MAIN HEAD

What is maritime software worth?

DECK HEAD

What return do shipping companies actually get on the shipping software investments? Yana Lenzner has a think…

BODY
Having listened to numerous sales and information pitches by IT and e-business providers during the last two years or so, I wonder whether one can at all believe in “fast returns”? I would like to, without doubt. Wouldn’t you? In fact, I cannot imagine a single ship operator who’d mind investing in a new IT system if he was guaranteed a return on the time and money spent implementing it.

It is just that too many false promises have been made. “Das gebrannte Kind scheut das Feuer” is a German saying. But let’s stick to a familiar language: “Once bitten, twice shy” means pretty much the same. 

So, if it helps explaining why at present even some of the “good” software companies are in trouble, we could cast back a look back at the promises and predictions that were made by some of the maritime technology startups during the last two years.

However, before we get all nostalgic, it is useful to keep in mind the current situation: technology titles around the world’s stock markets are faltering. Many dot.coms have vanished altogether, partly having slid into bankruptcy before the end of their founding year. It is not a nice picture, but it’s an honest one.

Yet, there is still a number of new companies appearing out of the blue VC sky; aiming to educate us on “streamlining” our operations and “gaining efficiency”. Indeed, “fast ROI” is still at the top of the list of marketing speech favorites. For all of those who might be oblivious as to what this magic term might mean: ROI stands for return on investment. 

SUBHEAD

Promises

Just for the sake of entertainment, here are some of the most enthusiastic startup statements (please feel free to send in your favorites):

Freight exchange marketplace LevelSeas.com has not only dropped its .com since it proclaimed it would “provide greater market access, lower costs and greater efficiencies in today's shipping environment, delivering significant value to a broad community of large and small industry players.”

In fact, you might wonder whether – after having spent substantial sums on the pet project – investors such as Shell would still say, "We think this will act as a real catalyst for change in the industry - and change for the better,” as did Shell International Trading and Shipping Company Limited's vice president of shipping, Jan Kopernicki, at the launch of the LevelSeas a couple of years ago.

ShipVertical, too, promised to “transform the supply chain management globally.” The company stated at its launch, “Organisations involving ship owners and ship operators/managers to manufacturers, distributors, brokers, agents, intermediaries and suppliers are invited to capitalize on the unique opportunity and enjoy unprecedented benefits in a number of different areas including marketing, sales, procurement, distribution and delivery.” 

That was nicely put, but it seems that no-one wanted to join the party as the company vanished soon after.

GoCargo got even more daring promising to “send shipping costs backward.”  Whatever the meaning of this, it didn’t exactly entice anyone to buy into reverse auctions of container freight. No marketing graduate could have put it better, though: “GoCargo will aggregate demand and streamline operations -- but of course, the main attraction will be cost reduction.”

ShipDesk is another venture that not long after its launch ended up in dot.com nirvana despite aiming to “lead the migration of the $150 billion vessel chartering market to a fully screen-based environment" as said by ShipDesk CEO Dirk Langeveld. 

The launching statement even stated a Forrester Research estimate that saw “70% of shipping transactions will conducted online by 2005.” We will see about that.
SUBHEAD

Reality

As much fun as this is, we must look at what is actually happening today: providers of maritime software have indeed adapted to reality. Supply chain manager ShipServ, who has shown admirable resilience to the market buck of going out of business, does not count on numbers when trying to acquire new customers.

The company lets sends his existing customers to do the legwork. Well, not quite, but it makes available interviews which report on the user experience with ShipServ’s TradeNet system. 

The most likely outcome of having implement the new trading channel is, indeed, “efficiency gains”. This can be measured on increasing fleet sizes, as happened to some smaller-sized ship operators among ShipServ’s customer base. Despite growing business, those companies did not have to recruit new staff for procurement purposes. 

Other savings show in a reduced paper wastage. Generally, the users say that they are saving time and nerves, both of which can be regarded a “long-term” benefit to the company. It might not show on the balance sheet right away, but it’s a step in the right direction.

While there is little doubt that many systems on the market today do assist in automating day-to-day operations in a time and cost saving manner, there is no guarantee for a measurable ROI. 

In fact, a representative of a rather large container operator at a recent Digital Ship conference asked a group of young, enthusiastic software people where his return on investment was. His company has spent millions in new system, but the promised results are missing.

SUBHEAD

Considerations

This might not necessarily be the fault of the providers, though. As Patrick Slesinger, CIO of ship manager Wallem, says, this sort of experience is a result of a widespread misunderstanding. 

The cost of a new system is not manifested in the cost of the new equipment alone – there are several factors that add to the total cost of ownership (TCO), for instance the cost of the existing system, the cost of training and operations, as well as the cost for possible changes to a new system.

People need to be very clear what their TCO is, says Mr Slesinger; and his position is confirmed by a report that was compiled by management consultancy McKinsey, which regards this issue. 

In true consultancy spirit, McKinsey, together with Microsoft, even goes one step further, “To determine whether an IT investment is worth while, companies must look at its total value of ownership (TVO), which has three ingredients: a sound cost/benefit methodology to evaluate the incremental value created by IT investments; robust management processes that integrate IT into normal business planning; and the maturity of business judgment to make difficult trade-offs effectively.” 

To get back to the things we understand, a potential return on investment consists of direct and indirect benefits, some of which can’t be measured in monetary terms. However, there is also a cost of non-investment that needs to be considered. Mr Slesinger says, “if you don’t invest/improve, you’ll have cost that is even less measurable.”
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Restructuring

Of course, problems aren’t solved by merely automating existing processes. This is only gonna drive up cost. What is needed is a re-thinking and re-structuring of the business processes. 

Also, when investing in new systems (and processes) shipping companies have to make sure that “efficiency gains” are experienced all the way down the supply chain.

In fact, if there is not increase in efficiency for other parties along the supply chain there is no use; this might even end in a company losing customers. It always needs to be considered what value is offered to the customers.

Mr Slesinger puts it like that, “You can spend a million dollars on a new system and never see a penny in return. Or you can spend 10 dollars and it’ll save you a million if you do it right.” Let’s do it right then.

There is still one issue left. By now, it must have dawned the majority of the shipping community that “automation” is not gonna happen overnight. In fact, there is no revolution happening or coming our way, and you don’t have to be an expert to know this.

I remember writing an essay on “technological determinism”, a theory backed by most (influential) members of “western” politics and business. The term stands for the message that technology – in a revolutionary manner – comes about and impacts society, our business processes and lives, but we don’t really have a say in this. I somehow cannot get myself to believe this. Do you? 

