CONTAINER SILK ROAD: OPTIMISATION OF THE TRANSIT CORRIDOR

Fyodorov, Evgeny A., JSC MIR Initiative, Moscow, Russia.
Lyovin, Sergey B., JSC RZD Logistics, Moscow, Russia.
Sultanov, Ernest Sh., Forum of the Cities of the New Silk Road, Moscow, Russia / Torino, Italy.

ABSTRACT

The article analyzes the economic potential of
transit transportation China—Russia—EU, the need of
active state investment support for its development,
modernization of transport infrastructure, primarily
the border and terminal infrastructure, which will
increase the transit capacity of railways and the active
involvement of Russian regions in transportation. The
authors advocate a comprehensive supranational
approach that takes into account the interests of all

participating countries and unites various railway
systems, including transformations related to
harmonization of rules, customs principles and
tariffs. First of all, it concerns unification of norms
and development of a single standard for container
transportation, which will make it possible to
significantly simplify and reduce the cost of
operations, as well as to move to more efficient
intermodal technologies, and turn a set of routes into
a single transit and logistics corridor.
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1.

«The modern Silk Road cannot be only
Chinese», said Emmanuel Macron, speaking on
January 8, 2018 at a press conference in Xi’an, the
starting point of the trade caravans of the ancient
Silk Road. This short phrase of the French
president reflected the whole range of feelings of
European leaders about the Xi Jinping’s «One Belt
One Road» initiative — both hope and willingness
to cooperate, and cautiousness. An ambitious
project involving the creation of seven transport
arteries between the PRC and key Eurasian regions
was launched in 2013, and already in October 2017
it became a program for the Chinese Communist
Party. Under the banner of a new political and
economic doctrine, the Chinese have invested
billions of dollars in infrastructure projects
throughout Eurasia and intend to continue what
they have started.

The strategy «One Belt One Road» is gradually
becoming a kind of a springboard for Chinese
construction and logistics companies. Investments
through Eximbank, the Asian Bank for Infrastructure
Investments and other financial structures related
to the PRC government provide ready-made
contracts to Chinese firms on a non-competitive
basis throughout the world. In the last few years,
a similar process has intensified in the EU’s
influence zone — Chinese companies, for example,
build railway lines in Serbia and lease the Greek
port of Piraeus. This port enjoying a favorable
location relative to Suez, thanks to Chinese
investments can become a serious competitor to
recognized leaders — Rotterdam, Antwerp,
Hamburg, which cannot but disturb European
countries. They would prefer balanced solutions.
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One of such solutions over the past five years
has become the transcontinental railway route
China-Russia—Europe: since 2013, the volume of
container shipments between the PRC and the
European Union has increased 10-fold and
continues to grow at the same rate. Initially
launched for a one-way export route from China,
the route drew the attention of European shippers
who began to load Chinese trains on their way
back.

Most of transportation is carried out along the
so-called Northern Corridor, passing through the
territory of Russia. Thanks to the successful
location of the railway infrastructure — the Trans-
Siberian and Baikal-Amur Mainlines - it is possible
to significantly increase transit and this increase
in volumes can become a powerful stimulus for
development of the regions of the country both at
the expense of receiving revenues from servicing
the railway lines and at the expense of potential
expansion of own exports.

However, the future of the direction China—
Russia—EU raises questions. A number of authors
[5, 13] express serious doubts that rail container
transportation through Russia will be able to
compete with traditional sea routes and provide
the same growth rates as in the last five years. The
unavailability of the transport infrastructure of the
EEA countries, the imbalance of trade flows, and
the financial dependence of operators on Chinese
subsidies are key problems that in the long run can
slow or stop the growth of container shipments.
Their solution is a priority for Russia, if it counts on
the leading role in the organization of transit traffic.
The benefits of participation in the project «One
Belt One Road» — development of the regions of
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Pic. 1. Development of rail container transportation between China and the European Union

(data Roland Berger).
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Siberia and the Far East, the strengthening of
foreign trade relations with the PRC and the EU are
the main strategic goals for the Russian Federation,
therefore in this situation it makes sense at the
state level to support container initiatives.

Within the framework of the specified goals and
objectives, the authors analyzed the international
transit in 2013-2016 using statistical data of
customs authorities, JSC Russian Railways, and
evaluations of the experts in that field, which
helped to determine the competitive niche of the
route, the main problems and possible solutions.

Objective. The objective of the authors is to
assess container Silk Road capacity and to
consider measures of optimisation of the transit
corridor.

Methods. The authors use general scientific
methods, comparative analysis, statistical method,
scientific description.

Il.

Despite the fact that the development of
transcontinental container transportation is rightly
associated with the Chinese initiative, pioneer role
in the launch of container trains on the route
China-Europe belongs to the company Hewlett
Packard. In 2011, two years before the launch of
the «One Belt One Road>» initiative, HP organized
a weekly electronic shipment from its plant in
Chongqing to German Duisburg. Today, this route
is followed by more than 50 trains a week.

The development of new railways successfully
coincided with structural changes in the Chinese
economy. Over the past decades, the eastern
regions of China by economic development and
living standards have gone far ahead of the rest of
China; many enterprises (Unilever, HP) against this
background began to move to the remote areas
from the coast western areas, where workers still
agree on low wages. As a result, new fast-growing
centers appeared in the west of the country, for
example, Chongqing, Chengdu, Shenyang, where
appeared large industrial shippers — producers of
electronics, automotive parts, pharmaceuticals
and other categories of goods destined for the
European consumer. A significant part of the
suppliers prefer to send the goods immediately to
Europe from the nearest railway station, and not
along the traditional sea route — after all the ports
of the East China Sea are located 2000 kilometers
to the east.

A decade ago, the alignment of forces in the
PRC-EU transport market was stable and simple —
most of the cargo was packed into sea containers,
and a small part of expensive and urgent shipments
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was transported by air. However, with the launch
of regular rail traffic, the situation has changed —
rail container operators managed to occupy the
«golden mean» between sea and aviation analogues
in terms of price-time ratio (see Pic. 4).
Nevertheless, the railway routes in terms of scale
and capacity are not comparable with the sea ones:
despite the positive dynamics, railways will not be
able to impose serious competition on cheap sea
container ships. According to Roland Berger, the
share of rail traffic in trade between the EU and the
PRC in 2016 was 1,2 %, and the most favorable
forecast assumes an increase to 2,5 % by 2027.
Why, in this case, is it worth talking about the high
potential of transcontinental container
transportation?

Railway container operators managed to find
their own niche — products with high added value.
In 2016, the total volume of trade between the PRC
and the EU amounted to 110 million tons in physical
volume and 515 billion euros in monetary terms.
Except for the crisis periods, the flow of goods in
this direction has steadily increased — in 2007,
similar indicators were 101 million tons and 354
billion euros’. As it is easy to see, if the trade in
value of goods has grown significantly, then by
weight of cargo it has remained almost unchanged.
We can connect this trend with the increase in the
share of goods with high added value in trade.

It is that the producers of such products that
represent the main customer base of railway
operators, which they managed to accumulate due
to a gradual decrease in the delivery time and
transportation rates. Sea freight still offers a much
more favorable tariff (1,5-2 times cheaper than
railway competitors), but for the consignor, the
importance is not so much the value of the tariff as
the indicator of the total transportation costs. The fact
is that in total transport costs, in addition to the cost
of delivery, the working capital is taken into account,
which is «frozen» in the operational cycle. Railway
routes allow to reduce this cycle by 16-25 days.

We can conclude that it is more profitable for
producers of some goods (for example,
smartphones) to send them along a more expensive
but a faster route, since the working capital costs
(a kind of interpretation of the alternative cost)
exceed the transportation tariff itself. To such
goods we include electronics, medicine, cars and
car parts, clothing, luxury goods, some food. It is
curious that the routes originally intended only for
shipments to the European Union gradually began

!'World Bank data; last accessed 03.06.2017.
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Pic. 3. Dynamics of traffic volume, thous. TEU.

to be filled with these goods in the opposite
direction. BMW uses them to send the most
sophisticated automotive parts manufactured in
Germany to the plant in Shenyang for the final
assembly; Polish farmers, seven years ago, who
did not have access to the Chinese market, thanks
to new routes annually export food products to
China for $100 million.

Thus, railway container operators have taken
a small but very promising niche in trade between
China and the European Union, the volume of
which already exceeds $1,5 billion a day.

1.

However, on the way to sustainable
development of rail container transportation there
are several significant obstacles, and in the coming
years their role will only increase. The first and
most tangible for end customers is the fact that
the railway infrastructure gradually ceases to cope
with the growing flows of cargo.

The northern corridor can be visually divided
into four main routes: 1) «Kazakh» through Dostyk/
Khorgos and the European part of Transsib; 2) the
route through the border point of Zabaikalsk,
connecting Russia and China directly; 3) Far East
through the ports in Nakhodka and Vostochny,
accepting containerized cargo from Chinese ports;
4) «Mongolian» route through Ulan-Bator and the
border point Naushki.
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Pic. 4. Comparison of the methods of sending one container from Chongqing to Western Europe.

The Trans-Siberian Railway is involved in all
four routes. Many sections of the Trans-Siberian
Railway, especially in its eastern part, have been
operating at the capacity limit for several years.
The presence of multiple sections with single-track
traffic, speed limits, constant delays and
breakdowns demonstrates that the technical
condition of the Transsib and BAM does not
correspond to the ambitious tasks assigned to
them. The inaction of the Russian Federation
against the backdrop of Kazakhstan’s active
implementation of such large infrastructure projects
as the dry port of Khorgos and the Khorgos-—
Zhetygen railway branch provided long-term
leadership of the southern route and cut off the
eastern regions of the Russian Federation from a
large share of container trains. Already today,
Kazakhstan accounts for more than 40 % of the
total transport volume of the Northern Corridor [5].
Thus, the idea of a new Silk Road as a trigger for
development of the Far East can be brought to
nothing.

According to a survey of employees of
container operators, the main problem of the
corridor is customs delays. Despite several
successful measures that helped reduce the time
for customs processing — establishment of the
Customs Union and the EAEC, the partial
introduction of a single SIM/SMGS consignment

Cost of delivery of one
container (UNCTAD data)

$1,500-3,000

$20,000-25,000

$3,500-5,500
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note and electronic document management, this
problem cannot be considered as solved. Many
checkpoints are not automated, instead of using
X-ray inspection systems that do not require
stopping the train, the containers are unloaded
and opened for inspection. Constant long hours
(often — many days) delays do not allow operators
to provide the most important for shippers —
reliability and predictability of deliveries.

To simplify and accelerate customs procedures,
both modern technical equipment of border
crossings and a change in the regulatory framework
are necessary. The key changes in this area are
achievement of the principle of a single stop (now
the trains at the border checkpoints are checked at
two customs points namely in the country of
departure and in the country of entry), harmonization
of the requirements of the national customs
departments, widespread introduction of paperless
electronic document management, general
reduction in the number of required documents.

The problems of border crossings are not
limited to customs clearance. On the way from
China to Europe, itis necessary to change the track
twice — and if this problem was partially resolved at
the border of Kazakhstan and China due to the
launch of the largest dry port in Khorgos, then at
other border points, delays and downtimes are only
growing. For example, in August-September 2017,
the waiting time at the transition to Brest—
Mataszewicze reached 6 days [11]. The Belarusian
Brest is the actual single major gauge change point
between the EU and the 1520 system; with the
growth of traffic, new points, alternative to Brest,
will be needed. Already today, the market suggests
possible solutions — some operators prefer to send
cargo to the Baltic ports, where they are delivered
to Hamburg via ferries.

In addition to infrastructure problems, there is
a second and no less significant obstacle — load
imbalance. European shippers, although they are
developing new corridors, still do not hold out to
their Chinese counterparts. As a result, from Europe
to the PRC, there are about half as many containers
as in the opposite direction [6], which makes it
impossible for operators to fix routes and reduce
transportation costs. This economic dependence
on the PRC does not end: the Chinese government
set a task until 2020 to achieve the annual dispatch
of 5000 container trains. To implement this plan,
regional administrations impose indirect subsidies
(according to some estimates, up to 50 % of all
operator costs [9]).

One of the possible ways of further development
of transport is the transition to composed routes.
Today containers are mostly delivered by direct
trains from point A to point B, but at long distances
(more than 11 thousand km) from the point of view
of occupancy they are not effective enough. Large
operators can split routes into shorter ones and
overload containers in intermodal terminals. Such
an approach will allow both to reduce the load on
the railway mains and reduce the cost of empty
transit: trains will be sent less often, but more
efficiently filled. The potential of using reloading
points to stimulate and optimize railway routes is
confirmed both by foreign [8] and domestic [7]
studies. However, effective inter-modal routes
require modern intermodal terminals that have
sufficient capacity and are capable of providing
operational overload and reconfiguration of trains.
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In Russia such terminals, except Moscow and
St. Petersburg, along the Silk Road are absent.
Especially perspective point for construction of the
terminal and the transshipment point is
Yekaterinburg, located at the fork of many container
routes. Until now, there are transport chains through
which containers follow from China via Yekaterinburg
to Moscow, and then return back to the Urals.
Intermodal terminals, or rather, their coordinated
construction in the Russian regions and the use of
a flexible route grid, will be able to solve the problem
of back loading. A huge number of transit container
trains pass by large industrial centers (the Volga
region, Western Siberia), which can load them on
their way back to China. The products of the Russian
chemical and agricultural industry enjoy an
increasing demand in China and can be transported
along existing container routes. This requires direct
investment in the regional terminal infrastructure.

The experience of recent years confirms that rail
container transportations are particularly effective
in the composition of intermodal logistics chains,
«door-to-door» deliveries. In the case of the Silk
Road, we are talking about combining in one route
regular railway voyages and short road transportation
of the «first and last mile» between the terminal and
the terminal with possible inclusion of the ferry line
in the chain. Such a combined service is the most
profitable for container operators and is convenient
for regions remote from the sea coast.

Nevertheless, within the framework of such land
chains, ISO-containers, designed and intended for
maritime transport, are still mainly used. Because
of their high mass, as well as the inability to reload
between the truck and the railway platform,
operators can incur high costs and lose a large
amount of payload that could be transported by
means of special intermodal containers. These are
the loading units common in the European Union,
standardized by the International Union of Railways
(UIC) - swap containers and container-trailers.
Their use on the routes China—Europe, impossible
today due to regulatory constraints, will attract new
customers. Moreover, the use of container-trailers
and swap containers, due to the saving of time for
overload, will help to relieve pressure on the gauge
change points and increase the speed of trains.

However, European standards are not adopted
on the territory of the Customs Union, and tariffs do
not provide for transportation of container-trailers
and swaps. Participating countries need to develop
a single supranational standard for transportation
along the corridor, which specifies the length of the
train, size, tariffs, types of containers, customs
clearance and other rules that differ in different
railway systems and impede the harmonious
development of transportation. It is worth paying
attention to successful foreign practices both in the
EU (the launch of integrated RFC freight corridors)
and near neighbors. For example, the conclusion
of framework agreements between customs
authorities, railway owners and the largest operators
of Lithuania, Belarus and the Ukraine ensured the
successful launch of the Viking train with a through
tariff, adapted for sending out the container-trailers
and swap containers.

Conclusions. The research confirms the high
economic potential of the route China—-Russia—EU,
which, nevertheless, may be missed in the absence
of state investment support. Part of the investment
consequences of inaction can already be observed
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at the example of rivalry between Kazakhstan and
the Far East routes, while the first route is
convincingly winning. At this point transit growth is
a successful combination of initiatives of economic
belt of the Silk Road and the EAEC, but without
greater efforts it is unlikely to achieve further
development of the rail corridor.

In this situation, it makes sense for Russia to
focus its efforts on modernization of transport
infrastructure, especially the border and the
terminal facilities, which will increase the capacity
of main lines and the active involvement of Russian
regions in transportation; otherwise we will remain
an ordinary participant in transshipment of
containers between China and the European
Union.

In addition, a comprehensive supranational
approach is required that takes into account the
interests of all participating countries and links
together different railway systems. We are talking
about the reforms connected with harmonization
of rules, customs principles and tariffs. In recent
years, the first important steps in this direction
have been made, but we need to continue to work
towards the unification of standards and the
development of a single standard container traffic,
which will significantly simplify and reduce the cost
of operations, as well as towards more efficient
intermodal technologies. Only with the help of such
measures a set of disparate routes can be
transformed into a transport corridor — with single
approved rules.
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