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Bye, bye, auctions
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The best way to sell container slots?

SUBHEAD

Are auctions and exchanges going out of fashion for broking vessels and cargoes?

BODY

Just when you thought you understood e-business, everything has changed. The systems for connecting buyers and sellers on auctions and exchanges seem to be going out of fashion in the maritime industry. As Doug Smith of Chase H & Q puts it, "that was internet 1.0."

The concept of an exchange is a very simple one. It's basically about matching sellers with buyers. Sellers say what they want, buyers say what they have to sell, and the computer system matches them together. The auction is an augmentation on the model, involving buyers choosing sellers who quote the lowest price, or sellers choosing buyers prepared to pay the highest price.

The main problem with auctions, it emerges, is that they are just too harsh on the sensitive market players. It inevitably leads to sellers being chosen based on price, denying them any opportunity to find innovative ways their products can add more value. Commoditising markets sounds like a good idea in principle from the buyer's point of view if it makes the process of choosing a supplier much simpler, but in practise most maritime markets are far too complex for this to ever work. It certainly doesn't help the supplier.

Secondly, electronic business is about much more than simply matching buyers and sellers, it is about creating electronic worlds where people can talk to each other about a range of different things.  As Evan Schumacher of Celarix puts it, "a marketplace is a cloud." Business evolves out of lengthy conversations, as it always has done and always will; any arena for conducting business, electronic or otherwise, must be able to support this conversation. 

Thirdly, electronic exchanges inevitably involve getting between the buyer and seller in some form. Often the identity of the buyer is hidden from the supplier. This process has been variously described as outsourcing your customer to a third party or giving up control of the transaction. And why would any self-respecting seller do that?

No, it seems that the processes of shipbroking and booking cargo, if and when they do go electronic, will be embraced in so-called electronic marketplaces. How a "marketplace" works is still evolving, but it seems that it must involve a great deal more contact between buyer and seller than the auction model. Buyers and sellers can talk, exchange data and information, conduct business and transact money in complete confidentiality. 

Particularly crucial is the attitude of the company running the electronic marketplace, which must aim to be as innocuous as possible, finding ways to facilitate the transaction without actually causing any change in the traditional business relationship. 

The 'traditional' dot com model, where an internet company tries to raise as much money as it can as fast as it can so it can launch an IPO, is probably an obstruction to creating a well-used electronic marketplace. "Are dot coms friends or foes [to traditional markets]?" asks Mr. Schumacher of Celarix. "If you consider yourself a dot com, then you're probably a foe."

To assert themselves as marketplaces, the internet companies now face an extremely difficult balancing act. They must be seen to be independent, not biased towards either buyers or sellers. Yet without intending to, they do greatly facilitate consolidation of purchasing or, indeed, selling power between buyers and sellers which choose to form alliances. 

SUBHEAD 

Whose side is technology on?

Doug Smith, of investment company Chase H & Q, says that in his opinion, technology is on the side of suppliers, not buyers, as many people are coming to believe. " Many people wondered if the buyers were getting the upper hand in internet 1.0.," he says. "I'm here to report that the internet is your friend. I think that suppliers will ultimately rule."

The point Mr Smith was making was that many people consider that the internet is too often a tool for buyers to beat up their suppliers, forcing them into a commodity position, playing them against each other to provide a standard service for the lowest price, and removing ways for them to differentiate their services from one another.. this has been the model many have observed from internet business so far.

Mr Smith points out that suppliers can use the internet to differentiate their services from the competitors, pointing out what their products can do which other suppliers cannot do. "Your content is a manifestation of your core competency," he said. "The battle for liquidity is going to fall into the hands of the supplier, as the supplier delivers the content which causes the business to occur."

Mr Smith says that in his opinion, there has only yet been one company which has used the full resources of the internet to build a business. "That is eBay," he says. 

His theory is that the development of online marketplaces all comes down to building networks. "Network effects is what this is all about," he says. "It's not just about matching buyer and seller. In order for the network to work, people have to keep coming back over and over again." 

Mr Smith suggested that carriers should try to take some ownership and involvement in the e-marketplaces, rather than see them as threats. "These e-marketplaces are really your marketplaces," he says. 

Chase H & Q is a major investor in Celarix, the online marketplace for logistics. "The reason we invested in Celarix is that what we saw was a company that aggregated an incredible wealth of domain expertise, captured by a bunch of technologists," he says, liking the way Celarix has established itself as a marketplace, not an auction site. "It’s a place where people come together and chat."  

Mr. Smith says that there is a trend in the industry for software companies to evolve into "knowledge companies;" rather than sell software on CD-ROMs for a fixed price, they provide knowledge based services connecting people together and providing them with applications using a mixture of disks and applications which run over the internet.

SUBHEAD

Where auctions work

It should be stressed that there are niches in the maritime industry where auctions are in fact quite likely to work. Auctions are likely to work very well in the sale of bunker fuels which, even the most die-hard bunker sellers concede, are pretty much a commodity and a market where sellers can fairly comfortably be differentiated on price. 

Another area where auctions are likely to work is in exchanges for empty box containers (such as the Interbox and SynchroNet systems). Companies make deals between each other to move each other's empty containers where there is a mutual benefit (perhaps one carrier has a cargo that needs moving the other way). This marketplace works because it is peripheral to shipping line's main business, and provides them with financial benefits without any big threat or loss of control.

GoCargo is alone in pushing ahead with an auction model for booking container shipments, creating a trading floor for shipping lines to bid against each other for shipper's business. So far, GoCargo has proven very unpopular with shipping lines, because it threatens to take control of business and customers out of their hands; GoCargo claims that shipping lines are gradually coming around to accepting the system, although none of them have told Compuship about it. 
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MAIN HEAD The GoCargo model

DECK HEAD 

GoCargo is a powerful figure in the maritime e-commerce industry and love it or hate it, is worth analysing in depth. 

BODY

The company, which is very well funded and based in Manhattan, is building up an online trading environment for container shipments. Shippers indicate where they need containers moved from and to, with both port to port and inland to inland container load shipments. 

Carriers then bid for the business. The carrier is not told the identity of the shipper, since this could lead to favoured shippers being given favourable rates. The carriers are told about bids made by other carriers; the shipper is told the identity of the carrier and what their bids are. Finally, the shipper chooses a carrier to give the business to, based on the price and how much the shipper likes that particular carrier. 

GoCargo wants shipping lines to see GoCargo as a tool where they can win additional business. "We can close more business in half an hour for a shipping line than three [of their] salespeople can close in a week," asserts GoCargo's Eyal Goldwerger.

Carriers using the system are given a rating, provided by shippers who have used that carrier before. The rating is based on the criteria of on-time performance, accuracy and timeliness of documentation, customer service and quality of equipment. Conversely, shippers are given a booking frequency rating, which is a ratio of the number of auctions the shipper books compared to the number it actually posts on the system, intended to give an indication of the shipper's cargo-readiness. 

All the cargoes posted by one shipper can be listed together. This enables carriers to bid on the aggregate business, rather than going through the time consuming process of bidding on each shipment separately. 

The online system is supported by a team of about 20 "traders," who contact shippers and carriers and alert them to possible business on the system, taking them through the deal. These traders help to manage many of the auctions, which take place on the system. 

GoCargo takes commissions on a sliding scale. It takes 1 per cent for service contracts, 2 per cent for spot full container loads, 3 per cent for less than container loads, 10 per cent for spot break bulk cargo and 10 per cent for spot project cargo. 

The company has gone to great lengths to make itself accessible to the industry. It has can be contacted through toll-free telephone numbers, not just in the US, but also from Japan, China, South Korea, Taiwan, Hong Kong, Singapore, Brazil, Italy, UK, France and Germany. 

SUBHEAD

A lukewarm reception

Despite these benefits, GoCargo is widely seen by the shipping industry as representing everything they are afraid of in e-business. Primarily, it takes away control of their business. Secondly, they feel that it denies them ways to differentiate their services from competitors, encouraging customers to choose based only on price. Thirdly, they do not like not knowing who their customers are.

The relationship between carrier and shipper, the shipping lines say, is a rich and complex one, built up over decades and revolving around long term business contracts, not spot business. Carriers do not want shipping lines bidding against each other for individual shipments.

GoCargo disagrees. "If we compare it to airlines, there are some customers who have already decided they want to do business with an airline; they'll do business with that airline," says Eyal Goldwerger. "But if you want to do business from point to point, you'll go to Travelocity and see what the different airlines have to offer."

"If most of the market [for container shipments] are that type of players, then you cannot ignore it," he warns. "The customer is served the way the customer wants to be served."

Mr Goldwerger claims that many shipping lines are gradually coming to accept the GoCargo system. "Carriers have gone through an interesting transformation. It has gone from antagonism to semi-acceptance," he says. "We say, 'bidding is believing,'"

"I met with a large carrier. The president told me that he would never ever participate in the exchange. When I had some potential business for him, I sent him a fax with the names of shippers who wanted to be served. Now this carrier is one of our biggest customers." 

GoCargo emphasises that it adds a great deal of value to shippers, helping them secure carriers from their cargo. "It means instant value added information, connecting to new trading partners and better clarity of choice," he says. 

SUBHEAD

Assessing its chances

The battlefield is set. GoCargo has very convincing reasons why shippers should use the system; they simply say what they need and let the carriers do all the work. They gain instant access to carriers they could not access before and arrange their shipments by clicking the mouse. 

It seems clear that GoCargo does, indeed, take power away from the maritime industry and give it to their customers; perhaps evidence of this is that the company has a great deal more support from shippers than it does from carriers (they are signing up at a ratio of about 5 to 1). 

There are two factors that GoCargo may have underestimated. The first is how much shippers do, actually, prefer to enter long-term contract arrangements with shipping lines, which are very difficult, if not impossible, to negotiate on a GoCargo-type exchange. If, as shipping lines claim, most of their customers do prefer long term contracts, then GoCargo has very little potential business. 

The second factor GoCargo may have underestimated is the power of shipping lines to form alliances. If they get together and decide not to use the system then there is very little GoCargo can do, short of setting up its own shipping company.

On the flip side, the shipping industry might well have underestimated the power of the internet. Maybe the reason shippers prefer to tie shipping lines into long term contracts is that they know that is the best way to secure high service standards from them. But general service standards are rising all the time. 

Perhaps shippers would prefer to arrange shipments in spot contracts if it became convenient to do so; perhaps they would be much happier with more flexible, short term agreements. Perhaps moving containers is a far more commoditised industry than most shipping lines would like to think and highly suitable to point and click-type business transactions. 

PAGE BREAK

SUBHEAD

The Celarix model
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Celarix (at www.celarix.com) is also an online service for arranging cargo shipments, but the model is very different to the GoCargo one. Rather than simply match buyers and sellers, Celarix aims to create an electronic "marketplace" for doing business, talking and exchanging data with whatever degree of confidentiality that is required by the various players. 

The company points out that 90 per cent of the job of a logistics manager is making sure shipments arrive on time and only 10 per cent is arranging business with carriers. Celarix has modelled its marketplace around this, placing a great deal of emphasis on building tools for carriers to provide tracking information and shippers to make sure they know where the shipments are. 

Evan Schumacher, ceo, says that it is important that internet companies look at the service they were providing to the industry, and not simply see themselves as internet businesses out to make as much money as possible. "Are dot coms friends or foes?" he asked. "I would argue that if you look at yourself as a dot com then you are probably a foe." 

Celarix was built based on Mr Schumacher's own experience of a logistics manager, where he quickly tired of having to deal with all the carriers separately. " As a logistics manager, I wasn't going to waste my time going to 30 different carrier websites to get what I needed," he said. 

Mr Schumacher sharply criticises online auctions, because they dramatically transfer power over the transaction into the hands of the buyers. He predicted that all of the exchanges for container transport, including GoCargo, will eventually go out of business. "It’s a very bulling effect," he comments. "Where's the win-win for everybody involved?"

A further disadvantage of auctions is that people typically use them to trade very small amounts of containers; there are also a great many of them and none of them have emerged as the leader. "People say, 'I don’t want to play in 50 auction sites, with one container here and one container there,'" he says. 

Marketplaces, by comparison, allow people to continue to have ownership over their cargo; they can continue to have close relationships with their customers, yet enjoy the networking benefits of an online exchange. "It's your freight, its your customers," he said. 

Mr Schumacher thinks that logistics companies will change a great deal from how they are now. "In their current form, 95 per cent of transportation exchanges will not survive," he predicted. " The true importance of an invention is rarely evident at birth."

Mr Schumacher says that in the electronic world, logistics companies will still have to be innovative if they want to survive and stay competitive, as they have to in traditional business, although some of the skills will be different. He stresses the need to get involved in the electronic world early. "The earlier you invest, the more competitive advantage you obtain," he says. 

He says that the many companies who are moaning about how much e-commerce could upset their business would do very well to look at the opportunities which are out there. "What we hear is that the people with the most to lose from a transport online market also have the most to gain," he says. 

Celarix has plans in place to develop tools for the bulk shipping industry, to complement the tools it has presently which are mainly geared to containers and less than container load shipments. "We have a real value proposition," he says. 

Paul Crinks of Interbox

Paul Crinks, president of empty container exchange Interbox, talks about the need to connect exchanges into people's business systems. "Exchanges in isolation are going to be very difficult to people to build into their workplaces," he said. "Do people have systems which support the opportunities which exchanges generate?

It is very important for people to consider how the exchanges can actually be used, rather than simply trying to build up an exchange. "The far greater challenge is working out how to use the information," he says. 

Mr Crinks said that the biggest challenge InterBox faces is encouraging users to accept using the system as part of their day to day business; whilst many people in shipping lines agree that InterBox presents a very good opportunity to cut costs, getting them to actually use the tool is much more difficult. 

Venture capitalist Claire Milonas

Shipping venture capitalist Claire Milonas presents the venture capitalist's point of view. Venture capitalists are often very keen to push their internet investment companies to an IPO, because this is the main way they get return on their investment. "Without a liquidity event, there is no venture capital return," she says. 

She predicts that there will soon be a battle between transportation exchanges to see which one reaches IPO first, since none of them have got there so far. 

Traditional companies have a lot more power over the e-transport economy than they might think, she says. "If the main shipping lines got together and produced an exchange, that would put GoCargo out of business," she predicts. "But that probably will not happen, it requires a lot of co-ordination."

Claire predicts that online procurement in the maritime industry might happen very quickly, but online chartering could take much longer. "Online chartering will have a rough road ahead but eventually will work," she predicts.

Jim Dolphin of Booz 

Jim Dolphin of consultants Booz Allen and Hamilton says that many internet companies are throwing lots of money at very bad business ideas. "A bad business idea on the web is just a bad business idea where everybody can see how bad it is more quickly," he says. 

Peter Evensen of Chase Securities 
Peter Evensen, head of global shipping with Chase Securities, talks about how Chase sees the movement of shipping onto the internet. "At Chase we've looked at it as all about the battle for the customer and who will gain the upside," he says. "We are also trying to work out what will be the dominant model in the shipping dot com revolution."

Dirk Langeveld, ShipDesk

Dirk Langeveld of online shipbroking company ShipDesk talks about the ways the internet empowers people to talk to each other much more and to far more people. "A powerful global conversation has begun. People are discovering ways to share the relevant knowledge," he says, quoting a recent book, The Cluetrain Manifesto. He points out how the internet can make people in markets much smarter and more informed, without anybody really having to do anything to make it happen. 

As an example, he talks about his experiences at shipping line SeaLand, when the company published port productivity figures on its intranet. Without having to do anything, the ports at the bottom of the list wanted to talk to other ports to work out how to improve. "Technology enabled conversations that had not been heard before," he says. 

Mr Langeveld stresses that an open attitude to business is essential to allow the conversations to happen. "Paranoia tends to kill conversations," he says. 

BOX TEXT

Much of the research for this article was made at the Transport Internet World conference and exhibition, part of Marine Money magazine's 12th annual Ship Finance Conference in New York, June 20-21, 2000. For further information, see www.transportinternetworld.com
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SUBHEAD

APL's opinion

Shipping line APL is undoubtedly in the top three shipping lines for using information technology in container transport, leading the market with its online services. Each of its customers is provided with a custom homepage on the APL site, called HomePort, from which they can monitor the up to date status of all their shipments. 

Shippers can even conduct business with APL through handheld Palm Pilot computers, making sure their shipments will arrive on time. "We were saying 'we need those' as soon as the first Palm Pilots came off the production lines," says Rick Ginley, director of corporate communications. 

APL is planning a voice recognition tool on its website, enabling customers to conduct business by talking, not just pointing and clicking. It already has functionality for shippers to reroute shipments, which are already in transit and conduct 'live chat' text messaging with a customer service representative over the website. 

TAKE OUT TEXT

"We have no plans to work with dot coms"

APL has clearly stated that it has absolutely no intention of working with any of the online logistics services. It believes that its own information technology tools are as good as, if not better than any internet company can build. 

"We have no plans to work with dot coms," says Mr Ginley. "I think it comes down to, 'why work with the dot coms when you can build something yourself?"

Allowing a dot com company to come between a shipping line and its customers effectively amounts to letting somebody else look after your customers, he says. "The container business is highly competitive. Why should you give away your customer relationship?"

APL is sceptical about whether third party websites for container shipments will ever work. "Their survival depends on the carriers working with them," comments Mr Ginley. "There will be two tiers of carriers, those that won't work with dot coms and those that will." 

He argues that most of the shipping lines have very little to gain from working with independent third parties. "Most of the carriers, in varying degrees, already have their own systems," he says. 

Further, APL believes that the ability of internet companies to allow shippers to do business with many carriers simultaneously adds no value, because most shippers have decided which carrier they want to work with before they even start. 

If it transpires that shippers do want to do this, then it makes far more sense for the shipping lines to group together to create their own bidding and booking system for container shipments, rather than allowing a third party such as GoCargo to manage the business.

He argues that the most important issue of deals between shipper and shipping line, in which most of the larger shippers tie up most of their time, is confidential contracting, putting together long term deals rather than spot transactions. 

"The overall trend is long term partnerships with carriers," he says. " Its all a sense of partnership with the customers. Its significant of a maturing relationship between shipper and carrier. These are things which the dot coms can't offer.". 

In addition, shippers are unlikely to be comfortable having a business relationship with a carrier which is initiated automatically rather than through conversation with a human being, he asserts. "They want the ability to pick up  the phone and talk to a customer service rep," he says. 

Electronic tools such as GoCargo replace this human customer relationship with a business process which just revolves around the rate, he says. "Do shippers want a relationship with their carrier, or do they just want the rate?" he asks.

Carriers are becoming increasingly aware that having a price for a shipping line to move the cargo is of little use on its own, because it provides little indication of what service quality the carrier can expect. "It doesn't matter what the rate is, its what they get for the rate," he says.

Customers who just want to choose a carrier based on the lowest rate inevitably get to hear the lowest rate anyway, whether or not an internet bidding tool is used, he points out. 

The one area where internet companies could benefit the maritime industry, he says, is helping smaller shipping lines, which do not wish to invest in their own information technology infrastructure, become e-enabled very quickly.  "They can deliver the same level of customer services and information that the major carriers can," he says. 

