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Sea shipping development trends in Russia

               Economics and sea transport development trends

According to experts’ assessments of the World Bank, world gross domestic product will grow approximately by 2% annually from $30 billion since the year 2000 up to $40 billion through the year 2010.

In the development of the world economics and international economic relations the marine fleet is the basic system-forming link. International carriages take 90% of world fleet; 80% of world trade are carried out by sea, for 1980-2005 the volume of the carriages increased from 3.7 up to 7.1 billion tons, and the merchant marine fleet tonnage increased from 682.8 million tons to 960 million tons.

Within the recent 3-5 years we have observed a steady tendency of growth of world volumes container cargoes transported by sea transport. Average growth rates are 7-8% per year. At the same time, cargo traffic between Asia and Europe is growing at an outstanding rate of 12% per year. According to analysts’ forecasts this trend will be kept for 7-8 years. As a result volumes of containerized cargo carriages will reach 145 million TEU per year in 2010 from 73 million TEU in 2001.

Against the background of oil-and-gas boom economic expansion growth in Russia, according to forecasts of Business Monitor International Ltd. analysts indicate the growth will average 5.6% for the next five years. As to dynamics of growth of the Russian cargo traffic volumes it will remain at a level of 20-22% during the next 5-6 years, this is because of, first of all, growth of cargo containerization, increase in gross domestic product, rapid economic development of the Russian Federation and liberalization of customs legislation. 

Russia has a huge territory, as this takes place, transport infrastructure remains poorly developed. Cargo carriages by all means of transport will grow on the average by 7.7% per year during 2007-2011, as this takes place, rates of air carriage growth will amount 11.2%, road carriages – 6.7%, railway carriages – 6.2%, sea carriages – 5.7%. Share of transport and communications in total volume of gross domestic product by 2011 will grow up to $226.4 billion, i.e. by 10.8%. 5,875 million persons or 9% of the total able-bodied population are engaged in transport and communication sector.

It is necessary to pay attention that containerization level in Russia is 5 times less than the average European level. There is a concept of Liner Shipping Connectivity Index (LSCI) in the shipping branch. It is applied for containerized traffic and for the first time it was calculated in July 2004 for 162 countries. The higher the Connectivity Index, and the less transportation expenses of the country, results in better relations with the international trade, resulting in higher competitiveness. The greater number of shipping companies serving ports in that country would lead to better relations with international markets.  Russia was ranked 91st in July 2004 and moved to the 63rd position in July 2006.

In 2007 the volume of cargo traffic of the Russian Federation will be about 3. 2 million TEU of which:

64% will be processed through the north-western ports of Russia, including Saint-Petersburg - 53%

26% will be processed through the Far-Eastern port of Russia and

10% through the Black Sea ports, encompassing mostly the port of Novorossiysk.

As a whole the condition of transport infrastructure of Russia is shown in table 1. 











Table 1.

Condition of transport infrastructure of Russia

	Index 
	Quantity
	World ranking

	Territory of the country 
	17 million km2
	1

	Population 
	148 million
	7

	Length of railways
	73 000 km
	2

	Length of highways
	741 000 km 
	6

	Container fleet
	50 000 TEU 
	37

	Container terminals
	7 
	39

	Container reloaders SТS
	25 units
	43

	Container turnover of sea ports 
	3.2 million TEU 
	37

	Containerization level
	21 TEU per 1000 persons
	46

	Average containerization level in Europe 
	100 TEU per 1000 persons
	

	Connectivity Index
	12.8
	63


As of January 2007 Russia had 1536 vessels with the total deadweight of 15.3 million tons, of which under the Russian flag - 1380 vessels with the deadweight of 6 million tons. In accordance with the forecast of the Central Research Institute of Marine Fleet by the end of 2007 the fleet controlled by Russia will be 1606 units with the deadweight of 15.54 million tons, including the fleet under the flag of the Russian Federation - 1455 units with the deadweight of 6.3 million tons. In 2010 under the flag of Russia, according to forecasts, there will be 1428 vessels with the deadweight of 6.8 million tons, under foreign flags - 176 vessels with the deadweight of 11.3 (62. 3%). Now, the average age of domestic vessels under the Russian flag is 23.9 years, under foreign flag – 9.9 years. According to data of the Russian Marine and River Fleet Department the volume of carriages of Russian cargoes by the national and controlled fleet in 2006 is 24 million tons, or 15% of the national cargo base, which is explained, first of all, by the ageing fleet under the flag of the Russian Federation. 

Since the major factor of growth of the Russian economics is export of oil and gas, the state gives a priority and supports this sector by subsidizing the construction of tankers and gas carrier, as well as the icebreaker fleet. Other kinds of carriages and relevant fleet are in charge of private companies. Clearly, after the dissolution of the USSR and problems of economics in the Russian market, the fleet of foreign companies prevails as the most competitive. 

Shipping companies have great difficulty to survive in the market alone owing to the capital intensity of the branch, therefore a process of consolidation is observed. So, for example, OJSC “Sovcomflot” is in the process of consolidation with “NovoShip”. As a result the company will be the 4th largest tanker operator in the world and the basic sea carrier of liquid cargoes of Russia. 

Even though a part of the Russian sea fleet operates under convenient flagging the state is working towards the attraction of the fleet under the Russian flag, and there is the 2nd register with relevant benefits.

As to sea routes of container carriages, the three basic sea routes may be specified in Russia: through the Baltic, where the basic port is St. Petersburg; through Far-Eastern ports of the Russian Federation, where the basic ports are Vostochny and Vladivostok; and through the Black Sea, where the basic port is Novorossiysk. FESCO Transport Group tries to cover all “the sea gateways” of the country on the above three routes.
At present the significant part of cargo traffic in the direction of East to West goes by sea. The prevailing or almost monopoly position of sea carriers on this direction does not enable consignors to count on decrease in a transport component in their expenses. In this connection, rail carriages are reasonable economic alternative to sea carriage. 

In addition, carriage by the Trans-Siberian Railway, in comparison with sea carriage, has a number of objective advantages:

- an opportunity of more than 50% reduction in transit days when transferring the cargoes: as the experience of container carriages shows, a container train from China to Finland through the Trans-Siberian Railway can go for less than 10 days while normal time of carriage by sea is 28 days;

- low level of political risks since up to 90% of the route passes through the territory of the Russian Federation, which offers a stable democratic system of the government, with a stable political atmosphere and confidently growing economics;

- Reduction in number of cargo transshipments thus reducing the expenses for cargo owners and prevent a risk of casual damage to cargo during transshipment.

The Trans-Siberian Railway is included as a priority route between Europe and Asia in projects of such international organizations as the United Nations European Economic Commission, the United Nations Economic and Social Commission for Asia and Pacific Ocean, the Railway Cooperation Organization. 

Besides a necessity to develop the infrastructure, there are many other problems that plague the transport industry of Russia of which the following are the most acute: 

Lack of ports and deep-water berths and the absence of container port-hubs;

Lack of container terminals;

Lack of the reloading equipment for processing of containers and age of equipment;

Lack of fitting platforms;

Lack of approach roads (auto- and railways) to ports;

Long delays in customs clearances resulting in longer than normal container storage at the ports;

Fesco Transport Group – helping to reduce your transport problems

Today, FESCO is the largest container operator in Russia, one of the leaders in transport and logistic branch of Russia solving the strategic and national problems of integration of the country into the world transport system and connections of Europe and Asia through the Russian transport corridors. 

The structure of FESCO Transport group incorporates services on carriage of cargoes by sea, railway, motor transport, as well as terminal service. The transport assets structure of the company includes 64 vessels, of which 28 container carriers that enabled the company to rank the 52nd in the world rating of the 100 largest container liner operators. Besides vessels, the company operates 17 thousand railcars; among them 75% are owned, 2500 fitting platforms, 4 operating container terminals and 2 terminals under construction, and 42,000 twenty foot containers.

Today, the vessels of FESCO are connecting the ports of Asian-Pacific countries, they trade in all seas and oceans, carry both containerized cargoes and non-containerized goods. The market share of sea container lines is distributed as follows: the Far East – 50%, the Baltic – 7%.  In 2008, FESCO Transport Group plans to enter into the sea carriage market in the Black Sea. Results of the company’s work in 2006 are impressive and the results of the company’s development are: cargo carriage volume was 310,000 TEU (11.7% of the total sea container volume of Russia); in 2007, the company’s volumes are expected to be 420,000 TEU (13.5%), and in 2008   520,000 TEU(14%) are projected.

Every day FESCO aspires to be closer to its customers by developing its offices worldwide. The Company opens new lines, masters new lines of activity, improves its transport infrastructure, and raises the quality of service.  FESCO continues to build and improve existing vessels, mainly container vessels.  Even though FESCO continues to update its existing container fleet it does not disregard the equally important fleet of tramp, supply, and icebreaking vessels. The ice breakers operated by the Far-Eastern Shipping Company carry out ice navigation and provide ice-breaker assistance to Russian and foreign flag vessels in areas of the Arctic and Antarctic regions. 

Railway carriage, universal and specialized railcar inventory, sea and railway container terminals provide the growth of carrying capacity, control over transportation process over all routes, helps to decrease the cost of cargo delivery. Our mission is to constantly go on with this process, expand the geography of cargo carriage, increase transport opportunities of the Group and help our customers to be competitive in the Russian and world economy.  Cargo volumes for the railway companies in 2006 are 70,000 TEU; in 2007 they are expected to be increased up to 125,000 TEU, and up to 250,000 TEU – in 2008. In 2006, cargo turnover in terminals of the FESCO Transport Group in Russia and the Ukraine are 915,000 TEU, an increase of cargo turnover is expected to be up to 1,750,000 TEU in 2007, which will be 40% of the Russian market and 50% of the Ukrainian market. According to forecasts, in 2008 the cargo turnover of terminals in the structure of the group will grow up to 2.2 million TEU.

FESCO strongly holds its position in the domestic market of transport services, and year after year increases the carriage of cargo internationally, quickly responding to the market needs and offering its customers high-quality and reliable cargo carriage services. FESCO is an European service, with Russian scope, and Asian efficiency.
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