a significant proportion of the business and will be particularly relevant when charterers have a very diverse portfolio of shipments and trading partners. Nonetheless, it will not be the same as now.

Make no mistake; the first wave of e-business may not have swept all before it, but it will be back and each time it breaks the shore is going to look a little different.

