“I Need to Add an NVOCC to the Mix”

In 2009 and particularly in 2010, those who participated in the global transportation business witnessed fiscal, operational, and often emotional turmoil.  Rate wars, capacity reductions, financial bailouts, service cuts, organizational restructuring, and a global recession later, international carriers have not only returned to fiscal stability, they have learned a lesson that is far more valuable. Gone are the days where carriers see themselves as being ‘service providers’. If the last couple of years have taught them anything, it’s that their business is a commodity, that commodity is capacity, and effectively managing capacity drives their business success.

Though we were all impacted by the unpredictability of 2009 and 2010, the vulnerability of the BCO (Beneficial Cargo Owner) model was particularly exposed.  As many importers faced an inability to obtain adequate space and equipment to satisfy their commercial needs, they were forced to look for an “out of network” provider – typically an NVOCC – and obtain pricing and space which was more available through the “spot market” channel.

It’s a familiar story.

What Did 2009-2010 Reveal About Your Supply Chain?

BCO’s typically rely solely on their contracted carriers. When markets were more stable, this program was workable. However, when market conditions change, the inability to react quickly creates a number of challenges. Regardless of what unforeseen challenges lie ahead, unpredictability and market volatility place a heavy burden on the typical BCO supply chain program.  In many cases, what last year revealed to many was that their supply chain was not able to effectively cope under tremendous stress, and it took a space crisis to reveal it.

Lack of visibility, flexibility, options, control at origin, and even compliance all combined in a perfect storm to inflict pain on many importers:  lost sales, penalties, chargebacks, damaged relationships, lack of trust, and costly inventory imbalances.  How many times were you “out of stock?”

It Won’t Happen Again.

The challenge today and in the future is to create a robust supply chain able to withstand and adapt to constant market change.  We are all participating in a market plagued by an inability to anticipate.  We will certainly not have a repeat of 2010 – every year the cycle is different.  But there are tremendous challenges and uncertainties ahead – all of which impact your supply chain and bottom line.  Many of these uncertainties are created by the industry:  transfer of chassis responsibility in the US, equipment shortages in Asia, unclear peak season volume demands, impact of slow steaming and service cancelations, rail and demurrage limitations, capacity fluctuations, regulatory changes and compliance issues.  Many of these uncertainties are inherent in your business:  changing retail demands, fluctuating inventory requirements, retail sales uncertainty, forecasting challenges, vendor compliance, production delays, and labor issues in China are just a few.  And of course, there are natural disasters, piracy, war, and the impact of the price of oil.

How Does The Solution Occur To You?

A potential solution to combat this uncertainty, and one we have been hearing in discussions with the BCO community, is the need to “add an NVO to the mix”. With multiple carrier contracts, access to capacity, the ability to react quickly to market conditions (positive or negative), it seems adding an NVOCC solves the problem. A favored approach of selecting vendors by the BCO community is through an RFQ. Multiple vendors are invited, rates are submitted (based on market conditions at the time of tender), the winners progress, and the losers go home. By simply adding an NVO to an RFQ, will the challenges identified above be resolved? We believe the answer is no.

Simply adding an NVOCC to a process that is fragmented and broken won’t deliver the results you are looking for.  An NVOCC acting as a “carrier” won’t provide the flexibility, visibility and origin control across your entire supply chain so desperately needed.  Only a strategy that integrates choice, options, and visibility – especially with your portfolio of carrier contracts – within a program that is built to empower you to easily adapt to changes and uncertainties impacting your business will work. 

Why Is This So Important?

Supply chains are complex, and complexity requires adaptability.  Having the capability to manage and access data is critically important to be able to make the right strategic decision that will drive business performance.  Requirements change weekly, sometimes daily.  And the ability to manage choice within fixed carrier contracts and services to obtain the right blend of speed, capacity, cost and reliability is a must.  

So as you prepare for this contract-signing season, and revisit the lessons learned over the past few years, we are challenging you to think differently, to rethink the role of the NVOCC, not just as a strategic partner, but as a facilitator of choice and flexibility in your supply chain.
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