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MARKETING OF TRANSPORT CORRIDORS.
ASYSTEMATIC APPROACH TO INCREASE MARKET SHARE
IN TRANSIT TRAFFIC

Cross border transport is an increasing market segment that fosters economic growth. Different routes
compete to attract the traffic to benefit from the associated growth along the transport corridors. This paper
focuses on the use of TRACECA (TRAnsport Corridor Europe Caucasus Asia) as marketing stimulant to unfold
transit potential in Ukraine, particularly in multi-modal freight transport. It reveals advantages and weaknesses
of the corridor segments and also looks at the competition with alternative routes.

With Focus on the Ukrainian Segment of the corridor, practical marketing approach is proposed to remedy
a trend of diminishing transit traffic and attempt to restore positive trend in the transit market for Ukraine
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MAPKETHUHI' TPAHCIIOPTHHUX KOPHUIOPIB.
CUCTEMHUWI HIAXIT O 35UIBINEHHS YACTKH PUHKY
TPAH3UTHUX ITEPEBE3EHD

MiKHapOmHI MEpeBe3eHHs € 3POCTAl0YNM CETMEHTOM PHHKY, IO CIpHUS€ €KOHOMIYHOMY 3pPOCTAHHIO.
Pi3Hi MapmpyTd KOHKYpPYIOTh 3a 3ajdydeHHs Tpadiky y3J0BXK TpPaHCIOPTHUX KOPHUIOPIB Ta OTPUMAaHHSA
noB'si3aHoi 3 muM Buroau. Llg cTaTTa 30cepemkenHa Ha anamizi BukopuctaHHs TPACEKA (tpancnoptHuit
xopuaop €Bpona - KaBka3- A3if ) ik MapKE THHTOBOTO CTHUMYJIITOpA 3pOCTaI0UuOro TPAH3UTHOTO IO TCHIIiay
VYkpaiHi, 30KpeMa BaHTR)XHOTO MYJIBTUMOJAJbHOTO TpaHcnopty. [lokasaHo mepeBarm 1 ciabKi CTOPOHH
CErMEeHTIB KOPHUIOPY, @ TAKOXK piBeHb KOHKYPEHLIi 3 aIbTepHAaTHBH UMY MapIIPyTaMU.

3 aKUEeHTOM Ha YKPAHCHKUH CErMEHT KOPHIOPY, MApKETMHTOBMH IIiIXiJ IIPONOHY€E BUIIPaBUTH
TEH ICHIL IO JI0 3MEHILICHHS TPaH3UTHUX IIEPEBE3CHb 1 CIIpOoOyBaTH BIAHOBUTH IO3UTUBHY AMHAMIKY TPaH3MTHOTO
pUHKY A1 YKpaiHu.

Kmo4yoBi ciaoBa: MiKHapoJHI aBTONEPEBE3CHHsS, TPAaH3UT BAHTAXKIB, MAapKeTHHIOBa CTpATeTid,
MapKeTHHTOB1 IHCTpyMeHTH, kopunop TPA CEKA, npuBabMBICTh iHACKCY, IHBEC TUIIHHH N GOpyM.

Xamen A., boxxsrnapauk T.B., IN'acyxa JI.O.

MAPKETHHI' TPAHCIIOPTHBIX KOPHOPOB.
CUCTEMHBIA TOAXOA K YBEJINMYEHUIO 1OJIX PBIHKA
TPAH3UTHBIX ITIEPEBO30OK

MexayHapomHble MEPEeBO3KH SABIIIOTCS BO3PACTAIONIMM CETMEHTOM pBIHKA, YTO CIIOCOOCTBYeT
9KOHOMHYECKOMY pocTy. PasnuuHble MapiupyTsl KOHKYpPUPYIOT 32 IPUBICUYCHHE TpaduKa BIOJb TPAHCIIOPTHBIX
KOPHUZIOPOB U TOJIyYCHUsI CBSI3aHHOM C 3TUM BBITOJBI. DTa CTaThs COCPEJOTOYCHA HA aHAJM3E HCIIOJIb30BAHUS
TPACEKA  (tpancnoptabiii  kopumop  EBpoma-KaBkaz-A3us) Kkak  MapKeTHHTOBOTO  CTHUMYJSITOpa
BO3PACTAIOLIEr0 TPAH3UTHOTO IO TCHIMANa Y KPAaHHBI, B YACTHOCTH IPY30BOTO MYJBTUMOJAJIBHOTO TPAHCIIOPTA.
INokazansl mpeumyimiecTBa M ciabble CTOPOHBI CETMEHTOB KOPHIOpA, a TaKKe YPOBEHb KOHKYPCHLHMH C
JIbTEPHATUBHBIMHU MapLIPyTaAMH.

C ynopoM Ha YKpPaWHCKHI CErMEHT KOPHIOPA, MAapKeTHHTOBBIH IIOAXOJ Mpe/araeT HCHPaBUTh
TEHJCHLIMIO YMEHBIICHHS TPAH3UTHBIX NE€PEBO30K M MOMBITATCS BOCCTAHOBHTH I10JIOXKUTEIBHYIO JUHAMUKY B



TPAH3UTHOM PBIHKE i1 Y KPauHBI.
KimouyeBble ciioBa: MeXIyHapoIHbIC aBTOIEPEBO3KH, TPAH3UT TPY30B, MAPKCTHHIOBas CTpaTeTHs,
MapKeTUHTOBbIe HHCTpyMeEHTHI, kopunop TPACEKA, mpuBiekate IbHOC Th HH A KCa, MHBECTHIMOHHBIN opyM.

Formulation of the problem in General and its connection with scientific and
practical tasks. Ukraine has strong transit potential. Multimodal transit could play a
significant role in the processes of globalization and transformation of the economy, because
Ukraine is a geopolitical bridge in the transport links that are formed on the main trends of
international trade between Europe and Asia, Northern Europe, Middle East. The external
border of Ukraine is the longest among the European countries.

The transit position of Ukraine is one of the main attractive features of the national
market of Ukraine for foreign investors and manufactures. The interstate transit through
Ukrainian territory is a significant national resource, which currently is not fully used.

However, At today’s level, the transit potential of Ukraine today is exploited at only by
50-60%. This is also marked by the weakening trend of Ukraine's transit flows, and this can
cause significant damage both to the economy and the political interests.

Objectives of the article are:

1. Investigate the underlying causes leading to reduction of transit flow of Ukraine.

2. Bench mark of attractiveness of the TRACECA transport corridor within Ukraine.

3. llustrate forecast for inbound and outbound traffic flows for 2020.

4. Explore options to restore the positive dynamics of the transit market in Ukraine.

5. Suggest pillars of the Marketing strategy for Ukrainian transit traffic.

Statement of the basic material of research with full justification of scientific
results.

Freight transport is not always an advantageous growth factor due to its external costs.
Policy instruments that steers the development of freight transport vary from country to
country. Core Freight Transport network and multi-modal transit corridor seem to offer
logistics viable option and framework to bundle transit at desired routes and modes. This
would benefit the economic development and likely helps to confine external costs,
particularly in countries with lower economic growth.

Since the economic crisis in 2008, as shown in (Table 1) the transport volumes through
Ukraine have decreased. Despite improvements of the economy, the volumes have not been
restored to the pre-crisis values. This has also affected the freight transport flow along the
TRACECA corridor and particularly through Ukraine.

Cargo transit trends through Ukraine (Figure 1) shows a slight post crisis rise followed
by lower volumes inall modes, which continued in the following year.

Looking at the logistics sector in Ukraine using the World Bank’s 2012 Logistics
Performance Index (LPI); a continuous development of logistic sector can be observed.
Ukraine ranks no. 66 in the list of countries improving from position 102 in the year 2010 and
position 73 in 2007. Ukraine developed in all aspects of the LPI (customs, infrastructure,
logistics competence and tracking & tracing) but deteriorated in International shipping, which
is relevant for the transit cargo. Ukraine in this regard still far better than Russian Federation
ranking 96 in the LPI list.



Cargo Transit in Ukraine, thousand tons

Table 1

2007 2008 2009 2010 2011 2012 2013
Rail 99 882 93 348 44 835 44 512 48 670 40 940 33172
Road 4 495 4909 3354 4 649 5011 4 850 4 689
Maritime 2694 3487 1899 3660 3912 1638 1639
Inland 37,4 74,7 - - 7,58
Aviation 1,28 1,54 1,17 1,58 2,81 2,99 1
Pipeline 279802 | 223498 | 127982 99 440 93120 76 978 75733
Total 386912 | 325317 | 178071 | 152263 | 150715 124 417 115 233

Source [1]

While Ukraine is developing its logistic sector, the transit flow is not following this
trend. The reasons behind this could lie in the missing soft measures to boost recovery of
transit market segment.

The slow recovery for Ukraine was affected also by determined transit policy of Russia
to shift in-bound freight to Russian ports and improvements in the transit corridors through
Russian territories. Also Ukrainian transport development did not show any vision with a long
term transport strategy within a communicated policy. The table shows the trends in
development of Cargo Transit through Ukraine based on the national bureau of statistics [1].
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Figure 2: Cargo transit trends through Ukraine, % to previous year

Source [1]

Thus, main problems of international transit of Ukraine could be among others:

1) Ukrainian legislation (for border crossing) is incompatible in many issues with law
Western European countries;

2) Absence of a unified state transit / transport development policy and clear strategy in
Ukraine;

3) Quality transit is not sufficient: organizational and technical barriers at borders, poor
service, low speed traffic, network conditions, terminals, rolling stock by technical
parameters;

4) Losses (bulk) attributable to Russia’s policy of directing more of its trade through its
own ports.

5) Customs unions RUS / BY / KAZ simplifying transit movements within these
countries as well as promoting trade among them and introduce higher resistance for flow
through Ukraine.

6) Incompatibility with EU customs documentation standard (NCTS) add strong
resistance to crossing Ukraine

7) Inadequate marketing of Ukrainian routes for cargo transit.



8) practically non-existent system of control over delivery of goods;

9) Unreliability of criminal situation.

Depending on its final destination; the European east bound freight traffic may use
alternative corridors depending on their attractiveness for the particular commodity. Traffic
between Europe on one side and Central Asia / West China for example may choose between
the corridor through Belorussia - Russia or through Ukraine — Caucasus. The latter corridor is
part of the TRAnsport Corridor Europe Caucasus Asia (TRACECA).

With the independence of the new states in Central Asia, Caucasus and eastern Europe,
the demand for cross border facilitation emerges to secure the supply of land locked countries.
In 1993, the Brussels Declaration marked the starting point of TRAnsport Corridor Europe
Caucasus Asia (TRACECA). In September 1998, twelve countries Eastern Europe, Caucasus,
and Central Asia signed the “Basic Multilateral Agreement on International Transport for
Development of the Europe the Caucasus-Asia Corridor”. The strategic focus was to develop
corporation in multi-modal transport across the border of all member countries.

TRACECA corridor has two routes. One travels through Turkey and another route
through Black Sea — Caucasus to the central Asian countries. Cargo has also the alternative to
choose the route through Russia. Ukraine as the eastern entry of TRACECA plays a major
role in defining the amount of flows that would utilize TRACECA corridor towards Caucasus.

The freight forecast model developed by TRACECA for the target year 2020 shows
continuous decrease of the Transit traffic through Ukraine in roads and rail though at different
rates. The map below shows the major routes for the traffic flow along TRACECA route and
through Russian territories (Railroads).
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Figure 3: ﬁreight transport demand foreast for taret year 2020 (Railway)

When subtracting the domestic traffic, the (Figure 3) picture shows the share of rail
transit going through Ukraine projected for the year 2020. The main flow avoids Ukraine and
the Ukrainian ports play very limited role in the transit traffic. Traffic passing through
Ukraine is mainly south-bound towards Romania and further to Turkey.



This  limited  role =
remains despite the predicted °
increase in  the Odessa -
Region port traffic Looking &
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Figure 3. the share of rail transit going through Ukraine projected
for the year 2020
Table 2
Forecast for inbound and outbound traffic forecast 2020 compared to base year 2008
. freight base year forecasted traffic
Country Location Source of data
2008 2020
outbound inbound outbound inbound out i
Ukraine Yuzhny 7903 4951 9980 5265 26% D 6% model Run
Ukraine  ODESSATOTAL 19894 1130 2513 1183 L] 5% model Run

Georga  Pot 7347 19009 8095 23657 10% S 24% model un
Georgia Batumi 4829 8928 5131 8558 D 6%[' -4% model Run

Aeerbaijan  Baku 746 317 346 419 5% B 23% modelfun

Improved attractiveness of TRACECA routes and appropriate marketing strategy can
play vital role to help Ukraine to unfold transit potential when flows are optimizing for
effective and safe routes for freight movements. At least in some market segments, Ukraine
can gain substantial market share in the transit flow.

The Marketing strategy shall be based on the following pillars:

1) Increase attractiveness of corridor segments through Ukraine. This can only be pursued
following identification of the attractiveness blockers.
2) Active pursuit of International Investors.

The attractiveness of a corridor is primarily: 1) Affected by the aspects of cargo safety;
2) Reliability and predictability of the time and costs; 3) Costs associated with the route;
4) Time needed for the route.

To improve the attractiveness, an investigation made in 2010/2012 by TRACECA based
on journals by drivers along the routes through Russia and Along both TRACECA routes,
shown in the following Figure 4. This investigation aimed at identifying the attractiveness
blockers and benchmark TRACECA route against its competition. Only when the blockers are
identifies, improvements can be effectively targeted.
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Figure 4: competing routes
TRAX standing for Transport Route Attractiveness Index is calculated based on actual
values obtained from drivers’ journals. It is made to measure the attractiveness of a transport
corridor in terms of its power to attract (multimodal) freight traffic. The routes are defined in
nodes and stretches and the attractiveness is calculated based on the equations:
Route Stretch’s Index: F (C, *a, +TT,*V,*¢, + R *, + S, *¢,)

and the Route Node’s Index: F (C; * o, +TT; *V, *, + R; * ) ) , whereas

C, Observed Transport Cost on Stretch i

Oy Respective Weights of Costs/Transport Time / Transport Reliability/ Transport
Safety & Security

T, Observed average Transport Time on Stretch i

V Value-of-Time for cargo transport (“Opportunity Costs”)

Perceived Security and Safety of Cargo for specific Countries measured on a
number scale

The weights were obtained through questionnaires to freight forwarders. The weighs are
shown in the table 3.

Table 3
Weights of Criteria
Factor / Weig_jht STRETCHES NODES
COST 13% 22%
TIME 17% 29%
RELIABILITY 29% 49%
RISK 41% -

The results of TRAX shows that the route through Ukraine and Caucasus has the highest
index (resistance) and hence the lowest Attractiveness. Given the weighing of the criteria, the
low attractiveness is mainly caused particularly by the lack of reliability of the route, in
comparison with the competing routes (table 4). The main reason for this lies within nodes
and less within stretches.

Table 4
The results of TRAX
Route Index Cost Time Reliability Safety
TRANS-RUSSIA 3032 1255 6767 6373 72
TRANS-TURKEY 6358 1896 7776 8839 76
TRANS-CAUCASUS 8169 2994 11243 10849 146




A closer look at the component of Ukraine as the European West TRACECA part
(Romania and Bulgaria were not considered for being EU member states) of the trans
Caucasus route shows that the nodes (border crossing points including ports) in Ukraine are

the source of highest resistance (table 5). — - o
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Table 5
West TRACECA TRA X components

Region West TRACECA TRAX

TRAX total 2765 _— =
TRAX stretches 438 Constance | Oa Crns
TRAX nodes 2327 MAX 168 T

Figure 5 illustrates that crossing time at west Ukraine | ““™ |

borders and black sea port of ilyichevsk port as examples, can
have a variation of up to 44 hours. Significantly higher than the L)
port in Romania / Bulgaria with values of 11 and 18 hours  Re@®1sh
respectively. HS——
Figure 5: crossing time

Having identified the attractiveness blockers for Ukraine transit as the border crossing
points and less the stretches; the Improvement Potential for Ukraine could be supported
through the deployment of the following actions:

1) Improvement of borders crossing. This will to enable reliable time planning of cargo
movements. Ukraine has particularly a different customs declaration procedures and forms
that are different from the NCTS applies in the European Union and also different than those
applied in the Customs Union (Russia / Belorussia / Kazakhstan). Also countries like Georgia
and turkey Adopted the NCTS standards, making Ukraine an Island with its own standards
with additional resistance for cargo flow.

2) Improvements of Security and Safety of Cargo. Safety is considered knock-out criteria
for freight forwarders. The TRACECA program has road safety improvements component
that helps TRACECA countries and Ukraine to improve the Safety of cargo towards European
benchmark.

3) Counter-act illegal practices. Illegal payment along the routes and at nodes (border
crossings and ports) lowers the reliability of routes and the cost of transport chain cannot be
calculated and priced for the client. Countries like Turkey and Georgia have shown pioneer
example of reducing corrupt practices to European level within reasonable period. Ukraine is
recommended to follow this international best practice.

The above actions will need to be embedded within a national action plan, derived from
a national strategy with political endorsement and supporting institutional framework.

In parallel with those actions, the market share can only be increased if operators and
freight forwarders become aware of the improvement in the transit practices in Ukraine. For
this a set of actions can be pursued:

Dialogue with international operators and carriers to obtain understanding on
international traffic requirements. Foreign investment in Ukraine faces higher competition
from domestic investors. (how much is foreign investment in roads transport sector). Opening
the market for foreign investment could secure additional flow of cargo through Ukraine.
4) Label Transit routes as TRACECA routes. This would provide attractive option to
interact with the industry and enter dialogue with international operators but also increase the
visibility of infrastructure and logistics investment through the periodic TRACECA
International Investment Forum (2010 /2012 / 2015).
5) Complimentary measures:

- Further analysis of market / commodities segments to identify significant transit

Port Varna (BG)



cargoes lost since 2007,

- Create partnership with international transport operators to identify promising market
segments for transit through Ukraine (if costs and transit times were reduced and reliability
improved);

- Continuous monitor of Ukraine’s competitiveness for transit traffic.

Conclusions and Recommendation.

In order to improve the transit potential of Ukraine should:

- Develop cross-border cooperation;

- Adapt national regulatory framework in approximation with EU Acquis and
international transport laws;

- Enhance throughput and transitivity of territory;

- Improve the tariff and price and tax policy on international transit, simplify customs
procedures for transit of participants;

- Continue modernization efforts of transport infrastructure and border crossing points
across the state border in the technical aspects;

- Improve control over delivery of goods;

- Stimulate the attraction of additional transit cargo.

TRACECA corridor is competing with transport corridor going through Russia in the
east west direction. In the recent years, large amount of Cargo has been flowing along routes
away from Ukraine. Progressive measures based on understanding of the market
characteristics could help restore the declining market share and possibly revert the negative
trend. The actions required are mostly of low cost comprising mainly policy and regulatory
measures.

Non-physical barriers and uncertainty are the easiest to improve without major
investments by administrative reforms and will ultimately target:

- Predictability of time and costs at border crossing including land and maritime
borders

- Overdue improvements of transit documentation to compatibility with
European Standards

Ukraine has introduced a new Customs Code which the importers as well as the freight
forwarding and customs’ brokerage industry appreciate being more workable than the
previous one. Still further alignment is needed for example the implementation of NCTS
documentation system

The other factors needed are consistent transport policy and action planning to align the
transport investments in Ukraine with the overall national strategy.

While understanding that Ukraine may still have a chance to stop the loss of transit
traffic and claim a role in transit shares improving its ports utilisation; the concerns remains
valid, if Ukraine is determined to do the necessary steps.

References:
Internet resource: http ://iwww.ukrstat.gov.ua/operativ/operativ2013/tz/tranztranz_u/tranz0213_u.htm
TRACECA IGC Strategy
Seeto, South East Europe Core regional Network Development Plan. Five year Multi Annual Plan, December 2009
Cees J. Ruijgrok, Lori A. Tavasszy. The Development of International Freight Transport in Europe as a Result of
Developments in International Trade and Logistics.
TRACECA LOGMOS report, 2013
World bank Logistics performance index, 2012
Dr. Hamed IDEA PROJECT Working Paper

Becker, G.S. (1965) A theory of the allocation of time, in: Economic Journal, Vol. 75 (3), Pages 493-517

N

o No o



