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THE NEW FACE OF RUSSIAN PORTS 

TRANSTEC 2010 THE NEW INTERFACE FOR RUSSIAN PORTS AND TRANSPORT 

The Ports topics raised during NEVA 2009 will be included in the Exhibition and Conference Programme of TRANSTEC 2010 in St. Petersburg , 5-7 October 2010. For further information of the TRANSTEC 2- nd International Conference “ FUTURE OF RUSSIAN PORTS ” and Exhibition “ PORTS, TRANSPORT AND INTERNATIONAL TRANSIT ”. 
Please find attached the Report published by the Russian Ministry of Transport newpaper after the NEVA 2009 Exhibition which includes several important issues directly concerning the future of RF Ports, Shipping, Transport and Transit which will form part of the TRANSTEC 2010 Agenda. 
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Andrey Lazarev, 
St. Petersburg
Looking Beyond the Crisis

The NEVA 2009 International Exhibition held in St. Petersburg for the tenth time was exciting and turbulent. Notwithstanding the current economic setback, the exhibition and its forums focused on shipbuilding, shipping and seaport business were attended by representatives of more than 600 companies from 37 countries worldwide.         

Speaking at opening ceremony of the exhibition, Igor Levitin, Minister of Transport of the Russian Federation, noted rising freight turnover of Russian seaports largely accounted for rise of oil products transshipment. This encouraged Transneft to confirm investments into oil terminals in Ust-Luga (Leningrad Oblast) and Kozmino (Primorsky Kray) to be commissioned by the end of 2009.            

Valentina Matvienko, Governor of St. Petersburg, expressed her gratitude to Ministry of Transport of the Russian Federation for their effort for completion as early as in 2009 of new passenger port at newly deposited territory representing expansion of Vasilyevsky Island.   
These opening speeches outlined recent milestones of Russian maritime industry. Further discussions were hosted by forums and round table meetings.       
Seaways are Looking for Cargo
Attention of water transport community was focused on meeting of Council of Federal Agency for Sea and River Transport of Ministry of Transport of Russia held on September 22, 2009 in St. Petersburg that was devoted to reform of domestic water freight. Victor Olersky, Deputy Minister of Transport of Russia, spoke and stressed that Russian ship owners have no reason for concern so far, since the reform in question is at its very beginning. Furthermore, the reform aims to help business and all critical decisions will be made only after consultations with the business community.        

Preliminary data on 2009 suggest drop in river freight. Crisis did hit the demand. Tensions go high in Siberia. Both Lenskoye Parokhodstvo and Ob-Irtyshskoye Parokhodstvo reported sharp decline in freight compared to 2008. The only exception is Eniseyskoye Parokhodstvo that has had its services rise. During the first 8 months of 2009 in Siberian and the Urals Federal Districts freight dropped by 49.6% and 66% correspondingly. This occurred mainly due to cuts in investments into development of new fields by fuel and power industry that inevitably translated into drop of traffic. 

Another problem is aging of river ships. For this reason the issue of permission to operate in Russia for ships wearing foreign flag must be raised – and later leads to a controversy. Really, who will carry cargo for Russian industry tomorrow? It is obvious that foreign flags have to be admitted to Russian waterways. However, the question arises: whom to treat as Russian partners in this case? Aleksey Klyavin, Director of Department of Sea & River Transport State Policy of Ministry of Transport of Russia suggested that cooperation must be arranged to mutual benefit of the parties. For example, European Union may open its inland waterways to Russian ships in exchange to admission of European ships to Russia. Similar issues have to be negotiated with Caspian countries Kazakhstan, Turkmenistan and Iran. Meanwhile, in some countries there is obvious discrimination of ships wearing any flag other than the national one. For example, in Azerbaijan port duties are 6 times higher for foreigners. This prevents Russian ships from operation in Azerbaijan making business unprofitable.       
Strong tensions remain in relations between Russia and Ukraine. Negotiations on agreement on mutual access to inland waterways make little progress. Some experts believe political differences brought talks to a deadlock. For this reason Victor Olersky suggested establishment of a special commission to resolve the issue. Conclusion of agreement of mutual access to inland waterways may give Russian ships access to new cargo market.       
However, Nikolay Smirnov, President of Association of Ship Companies, noted that Ukrainian carriers may in turn offer very low rates in Russia. Ukraine has different legislation and Ukrainian state creates favorable conditions to national ship companies. Competition might be unfair under such circumstances. Russian cargo clients will definitely benefit, but what might happen to Russian river fleet?
Ship Companies Ask for Privileges
Do Russian ship companies really need privileges from the state? This issue also caused emotional debate in St. Petersburg. In accordance with current statistical data, during the first 8 months of 2009 Russian ship companies transported 64.9 millions of tons of cargo, down to 66.7% compared to the same period in 2008. Domestic traffic amounted to 54.3 millions of tons (62.4% compared to 2008). Only international traffic rose by 22%. Deliveries to remote northern territories amounted to 11.5 millions of tons of cargo. This is in line with figures requested by the Clients.           
Crisis did hit river ship companies. This issue was discussed at the round table named “Satisfaction of Russian Demand by Domestic Cargo Carriers is Strategic Component of Development of National Merchant Marine”. Its participants decided to make appeal to Vladimir Putin, Russian Prime Minister. In the document they stressed that share of Russian merchant marine in domestic traffic dropped from 60% in 1980-th down to 6% in 2009. This is in contradiction with Maritime Doctrine of the Russian Federation to the Period till 2020 approved in 2001 that stipulated gradual increase of the share. Transport Strategy of the Russian Federation gives a milestone: this share must rise to 40% by 2030. However, Russian ship companies have not received adequate support on the ground to the present day. In fact, ship companies suggested return to the old practice of reserving cargo for national carriers. This proposal was voiced by Mikhail Romanovsky, President of SOROS, supported by Union of Transport Companies of Russia. However, such approach will hardly get support from Antimonopoly Administration, since it hampers competition. Aleksey Klyavin, in turn, noted that the major objective is improving competitiveness of Russian fleet and Russian port infrastructure.         
This is to note that state support must encourage efficient businesses, rather than cover losses of inefficient water transport management. It must assist carriers in timely replacement of ships, reduce costs and, thus, bring tariffs down. Ship companies cannot be supported to disadvantage of their clients. Furthermore, state support of different transport industries must be based on unified principles. We have already seen this debate discussing reform of Russian railway industry a few years ago. At that time people talked also about privileges in place in the West. In most cases these are tax and non-tax preferences. Why does someone press for a different approach here?
 This is to note that one of possible avenues of state assistance is support of education. Alexander Davydenko, Chief of Federal Agency of Sea & River Transport, stressed that stable and efficient education in the field of river transport is strategic objective of the state that is critical for social stability and success of reforms of all branches of national economy.    
Ports Wait for Investments
These were not only carriers that applied for privileges pleading the current crisis, stevedores did the same. Discussion in St. Petersburg touched on draft law on exemption of ports from property tax submitted for consideration to Government of the Russian Federation. Sergey Razgulin, Deputy Chief of Department of Tax and Customs/Tariff Policy of Ministry of Finance of the Russian Federation, spoke at the conference named “Beyond the Crisis. New Ways of Development of Water Transport” held simultaneously with Neva 2009 Exhibition. He made it clear that this exemption is applicable to ports where development of infrastructure is financed by the federal budget. The point is that major update of port infrastructure leads to sharp increase of value of property and, thus, sharp rise of tax payments. Therefore, it is proposed to grant 15-year-long property tax exemption. However, meeting in St. Petersburg did not make it clear who is eligible for that exemption – particular divisions of Federal Unitary Enterprise Rosmorport, administrations of sea ports or stevedore companies. Many players are probably in need of state support. The present crisis has demonstrated that nearly all segments of Russian stevedore business may fall, even those that previously demonstrated rise under all circumstances. In 2009 port companies suffered the heaviest decline (40.5% to 49.9%) in transshipment of exported timber and mineral fertilizers and imported general cargos. Container transshipment was down by one third. In particular, container turnover of St. Petersburg Big Port in January to August 2009 was down by 30% compared to the same period of 2008. There was a slight improvement of situation in the 2nd quarter of 2009. Agenda of Neva 2009 Exhibition included the second Global Port International Conference 2009 titled “St. Petersburg as the Maritime Capital of Russia. Transport and Transit Potential” held to celebrate the 200th anniversary of Ministry of Transport of the Russian Federation. The conference focused on discussion of measures required for development of transport and logistics infrastructure of Northwestern Russia, as well as attraction of cargo traffic to all regions of the country (just as the conference named “Beyond the Crisis. New Ways of Development of Water Transport”).  It appeared that maximum support in the amount of 87 billions roubles is expected in 2009. In 2010 support will be down to 30 billions roubles, since cargo traffic is expected to recover by the end of 2010. Igor Levitin, Minister of Transport of the Russian Federation, noted that anti-crisis support nearly compensated losses of Russian Railways Company. It has already received 30 billions roubles of 50 billions promised. Strong support was provided to air carriers. However, port and stevedore businesses regretfully did not receive support sufficient to recover from the crisis. The worst thing is that they were forced to cut investment programs that may affect competitiveness of Russian sea terminals in future.                          
On the other hand, Khalid Bishow, Professor London Imperial College, reassured participants of conference named “Beyond the Crisis. New Ways of Development of Water Transport”. He pointed out that there is general deficit of port infrastructure across the world, and the most promising regions are Eastern Europe, Russia and Asia.     
Excessive tonnage in world’s freight market may lead to shortage of port capacity in the near future, especially container terminals. Mr. Bishow expressed confidence that share of containerized cargo will continue to rise. Therefore, international container carriers will invest in construction of new and modernization of existing port infrastructure, including that in Russia. However, in accordance with data of National Container Company Russian container terminals need at least 6.5 to 7.5 billions US dollars. Russian investors will have such funds available not earlier than in 2011. The question is where investments will come from in 2009 and 2010? A possible solution mentioned at both conferences is urgent establishment of state/private partnerships that might attract investors in the nearest future. However, this is unlikely. Legislation on state/private partnerships has to be updated first, and this does require time... On the other hand, there is probably no need to hurry. At the end of September 2009 International Maritime Organization (IMO) will start voluntary audit aiming assessment of shortcomings of Russian port industry and elaboration of measures for their elimination within framework of international conventions. And still participants of the both conferences expressed the same idea: there are many high-priority projects aiming development of Russian ports, although the current economic crisis may lead to their suspension. The best example of cooperation of private investors with the state is Ust-Luga Port in Leningrad Oblast. However, even here some projects may be suspended due to insufficient funding. The first project at risk is construction of container terminal that will be commissioned not before 2010... Commissioning of container terminal in District IV of St. Petersburg Big Port was also postponed till beginning of 2010. It will work in parallel with coal terminal. It is expected that later on coal traffic will move to other Russian ports at the Baltic Sea. Until now they have probably moved to Murmansk Commercial Port. Another project, expansion of Murmansk Port, also experiences difficulties. The total investment is expected to amount to 150 billions roubles, of which some 60 billions roubles will be invested by the Government into construction of facilities constituting federal property: berth, hydro engineering and navigational facilities. Another 29 billions roubles will be invested into modernization of railway. All other funds must be provided by investors. At the time being those figures are a bit virtual. Conferences held in St. Petersburg did not clarify mechanisms of financing of this project. It is expected that the situation may be clarified during Murmansk Economic Forum scheduled to October. The only sea terminals not affected by the crisis are oil terminals. For example, in mid-September 2009 at Varandey transshipment of oil reached 7.19 millions of tons. Oil transshipment in Primorsk and Murmansk also rise... 
Building New Fleet
Finally, we must note one more milestone. Envelopes containing bids for construction of next-generation Russian icebreakers were opened at Neva 2009. Results of the competition will be announced in October 2009. It envisages building three 25 MW multi-purpose diesel/electric icebreakers. They will feature equipment for collection of oil spills, rescue operations and diving, two helipads and maneuvering devices. The ships will be highly automated: their crew will be twice less than it was required previously. The icebreakers will also feature high-capacity crane (the exact capacity is not known yet) and be capable of passing through ice 2 m thick in winter and 3 m thick in spring and summer. Their prime purpose is development of shelf oil and gas fields and assistance to navigation in the Russian Arctic. It is well known that future of Russian water transport and related businesses depends on development of northern regions of Russia. For this reason such issues were discussed at Neva 2009 at conference devoted to the Arctic where Vladimir Shtrambrand, Chief of Building and Repair Administration of the Fleet of Federal Unitary Enterprise Rosmorport announced plans of building three diesel/electric icebreakers. The congress section of Neva 2009 Exhibition clearly demonstrated that the maritime industry continues its development and is in need of support from the Government. 
