
- Chapter 5 - 
 
 

Commercial Requirements 

 
 

__________ 
 
 
There is no guarantee that the mere availability of through railway routes between 

Northern Europe and the Persian Gulf will automatically encourage shippers based at both 
ends or along the routes, or within easy reach of the routes, to actually use these routes.  In 
making decisions about route and mode choices, shippers will always be guided by their 
perceptions of the relative cost, standard and reliability of services offered by alternative 
modes and operators. 
 

In general, for container shippers, the following service attributes are considered to be 
important in arriving at decisions about mode and route choice: 
 

- overall level of transportation and handling cost, as measured by the tariffs and 
charges paid; 
 

- transit time, representing the time interval between despatch of a consignment 
from a shipper’s premises and its arrival at the consignee’s premises; 
 

- consignment security, or the extent to which consignments will be secure from 
damage or pilferage en route, since this could affect an operator’s insurance cover 
and hence the overall transportation cost; 
 

- reliability of service – specifically the extent to which an operator or mode can 
consistently meet promised delivery times for the shipper’s consignments; 
 

- comprehensiveness of service provided by operators, in terms of the extent to 
which a single operator will arrange and accept responsibility for all components 
of the transportation/handling chain between ultimate origin and destination; and 
 

- availability of real time information on the location of a freight consignment or 
container at any point in its journey between origin and ultimate destination. 
 

 
These six attributes can be thought of as comprising the “service package” offered by 

individual operators, which depending upon its perceived quality will be at the root of a 
transport operator’s ability to win and/or retain business.  Not all categories of shippers will 
rate these attributes in the same order of priority or even in the order of priority suggested 
above.  For shippers of relatively high value commodities, reliability rather than cost may be 
the most important selection criterion, since reliable service may allow their customers (the 
consignees) to reduce the inventory level needed to safeguard against unreliable delivery of 
consignments.  For shippers of low value commodities, on the other hand, cost is likely to be 
the most important criterion, since excessive transportation costs could impair their 
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competitiveness on international markets.  This chapter reviews these elements, taking into 
account the fact that at this point in time, some elements are difficult to measure (i.e. through 
freight rates), while others that are measurable (transit times) can change due to the adoption 
of new techniques and/or policies.  In any case, these are all elements which the railways 
concerned need to apprehend jointly in future if they want to attract traffic to the corridor. 

 
 

5.1  Business environment of container traffic 
 
Two of the well-recognised features of international business are (i) its highly 

competitive nature and (ii) its global nature.  These two features combine to put pressure on 
shippers to reduce costs while at the same time develop an organisation able to project their 
goods and image around the world’s consumer markets with near-zero defect. 

 
These features are well illustrated by the transferring by western European producers 

of production facilities to the eastern and southern peripheries of the European continent and, 
more extensively, to South and South-East Asia.  The multi-national companies creating this 
trend have an imperative requirement for efficiently organising the delivery of components to 
their manufacturing sites, for shipment of the finished products to distribution facilities for 
repackaging, labelling, inventory control and, ultimately, for final distribution to consumers.  
The trend is made easier, and therefore even accelerates, as information technology gives 
manufacturers the capability to manage much more complex choices in optimisation 
processes. 

 
One important aspect of transport is that the transport business is not an end in itself, 

but more, in the eyes of shippers, a ‘necessary evil’ that is costly, does not add value to their 
products and constitutes a potential source of disruption in the distribution process.  As 
consumer markets are in a constant evolutionary process, so are the manufacturing processes 
and objectives of industries, and so are shippers’ marketing philosophy and strategy as well 
as their transport and logistics requirements. 

 
Although the nature of a shipper’s business will lead to the attribution of a different 

weight to each of the above six attributes in their decision to select a particular mode or 
route, the following answers by a sample of shippers to the question “Which service is your 
number one priority when booking an ocean carrier?” give a broad indication of what guides 
a shipper’s decision process1: 

 
1. Schedule reliability      43% 
2. Freight rate        38% 
3. Transit time        12% 
4. Reliable booking and documentation  4% 
5. Others          3% 
 
So far as future rail services in the corridor are concerned, the above indications call 

for the following comments: 
 

                                                 
1 Containerisation International, « CI poll shows shipper priorities », Nov. 1999, p. 63 
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- reliability and rates remain among the “all-time, top-scoring” determinants for 
shippers in their selection of a transport mode; 

 

- the fact that transit times are receiving fairly low priority may be misleading. 
Indeed, in the minds of shippers the comparison of transit times is between 
ocean carriers.  In practical terms, this means that any difference in this area 
between competing ocean carriers would be in most cases of one or two days 
only, that is to say not significant enough to change the focus of shippers away 
from rates.  If shippers were confronted with the prospect of substantial transit 
time reductions, they could think differently, provided reliability is guaranteed; 

 

- the low priority given to such elements as cargo tracking and tracing, Electronic-
commerce, reliable booking and documentation accuracy is equally misleading. 
In cost-sensitive times, these elements would receive low priority because they 
are already in place and have become transparent as they are not subject to 
operational vagaries, contrary to reliability, or to changing economic 
circumstances, as opposed to rates.  As a result, they are taken for granted and 
their priority goes down.  But while shippers would trade a day or two in transit 
times for cheaper rates, they would most certainly not accept a reduction in the 
mass and quality of the information provided, nor less easy access to this 
information. 

 
 

5.2  Transit times 
 
For the sake of comparing transit times performances between (i) sea and (ii) rail or 

rail-cum-sea, the following estimates have been made for cargo movements from Helsinki to 
Tehran via Bandar Abbas, Helsinki to Lahore via Karachi, Helsinki to New Delhi via 
Mumbai, and Helsinki to Bangkok via Port Kelang. 

 

5.2.1 Estimates of sea transit times 
 
In estimating transit times, the following assumptions were made: 
 
i. rail was arbitrarily chosen for delivery between the main ports and final 

destinations, 
 

ii. for the rail movement between ports and final destinations, the commercial 
speeds for scheduled container block-trains indicated in Chapter 3 (para 3.3) 
were used, 
 

iii. given the lack of detailed information on port operation in Bandar Abbas, 
Karachi, Mumbai and Port Kelang, a 2-day dwell time has been arbitrarily used 
for calculation. 
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Helsinki to Tehran 
 

- Movement to Helsinki port:     1 day 

-  Sea voyage Helsinki to Bandar Abbas:  28 days 

- Transshipment in Bandar Abbas:   2 days 

- Rail journey to Tehran (1,443 km):   2.2 days 

- Total:           33.2 days 

 
Helsinki to Lahore 
 

- Movement to Helsinki port:     1 day 

-  Sea voyage Helsinki to Karachi    36 days 

- Transshipment in Karachi:     2 days 

- Rail journey to Lahore (1,219 km):   2.5 days 

- Total:           41.5 days 

 
Helsinki to New Delhi 
 

- Movement to Helsinki port:     1 day 

-  Sea voyage Helsinki to Mumbai:    27 days 

- Transshipment in Mumbai:     2 days 

- Rail journey to New Delhi (1,510 km):  2.1 days 

- Total:           32.1 days 

 
Helsinki to Bangkok 
 

- Movement to Helsinki port:     1 day 

-  Sea voyage Helsinki to Port Kelang:  26 days 

- Transshipment in Port Kelang:    2 days 

- Rail journey to Bangkok (1,590 km):  2.5 days 

- Total:           31.5 days 

 
 

5.2.2 Estimates of rail or rail-cum-sea transit times 
 
In estimating rail or rail-cum-sea transit times, the following assumptions were made: 
 
i. the commercial speeds used for each rail segment are those indicated in Chapter 3 

(Para. 3.3) with the lowest of the two figures when a bracket is given.  This gives 
the following speeds and transit times through each railway concerned: 
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  Railways transited Distance Commercial 
speed 

 

Transit time  

 - Finland 283 km 45.5 km/h 6.2 hours 
 - Russian Federation 2,539 km 36.4 km/h 3 days 
 - Kazakhstan 815 km 27.3 km/h 1.2 days 
 - Turkmenistan (through Taxiatash) 890 km 27.3 km/h 1.4 days 
 - Uzbekistan (through Taxiatash) 533 km 27.3 km/h 19.5 hours 
 - Turkmenistan (through Nukuss) 509 km 27.3 km/h 18.7 hours 
 - Uzbekistan (through Nukuss) 1,265 km 27.3 km/h 2 days 
 - Islamic Republic of Iran (to Tehran) 1,090 km 27.3 km/h 1.9 days 
 - Islamic Republic of Iran (to Bandar 

Abbas through Tehran) 
2,533 km 27.3 km/h 4 days 

 - Islamic Republic of Iran (to Bandar 
Abbas through Mashad-Bafq link) 

1,533 km 27.3 km/h 2.3 days 

      
 

ii. For lack of sufficient data for each individual border point a half-day dwell time 
was added at each border crossing.  Although this may be too long in some cases 
(e.g. for cross border movements between Turkmenistan and Uzbekistan2), it 
compensates for what can actually take place at other border points, especially in 
view of the fact that the picture of customs / railways interaction is not fully 
clear, 
 

iii. a one-day dwell time was added at Sarakhs for border crossing and 
transshipment, 
 

iv. a two-day dwell time was added at each rail to port transfer, 
 

v. in the case of the all-rail trip to Pakistan, the completion of the Kerman-Zahedan 
section will come after the completion of the Mashad-Bafq section, and therefore 
only this most direct route option (by-passing Tehran) has been considered. 

 
5.2.2.1 Estimates of all-rail transit times 
 
Table 5.1 sums up the all-rail transit times from Helsinki to Tehran, Bandar Abbas, 

Lahore and New Delhi through the various route options described in Chapter 2. 
 

5.2.2.2 Estimates of land-cum-sea transit times 
 
Table 5.2 sums up the land-cum-sea transit times from Helsinki to Lahore, New Delhi 

and Bangkok through the various route options described in Chapter 2. 
 

                                                 
2 To take this fact into account, however, only one border point has been considered for movement through the 

Taxiatash – Charjou section which meanders in and out of the two countries. 
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Table 5.1 Estimates of all-rail transit times from Helsinki to Tehran, Bandar Abbas, Lahore and New Delhi (all figures in days unless otherwise indicated)

Route Distance Rail transit Overall 
(km) time Number Transit time Total Number Transit time Total Transit time

Helsinki - Tehran (via Djulfa) 5,060 6 4 0.5 2 1 1 1 9

Helsinki - Tehran (via Astara) 4,520 5.5 3 0.5 1.5 1 1 1 8

Helsinki - Tehran (via Taxiatash) 6,150 8.5 4 0.5 2 1 1 1 11.5

Helsinki - Tehran (via Nukuss) 6,500 9 4 0.5 2 1 1 1 12

Helsinki - Tehran (via Gorgan) 5,570 7.5 3 0.5 1.5 1 1 1 10

Helsinki - Bandar Abbas (via Djulfa) 6,500 8 4 0.5 2 1 1 1 11

Helsinki - Bandar Abbas (via Astara) 5,960 7.5 3 0.5 1.5 1 1 1 10

Helsinki - Bandar Abbas (via Taxiatash - Tehran) 7,600 10.5 4 0.5 2 1 1 1 13.5

Helsinki - Bandar Abbas (via Taxiatash - Mashad/Bafq) 6,600 9 4 0.5 2 1 1 1 12

Helsinki - Bandar Abbas ( via Nukuss - Tehran) 7,950 11 4 0.5 2 1 1 1 14

Helsinki - Bandar Abbas ( via Nukuss - Mashad/Bafq) 6,950 9.5 4 0.5 2 1 1 1 12.5

Helsinki - Bandar Abbas ( via Gorgan) 7,015 9.5 3 0.5 1.5 1 1 1 12

Helsinki - Bandar Abbas (via Caspian Sea) 6,050 5.5 2 0.5 1 5 11.5

Helsinki - Lahore (via Taxiatash - Tehran - Kerman/Zahedan) 9,610 14.5 4 0.5 2 2 1 2 18.5

Helsinki - Lahore (via Nukuss - Tehran - Kerman/Zahedan) 9,960 15 4 0.5 2 2 1 2 19

Helsinki - Lahore (via Taxiatash - Mashad/Bafq - Kerman/Zahedan) 8,610 13 4 0.5 2 2 1 2 17

Helsinki - Lahore (via Nukuss - Mashad/Bafq - Kerman/Zahedan) 8,960 13.5 4 0.5 2 2 1 2 17.5

Helsinki - New Delhi (via Taxiatash - Tehran - Kerman/Zahedan) 10,100 15 5 0.5 2.5 2 1 2 19.5

Helsinki - New Delhi (via Nukuss - Tehran - Kerman/Zahedan) 10,500 15.5 5 0.5 2.5 2 1 2 20

Helsinki - New Delhi (via Taxiatash - Mashad/Bafq - Kerman/Zahedan) 9,100 13.5 5 0.5 2.5 2 1 2 18

Helsinki - New Delhi (via Nukuss - Mashad/Bafq - Kerman/Zahedan) 9,500 14 5 0.5 2.5 2 1 2 18.5

Border point w/o break-of-gauge Border point with break-of-gauge

Caspian Sea ops.



Table 5.2 Estimates of land-cum-sea transit times from Helsinki to Tehran, Lahore, New Delhi and Bangkok (all figures in days unless otherwise indicated)

Route Distance Rail mov't to Border crossing Transship. Shipping time Transship. Rail mov't Overall 
(km) Bandar Abbas and in Bandar from Bandar in (1) to destination(2) Transit time

transshipment  Abbas Abbas to (1)

Helsinki - Lahore (via Taxiatash - Tehran - Bandar Abbas) 10,000 10.5 4 2 3 2 2.5 24

Helsinki - Lahore (via Nukuss - Tehran - Bandar Abbas) 10,354 11 3 2 3 2 2.5 23.5

Helsinki - Lahore (via Taxiatash - Mashad/Bafq - Bandar Abbas) 9,000 9 4 2 3 2 2.5 22.5

Helsinki - Lahore (via Nukuss - Mashad/Bafq - Bandar Abbas) 9,354 9.5 3 2 3 2 2.5 22

Helsinki - New Delhi (via Taxiatash - Tehran - Bandar Abbas) 11,100 10.5 4 2 6 2 2.5 27

Helsinki - New Delhi (via Nukuss - Tehran - Bandar Abbas) 11,440 11 3 2 6 2 2.5 26.5

Helsinki - New Delhi (via Taxiatash - Mashad/Bafq - Bandar Abbas) 10,100 9 4 2 6 2 2.5 25.5

Helsinki - New Delhi (via Nukuss - Mashad/Bafq - Bandar Abbas) 10,440 9.5 3 2 6 2 2.5 25

Helsinki - Bangkok (via Taxiatash - Tehran - Bandar Abbas) 15,440 10.5 4 2 14 2 2.5 35

Helsinki - Bangkok (via Nukuss - Tehran - Bandar Abbas) 15,800 11 3 2 14 2 2.5 34.5

Helsinki - Bangkok (via Taxiatash - Mashad/Bafq - Bandar Abbas) 14,440 9 4 2 14 2 2.5 33.5

Helsinki - Bangkok (via Nukuss - Mashad/Bafq - Bandar Abbas) 14,800 9.5 3 2 14 2 2.5 33

(1) Karachi, Mumbai or Port Kelang
(2) Karachi-Lahore , Mumbai-New Delhi or Port Kelang - Bangkok



In summary the following comparative picture emerges for transit times by sea or by 
either rail, or sea-cum-rail for movements between Northern Europe and the Persian Gulf 
with onward connections to South and South-East Asia: 

 
Helsinki to: Sea (1) Rail (2) Land-cum-sea (3) 

Tehran 33.2 days 11.5 to 12 days 33.2 days 
Lahore 41.5 days 17 to 18.5 days 22 to 24 days 

New Delhi 32.1 days 18 to 20 days 25 to 27 days 
Bangkok 31.5 days Not applicable 33 to 35 days 

 
(1) With direct sea movements from Helsinki to Bandar Abbas, Karachi, Mumbai or Port Kelang; 
(2) Considering the only currently operational route through Central Asia; 
(3) All-rail to Bandar Abbas along currently operational route through Central Asia followed by 

sea transport from Bandar Abbas to Karachi, Mumbai or Port Kelang and rail journey from 
these ports to final destination. 

 
The above estimates show a distinct transit time advantage for rail over shipping, 

reflecting the actual differences in distances as noted in Chapter 2 (point 2.8).  However, at 
this point in time, caution must be exercised in the interpretation of these figures calculated 
on a series of optimistic assumptions.  For example, as regards shipping, the 2-day dwell time 
in ports used in the calculation may be shorter than is actually the case.  As regards rail, the 
times indicated consider unimpeded movements between countries, especially between the 
Islamic Republic of Iran and Pakistan, and between Pakistan and India.  Meanwhile, land-
cum-sea transit times suffer from the absence of regular, direct services from Bandar Abbas 
to ports in South and South-East Asia.  While there is no doubt that the rail and land-cum-sea 
options are likely to offer attractive transit times in future, much will have to be done to 
capitalize on this advantage in the fields of tariffs (point 5.3), services (point 5.4 and 5.5) and 
facilitation (Chapter 6). 

 
 

5.3  Tariffs 
 
At this point in time, very little traffic actually moves through the routes in the 

corridor.  As previously indicated (Chapter 2, point 2.5), there is reason to doubt the current 
operational readiness of the Caucasus Route.  Meanwhile, as regards the Central Asian 
Route, little traffic is currently being moved through the break-of-gauge point at Sarakhs (for 
the year 1998 an estimated 256,000 tonnes went through Sarakhs3).  Finally, as regards the 
Caspian Sea Route, the ports of Astrakhan and Olya are reportedly used mainly for exports 
from the Russian Federation to the Islamic Republic of Iran with most of the cargo coming 
from other regions of the Russian Federation than the ones directly along the corridor.  
Consequently, juxtaposing existing rail tariffs applied by the railways in the corridor to ocean 
rates is too imprecise to be of any significance.  This section, therefore, concentrates on 
outlining the principles of modern tariffing that the railways concerned may consider 
following, if they are to attract shippers to the corridor. 

 
As indicated above, freight rates weigh for as much as 38% in shippers’ choice of 

carrier.  Understanding the principle of modern railway pricing is therefore essential if the 
railways in the corridor are to position themselves adequately in respect with competition 

                                                 
3 Country Report for the Islamic Republic of Iran. 
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while being able to cover costs and maximise the net revenue earned for each individual 
shipment. 

 
In many instances, the railways freight tariffs are those devised in a monopoly-era or 

in an era where the railways were not subjected to competitive forces similar to the ones that 
they are facing now.  Consequently, the related rate-making procedures applied, and to a 
large extent still apply, very often to groups of commodities for which single freight rates are 
set in relation to the length of haul.  Such systems do not have the flexibility needed to 
quickly adjust to the competitive nature of the container business environment. 

 
The application of a modern railway pricing mechanism to the corridor services must 

take into account the following elements: 
 

- railway’s revenue needs, 
 

- analysis of a shipment’s point-to-point characteristics, 
 

- assessment of the value of the package put together by the railways, i.e. 
equipment, facilities, ancillary services, etc, within the shipper’s total distribution 
system, 

 

- package on offer by competing modes, 
 

- railway’s costs of providing the service, 
 

- package on offer by competing modes, 
 

- railway’s costs of providing the service, 
 

- need to finance replacement of the equipment. 
 

In practice, the pricing department of a railway would first arrange for the shipment’s 
variable costs to be calculated given the specifics of route, wagon type, turnaround times, 
terminal and main line train operation.  In a second step the shipper’s needs and the 
competitive environment would be analysed and a negotiation strategy would be developed. 
Then, negotiations would take place and the rate would be fixed.  The difference between the 
rate and the calculated variable costs, i.e. the contribution, constitutes the amount that the 
specific shipment “contributes” to railway overhead costs.  It is this net amount that should 
be maximised. 

 
Two types of problems are imposed by the existing tariff-setting systems: institutional 

and methodological.  Institutional problems are those which adversely affect the relationship 
between the railway systems and their customers in matters of tariff negotiation, while 
methodological problems impair the ability of the railway systems to be competitive in terms 
of price. 

 
5.3.1 Outline of tariff setting methods applied by railways in the corridor 
 
Most of the railway systems operating in the corridor are members of the 

Organization for Railways Cooperation, or OSJD4, which has provided a forum through 
which its members can harmonize their approaches to tariff setting.  In practice, however, it 
                                                 
4 Abbreviation for the name of the organization in Russian language.  OSJD member countries in the corridor 

are Azerbaijan, the Democratic People’s Republic of Korea, the Islamic Republic of Iran, Kazakhstan, the 
Russian Federation, Turkmenistan and Uzbekistan.  Finland, meanwhile, has observer status. 

 67 



has not fully operated in this way since an ‘additive tariff’ concept, whereby individual 
railway systems apply their own tariff portions to the traffic moving in the corridor, has most 
often been the norm with these tariff portions being loosely based on “common” transit tariff 
rates applied to the system’s share of the through haulage distance.  In reality, therefore, there 
is no through transit tariff, as such. 

 
Such a fragmented and additive approach to tariff application usually encourages 

individual railway systems to maximize their revenue from international traffic opportunities, 
irrespective of whether the resulting tariff rates are competitive with those of competing 
modes, e.g. shipping lines. 

 
Most OSJD railways use two tariff scales: 
 
- the ETT5 tariff, which is intended to be applied to rail freight traffic between two 

OSJD member countries, which must transit through the territory of a third, or 
more, member countries; and 

 

- the MTT7 tariff, which is intended to be applied to rail freight traffic between two 
OSJD member countries, but which is not required to transit through the territory 
of any other member country. 

 
It is understood that the two tariffs have overlapping areas in their respective sphere 

of application and that they were not established in the first place with due attention given to 
cost recovery.  With this in mind, and also the fact that the intersection of rates of both scales 
were raising problems in the choice of scale to apply to specific traffic, OSJD has been taking 
actions since 1997 to bring both scales closer together. 

 
In practical terms, member countries of OSJD have the possibility to apply 

discretionary discounted rates either individually, or collectively, in order to be competitive 
on some routes or traffic segments, as illustrated by the special transit rate applied to traffic 
along the Trans-Siberian line.  Such practices tend to indicate that the OSJD tariff constitutes 
a maximum – or ceiling – charge from which individual members may discount their own 
charges.  In this regard, new tariff alliances among OSJD members may also indicate that the 
OSJD tariff system may gradually be fading out. 

 
One example of this trend is the establishment of a tariff policy specific to the CIS 

states.  The policy is determined annually and is applicable from 1 January to 31 December.  
However, given that the policy is determined with the ETT and MTT systems as reference, 
the resulting tariff may not differ significantly from that of OSJD, in the sense that both are 
uninfluenced by the level of the charges of competitive transport modes and both fix ceiling 
rates from which the charges of individual members can be established through discounting.  
Special coefficients to the standard rates are also sometimes applied to take into 
consideration such elements as the type of freight or the type of rolling-stock, etc.  One 
specific example of such a tariff practice is in relation to traffic between the Russian 
Federation and the Islamic Republic of Iran through the Port of Astrakhan. 

 
Finally, although the idea of through tariff for international movements relating to 

some specific types of traffic still has to be accepted by many countries, there is a growing 

                                                 
5 Abbreviation from the Russian title. 
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trend in some other countries that such tariff practices are being put in place.  Such a trend is 
noticeable, for example, on Kazakhstan Railways, Mongolian Railways as well as Russian 
Railways.  However, the indication is that such through tariffs are determined as the average 
of national tariffs as well as tariff distances on each individual railway, while the primary 
determinant of railway tariff levels in a competitive environment should be the level of 
charges of competitors.  Such an approach was used by the concerned railways for pricing the 
“Ostwind” container service between Berlin and Moscow. 

 

5.3.2 Modern approach to tariff setting 
 
While it is common practice for shipping lines to tie the offer of a competitive ocean 

freight rate to a contractual commitment by a customer of a minimum annual volume of 
traffic to the services of the shipping line, such practice does not appear to be common to all 
railways in the corridor, which will offer discounts without any such minimum traffic 
commitment.  Their ability to offer attractive volume discounts to customers would be 
enhanced if they had an awareness of the cost impacts of attracting committed minimum 
volumes of traffic.  In practice, the greater the volume of committed traffic the greater the 
contribution to fixed costs and overheads for a given tariff rate (net of discounts). 

 
In the case of railways there are numerous options for structuring tariffs, so as to 

maximize committed volume.  Offers of heavily discounted trainload and wagonload rates 
are examples of these options, as are offers of incentive rates for directionally balanced 
loading. 

 
Several options exist to approach tariff setting for container movements in the 

corridor.  These options, which are linked to the degree of freedom of commercial 
management by the railways, are outlined hereafter.  These options for incentive-based tariff 
alternatives are: 
 

(i) the selling of train space to customers in exchange for a trainload tariff, 

(ii) the selling of wagon space to customers in exchange for a wagonload tariff,  

(iii) the selling of container slot space to customers in exchange for a casual box 
rate, and  

(iv) the selling of train paths to external operators in exchange of a track access 
charge. 

 
Trainload tariff incentives 

 
Trainload tariffs would be offered to international freight forwarders or shippers who 

could guarantee sufficient container volume to be able to fill a train on a regular basis.  Such 
forwarders are likely to be able to generate sufficient volume to justify their investment in 
wagons, and (in some cases) even locomotives. 

 
 
 
 
Wagonload tariff incentives 
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Tariff incentives to encourage loading of individual wagons would be offered to 
forwarders or shippers who could not generate sufficient container volume to be able to fill 
trains, but could at least fill one wagon (i.e. 2 or 3 TEU) operating in each direction per day. 

 

Casual box rate 
 
Casual box rates would be applied to customers who are unable to commit sufficient 

container volume to qualify either for trainload or wagonload rates.  Since the objective of 
the participating railway systems should be to encourage high volume usage of the available 
line and train capacity, casual box rates should not be subject to discounting. 

 
Track access agreements and charges 
 
While the above described tariff approaches would involve continuing operation of 

services in the corridor by the established railway systems, under the track access system, 
external operators would be given rights, in exchange for the payment of track access 
charges, to operate trains on the route infrastructure owned by the established railway 
systems in the corridor. The systems would retain ownership, and continue to be responsible 
for maintenance, of all railway route infrastructure, including track, signalling, bridges, 
terminals and stations. 

 
The charges paid by external operators to the established railway systems should be 

sufficient to encourage adequate on-going maintenance of the infrastructure, as well as the 
commitment of investment funds for the replacement of life-expired infrastructure assets. 

 
The principle underlying the construction of track access charges is that they should 

be comprised of two components: 
 
- a fixed charge component, to cover the cost of investment6 in railway 

infrastructure, with reasonable allowance for a rate of return on this investment – 
the latter intended to provide an incentive for reinvestment to replace life-expired 
assets; and 

 

- a variable charge component, to cover that portion of route infrastructure 
maintenance cost which is directly attributable to the loads imposed by trains 
operating under track access agreements. The principal advantage of allowing 
external operators to provide train services in the corridor is that through services 
could be provided by a single operator, who would at the same time establish 
tariffs, collect haulage revenue, operate terminals, and provide train crews, 
locomotives and wagons. 

 
The level of this charge and of its components may be varied in order to produce the 

desired response from new operators.  If the level of the fixed charge is set at too high a level, 
it will provide a disincentive for the operators of short, light and relatively fast freight trains 
to enter into track access agreements.  Conversely, if the variable charge is set at too high a 
level, it will discourage the operators of heavy, slow trains from entering into track access 
agreements. 

                                                 
6 This cost is related solely to the incremental investment required to support the traffic covered by the track access 
agreement. 
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If the objective of the system owning the infrastructure is to maximize the use of this 

infrastructure by relatively large numbers of short, light trains, in order to reduce heavy wear 
and tear on the track, then it will set fixed charges low and variable charges high.  If, on the 
other hand, the owning system’s objective is make best use of the available line capacity, it 
will encourage operation of long and heavy trains, by setting fixed charges high and variable 
charges low, but in so doing it will bear the burden of the associated increased track 
maintenance cost. 

 
The principal advantage of allowing external operators to provide train services in the 

corridor is that through services could be provided by a single operator, who would at the 
same time establish tariffs, collect haulage revenue, operate terminals, and provide train 
crews, locomotives and wagons.  In this way, the fragmented approach to service delivery 
and pricing would be eliminated, the established railway operators would be freed from the 
obligation to fund investment in locomotives and rolling stock and could instead channel 
funds into improved maintenance and rehabilitation of infrastructure, and rail would be able 
to compete more effectively with shipping operators for transit container traffic in the 
corridor. 

 
The main disadvantage of the track access option is that it would eliminate integrated 

control over the provision, maintenance and use of infrastructure, and efficiency in each of 
these activities would then depend critically on the pricing mechanism governing track 
access.  In addition, the option could not work effectively unless all railway systems in any 
given corridor implemented track access agreements and charges – otherwise external 
operators would not be able to contract with customers for through transportation in the 
corridor. 

 
In summary, so far as the definition and pricing of future corridor services are 

concerned, the application of the above principles would appear to be at its most efficient 
through a joint unit that would ensure consistency of methodology.  Short of this approach, 
shippers may see international rail transport as a disjointed series of country entities, each 
with their own policies, operating procedures, union agreements, purchasing agreements, etc, 
which seem to find it difficult to get on with one another.  This, however, does not exclude 
flexibility in the way per-TEU rates are fixed as indeed each shipment should be priced on a 
point-to-point basis reflecting the actual routing, terminals and facilities used.  In practical 
terms, this also means that different shippers or forwarders may pay different prices for 
similar services as set policies should reward volumes, premium services, performance 
contract with early booking, as well as the value of the service provided in the overall 
distribution cost of shippers.  This last point is particularly important as it means that the 
entity(ies) responsible for marketing rail services in the corridor will have to be aware not 
only of the transport market but also of the market situation for the goods committed to their 
care. 

 
In this respect, the ESCAP feasibility study of 1996 had suggested that a possible step 

to re-engineer tariff-setting practices in the railways concerned could be the creation of a 
jointly-run entity with full authority to develop and negotiate price/service packages on 

 71 



behalf of all railway systems serving the corridor.7  Such an approach would allow the 
creation of a single authority responsible for negotiating through rates with container 
customers, on behalf of the participating railway organizations.  Currently, a coordinating 
role is played by international freight forwarders who will “assemble” a through rate by 
contacting individual railways.  But these forwarders do not enjoy the convenience of a “one-
stop shop” with railways as they do with shipping lines, and if they attempt to pass on their 
additional administrative costs to their customers, they risk reducing the competitiveness of 
rail relative to sea transport services. 

 
 

5.4  Reliability / Punctuality / Frequency of service 
 
The pressure for continuous cost-reduction in industries and the development of 

modern management methods favouring limited stock and just-in-time deliveries makes it 
compelling for shippers to turn to transport operators with near-perfect records in terms of 
reliability, punctuality and frequency.  A client of intermodal services in North-America once 
described the quality of a “perfect shipment” as being founded on four elements, three of 
which were time-related, i.e. “one, the shipment on time; two, a stated delivery time; three, 
delivery without exception”. 

 
Performing railways, i.e. railways which deliver the goods on-time, all of the time, can 

offer significant benefits to shippers and freight forwarders such as: 
 

- better utilisation of road based assets when rail is used for “trunking” as close as 
possible to the shippers’ and consignees’ premises, 

 

- the ability for a shipper to be seen as more environmentally-friendly by making 
use of environmentally-friendly mode of transport, 

 

- in theory more reliable pick-up and delivery services than are available on the 
increasingly congested highways of many countries, 

 

- lower supply chain costs with high volume movements. 
 

Reliability means that the services promised in a contractual agreement between two 
parties (e.g. shippers and freight forwarders, shippers/ freight forwarders and transport 
operators) are actually delivered as stipulated, i.e. at the right place, at the promised time on 
the promised day, in the expected conditions regarding the integrity of the goods. 

 
Punctuality is that part of the reliability concept relating to time and means that the 

advertised schedule, i.e. day/hour of departure/arrival, is always adhered to. 
 
Frequency means that the intervals between two consecutive services of a certain 

type are of a duration that meets a shipper’s production pace and matches his needs to 
evacuate production towards consuming centres without having to create stocks. 

 

                                                 
7 United Nations ESCAP, « Trans-Asian Railway Route Requirements : Feasibility Study on Connecting the 

Rail Networks of China, Kazakhstan, Mongolia, the Russian Federation and the Korean Peninsula », 1996, 
Chapter 6, pp. 121-122. 
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Reliability and punctuality are important for shippers in terms of inventory and 
activity planning.  Shippers have a strong interest in knowing (i) when the cargo will be 
reaching their premises and (ii) whether the announced date of delivery is reliable. 

 
Point (i) is an essential input in the planning of the customer’s own industrial 

activities while point (ii) will have repercussions on their operating costs.  As a result, if all 
the elements in the transport chain are not properly organised and controlled, and delays 
result thereof in the delivery of the goods, customers stand to lose in two ways. 

 
- if goods are late, they may be unable to meet their own deadlines and lose their 

own customers and in the process damage their credibility (e.g. spare parts, raw 
materials), a risk that is substantial for those industries implementing the just-in-
time concept, 
 

- at the same time they face soaring operating costs as they may have mobilised 
staff and equipment who will remain idle until the goods arrive. 

 
The aim of moving cargo is very often to replenish stocks.  This means that the 

absence of reliability will have at least two negative effects on a customer’s business.  Either 
the customer will adopt a conservative attitude leading to having a greater stock than he 
would otherwise contemplate to cover the risk of being out of stock; or he will indeed run out 
of stock and at the same time run the risk of losing competitiveness. 

 
Frequency is important in the just-in-time concept aiming at reducing stock-keeping 

to a mere minimum.  Transport operators must keep in mind that for a customer, stock 
keeping is unproductive and very costly in terms of: 

 

- immobilised goods, 
 

- additional resources required (warehouse, lifting equipment, staff, etc.) 
 

- commercial risk linked to the fact that stocked products may become obsolete 
and result in the customer being unable to adapt quickly to qualitative changes in 
demand. 

 
This induces in customers an attitude by which they are permanently searching to cut 

down on their operating costs by reducing stocks.  One way is therefore to turn to what they 
perceive as the most reliable transport operators, i.e. one who will always abide by the 
announced delivery date and time.  They will also turn to the operator(s) who will be able to 
replenish their stock at short notice, which means moving small quantities frequently. 

 
 

5.5  Other aspects of service level 
 
5.5.1 Security of cargo 
 
The conditions in which the main haul part of a transportation contract is carried out 

will have an impact on the customers’ company image and that of their products. Wrong 
choices in the field of transport and logistics can also lead to missing or damaged goods and 
the best insurance that customers may subscribe to will only compensate direct financial 
consequences.  Seldom will commercial prejudices and the loss of confidence in the 
customers by their own clients be compensated and these will have in the long term 
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unquantifiable pernicious effects on the customers’ businesses.  As a result, shippers will turn 
to transport operators who will be perceived as offering the best guarantee of en-route 
protection for their cargo. 

 
While the use of containers and operation in block trains with minimum number of 

stops offers adequate guarantees against en-route damage, the railways still share with other 
modes of transport the concern over cargo protection against theft. 

 
In that respect, while the use of containers also seem to offer adequate protection, 

extra vigilance is of the order if only because the sense of security offered by sealed 
containers may have lulled the attention of the authorities towards demobilisation.  An 
attitude further encouraged by the need to be competitive by reducing overall door-to-door 
costs by cutting down on an element of cost which, when applied successfully, often leads to 
a perception that the expenses may not be necessary. 

 
Yet, theft by organised crime against cargo is very much alive.  Not so long ago, the 

National Cargo Security Council (of the US) figures indicated that US companies alone are 
losing more than US$10 billion annually from cargo theft and, according to Pinkerton 
Consulting and Investigations, world-wide total losses could be as high as US$30 to      
US$50 billion each year.8  While separate estimates for container-related crime are not 
available, it would be unreasonable to deny the potential threat against container traffic in 
view of the fact that (i) as traffic keeps developing it is bound to attract increasing attention 
by organised crime, (ii) the high value of containerised cargo (e.g., fashion merchandises, 
cosmetics, high-tech products, etc.) understandably increases temptation, and (iii) logistics 
chains are becoming more extended with ever more “soft-target” points.  The problem for all 
concerned (shippers, freight forwarders and transport operators) is that while pilferage from 
conventional shipments is likely to lead to comparatively small losses in financial terms, the 
theft of a single containerload of high value products can be measured in hundreds of 
thousands of dollars.  For example, a single 20ft container of computer hard drives can be 
worth US$16 million. 

 
The potential threat to cargo has an influence on the choice of transport modes by 

shippers (or their instructions to forwarders) and they will naturally inform themselves as to 
how goods will be handled, and who will handle and carry them throughout all the stages of a 
door-to-door logistics movement.  Acknowledging the threat, shipper’s traffic or logistics 
managers are increasingly selecting freight operators who are aware of the need to monitor 
all security requirements and have and can keep an unblotted record in this area. 

 
In designing services, the railways in the corridor will have to take all measures to 

meet shippers’ and forwarders’ requirements in this area.  The use of 20ft containers sealed 
with internationally-recognised devices and loaded door-to-door should offer adequate 
guarantee as long as the arrangements is acceptable to customs authorities.  On some 
railways, container wagons are now designed with a device that allows access to the seal and 
partial opening of the door for checking by customs officers, while preventing full opening as 
a deterrent to theft.  In addition, the operational pattern of the railways with stops at 
dedicated railway premises with usually a lot of staff around, makes it difficult for trespassers 
to venture onto railway premises without attracting attention.  During main-line operation, 
running containers in block-trains and giving high operating priority to container block trains 
                                                 
8 Containerisation International, « Crimewave », March 1999. 
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reduce the number of stops and consequently limit the risk of en-route pilferage.  The 
presence of security guards on board trains carrying high value cargo is sometimes an 
additional measure adopted by some railways. 

 

5.5.2 Information to customers 
 
In the field of long-distance transportation, the main area of recent development has 

been brought about by the customers’ requirement for more detailed information accessible at 
will at the push of a button.  Access to information is seen as essential by shippers who need 
to mobilise resources, plan their activities and adapt themselves quickly to changing patterns 
in demand, sometimes requiring a re-routing of cargo already under way. 

 
Arguably, the need for information has always been there, but the time spent to collect 

and transmit it have been considerably reduced and have become independent of distances 
between origin and destination.  At the same time the development of modern technology is 
allowing shippers free-of-charge and direct access at all times to information which they feel 
is rightfully theirs.  While in the past shippers were virtually “dispossessed” of their goods 
during transportation, they now can and want to claim ownership at any time between origin 
and destination.  The product development director of a forwarder described the attitude of 
shippers logistics saying that “what has happened is that especially during the past two or 
three years our customers want to become more involved in being informed as to what is 
happening in all phases of the transport chains of their goods, and this process is 
accelerating […] they want to know what we are doing, and why, and how it will affect what 
happens to their products […] shippers expect us to plan movements to conform to their 
transit times requirements, within their cost parameters. They want us to feed this 
information to them constantly, so that they can input the data into their production 
programmes”.9 

 
At the same time, shippers no longer accept to waste time and money filling, signing 

and sending papers through mail or fax when Information Technology (IT) in the transport 
sector is making paperless trading a reality. 

 
A group of transportation industry experts has shown that paper costs of carrier 

pricing, booking requests, booking confirmations, bill of lading preparation and distribution, 
export declaration preparation and filing, and freight arrival notice dispatch can come to 
US$ 150 per shipment.  However, portions of that cost can be cut by up to 80% with the right 
technical solution.  Tightly-integrated e-commerce can reduce these carrier expenditures to 
under US$ 15.  For the ocean shipping industry, that would translate into savings of 
US$ 2 billion a year.10 

 
In the field of IT, it is again important to benchmark the distance covered by the 

shipping industry as well as to listen to customers’ wishes either expressed directly or 
through forwarders/logistics providers. 

 
When it comes to electronic communications, few industries have matched the pace at 

which ocean carriers have embraced Electronic Data Interchange (EDI) to exchange 

                                                 
9 Containerisation International, « Integrated forwarding arrives », October 1999. 
10 Containerisation International, « Getting satisfaction from EDI », June 1999. 
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information internationally.  Ships manifests and bay plans or stowage plans, for example, 
have been electronically transmitted around the world for over 20 years.  Because successful  
EDI remains transparent it is easy to forget that, when ships arrive for discharge, behind the 
scenes, a complete manifest from all overseas loading ports has beforehand been lodged with 
customs.  In terms of operation, as container ships have increased in size to the mega 
6000 TEU ocean carriers of today, so has the problem of identifying cargo on board.  
Without the modern electronic bay plan, which pinpoints the location of every container on 
board a vessel at the press of a button, container terminal operators would not know where to 
begin cargo operations. 

 
Although operational problems of tracking 

containers on trains will never be as daunting, the 
problem is already bigger at terminals and the need 
of reliable EDI is of paramount importance for 
advanced communication to customs authorities of 
the required data so as to facilitate border-crossing.  
On a commercial level, the implementation of IT is 
needed if only because shippers will view with the 
greatest suspicion transport operators who do not 
implement IT as a matter of fact.  More and more 
transportation companies are finding that they have 
no choice but to offer shippers information about 
shipments, schedules and rates on demand.  That 
requires implementing an integrated “Electronic 
commerce” solution for each and every shipper 
enabling them to reduce their process steps. 

 
In the field of freight transport, freight 

forwarders/logistics providers, who increasingly are 
the entities selecting carriers on behalf of shippers, 
are increasingly pushing for IT implementation as 
they themselves depend for their business on being 
seen as “1000% IT-fit”11  (see box).  The end result 
for the railways concerned is that attracting business 
to the corridor implies becoming more and more 
part of global supply chains with the related 
requirement to provide the best electronic product as 
possible with two important basic features, namely: cargo booking capabilities and cargo 
tracking facilities. 

 

30 European shippers and their position 
as regards IT 
 

1. Are your cargo booking staff 
connected to the internet? 

 

     Yes 61% - No 39% 
 

2. If you are not communicating 
electronically with ocean carriers 
because you are not ready for it, when 
do you expect to be so? 

 

This year 20% - Next year 60% - 
After 2001 20% 

 

3. Apart from the ocean carrier’s 
electronic documentation facilities, 
and assuming that you have internet 
connection, are you interested in using 
their Websites for the following 
services: 

 

 - Container track and trace informa- 
tion :       Yes 61% - No 39% 

 

- Up to date schedule information : 
Yes 62% - No 38% 

 
Source : Containerisation International, 
« Who is pushing IT ? », July 1999 
 

 
The conclusion is that the shippers’ working processes have become so dependent on 

IT that they have set a trend in the transportation industry that no transport operator hoping 
to attract traffic can ignore.  No shipper will want to revert to pencil, paper, fax machines and 
clerical staff to have access to information that they expect to find at the tip of their fingers.   
 

                                                 
11 Containerisation International, « Global shippers want the earth », April 1998. 
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The railways in the corridor will therefore only compete if they too can be seen as 
“1000% IT-fit”. 

 
Ocean carriers have already taken initial steps to put on line their transaction process 

as illustrated hereafter: 
 

Ocean carriers’ website transaction capabilities 
 

Carrier Container / 
Cargo 

Tracking 

Voyage / 
Schedule 
Locator 

Rate Quote Booking Bill of 
Lading 

Custom 
Reports 

 

Maersk 
 

X 
 

 

X 
 

X 
 

X 
 

X  

 

Evergreen 
 

X 
 

X 
 

 

X 
 

X 
 

X  

 

APL 
 

X 
 

X 
 

X 
 

X 
 

X 
 

X 
 

COSCO 
 

X 
 

X 
 

X    

 

OOCL 
 

X 
 

X 
 

X 
 

X 
 

X  

 

Hanjin 
 

X 
 

X 
 

 
 

X 
 

X  

 

Source: Containerisation International, “E-Commerce – Taking stock”, November 2000 
 

For the railways concerned, this development means that there is a need to develop 
quickly an awareness of the importance placed on IT by shippers as well as their needs and 
see how their IT systems meet those needs.  While the adaptation of existing systems should 
be studied, the history of grafting ‘old’ systems onto new ones is not a happy one.  
Adaptation are often lengthy, costly and without the guarantee that the final product will 
deliver all the information needed.  More specifically, the cost of adaptation should be 
compared with the low cost of buying computers and setting-up internet sites. 

 
It is important to identify the parties involved in the transportation process and 

identify their needs.  The IT system will typically function at four levels, namely: 
 
- public level (shippers, consignees, etc.) 

 

- freight forwarders, 
 

- railways along each route, 
 

- public administrations other than railways. 
 

All of these parties will have different needs. 
 

The shipper will want to access information to: 
 
- control the service (direct info to monitor routing, reliability and timeliness, 

security, etc.); 
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- be informed of incidents/delays so as to be able to take internal remedial 
measures (e.g. modification to production planning, rerouting of other 
consignments, etc.); 
 

- change routing/destination orders to the freight forwarder/operator; flexibility for 
internal reasons; one or more bill of lading; 
 

- be able to influence later decisions by freight forwarder; 
 

- give direct orders to freight forwarders or transport operators by EDI messages. 
 
The freight forwarder will want to access information to: 

 
- control the service (direct info to monitor routing, reliability and timeliness, 

security, etc.); 
 

- be informed of incidents/delays so as to be able to take internal remedial 
measures (e.g. modification to production planning, rerouting of other 
consignments, etc.); 
 

- change routing/destination orders to the freight forwarder/operator; flexibility for 
internal reasons; one or more bill of lading; email or EDI message; 
 

- put pressure on transport operator(s) based on information at disposal for spot 
problems (e.g. one bill of lading seen not moving) or bottlenecks (several bill of 
lading delayed over a long period; 
 

- plan future shipments on the basis of actual performances and events monitored; 
 

- place EDI orders to transport operator(s), customs, border police, etc. 
 

The railways will make use of IT to: 
 

- boost internal operations to make them more efficient and to make them more 
predictable; 
 

- provide information on actual position of cargo/technical status/events/problems 
along its part of the corridor, with required level of confidentiality for each 
freight forwarder or shipper; 

 

- exchange information with other railways / other administrations, especially with 
regards to border-crossing movements (e.g. wagon interchange including 
technical visits, bill of lading "interchange" to facilitate border control 
operations, advance "notice" to facilitate operations planning (train consists, 
etc.); 

 

- control the movements of its assets outside its the borders of its national rail 
system (i.e. wagons, locomotives, etc.) for better fleet planning (e.g. wagon 
distribution); 

 

- keep accurate statistics on commercial / financial aspects of services (volumes 
per shippers/freight forwarder, full vs. Empty TEUs, tonnages, etc.; 

 

- keep accurate records of operational performances to review and upgrade 
services (punctuality, cause and location of delays, etc.) 
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Finally, other public administrations will want IT to: 
 
- have early notification of cargo to prepare their work and make checkings more 

efficient by being more focussed; 
 

- have early notification of cargo to have greater flexibility in the planning of staff 
utilisation; 
 

- keep easy and accurate data on cargo by type, quantity and origin/destination. 
 

From an organisational point of view the definition of IT requirements will necessitate 
(i) a thorough and detailed analysis of the documents needed by each of the above interested 
party so far as their format and the nature of the required information is concerned, (ii) the 
flow of information needed between two or more of the interested parties and (iii) the 
deadline for transmitting the information. 

 
 

5.6  General conclusion 
 
Having discussed the elements considered by shippers in their choice of a transport 

mode, stress should be put on one crucial aspect that the railways will wish to keep in mind 
when setting their own performance criteria, namely: the overcapacity in the shipping world. 
In a recent report, the Korea Maritime Institute estimated that in the Europe-Asia trade in 
2000, the utilization ratio of the container slots on offer was around 55.1. 

 
This situation puts increased pressure on the railways who want to successfully 

compete in the international container market to get things organised efficiently and 
successfully right from the very beginning.  Shippers are only too aware of this overcapacity 
problem and are set to take advantage of it by pushing for more services at always lower 
rates. In 1998, the Managing Director of forwarding at Philips International put the size of his 
company’s logistics function into impressive perspective. « When you are spending         
US$4 billion per year, you are careful. […] Global door-to-door networks, lower costs, 
better service, faster transit times, higher frequencies and improved reliability is what we 
seek »  Deregulation, transparent door-to-door costing based on one-party contact, shared 
efficiencies with sound partners, pipeline visibility with no uncertainties, rapid advice on 
schedule changes, performance measurement to ensure service-level compliance, fewer 
suppliers offering more, simpler transport instructions and enhanced IT were also on his wish 
list.1 

 
 

                                                

 
 

*  * 
* 

 
1 Containerisation International, « Global shippers want the earth », April 1998, p.59. 
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