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Problems Concerning the Use of the TSR Route: The East Asian Perspective
Hisako Tsuji
Senior Fellow, ERINA

The international multimodal transport system known
as the TSR Route, which links East Asia (Japan, the ROK
and China) with Russia, Europe (mainly Finland) and
Central Asia via ports in Far Eastern Russia by means
of marine transport and the Trans-Siberian Railway, has
a history dating back almost 30 years. Supported by the
booming Russian economy and its advantage in terms of
speed, as well as its relative price competitiveness, use of
the route grew steadily from 2000, and in 2004 the quantity
of cargo handled at V ostochny Port exceeded 190,000 TEU.
However, thisfigure fell by about 3% in 2005 and shows no
sign of making any progress beyond the figure of 186,000
TEU (Fig. 1).

There has been a particularly pronounced decline in
transit cargo. In 2005, transit cargo decreased by about
24%. In the case of westbound cargo, the fall was 33%.
As aresult, the share of bilateral to transit cargo shifted
to 70:30. The decline in transit cargo was caused by such
factors as weakened comparative price competitiveness

Fig. 1 International containers handled at Vostochny Port
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resulting from tariff reductions on the competing Deep Sea
route, which will be described in further detail below, and
deteriorating service, including delays (Fig. 2).

Given the price hike announced at the beginning of
the year, it is presumed that transit cargo movements in the
first quarter of 2006 will turn out to have been even poorer,



Fig. 2 Bilateral vs. Transit
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with a pronounced decline in customers. The following is a
report on dissatisfaction with the TSR route among carriers
and shippersin Japan and the ROK.

Dissatisfaction with the TSR Route
1. High Fares

Those involved with the transport industry in Japan
and the ROK are unanimous in pointing out that fares on
the TSR route are too high. Even though the advantage of
the TSR route in terms of speed is valued, this advantage is
not so great as to be able to justify charging premium rates.
The substantial price rises introduced in January 2006 have
been particularly poorly received.

In January 2006, transit charges for Finland-bound
cargo were instantly doubled. The cost of transporting a
40ft container has increased by $300 in the westbound
direction and $900 in the eastbound direction, making an
increase of $1,200 overall on the round trip. With regard
to bilateral charges as well, there has been an increase of
33% in total, including an 18% risein VAT and the convoy
charge.

As aresult, in the case of a 40ft container being sent
from Busan to Hamina, the TSR rate is $4,500, whereas the
rate on the Deep Sea route is $3,200, making the TSR 40%
more expensive (in the case of transit cargo). In response to
this, cargo being sent from the ROK to Finland all shifted to
the Deep Sea route and it is said that the quantity amounts
to 50,000 TEU.

In the case of a 40ft container being shipped from
Japan to St Petersburg, the TSR rate is now about $6,500,
more than double the Deep Sea rate of $2,600-2,900.
Consequently, almost all cargo transported from Japan to
destinations in European Russia, such as Moscow, uses
the Deep Sea route. As far as transport from Japan is
concerned, the destinations to which the TSR route could
be competitive are now limited to those east of the Urals
and those in Siberia and Central Asia. Even in the case of
Central Asia, the competitiveness of the China route (TCR:
Trans-China Railway) is increasing and it is robbing the
TSR route of cargo.

Industry insiders in Japan and the ROK are utterly
cheesed off with the successive price rises on the TSR route
and have pointed out the following problems with regard to
pricing.

i)  There are suspicions that the VAT (18%) that has
been newly imposed on domestic rail charges for
imported cargo amounts to double taxation.

ii) The convoy charge is unnecessary and should be
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abolished. We believe that Russian Railways is
sufficiently safe without this service.

iii) While preferential measures such as discounts and
the provision of wagons or containers are applied
to some large-scale users, small and medium-
sized shippers are given the cold shoulder.

iv) Most forwarders in the ROK have their own
containers for transit transport to Finland and
empty containers are returned in the eastbound
direction, so the massive price hike in eastbound
transit charges was a huge blow.

v) The January 2006 price rise was excessively
badly timed. Charges on the Deep Sea route have
been falling since the latter half of 2005 (Fig. 3).
Did RZD (Russian Railways) actually carry out
any research into its competitors or make any
calculations concerning price elasticity?

Fig. 3 Trends in Deep Sea Container Ship Charges (Jan
2003 - March 2006)
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vi) The January 2006 price rise was too rapid and
too steep. It is a fact that transit charges to
Finland have been kept very low compared with
bilateral charges. With regard to this point, it is
certain that there were those of the viewpoint that
some kind of adjustment on the part of the users
would take place. Consequently, | believe that if
Russian Railways had taken such opportunities
as the CCTST meetings to present its long-term
tariff policy and had implemented the price rises
gradually, it would have been able to secure users
understanding.

2. Lack of Wagons and Containers

Between 2003 and 2005, due to the lack of wagons,
delays at VVostochny Port became chronic, such as during
the winter when the volume of cargo increases. In some
cases, delays can be several weeks. Consequently, the
route's selling point of speed has been eroded and many
shippers have switched to using the Deep Sea route. Such
delays are just not acceptable to companies practicing
knockdown production, such as those in the car industry.

The TSR is losing customers due to the lack of
containers. In particular, there is a chronic lack of RZD
containers in Japan, so many shippers use the TCR to
Central Asia. On the TCR, Chinese shipping companies
provide an adequate supply of containers.
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3. Frequent Problems Concer ning Customs Clear ance

Russian customs regulations are complex and their
operations and inspections are excessively strict, so cargo
is often confiscated at VVostochny or the Finnish border.
In order to avoid this problem, it is necessary to simplify
the regulations so that they conform to the international
regulations used on the Deep Searoute.

Adviceto Russia

i)  Enhancing international market research. Market
prices and the content of services on competing
routes change on a daily basis. In order to
maintain international competitiveness amidst
this situation, it is necessary to ensure a constant
grasp of trends on competing routes and changes
in market prices, and to reflect these in one's own
pricing policy. In conducting market surveys, use
should be made of domestic and overseas carriers,
CCTST members and international research
institutions.

i)

i)

Emphasizing customer satisfaction. This means
that the company must place stronger emphasis
on the perspective of "The customer is God" and
regularly ask what customers (shippers) feel and
want. Large global companies constantly devote a
great deal of effort to gathering such information.

Disclosing the long-term strategy to customers.
Users and other industry insiders would like the
long-term strategy for international use of the
TSR to be disclosed to them. Specifically, they
would like clarification concerning the following
issues: i) Will the habitual practice with regard to
customs clearance, which has supported Finland
transit, be maintained?; ii) What is the vision
for the rail pricing policy for bilateral transport
compared with that for transit transport?; and iii)
Will RZD maintain the financial structure under
which profits from its cargo division are used to
compensate for deficitsin its passenger division?




