CMA gets rough

There was some tough talking at the Connecticut Maritime Association conference this year. Barry Parker gets stuck in 

This year’s Connecticut Maritime Conference (CMA) lacked last year’s dotcom mania, but instead featured the beginnings of what will be a long war. Sitting in the audience at this years’ seminar, the shots heard around the world were fired. 

A polite verbal skirmish erupted between LevelSeas and the Baltic Exchange. The contested turf is the broker’s patch. Are the brokers part of the ill-defined inefficiencies that online marketplaces hope to wring out? The Americans, long counted out of the shipping industry, have re-invented themselves with a new role: providing a venue for the London boys to duke it out. 

SUBHEAD

Ludicrous valuations

After the CMA speeches, the debating moved out into the hallway to Johnny K’s foosball table, adjacent to the main meeting room, where some animated discussions of company valuations took place. 

One participant queried how LevelSeas could be valued at $100 million, if the aggregate annual revenues of Strategic (an exhibitor) and Dataworks (not an exhibitor) were far less. 

I pointed out that recurring revenues bring about higher valuations, just because of their predictable nature over multiple years. I also tried to explain that “hidden revenues”, i.e. money streams not even contemplated now, will be put through online marketplaces as out of the box thinking gives rise to new products.  

My sparring partner gave me a blank look when I explained the inverse relationship between the lower discount rate and the higher company valuation, so I switched back to foosball. 

SUBHEAD

Community and credit 

Every industry conference reminds me of the importance surrounding the “community” aspect of our business. The consultants’ business process analysis, revealing “inefficiencies” (that are then cited in Powerpoint presentations at conferences) gloss over the important lube oil that intermediaries bring to a marketplace. 

Indeed, the CMA ShippingBabes booth, with its foosball table (a holdover from the so-called new economy), proved to be a magnet for the heated discussions of shipping people from US, UK, Greece, and Norway. Every year, this conference, and others around the world, provide the glue and community we all crave, as online and offline happily complement each other.

Can “community” follow the transition to the web? Can online communities substitute credit guarantors for the trust that comes from knowing everyone on the trading floor? Or, should marketplaces bring in credit guarantors to extend the reach of a human marketplace, as OceanConnect and Smartbunkers, both of whom had booths at the CMA expo, have done? These are questions that we are all pondering. 

During the question and answer session, it became apparent that the Baltic Exchange has a good handle on “member to member” matters, with respect to a mainly London-centric venue. A concern clearly emerging, however, is that non-members’ words lack tight bonds embodied among member to member trades. Credit enhancements, effectively allowing an extended community, will add substantial value. 

The Baltic Exchange, which persists in trying to interest a London commodity exchange in clearing futures contracts on individual routes, should change its tack and, instead, bring in outside credit guarantors. As suggested by Jean Richards from Fairwind Shipping, the Baltic should follow the lead of OceanConnect and SmartBunkers in this regard, to reflect this new age (not new economy) notion of community. 

Sites like www.demobeach.com will also need to look closely at the credit issues, as they have done with inspection issues. Demobeach is offering an innovative approach to facilitating some of the most horrendous negotiations in the business, scrapping transactions (primarily on the Indian subcontinent). While not necessarily the most elegant technical solution, such a site adds considerable value by cutting through a horrible business process.

SUBHEAD

Forward freight and bunkers

The online world is opening up vast new vistas for forward freight and bunker products. At the CMA social events, I had a chance to chat with outgoing Commodore Per Heidenreich, who confirms that his company manages the income side of its finances with freight derivatives. 

The incoming Commodore, Mr. Marc Saverys, has lent considerable liquidity to these marketplaces over the years. The Belgian outfits tied to Mr. Saverys have been active users of Biffex futures in the 1980’s, and, more recently, forward freight agreements. Both of these organizations will no doubt increasingly use their web sites as windows on the freight derivatives (and also energy derivatives).   

The internet will infuse itself into bulk shipping through forward freight marketplaces, and this will happen without futures exchanges. Big commodity exchanges have absolutely zero interest in maritime freight, or bunker contracts. 

The shipping industry has little tolerance for highly standardised contracts and for regulatory scrutiny. Besides, credit clearing over the net is a much cleaner mechanism for guaranteeing paper performance. 

Many sites that talk about “futures” should be careful of nomenclature. Regulated exchanges trade futures, where a clearing mechanism guarantees performance. In contrast, the shipping industry trades “forward” instruments, including FFA’s over the counter. 

Credit, and the ability of the other party to perform, plays a key role in such marketplaces, as the concept of community is expanded over multiple continents. 

Let the regulated exchanges trade futures contracts aimed at broader markets and let maritime brokers add value through the ability to customize forward contracts. Under any scenario, the Baltic Exchange must become more aggressive about licensing its indices to all comers, a well trodden path in the intellectual property world. The value of the indices is recognized, and I would support, and help the Baltic lobby for, such a licensing scheme. 

EnronOnline, already making a market in some of the routes for big ships, is leading this charge, along with SSY and Clarksons (both of whom are online). Around the cocktail parties, there were discussions of a Norwegian online effort where Baltic tanker index routes will be traded over the internet. 

Some of the “hidden value” for maritime dotcoms referred to earlier will come from derivative and paper transactions and the infrastructure needed to support them. Meantime others such as Heidmar are using their websites, as windows onto the derivatives markets. 

SUBHEAD

Meanwhile at ING Barings

It was a busy week. Thirty miles south of Connecticut, in midtown Manhattan, financiers ING Barings hosted a transportation/ logistics investment conference at the same time as CMA, where speakers from at least four transport modes re-affirmed our contention that online transport activities should be grounded in the physical world. 

Parenthetically, a handful of leading listed tanker companies were speaking; and e commerce came up only in the context of a tracking system for barges and tows in the U.S. inland river system. 

The keynote speaker, from AMR Research, suggested that Private Trading Exchanges, somewhere in between extranets and online B2B marketplaces, would provide the corporate face on the market for many transactions. 

Sadly, the bulk shipping guys had all left by the time that AMR and then Tradiant (the platform behind the GTN, soon to be re-named) spoke. This is too bad also, because, in some ways, the liner marketplaces are taking a cue from their bulk cousins. 

GoCargo is presenting Navipact, a tool for managing liner service contracts. Shipbrokers and some of the listed companies presenting at the ING conference have been managing contracts of affreightment for years, but their liner brethren are left to reinvent that wheel. 

SUBHEAD

A circle of friends

We were amused to see that one online marketplace, Cargobiz.com, unfortunately not at the CMA Conference, but touring the States a few weeks prior, has announced that it will be starting an online  “Circle of Friends”, hoping to bring members of the shipping business together. This is laudable, but worth a chuckle because of an eerie resemblance to the “Company of Friends” brought to us by my favorite mag, Fast Company. 

In all seriousness, the idea is good but must be handled sensibly. The shipping industry already has numerous circles of friends who move seamlessly from New York to London to Oslo to Greece, and on to Hong Kong and back again to the States. 

On the maritime internet, the winning media formula has been a combination of online presence and physical conferences. In my opinion, Cargobiz, with a good site and business model, should concentrate on shinc and shex, and let the community coalesce around the business end of the site, i.e. the ships and cargoes listed by its impressive member list. 

If my buddies in Hamburg ignore my advice, and insist on following the Fast Company prescription for online community, I would hope to be invited to any offline beer blasts which invariably buttress the online community. 

As a practical matter, the community component of business sites is often the “user group”, with coffee served afterward, which would also be worth attending. When in Germany, I will also take the time to visit GloMaP (http://www.glomap.de), with roots in the physical marketplace now making a smooth transition to the online containership realm. 

In a well thought out strategy, GloMaP has also allied itself with a marketplace for connecting container ports with the hinterland. Their circle of friends is conducted via an old tool, the telephone. 

