Erasmus University Rotterdam
Making Minds Matter




About me

Founding director Erasmus Commodity & Trade Centre

University professor
PhD 2007 Geography
Father of 3 kids (12y, 10y, 7y)

What sparked my interest to spend the last 10+years of my
career to study trade in commodities?

My mission is to nurture ideas and talent for tomorrow’s trade
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Today’s Outline.

Commodity Trading: Transforming uncertainty into manageable risk
VUCA World

Dynamic Capabilities

Think the Unthinkable

Disrupt your own business first



The Invisible Hand:
Transformations in
Time, Space and Form

 commodity traders direct resources to
their highest value uses in response to
price signals (Pirrong, 2014)

* Traders add value by transforming
commodities in space (shipping), in
time (storage) and in form (processing,
blending)

* Transforming uncertainty into
manageable risks while securing the
physical supply of critical inputs to
client industries and customers globally

Traders arbitrate on the geographical
and temporal differences in supply
(stock), demand, price, lots, quality
and risks.

For this it needs to capture value from

information asymmetry and optionality

Secret of the trade is in the trade!




Difference between Risk and Uncertainty

FIGURE |. Risk and Uncertainty

" Three types of Knowledge: - ‘
e ™ CHAOS THEO R e

* Things we KNOW WeE s }

CONDENSED VERSION _ (@) Risk r g

» Things we don’t knc ARTERMMETMNGS | QK HEGwE T RANGE
TN HAWALL. ..

F F4

(2 > F
|
Fr F F?
"D E F
: : . CAUSING A SPIKE INTHEPRICE | CAUSING COMGRESS TO DRILL ientify al ive fu -
Typical Risk Management Tools: or asoue. - FOROILINTHEAN.WR. | probasiie and known A
i . _itional probabilities : E? :

V@R metrics, hedging, insuranc
planning, diversification, codes o
compliance, culture.

Managers don’t know distant futures
(Let alone their probabilities)

% '
@ [T i -
“raymyg Chess has elements E{'

" Deep Uncertainty= “Unknown Unknowns” of managing risks; managing .
y W
uncertainty is more like Mixed "

Martial Arts”

Classification: Internal



Erasmus
Commodity &
Trade Centre

We live in a VUCA world
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How to navigate the VUCA turmoil?



Dynamic vs Ordinary Capabilities
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Figure 2.8. The two ‘brain-halves’ of the organization

‘ordinary capabilities are about doing things right,
dynamic capabilities are about doing the right
things’ (Teece & Leih, 2016)

“With deep uncertainty, good management must include the
art of imagining a future and endeavoring to build it. Reason
and analysis is only one element of the process”.

Ordinary capabilities are governed by managerial
skills, dynamic capabilities are governed by
entrepreneurial skills.

Classification: Internal



Dynamic Capabilities: sense, seize and transform
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Fig. 1. Simplified schema of dynamic capabilities, business models, and strategy.
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How to navigate this VUCA world?

FIGURE 3. How the major components combine.
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Importance of Scenario Thinking



Interconnectivity between humanities greatest challenges =
interconnectivity across commodity markets!
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Demographics, climate change and geopolitics
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Scenario planning as tool develop dynamic capabilities

The Geopolitics of Energy Transition

Accelerated Energy Transition

The West vs the Rest Global Green Deal

Renewed
Geopolitical Stability

Amplified
Geopolitical Instability

Global War for Resources l Nations First

Constrained Energy Transition

Jacobs, Widdershoven, 2022



Role of Digital Technology and Al

Algorithmic trading has not been widely
adopted beyond the most liquid markets
such as power and financial oil, with mainly
the hedge funds active.

In analytics, Al is more and more used to
predict and anticipate changes in the
fundamentals and macros: machine
learning through neural networks and
natural language programming (GenAl)
exploiting vast data landscapes.

In trade execution and in the backoffice
change is slow, but the costs of
development and employment of DLT and
Al has been reduced considerably
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Think the Unthinkable !

Taboo Scenarios:
How 1o THINK ABOUT
THE UNTHINKABLE

Paul J.H. Schoemaker
Philip E. Tetlock



Disrupt your own Business First!



Disrupt your own business first: the Rise of the Phoenix.

Stage 1: Groundwork. Prevailing mindsets and values are
qguestioned. Major global trends are examined. Group
members work toward a Phoenix Attitude, which
embraces upheaval as a catalyst for change.

Stage 2: Battlefield. The facilitator delivers a short list of
scenarios that could disrupt the company. The threats
might be new technology, demographic shifts, social
trends, or all of the above. Group members craft the
most devastating attack and use it to shine a light on
their business’s weaknesses.

Stage 3: Breakthrough. New strategic priorities are putin
place. New business models are adopted. The Phoenix
rises.

Woodward, Padmanabhan and Charan, (2020), MIT Sloan
Management Review)




Do trading houses possess dynamic capabilities?

We live in a VUCA world

Commodity Trading Firms have sensing and seizing capabilities, but do
they also have transforming capabilities?

Scenario thinking can help, but should be supported by enabling
culture and leadership.

Disrupt your own business first and think the unthinkable!
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