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1 Introduction

The modern globalized economy is widely characterized by specialization and integration of
activities on local, regional, national, and international levels. It is also influenced by the rapid
technological development, controversial political issues as well as ecological impact of undertaken
decisions. The European Union realizes the challenges and opportunities of cooperation with its
neighbor countries and thus implements a number of projects aiming to enhance collaboration in

various fields.

Taking into account that North-West Russia, being Europe’s close neighbor and important trade
partner, possesses strategic natural resources as well as vast land and maritime territory, some of the
projects seek to involve Russia in international transport corridors. The main idea behind one of
them, the StratMoS project, is development of efficient and sustainable connections between coastal
areas while increasing regional prosperity and integration in the Barents and North Sea Region. The
current study was undertaken within Demonstration Project — 1 (NMC — Barents Sea intermodal
service) with a support of tools developed at the Work Package — C (MoS development in hubs and
hinterland) of the StratMoS project.

The Barents Sea region includes five districts of North-Western Russia: Murmansk Oblast,
Arkhangelsk Oblast, Republic of Karelia, Komi Republic, and Nenets Autonomous District showed

on Figure 1 below.

This region is considered to have one of the highest growth rates among all Russian regions and big
development potential due to its natural resources, scientific base, human resources and developed
industry. Despite its hard climatic conditions the region has also a long and successful trading
tradition mostly due to the Northern Sea Route which was developed and started to operate in
Soviet time, and its biggest ports Murmansk and Arkhangelsk. Indeed, these two ports can become
efficient and important logistic centers/hubs, thus involving their districts into international
interaction and generally developing Russian Barents Region.
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Figure 1: Map of North-West Russia
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The main development factors for the region as mentioned in FDT’s report “Logistics in the Barents
Sea” (for the project NMC II - North Maritime Corridor, November 2007) were and still remain the
following:
» The planned development of oil and gas activities in the on- and offshore fields in the
Barents Sea and Northern Russia
» Extraction and export of other natural resources from Russia
» Limited capacity, congestion and high handling charges in the Baltic Sea ports
* Emergence of the South-East Asian economies and intensification of trade between
them, Europe and USA
* Growing demand in the North-West Russian market
» Increased shift of transportation from inland to the sea and connected with this
development of inter- and co- modality in the transportation corridors

However nowadays there are several problems which limit the region’s transportation
competitiveness and do not allow full exploiting of its potential. Those problems include both
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physical and organizational issues. The former addresses the urgent need for infrastructure
development and modernization, while the latter deals with political and legal issues, competition
and lack of collaboration between different actors involved.

Again, turning back to the previous report, more specific hub bottlenecks were:

» Underdeveloped transport infrastructure, especially lack of reloading and multimodal
facilities, insufficient hinterland development of ports, lack of rail links to the ports

» High costs of transportation through Barents Sea due to high inland transportation costs
on the way Murmansk-Moscow, high rates for using Northern Sea Route, too high
harbor duties in ports of North-West Russia

* High dependence on political decisions regarding allocation of funds for the
development of the ports in the Russian part of the Barents Sea, insufficient funding

* Unequal conditions for the Russian and foreign companies in relation to carrying out
petroleum activities and acquiring port areas

» Limited containerization of transport volumes, lack of container terminals

Overcoming those bottlenecks would allow the Barents Sea Region to become an important player

in the facilitation of logistics flows between EU — Russia and potentially Asia, in the years to come.

The present report gives an overview of the project findings, research results and initiatives in the
region in order to evaluate the current state of affairs, challenges and opportunities for logistic
centers development in both Murmansk and Archangelsk paying special attention to organizational

and cooperative issues.

This means that the mentioned above positive factors and bottlenecks will be newly addressed,
analyzed, and discussed with the experts and stakeholders of the potential Murmansk and
Arkhangelsk hubs giving the most objective and comprehensive look at the situation which is
possible. Finally, it will result in recommendations concerning hub development from the
organizational perspective which would help to understand stakeholders’ opinions and focus them

in the same direction.
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2 Problem formulation and report outline

The report aims to give an answer to, and is organized around, the following problems:
* Which organizational bottlenecks exist for logistics centre development in the regions,
 To what extent are the actors in Murmansk and Arkhangelsk regions ready to
cooperate both physically and organizationally in terms of creating an open and
integrated logistics center, and

* How to encourage this cooperation between potential stakeholders.

In order to answer these questions it is essential to understand the overall situation in the regions,
including economic environment, governmental support, and transport and infrastructure
conditions. Besides, hub stakeholders should be identified and analyzed according to the following
parameters: who those actors are, how do they percept logistics centres in their regions, what are
their interests, concerns and expectations, how can they benefit from collaboration resulting in

logistics center creation, and finally how to communicate them those logistics centre benefits.

The report, which includes all the relevant for the above mentioned tasks findings from various
researches and studies, will be organized as follows. First, the introduction, problem formulation,
and report outline present the overall purpose, background and structure of the report. After that the
concept definition and methodology will be presented. The chapter with concept definition will
explain our vision of such terms as logistics centre/hub (which will be used as synonyms, or
substitutes, throughout the report), cooperation within the hub, and stakeholder. Those terms are
quite broad and can be used in various meanings. Thus it is crucial to specify in which meaning
they will be used in this report to avoid confusion. The methodology chapter will reflect our
scientific approach to the research to make sure that the obtained results have a necessary level of
reliability and validity.

Afterwards three empirical chapters will summarize findings obtained during research which
followed the methodological framework mentioned above. Those chapters will make an overview
of the economic situation, transport and logistics in the region; evaluate cooperation between
potential hub stakeholders; and conduct stakeholder analysis focusing on stakeholders’ perception

of logistics centres, their motives, concerns, positions and resources in relation to hub development.
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It is very important to note that the first empirical chapter giving the general situation overview is
based on official and statistical data, while the remaining parts summarize personal attitudes,
opinions and ideas of stakeholders. It means that those two kinds of data should be treated
differently, and the stakeholders’ opinions should not be criticized for being not objective or

imprecise.
The general report structure is presented in Figure 2.

Figure 2: Report outline

1. Introduction

2. Problem formulation and report outline

o

3. Concept definition
4. Methodology

o
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perception of logistics centres
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9. Recommendations

nd)

8. Conclusions
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3 Concept definition

In this section the definition of a Logistics Centre and stakeholders will be presented and our
approach to their analysis will be clarified. The source basis for this chapter includes ideas and
classifications from widely accepted scientists, researchers, professional associations as well as

finding obtained within related Demonstration Projects and Work Packages of StratMoS.
3.1 Logistics Centre definition

According to Europlatforms (2004), “a Logistics Centre is the hub of a specific area where all the
activities relating to transport, logistics and goods distribution — both for national and
international transit — are carried out, on a commercial basis, by various operators™. In this
definition, the operators may be owners or tenants of the buildings or facilities (warehouses,
distribution centres, storage areas, offices, truck services, etc.). To be competitive and follow the
free market rules, a logistics centre must be open, or accessible, to all companies involved in the
mentioned above activities. A logistics centre should contain all necessary facilities, be served by a
variety of transport methods (roads, rail, sea, inland waterways, air), and provide high quality of

services with intermodal solutions.

One of the main prerequisites for creating a logistics centre is location. Reduction of the delivery
time and costs is the main goal of logistics centres, thus it is vitally important to assure fluidity
between all the transport connections and coordinate all means of transport and actors involved.
That is why most logistics centres are located in hub points for transport and distribution activities,

which means near the main seaways, railways, and motorways (Europlatforms, 2004).

Management of a logistics centre should be run by a neutral legal body, preferably in form of a
Public-Private-Partnership. In most cases public authorities constitute a company’s main
stakeholder, because creating a logistics centre often requires huge investment with long return
period, which is not always highly attractive for private investors. Thus, financial support from
public institutions is a key element for logistics centre building. Besides, logistics centre is
supposed to positively affect the local economy by becoming part of an important territorial
development plan. The main stakeholders of logistics centres are normally national and local

11
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territory planning institutions, public authorities, railway companies, local transport associations,

customs, insurance and consulting companies, industrial associations (Europlatforms 2004).

Judging by its definition and properties a logistics centre corresponds to a cluster in its broader
meaning. For instance, Marshall (1930) who actually started the cluster concept development
viewed clusters as “a group of establishments belonging to the same industry within geographic
boundaries”. Similarly, Porter (1998) who summarized and systematized at some point all
developments related to clusters defined cluster as “a geographically proximate group of
interconnected companies and associated institutions in a particular field, linked by commonalities

and complementarities”.

3.2 Logistic Centre in a cluster perspective

In our case the port areas together with nearby hinterlands fully fit to those definitions. Indeed, the
geographical proximity is evident due to the historical connectedness of transport service providers
around ports. The assumption that companies belong to the same industry and are interconnected
can be proven by the fact that they serve the same market, their services are complementary and
they often belong to the same value chain. Finally, not only private firms but also public bodies are
characteristic for logistics centres in ports, which complete the list of similarities. Thus, hereafter a

term “cluster” will be used as a synonym to “logistics centre”.

The cluster shaping factors according to Porter which will be also used in our analysis are:

e Factor conditions: skilled labour, infrastructure, educational institutions. In order to increase

competitiveness those factors should be highly efficient, specialized and their quality should
increase over time. Moreover, a specific set of factor conditions is normally unique and is
hardly reproduced anywhere else. This enhances economical results from local procurement
for the cluster members.

e Demand conditions: highly sophisticated demand is very likely to stimulate innovation and

quality of products/services provided by the cluster. Thus cluster members have to cooperate
with their customers in order to find out and fully satisfy their needs.

e Related and supporting industries: they are important for cluster development, because

together with capable producers they can enhance knowledge transfer and innovation

generation, thus increasing cluster competitiveness even further. Besides, supporting

12
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industries will let producers to focus on their core products/services and outsource other
activities.

e Firm strateqy, structure and rivalry: positioning in the location with a variety of competitors

would motivate a company to differentiate from rivals and thus innovate. It is every
company’s own choice which results and how exactly it wants to achieve. The competitive
strategy of cluster members thus is an important source of cluster formation and
development. (Cortright 2006)

3.3 Cooperation within clusters

Cooperation is a common concept in today’s business life. It can be defined according to Andersen
and Narus (1990) as “complementary actions taken by firms in inter-dependent relationships to
achieve mutual outcomes over time”. This implies that cooperation requires a proactive attitude
towards interactions and commitment as well as construction of social capital among counterparts
(Felzensztein, Gimmon & Aqueveque 2009). Another definition was suggested by Easton and
Araujo who believe that cooperation takes place "when two or more parties have objectives, which
are mutually dependent™ (Hagberg-Andersson, Virtanen & Kock 2007). The degree of dependence
may vary, depending on types of activities. There are also other definitions of this concept.

However, they all stress interdependence between counterparts and their common goals.

Thus, as an operational definition for the purpose of this project we will take the definition of
Andersen and Narus, assuming that cooperation is a range of complementary actions taken by firms

in inter-dependent relationships to achieve mutual outcomes over time.

It is often said that establishment of a cluster is more about a historical coincidence of locating
firms at the same place (Brown & McNaughton 2001). However, later on in order to attract new
members and develop the cluster some positive externalities should arise. That is why leading firms
often start to develop networks. However, interactions between firms cannot be seen isolated from
each other, that is why social structures and social capital need to be developed. Besides, through
commercial and non-commercial exchanges companies become unconsciously tied to one another
and even stronger locally embedded, given that their buyers/supplies are situated in the same place
as themselves. Porter (1998) called those ties “social glue”.

13
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The main element of “social glue” leading to establishment of cooperative relationships is trust. It
makes firms to fulfil their obligations and promises and behave in a way which is mutually
beneficial for themselves as well as their counterparts. In addition, relationship commitment, which
is a desire to maintain a valuable relationship, contributes greatly to network evolution. However
the danger of opportunistic behaviour cannot be eliminated completely even if it should be

minimized by common effort not to let the relations development slow down.

When the trust is present companies can have common strategic directions of action and at this
stage fruitful interactions and information exchange can bring the network to new levels. The close
geographical location of companies is beneficial, since it allows communicating more often and

adjusting easier to each other. Here another dimension, or previous experience, comes into play.

On one hand it is provided by collocation and interactions in the past. On the other hand satisfaction
from previous interactions and success in reaching common goals enhance cooperation in the
future. Beside of the technical and market knowledge exchange there is also so called tacit
knowledge. This means that companies have a common background; they are situated at the place
with the same cultural and ethical norms. Their employees might interact not only on formal, but
also informal level sharing same values and interests. This would facilitate information flows even
further. On top of that, governments which realize benefits from clusters to their regions tend to
establish special institutions aiming on creating healthy supportive environment for clusters
(Felzensztein & Gimmon 2009).

The analysis of social networks within cluster requires evaluation of both structural and
interactional closeness dimensions (Shaw & Conway 2000). The former sub-dimension means the
density of interaction, resulting in its frequency, roles division and ways in which firms are
connected to each other. At the same time the latter dimension looks at the content of relationship
and level of formality. As mentioned above informal relations add value to network through more
intensive information flow and strengthening of trust as well as decreasing opportunistic, or free-

rider, behaviour.

Besides, the aim, for which relations are created, or in other words expectations are important. One
needs to be aware that the goals of different stakeholders can be very hard to match which may
weaken cooperation. It is important to realize that clusters are not only about cooperation. Since a

lot of potential, even though specialized, rivals are situated in the limited territory the competition is

14
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natural in this situation. Indeed, many authors claim that the more interaction the better, no matter
whether it is common project or competitive moves. Co-opetition which is a common characteristic
of clusters thus enables its competitiveness and is beneficial for members. Some researchers claim
even that too much of cooperation and too little of competition is harmful for cluster (Chetty &
Agndal 2008).

To sum up, cooperation within clusters builds upon trust. When achieved, it leads to extensive
knowledge exchange and frequent fruitful interactions (otherwise called previous experience). All
of them are embedded by local culture and anticipated norms (tacit knowledge), and can be
characterized by various levels of closeness and actors’ expectations. At the same time with
cooperation within cluster there is a competition, which brings healthy motivation effect enabling
innovation in the district. This general picture of cooperation within clusters will be further
developed in the next chapter, where exact operational definition of cooperation, its measures and
indicators will be presented resulted in specific research design for the purposes of this project.

However, before that the general metatheoretical considerations of the project will be highlighted.

3.4 Definition of Stakeholders

Stakeholder is a term, which was first used in business management theory and lately has become
equally popular among business people, researchers, governmental institutions etc. Stakeholders
appear within different business situations. There might be involved from few up to multiple
stakeholders in a project. In some countries, such situations are described by terms “joint”,
“collaborative” or “partnerships”. Stakeholders are often characterized by their interests (which can
be both common and contradictory), motives, and relative power. (Sithole 2002)

There are various definitions of the term “stakeholder”, most of which though capture the same idea
and even put it in similar words, i.e.:

e "All those claimants inside and outside the firm who have an interest in the problem and its
solution™ and "are the concrete entities that affect and in turn are affected by a policy"
(Mason & Mitroff 1981, p. 43, 95)

e ““Groups or persons with legitimate interests that are known and have been identified”” with
“a constellation of co-operative and competitive interests possessing intrinsic value”
(Donaldson & Preston 1995, p.66)

15
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e “Any group or individual who can affect, or be affected by, the achievement of an
organization’s purpose, and each of the many stakeholder groups has a unique set of
expectations, needs, and values, some of which are conflicting” (Clarkson 1995; Freeman
1984; Harrison & St. John 1994)

e “All of the agents for whom the firm’s development and good health are of prime concern”
(Mercier 1999)

e “Any group or individual that can affect or be affected by the realization of a company’s
objectives” (Freeman 1984)

To sum up, the overall idea of a term “stakeholders” is that they influence and are influenced by
some organization/project/problem, have a unique set of expectations, goals and interests which can

be cooperative or competitive (meaning common and contradictory).
3.5 Characteristics of Stakeholders

As mentioned in the definition, stakeholders can be described by the following categories: their

goals, interests, position, resources and power.

A goal is an intention that a stakeholder has for developing a project/business or solving a problem.
Goals may be complementary or contradictory, meaning that achieving one goal can influence
positively or negatively achieving another goal. That is why modeling goals and their relations let

researchers analyze the relationships between stakeholders with different needs. (Alexander 2005)

Interests (or motives) and concerns of the stakeholder in the project are the advantages and
disadvantages that implementation of the project can bring to him. Data on those advantages and
disadvantages are crucial information which should be as detailed as possible. It will be extensively

used in developing conclusions and strategies for dealing with the stakeholders’ concerns.

A position refers to the stakeholder’s status as a supporter or opponent of the project. The position
of the stakeholder can be defined by collecting information directly from the stakeholder (i.e., self-
reporting) and indirectly from secondary information or other stakeholders (i.e., others’

perceptions).

16
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Power (or influence, or importance) refers to the ability of the stakeholder to affect the
implementation of the project due to the strength or force he possesses. Power arises from combined

measure of the amount of resources a stakeholder has and his capacity to mobilize them.

Resources in their turn can be of many types — human, financial, technological, political, and
other. The stakeholder’s power should be evaluated through his access to all of these resources. The
resource assessment consists of two parts: the quantity of resources that a stakeholder has within his

or her organization or area, and the ability to mobilize them. (Schmeer 1999)

17
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4 Methodology

4.1 Stakeholder Analysis

Stakeholder analysis is an approach or a set of tools for creating knowledge about stakeholders in
order to understand their goals, interests and relations and to assess their importance and resource
contribution to the project. It might have different tools and applications in the fields of policy,
management and project implementation. (Varvasovszky & Brugha 2000)

The most widely accepted techniques for stakeholder analysis in the field of project implementation
include consequent steps allowing progression from situational analysis and the identification of
stakeholders, to their interests, motives and perceptions of the project/organization (in our case,

logistics centre).

Stages of a stakeholder analysis for the purpose of project implementation — namely, for a logistics
centre development - are presented on the Figure below.

Figure 3: Stages of the Stakeholder Analysis

N

*Definition of the economic, policy and infrastructure context of the Logistics Centre

eldentification of the Logistics Centre stakeholders

*Evaluation of cooperation between stakeholders

*Perception of Logistics Centre by its stakeholders

sldentification of the stakeholders’ goals, interests, concerns, and positions

*Qutline of Logistics Centre opportunities and challenges
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4.1.1 Definition of the economic, policy and infrastructure context of the Logistics

Centre

The initial step of stakeholder analysis is the situation analysis. It allows to collect a background
information about the environment in which stakeholders operate and thus to reveal some
underlying factors and reasons explaining their behavior and reactions. Besides, through such an
analysis the broader picture of relations and interconnections can be drawn, though mostly formal.
The overall economic, political, and legal situation in a specific region under investigation

influences greatly motives and expectations of stakeholders.

Suggested methods for situational analysis include mainly literature reviews and archival searches.
However, sometimes those documents can be biased by the influencing stakeholders. Thus,
opinions should be collected from wide ranging sources operating at many different levels. (Sithole
2002)

Specific questions to be answered at this step are:
1. What is the current situation in the region (with its impact on the Logistics Centre creation)?
2. What is the policy framework for the Logistics Centre management?
3. What are the incentives and developments in the region influencing the Logistics Centre?
4. Which previous studies on this topic in the region have been made and what are their

outcomes?
4.1.2 Identification of the logistics centre stakeholders

This stage of stakeholder analysis includes registering all the actors - groups, persons, organizations
and institutions - that have some relations with project/organization/problem under investigation.
In order to facilitate the process the following questions can be used:

1. Who is responsible for accomplishing the project? It might be persons or groups that have
legal, financial or contractual responsibilities in relation to the project.

2. Who will influence the project? Those are persons or groups who will have the chance to
control the direction in which the project is developing. Influencers’ actions can support the
objectives of the project or threaten them. Also people with informal influence or official
power of decision should be added here.
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3. Who are the people linked to the project? Those are people with whom the organizations
behind the project interact, including internal stakeholders or stakeholders who have long-
term relationships with the organizations driving the initiative.

4. Who depend on the project? Those are people or groups for whom the project execution is

crucial. They are the most dependent on the outcomes of the initiatives.

As a basis for hub stakeholder identification for the purposes of this report a port-hinterland chain
was taken. It includes various actors incorporated in hub value chain and reflects both port and
hinterland sides, transport services users and providers, as well as connections and relations

between them. The port-hinterland chain is presented in the figure below.

Figure 4: Port-hinterland chain
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Source: Van Der Horst, De Langen, 2008

It is important to note that most of the chain members were contacted during the research. However
not all of them took part in the questionnaire and/or interviews. Thus, the full chain should be kept

in mind, while the actual analysis will be based on the possessed data.
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4.1.3 Identification of the stakeholders’ perceptions, cooperation, goals, interests,

concerns and positions in relation to Logistics Centre development

When the stakeholders are registered they need to be contacted and analyzed. This can be done
according to their perception of a Logistics Centre, cooperation inclinations, and main

characteristics such as goal/intention, interest/motives, concerns, and positions.

It is during this stage that field work should be done through surveys and interviews with key
respondents. These techniques allow getting necessary information directly from the stakeholders.
This information includes stakeholders’ interests and the relative position they consider they
occupy. It is important that stakeholders’ goals and motives reflec their own point of view. In
addition to questions concerning informants directly, also indirect questions about other

stakeholders are asked here.

It is essential to detect the stakeholders” main interests through formal questions, such as:
1. What expectations do you have for the project?

What benefits would the project provide you with?

What are your concerns?

Do you in general support or oppose the project?

Which stakeholder do you believe will be in conflict with the project’s interests?

o 0k~ N

Do the stakeholders have opposing interests?
4.1.4 Outline of assumptions and risks

The analysis of stakeholders’ interests and motives in combination with their importance and
influence leads to identification of potential assumptions and risks which the project can face. This
means that the results will help to ask our research question and identify the level of readiness of
stakeholders for the hub creation.

Thus, the last stage of a stakeholders’ analysis is to identify potential risks and opportunities the
project can meet. This last stage provides some important information for a project risk

management plan to be drawn up. (Greenley, Hooley, Rudd 2005)
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4.2 Data collection methods overview

As suggested by the theoretical framework the data collection methods for this research include
secondary data analysis, brainstorming, survey, and interview conduction. Due to the fact that
survey and interview methodologies are complex and require greater attention, they will be
described in the next sections of this chapter. And the focus of this section will be secondary data

sources and brainstorm conduction.

The secondary data used in the research includes:
e Regional economic reports
e Official national statistics
e Publications in maritime and business related magazines
e Information from the web-sites of organizations monitoring Barents region

e Previous reports made within and outside of the NMC/StratMoS project

The brainstorm for the purpose of stakeholder selection and risk identification was held by the
group which included:

e Specialists in Logistics Centres and Maritime Transport

e StratMoS partners

e Local representatives from Murmansk and Arkhangelsk

Since it was difficult to bring all participants at the same place at the same time, a series of meetings

and phone conversation was held for obtaining brainstorming results.

4.3 Survey methodology

In order to evaluate cooperation between hub stakeholders a set of measures was developed. The
first factor from which the perceived cooperation value is derived is closeness. In order to make the
relationship work the interacting actors must invest in the relationship leading to the creation of
adaptations. Closeness thus shows how often do firms interact, in which forms, and what is the
character of cooperation, formal or informal. According to Hakansson and Johanson, informal
cooperation occurs when counterparts want to be involved into collaboration, but without visibility.
Alternatively, formal cooperation takes place when the common actions are put under control and
structured in formal way. (Hagberg-Andersson 2006) Thus, in this project closeness of cooperation
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will be measured through its forms, frequency and character. Forms of cooperation will be revealed
with a help of an open question and codified with nominal scale. For measuring frequency of
cooperation a ratio scale with 5 variants will be used. Finally in order to assess the character of

interactions we will use the 5-point ordinal scale.

Closeness in the relationship will create an atmosphere of trust and mutuality (Hagberg-Andersson,
Virtanen & Kock 2007). Trust in someone or something can be defined as “an attitude,
characterized by the belief in the counterparty’s reliability; that the behavior of the counterparty is
predictable in terms of its direction and intensity, which means that future actions of the
counterparty will conform to obligations assumed” (Raimondo 2000). Thus trust has three main
dimensions: reliability, predictability and honesty/fairness (Zaheer, McEvily & Perrone 1998) -
which for the purposes of this study will be measured by open question with ratio scale (respondent

will be asked to divide 100 point between 4 categories).

In general, this perception of reliability comes from experience, and more particularly from a
sequence of satisfactory interactions, that is a series of evaluative processes from which a
systematic confirmation of expectations emerges (Raimondo 2000). Satisfaction from interaction as
an indicator of previous experience will be measured in the survey by ordinal scale with 5 variants

of answer.

Yet another measure of cooperation is associated with expectations from cooperation, motives and
goals. Depending on the industry those potential outcomes may vary greatly, but they are normally
connected to improving of operational indicators, access to resources and internationalization.
(Felzensztein, Gimmon & Aqueveque 2009) In our study we will evaluate expectations by using a

nominal scale with possibility for open answer.

Survey data were collected through self-completion questionnaire distributed by fax and
SurveyXact (on-line mode). The questionnaire was sent to the full population of both private and
public organizations (in total 53) within the hubs, i.e. public authorities, ports, shipping companies,
forwarders, terminal and rail operators, other logistic service providers, as well as the largest
potential users of those services (enterprises) in Arkhangelsk and Murmansk regions. The
categories of potential stakeholders were derived from Europlatforms classification.
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The structure of the questionnaire includes three sections. The first section collects general
information about respondents (type, industry, size) and their opinion about transport and logistics
services in the region — in order to later on classify respondents and look for the connections
between their answers and their characteristics. Thus this section combines informant factual

questions and questions about attitudes.

The second section evaluates the respondents’ cooperation with their counterparts, such as service
providers, customers, competitors and public institutions, reflecting the mentioned in previous sub-

section indicators. The questions attached to each of the indicator are presented in the table below.

Table 1: Correspondence of questions from the questionnaire to the cooperation indicators

Measure of | Indicator Question formulation Type of question /
cooperation Scale
Closeness Forms (If you cooperate with your partners,) Open question /
what common projects are you involved | Nominal scale
in?
Frequency How often do you interact with your Ratio scale with 5
partners? variants
Character When people from your organization Ordinal 5-point
meet with people from other scale

organizations to discuss common
projects, is it (formal or informal
interaction)?

Trust Reliability If your organization was to be involved in | Open question with
Predictability | common project, indicate what would ratio scale (divide
Honesty you expect from the partner? 100 point between 4
categories)
Previous Satisfaction How would you assess achievements Ordinal scale with 5
experience from from the cooperation with your partners? | variants of answer
interactions
Expectations | Goals Would it be useful for your organization | Nominal scale with
to have logistics centre established in possibility for open
your city? Which purposes would answer

logistics centre serve for?

Finally, the third block of questions is devoted to perceptions of logistic centres. To begin with, the

feeling of belonging to some kind of logistic centre is revealed. Then depending to their opinion, the
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respondents are supposed either to identify a need and purposes of establishment of logistic centre
(if they do not think it exists at all) or to assess its benefits and drawbacks (if they see some sort of
logistic centre to be present). The full questionnaire (English version) can be found in Appendix 1.

Since the survey is addressed to the organizations located in the North-West Russia, the
questionnaire was translated into Russian language to make sure that the questions will be
understood and answered properly, and thus to increase the validity of the research and response
rate.

The response rate achieved was 22.6 %. Initially the questionnaire was sent to 53 potential
respondents with their prior notification by phone where possible. The comprehensive covering
letter with clear instructions and purposes of a survey was included. The reminder e-mails / phone
calls followed the questionnaire in 10 days if no response was received after distribution.

4.4 Interview methodology

The interview outline for the purpose of the research consists of 4 blocks of questions, two

supporting sections, and looks as presented in the Figure 5.

The two big blocks of questions concerned respondents’ perceptions of logistics centre in their
regions and their interests/motives/concerns about it. Questions concerning logistics centre
perceptions included:

e General understanding of Logistics Centre concept

e Opinion about Logistics Centre presence and stage of development in the region

e Evaluation of Logistics Centre functioning and management

e Impression about Logistics Centre competitiveness and perspectives, its development factors

The stakeholder analysis as such (the second big part of interview structure) contained the following
discussion topics:

e Benefits and concerns of a stakeholder in relation to Logistics Centre

e Overall attitude towards Logistics Centre

e Resources which could be used for Logistics Centre purposes

e Opinion about other stakeholders
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Figure 5: Interview Outline

Introduction to the interview

1. Perception of the Logistics Centre

- Understanding of concept Functions, management, competitiveness,
- Presence of Logistics Centre in the region and potential of the Logistics Centre

2. Specific questions for different groups of stakeholders

’¢

- Questions to ports and regional - Questions to transport & logistics service
authorities providers, hub users etc.

3. Influence of the Logistics Centre on the respondent

Interest, Concerns, Importance Position (support / oposition)

A 4

4. Opinion about other Stakeholders and possible opposing interests

5. Any other matters, Information materials distribution, Closing

This interview structure was used for the 16 interviews conducted in Murmansk and Arkhangelsk in
August 2010. The interviews combined with awareness-rising materials distribution were held with
a support from local offices of Norwegian Barents Secretariat. During the interviews most of
respondents expressed their wish to stay anonymous and not to be cited in the report, which
imposed certain limitations on analysis. Thus, all the answers were generalized and their relations

with the sectors of activity of stakeholders could not be provided.
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5 Overview of Economic Situation, Transport and Logistics in North-West

Russia

This chapter will focus on analyzing the current situation and latest trends in economic conditions,
natural resources and transportation system of the North-Western part of Russia with special

emphasis on Murmansk and Arkhangelsk regions. First, the present economic situation of

Murmansk and Arkhangelsk Oblast will be presented and the latest trends together with the

economic crisis impact will be discussed.

After that the petroleum related activities on the Russian Barents shelf will be evaluated and the

description of most perspective oil and gas fields will be provided. Finally, the existing
transportation complex of the North-Western district of Russia will be critically assessed and recent

initiatives and development in the area will be presented.

5.1 Economic Situation of Murmansk and Arkhangelsk Oblast

The following section will highlight the main indicators and trends in economic situation of the
regions. The regional production indexes, state of affairs in main industries, and investment

environment will be analyzed here.
5.1.1 Economic conditions of Murmansk Oblast

The Murmansk region is one of the most dynamically developing regions of the Russian Federation.
As shown on Figure 6 the gross regional product (GRP) was significantly rising between the years
2000 and 2007. However, lately the economical crisis slowed down the production in the region. As
a result, the nominal GRP in 2009 exceeded the level of 2008 only by 6.9%, and the real GRP was
3.8% lower compared to 2008. The decline in regional production is mostly a result of crisis in
mining, processing industries and consumer sector. At the same time the agricultural and transport

sectors improved in comparison with previous year.
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Even during crisis there were no big stops of production or cut of personnel in the region, and the

sufficient government support was offered to various industrial and agricultural enterprises.*

Figure 6: The gross regional product in 2000 - 2009

250000

200000 Bl —

150000 —

m——

100000 —

50000 -—I_ —
0 T T T T T T T T T

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Source: http://www.barentsobserver.com/barents-monitoring-murmansk-2009.4762041-116322.html

The industrial production index, which was constantly growing between 2002 and 2007, showed in
2009 the worst dynamics in the last decade and was 93.6% compared to 2008 (in Russia in average

this index was 89.2%). The index dynamics are presented in Figure 7.

Figure 7: Industrial production index dynamics 1999 - 2009
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Source: http://www.barentsobserver.com/barents-monitoring-murmansk-2009.4762041-116322.html

Problems in the financial sector in 2009 decreased the investment activity in the region down to
83% of the level in 2008. Meanwhile foreign investments were growing and in the period January-
September rose by 2.5 times in compared to 2008.% The construction sector experienced a drastic

drop during the current financial crisis. Its volume cut by one third in 2009 compared to 2008.

! Doklad ob itogah socialno-ekonomiceskogo razvitiya v Murmanskoy oblasti za 2009 god, p. 2-7
% Doklad ob itogah socialno-ekonomiceskogo razvitiya v Murmanskoy oblasti za 2009 god, p. 1, 13
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During this period only the housing stock showed a rise. The unemployment rate once one of the
lowest in Russia, was in the end of 2009 close to national average and reached 7,6%. The crises also
affected the actual money income of population and thus its purchasing possibility, resulting in

decline of the retail trade turnover by 3% compared to 2008.

The transportation turnover amounted to 99.3% of the 2008 level. Meanwhile, sea transport
increased by 12.5%. Due to the rise up in the turnover of sea transportation by 1.4 times, the
aggregated cargo turnover of all types of transport increased by 24.5%.% Due to collaboration
between the government of Murmansk Oblast and JSC “Ososbiye Economiceskiye Zoni” (Special
Economic Zones) the project “Complex Development of Murmansk Transport Centre” was
included into Federal Program “Development of Transport System of Russia in 2011-2015".* The
project is going to be implemented in the following directions:
e Development of sea transport: construction of new coal, oil and container terminals,
development of fleet;
e Development of logistics and warehousing infrastructure: construction of logistics centre
and distribution complex;
e Development of rail transport: construction of new rail roads and stations;
e Development of road and air transportation, including upgrading of Murmansk city roads
and reconstruction of Murmansk airport;
e Additional services development: external energy supplies, maritime navigation security

system, industrial security of transport centre and evaluation of environmental impact.®

These actions are supposed to improve transport related infrastructure in the region, increase

logistics flows, and thus raise the overall attractiveness of the Murmansk Hub.

The major companies of the Murmansk region are Severonickel Combine owned by Norilsk Nickel,
the Kola Nuclear Power Plant (Kola NPP), Trawl Fleet, and Murmansk Shipping Company.
According to the regional government of the Murmansk Oblast the production level of major

industrial enterprises by the end of 2009 almost reached pre-crisis level, showing that the

® The Social-Economic Development of Murmansk Oblast in 2009: Report by the Murmansk office of the
Norwegian Barents Secretariat, p. 6, 13-14

* Doklad ob itogah socialno-ekonomiceskogo razvitiya v Murmanskoy oblasti za 2009 god, p.15

® Doklad "O khode realizatsii proekta "Kompleksnoye razvitiye Murmanskogo Transportnogo Uzla
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Murmansk region has basically overcome the crisis, and is now ready to continue development as

prior to crisis start.
5.1.2 Economic conditions of Arkhangelsk Oblast

The Arkhangelsk Oblast is extremely rich in natural resources and it used to show good dynamics
of development in recent years. However the year 2009 was not easy for the region. The crisis
affected seriously processing industries, financial sector and investments in the region. However
positive dynamic in the end of the year in timber sector and energy production as well as
achievements of mining industry led to the overall yearly growth of industrial production index by
3.8%. Indicators of this index as a percentage to the correspondent period of the previous year are

presented in Figure 8.

Figure 8: Industrial production index dynamics in January-December 2009
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Recent regional policy of optimizing and diversifying economy of the Arkhangelsk Oblast resulted
in a number of initiatives such as Commission on Investment Policy and Development of
Competition and Law on Tax Privileges in Realization of Investment Activity on the Territory of

Arkhangelsk Oblast. Besides, the Regional Government is trying to get support from the Federal
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Investment Fund for the new deep water section of the Arkhangelsk Commercial Sea Port and

construction of the Belkomur railroad connecting Arkhangelsk, Syktyvkar and Perm. The Belkomur

railroad (see Figure 9) of 1252 km total length requires 795 km of new construction. The total

investment amounts RUR 75 bin.®

Figure 9: Belkomur railroad
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The major companies of the Arkhangelsk Oblast are ”Arhenergo”, ”Solombala Cellulose and Paper

Integrated Plant”, ”Arkhangelsk trawl fleet”,

Commercial Port”, “Sevmash”, “Zvyozdochka”. In general, the region’s enterprises seriously

”North Shipping company”, ”Arkhangelsk Sea

suffered from the crisis, which resulted in 16.8% losses of tax and non-tax revenues of the regional

® The Social-Economic Development of Arkhangelsk Oblast in 2009: Report by the Arkhangelsk office of the

Norwegian Barents Secretariat, p.2
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budget. However the Oblast was included by the Federal Ministry of Regional Development in the

group of 14 regions with an economy “sufficiently better than average in the country”.’

The dramatic decrease was observed in the construction industry and investment in the main capital
where the volume dropped by almost half compared to 2008 in each sector. However the oil and gas
production in Nenets Autonomous Okrug, an associated part of Arkhangelsk Oblast, increased by
24% and 15% respectively. The good situation also remains in the food industry. For example,
production of meat and meat products increased by 34%, of butter — by 22% and of fish — by 12%.
Meanwhile, in the transport sector the railroad cargo in 2009 decreased by 20% and the cargo

turnover of the Arkhangelsk Sea Commercial Port decreased by 24% in comparison with 2008.2

To sum up, the last year was extremely controversial for the region. On one hand, in revealed the
existing problems and caused serious losses, but on the other hand, Arkhangelsk Oblast showed
better results than many other regions due to its natural resources and potential for development.
The overall positive dynamics of regional development of pre-crisis years together with recent

performance ensure the future growth of the region.
5.2 Petroleum related activities on Russian Shelf of Barents Sea

North-Western part of Russia is extremely rich in hydrocarbon natural resources, which raises the
interest of investors and potential of the region. Recoverable potential resources of oil and gas are
22.7 billion tons in the Barents Sea. In the potential resources structure, gas-forming hydrocarbons
predominate (21.6 trillion cubic meters), with liquid resources (oil and condensate) accounting for
1.1 billion tons. In the Pechora Sea, recoverable potential resources in terms of oil and gas are
estimated at 4.9 billion tons. In this estimate, condensate accounts for 2.2 billion tons, and gas

amounts to 2.7 trillion cubic meters.

According to Russia’s energy strategy for the period up to 2020, energy policy priorities in the
North-West district will focus on the oil and gas industry on the coast and the shelves of the Arctic

seas. However the development of fields in the Arctic region will be challenged by difficult natural

7 Doklad o situatzii v ekonomike, finansovo-bankobskoy i sotzialnoy sferah subjektov Rossijskoy Federatzii v
2009 godu

® The Social-Economic Development of Arkhangelsk Oblast in 2009: Report by the Arkhangelsk office of the
Norwegian Barents Secretariat, p.5-9
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climatic conditions and remoteness from existing oil and gas industry infrastructure, which stress a
need for new technological solutions for production and transportation that guarantee among other
things environmental protection. Thus, this section will be organized around major oil and gas
fields” overview and transportation of hydrocarbon resources with respect to potential
environmental risks. Indeed, oil and gas field development is often considered as an important
stimulus for the development of the region in general and logistics centres in particular: it requires
among others infrastructure improvement, logistics services of high quality and coordination of

activities of all involved parties.
5.2.1 O0il and Gas Fields overview

Some of the currently developing fields are described above. Their location in the Barents Sea shelf

is presented in Figure 10.

Figure 10: Gas and Oil Fields of Russian Shelf
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The Prirazlomnoe oil field

The Prirazlomnoe oil field is located in Russia’s European Arctic Continental shelf south of Novaya
Zemla in the Pechora Sea, 60 km from the Varandey settlement (Nenetsky Autonomous District),
950 km from Arkhangelsk and 1025 km from Murmansk. The field, which is situated at a depth of
19-20 m, was discovered in 1989. The development license was won by Rosneft in 1993 and
transferred to Sevmorneftegaz in 2002. Recoverable oil reserves from the Prirazlomnoe field are
estimated at 83.2 million tons, with the maximum volume extracted annually amounting to 6.5

million tons.
The Medynsko-Varandey licensed area

The Medynsko-Varandey section, covering a total area of 2,405 square km, is situated in the south-
eastern part of the Barents Sea, in the shallow waters of the Pechora Sea with depths of up to 19 m.
The field opened in 1997 is situated 1,000 km from Murmansk and 410 km from Naryan-Mar. The

area has 6 basic structures, three in each of the sub-sections.

The Kolokolmor and Pomor licensed areas

These fields are situated in the southern part of the Pechora Sea. The Kolokolmor area extends to
1,540 square km, Pomor field covers 1,677 square km. The distance to Naryan-Mar is 200 km, and
to Murmansk - 800 km. The estimated recoverable resources amount to 300 million tonnes of oil.
The fields consist of a great number of seams, with hydrocarbons being found at depths ranging
roughly from 1,000 to 4,000 m.

The Dolgin oil field

The Dolgin oil field was discovered by Gazprom in 2000. This field is large-scale and borders the
Prirazlomnoe oil field. In 2005, Gazprom obtained the license to utilize this area of the subsoil for

the purpose of prospecting and extracting mineral resources.’

® http://www.bellona.org/reports/report/russian_arctic_shelf Offshore Oil and Gas Development in Northwest
Russia: Consequences and Implications, Ch.1, p.10-16
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The Shtokman gas condensate field

A field which attracted the most attention in recent years is the Shtokman gas condensate field,
which is located in the central part of the Barents Sea, 650 km northeast of Murmansk, 920 km
north-east of Arkhangelsk and 290 km to the west of Novaya Zemlya (See Figure 11). The
hydrocarbon seams discovered in 1988 are situated at a depth of 1,900-2,300 m. It is suggested that
the stable extraction of gas may be possible for 50 years. The field covers an area of 1,400 square
km and the sea is 300-380 m deep. The field’s reserves amount in total to 3.66 trillion cubic metres
of gas and 30 million tons of condensate. When operating at maximum productivity, the planned
volumes recovered from the Shtokman gas condensate field may vary from 71 to 94.6 billion cubic

meters per year.

It is anticipated that the Shtokman field will require three or four phases for full field development.
The development will include up to four platforms. It is estimated that the total number of wells
required to develop the Shtokman will be around 156, which breaks down to 144 production wells,

three monitor wells and nine reserve wells. *°

Figure 11: The Shtokman gas condensate field
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10 http://www. offshore-technology.com/projects/shtokman/
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Initially Gazprom which has a license for development of Shtokman together with Total and Statoil
hoped to put the field on stream as early as 2010. However, lately those plans were revised.
Strengthening of alternative suppliers of gas, a fast growth of production of shale gas in USA and a
decrease in exports to the EU countries have decreased Gazprom exports in 2009 by 11.4% up to
140 billion cubic meters. Thus the turnover in 2009 dropped to 40 billion dollars which is a large
cut compared to 64 billion dollars in 2008.™ Following the US statistics the average price for liquid
natural gas (LNG) there dropped from 350 dollars per 1000 cubic meters in 2008 to 160 dollars in
2009.

As a result, final investment decision about gas production in Shtokman will be taken in 2011 and

the extraction in the field will start in 2016. *?

5.2.2 Transportation of gas and oil in Northwest Russia and related environmental

risks

Currently the transportation of oil and gas in Northwest Russia is based on the transshipment by
tankers of various dead weights using offshore and coastal terminals. The network of terminals
includes such offshore transshipment complexes as the “Belokamenka”, tanker holding lagoon and
coastal terminals in the ports of Murmansk, Arkhangelsk, Vitino and others. Supplies of oil
transported by tanker are directed for export to Europe and the USA. Besides, significant volumes
of oil from fields in the Timan-Pechora province are transported by a system of pipelines. However
pipelines in Northwest Russia are located sufficiently far from such ports as Murmansk,
Arkhangelsk and Vitino and, that is why petroleum products are transported from there by rail in

tank wagons.*® Thus, cooperation between ports and railways become extremely important.

An increase in the volume of oil and gas transported in Northwest Russia requires among others the
improvement of measures preventing and eliminating oil spills, as well as the establishment of an
effective ecological monitoring system. Increased oil and gas activity raises the risk of accidents

and the vulnerable environmental conditions that have to be taken into account.

1 hitp://www.barentsobserver.com/index.php?id=4725683

'2 http://vremya.ru/2010/29/8/247733.html

'3 http://www.bellona.org/reports/report/russian_arctic_shelf Offshore Oil and Gas Development in Northwest
Russia: Consequences and Implications, Ch. 2, p.18-19
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The risks associated with development of oil and gas fields and transporting of oil and gas are
considerably higher on the Continental shelf of the Russian Federation, than in other regions
because of the following factors:

o difficult natural climatic conditions;

e technologies and equipment employed;

e inadequate level of infrastructure development;

e large number of freight operations, caused by small tankers operating in Russian waters

reloading to super tankers used for export.

The field development process results in large quantities of emissions into the atmosphere and the
marine environment. Oil and gas activity is one of the main sources of greenhouse gases which
form from burning fossil fuels and cause climate change. When a field is exploited over a long
period of time and intensive depletion of the rock occurs, the risk of seismic activity in neighboring

territories increases.

Besides, the technical implementation of the system for transporting oil and gas affects the
environment. The intensive load placed on the main pipelines in Northwest Russia has resulted in
pipeline fatigue which requires significant maintenance. However, statistics show that the transport
of oil by tanker is as dangerous as pumping it by underwater pipeline. Accidents which occur when
transporting oil and gas in railway tank wagons can lead to devastating fires, contamination of

drinking water, destruction of ecosystems, extinction of living organisms and human losses.*

It also needs to be taken into account that the diversity of bio-organisms in the Barents region has to

be preserved. The priority regions in this matter are presented in Figure 12.

In general, in everything concerning ecological impact again cooperation between all involved
parties is required in order to eliminate risks and keep possible negative externalities under control.
Common efforts and new technological solutions will help to promote regional sustainability and

prosperity.

4 hitp://www.bellona.org/reports/report/russian_arctic_shelf Offshore Oil and Gas Development in Northwest
Russia: Consequences and Implications, Ch. 3, p.10
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Figure 12: Priority regions for preserving biodiversity in the Barents Sea ecoregion

(Dark yellow - of extreme priority, yellow - high priority, white — priority)
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Source: The Barents Sea Ecoregion. A biodiversity assessment, WWF

To sum up, the active development of the oil and gas fields in the Russian Arctic will require a lot
of effort and consideration. However it will be followed by development within the consumption,
production and generally result in the further socio-economic growth in the regions. From the
transport perspective it means that the existing capacities will be actively used, and the new ones
will be required. The general upgrade and enlargement in the transport system of the North-West

Russia is expected.

5.3 Trends and Policy in Transport of North-Western Russia

The North-Western federal district of Russia is a transportation “bridge” between Russia, the
European Union and Asian states, which supports intra and interregional connections. Taking into
account the increase in international trade and volumes of goods to be transported, the pressure for
the existing transportation system will grow. Thus its further development and upgrading is of vital

importance. This section will be organized in a following way: first the overview of the existing
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transport complex will be presented, and after that the development projects and policy, with a

special emphasis on sea transport, will be discussed.
5.3.1 Transport complex overview

Currently the total length of railways in the district exceeds 13,000 km, roads — 110,000 km, and
inland water-ways — 13,500 km. The region is served by Oktyabrskaya, Severnaya and
Kaliningradskaya Railways. Oktyabrskaya Railway covers among others Murmansk region, while
Kaliningradskaya is present in Arkhangelsk Oblast. The main goods transported by the railways are

coal, iron, oil products, construction materials, timber and chemicals.

The biggest ports of North-West Russia are Saint-Petersburg, Arkhangelsk, Murmansk, Vyborg,
Vysotsk, Primorsk, and Ust-Luga. Container shipments are expected to become the most
dynamically developing form of shipment, because the parameters of standard container are the
basis for global warehousing and distributing technologies. Containerization enhances the speed of
the cargo processing, increases safety and decreases transportation costs. The territory of the North
Western federal district hosts the Northern Sea Route (NSR).

Northern Sea Route (see Figure 13) is the shortest maritime route between the European part of
Russia and the Far East (5600 km), which is extremely important for both Russia and its foreign
partners. The interest of foreign shipping companies and other businesses is determined by two
major factors. First of all, due to the recent global warming it may become a more economically
profitable alternative to the existing route between Europe, the Far East and North America as the
strait will be ice-free over longer periods of the year. Secondly, it is attractive for them as a way to
transport mineral raw materials from Russian Arctic regions. In September 2010, the Danish-

Norwegian ship is performing a test sail along this route.

As for the Russian Federation, the Northern Sea Route is a key to the rich natural resources of the
North, Siberia and the Far East. The neighboring with NSR regions possess 35% of the world
stocks of oil and gas. The most successful development of the Route took place at 1980s when the
whole transport system was created, including ice-breaking, transportation and technical fleet, port
terminals, meteorological service, navigation and radar systems, construction industry and ship-

building plants. Transportation volume reached almost 7 million tons in 1987. However in 1990s
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the system was decentralized and infrastructure degradation started. Nowadays the revival of the
NSR requires governmental investments in infrastructure, legislative innovations and active

collaboration between regions.

Figure 13: Northern Sea Route
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The main problems of transport system of the North-Western Russia which decrease its
competitiveness on global market are the infrastructure degradation, difficulties in unified
development of all elements of transport system, non-effective interaction between different modes
of transportation. Meanwhile the increase in international cargo flow demands to use more efficient
methods of transportation organization. For instance, over 20% of all cargoes in Europe are
containerized.™ However, organizational issues as lack of interaction between railroads and sea
transport, long documentation proceeding time and low automation in information transfer prevent
adequate development in international container transportation in the region. This illustrates a need
for logistics centers in North-Western Russia which will optimize and harmonize cargo flow
through different modes of transportation and support this flow from information and organizational
perspective.

'% Lobko, Osminin, Yeliseev, Nikiforova, Problems of the Transport Complex in the North-Western Region
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5.3.2 Development policy

In 2008 the President signed “The National Policy in Arctic Region for the period up to 2020 and
ahead” where the use of NSR was indicated as a major national interest in the Arctic region.

In recent years Russian national maritime policy was determined by the range of adopted
documents, such as:

e Maritime Doctrine of Russian Federation for the period up to the year 2020;

e Federal Program “Mirovoj Okean” (Global Ocean);

e Strategy of National Security of Russian Federation for the period up to the year 2020;

e Concept of Long Term Social-Economical Development of Russian Federation for the

period up to the year 2020.

These documents mark the priorities in development of sea regions and define the maritime

potential of the country, resulting in overall social-economical development of these territories.*®

The great attention has been drawn lately to the development of Russian ports at the North. The

major projects concerning Northern ports are:

e complex development of Murmansk Transport Hub with an expected increase in turnover up
to 48 million tons per year (in 2009 — 37.4 million tons), including 30 million tons of oil
products, 15 million tons of coal and 3 million tons of containerized cargoes;

e development of Arkhangelsk port, including construction of new deepwater port section for
shipping hydrocarbon materials from the North.*’

Both projects include considerable investments into port and other related infrastructure financed

partly from federal budget and partly by private investors.
5.4 Overview of Murmansk and Archangelsk Ports

In the following sections structures, capacities, and facilities of Murmansk and Arkhangelsk Sea

Ports will be described.

18 http://www.morskayakollegiya.ru/morsk/morsk/arctic/
1 http://www.severinform.ru/index.php?page=newsfull&date=18-02-2010&newsid=106677
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5.4.1 Murmansk Commercial Seaport

Open Joint Stock Company “Murmansk Commercial Seaport” was established in 1994 on base of

the public enterprise and nowadays it is the biggest company in Murmansk, second biggest port of

North Western Russia (after Saint-Petersburg) and forth biggest Russian port in terms of cargo

flow. Murmansk Commercial Seaport has 17 berths with a total length of 3000 m. Berths’ depth

and length allows to receive and handle ships with 15,5 m draught and more than 265 m in length.

The port is equipped with modern handling facilities: gantry cranes with the capacity up to 40 tons,

ship-loader for handling of apatite concentrate with the capacity more than 1000 tons per hour, fork

trucks with the capacity from 1.5 to 45 tons. To provide auxiliary operations the Port has roll-

trailers, tractors, haulers, bulldozers. The scheme of the Murmansk port is presented in Figure 14.

Figure 14: Scheme of the Murmansk Port
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The cargoes handled by Murmansk Commercial Seaport include:

=> Non-containerized goods:
e non-ferrous metals and alloys in packages (aluminium, copper, nickel);
e rolled ferrous metals;
e coal in bulk;
e apatite concentrate in bulk;
e alumina in bulk;
e scrap and iron- ore pellets in bulk;

=> Containerized goods:

chemical products in bags and big-bags;

materials of construction;

foodstuffs;

technological equipment in cases and without packing;

different cargoes in containers 1ISO-20 and 1SO-40.

The port possesses open and covered warehouses with the capacity of 130 000 and 21 000 square
meters respectively. The turnover of Murmansk Commercial Seaport in 2009 exceeded 15 million
tons, with the biggest cargo flow for coal (12.2 million tons), apatite concentrate (1.7 million tons),

and non-ferrous metals (0.4 million tons).

During the last years Port of Murmansk was extending storage areas, modernizing gantry cranes
and other facilities, which resulted in loading of great tonnage vessels with the deadweight more
than 140 tons at the berths of the port. The Port has put into operation 3 new specialized plants for
cleaning, crushing and sorting of coal.

95.8% of cargo turnover of the port go for exports. In 2010 in addition to the mainly handled
cargoes the Murmansk Commercial Seaport plans to start to accept and handle cargo for exploration
of the Schtokman field. The main activity of the port today is transshipment of coal. Murmansk
Commercial seaport is the greatest and the only big transshipment point of coal in the North of the

country. Currently it handles more coal than ports of Saint-Petersburg, Kandalaksha, Vyborg and
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Vysotsk all together. The main export receivers are countries in West Europe, in particular: Spain,

Netherlands, Belgium, France, and Great Britain.*®
5.4.2 Arkhangelsk Sea Commercial Port

Joint Stock Company "Arkhangelsk Sea Commercial Port" is a multi-type trade port handling and
shifting following types of cargo: general cargo, containers, cupboard, cellulose, and timber
products, metals, fertilizers, heavily-loaded equipment, poured and piled cargo. The port capacity
allows a cargo turnover of 4.5 min tons per year. The total length of the berth front is 3.4 km. Port
berths can receive vessels of 9.2 m draught and 175 - 190 m in length. Total covered storage area of

the port amounts to 57.055 square meters, and open paved areas are 373.263 square meters.*®

The modern container terminal includes an open territory of 98.000 sq meters, where 5762 TEUs
may be stored at the same time, including up to 200 refrigerator containers and 2200 containers
with dangerous cargo. The container terminal capacity is 75.000 TEUs per year.?’ The crane park of
the Port consists of 50 units with lifting capacities from 5 to 40 tons, and a floating crane with a
lifting capacity of up to 100 tons. The inventory of minor mechanized equipment consists of 86
loaders with lifting capacities ranging between 1.5 and 25 tons. The port is serviced by three

stations of the Northern Railroad.?* The structure of the port is presented in Figure 15.

The loading/ unloading area «Ekonomia» is situated 25 km away from the centre of Arkhangelsk. It
operates seven berths with the overall length of 1162 meters. Fixed depths provide safe pilotage and
convenient moorage for vessels with carrying capacity up to 25 000 tons and draft up to 9.5 meters.
The main list of cargo handling includes containers, pulp and paper, plywood, construction
material, chemical load, timber, fertilizers, equipment and bulk cargo. The cargo safety is provided
by twenty-four-hour service of the special paramilitary Security Service.”? The scheme of the

Ekonomia area is presented in Figure 16.

'8 http://ww.portmurmansk.ru/index.phtml?3
19 .
http://www.ascp.ru/htm/5.htm
%9 http://www.arhport.ru/eng/com-ascp.htm
21 http://www.ascp.ru/en_htm/5.htm
2 http://www.ascp.ru/en_htm/st1.htm
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Figure 15: Structure of Arkhangelsk Sea Commercial Port
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The port-area of «Ekonomia» possesses the container terminal which allows container shipment to
any port due to liner containerships of Northern Shipping Company. Every 10 days one of the
vessels works on the following lines: Arkhangelsk — Rotterdam — Antwerp— Arkhangelsk,
Arkhangelsk — Antwerp — Bremen — Hamburg — Arkhangelsk. Every month the vessels work on the

line Arkhangelsk — Liverpool — Arkhangelsk. Through these ports cargo can be delivered to any
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point of destination. Transit time of cargo transfer from main ports of Europe to Moscow through
the port of Arkhangelsk amounts to 14-17 days. Transshipment execution at the port takes 2 days.
Customs clearance of the cargo takes 3 days.?®

The loading/unloading area «Bakaritsa» of Arkhangelsk Sea Commercial Port is located on the left

bank of the Northern Dvina river. The area specializes in transshipment of all kinds of cargo to
arctic destinations, as well as pulp and paper, plywood, timber, coal, scrap metal. The area is served
by two railway stations, «Arkhangelsk» and «Bakaritsa». The district «Bakaritsa» encloses cargo
section «Levy bereg», containing 2 berths with the total length of 360 meters. The basic range of

24
l.

handled cargo includes coal and scrap metal.* Scheme of Bakaritsa area in presented in Figure 17.

Figure 17: Scheme of the Bakaritsa Port-area
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Shipping company «Portoflot» operates as a service organization providing mooring, provisions,
and oily waters and dry waste removal for the vessels of transport fleet in the port of Arkhangelsk.
Since 1995 the Portoflot vessels, apart from traditional intra-port works, are employed at coastal
traffic of all cargo types and sea towages at White, Barents and Kara Sea basins. In 2002 the

Shipping Company was certified by the Russian Maritime Registry of Shipping, and entered

23 http://www.ascp.ru/en_htm/st3.htm
% hitp://lwww.ascp.ru/en_htm/st2.htm
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international database of shipping companies. «Portoflot» fleet consists of seagoing bunkering

tanker, sea tugs, self-propelled sea pontoon, and sea deck-barge.?

A marine passenger terminal is situated in the centre of Arkhangelsk and serves sea and river

passenger ships, as well as vessels operating at a popular tourist route Arkhangelsk — Solovki.?

2 hitp://www.ascp.ru/en_htm/st4.htm
28 hitp://www.ascp.ru/en_htm/st5.htm
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6 Evaluation of cooperation between stakeholders

The following chapter will focus on the analysis of the data obtained during the survey conducted.
All the data collected through fax, e-mail, and combined distribution will be taken into
consideration. The full English and Russian versions of questionnaire can be found in the Appendix
1and 2.

The analysis was conducted for Murmansk and Arkhangelsk separately, since two separate logistics
centers are about to be established and thus it is very important to differentiate results even despite
seemingly little amount of returned completed questionnaires. Thus this chapter will be organized in
the following way: the first part will be devoted to results obtained in Arkhangelsk; the second part
will focus on Murmansk; finally the third part will provide the evaluation of cooperation between
stakeholders in the regions. It is important to keep in mind that the analysis focuses not on
frequencies or statistically valid distribution, but rather on stakeholders’ opinions and the most often

met variants resulting at general evaluation of cooperation.
6.1 Results obtained in Arkhangelsk

Following the elaborated methodology and the questionnaire structure we will start our analysis by
general presentation of respondents.

6.1.1 Characteristics of respondents and their evaluation of hub factors in

Arkhangelsk

The responses in Arkhangelsk were mostly obtained from private companies, but also one mixed
private-public organization filled in the questionnaire. All of the respondents operate in transport
related sectors, such as transport, sea transport and forwarding. Apparently, only transport
companies which are directly interested in creation of logistics centre took part in the survey. This
implies certain limitations to analysis, but on the other hand gives input for evaluating the level of
cooperation. It means that the interests of providers and users of logistics services in the region are
not the same, and the level of awareness among service users is low. One third of respondents are
big companies with more than 100 employees, while the rest consists of medium sized
organizations (21-50 employees).
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Now speaking about evaluation of transport related services in the region, respondents estimate
most of them on satisfactory level (around 3 out of 5). However, there is a clear connection between
the opinions and the type of the company. Private companies grade services very similarly to each
other and generally lower than mixed organization. The openness of services is estimated between
“fully open” and “somewhat open”. Meanwhile, the best grades in both openness and quality were
given to cargo insurance, the worst — to customs clearance and forwarding, as reflected on Figure
18.

Figure 18: Evaluation of transport services in Arkhangelsk
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The infrastructure of the region was evaluated in a similar way with higher grades given by private-
public organization. Railways and warehouses’ evaluation was between good and satisfactory,

while inland waterways and roads were evaluated in the range of satisfactory and unsatisfactory.

According to respondents, the demand sophistication in the region is quite high. This means that
respondents’ clients care about timing/speed, frequency, quality of service as well as environmental
issues and innovation level. However the most important criteria - graded in average for 4.5 out of 5
- are ability to provide service on time and following quality standards. As mentioned in theoretical
chapter, demand sophistication is one of factors enhancing cluster development, which in relation to
relatively weak or at least average condition of infrastructure in the region creates certain challenges

and need for clustering.
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A wide spread of answers was received for the question concerning competition. Some respondents
consider it as moderate, others — as serious or very tough. Even though almost all respondents
indicated transport as their industry, they are not direct competitors to each other. It is more likely
that respondents’ services are complementary to each other. This assumption is also proven by the
fact that some respondents are actually involved in common project with other companies
belonging to the same industry as them. One example of such collaboration is delivery of oil
products to Extreme North regions. By the way, high competition level is also a stimulating factor
for companies’ and cluster’s development in order to satisfy sophisticated demand. Interestingly,
only one of the respondents confirmed the collaboration with academic or governmental
institutions. Unfortunately, this respondent chose not to specify what kind of common projects it

runs together with those organizations.

6.1.2 Cooperation between hub stakeholders in Arkhangelsk

Now we will measure cooperation itself within the Arkhangelsk region between potential logistics
centre stakeholders. In order to measure closeness of interactions (as suggested in the
methodological part) we will have a look at their frequency and character (formal/informal). The
results show that interactions with clients, transport and logistics service providers are the most
frequent (in average several times a month), while respondents interact with academic and research

institutions only few times a year or more seldom.

The character of interaction is in most cases formal. However sometimes communications are
personalized via use of technology (e-mail, fax). One respondent mentioned interactions on both
formal and informal levels on one-to-one basis. However none of respondents marked informal,
social level. As mentioned in the theoretical chapter the involvement in social interactions can
enhance information flows and development of common norms and cultural environment. However,
it is missing in the Arkhangelsk region, where actors prefer to limit themselves by formalities. The
same observation was made during data collection when it was extremely hard to get through to the

correct contact person when making a reminder call.

The next measure of cooperation is trust, which indicators are reliability, predictability and honesty.
In the survey the question about expectations of partner’s behavior was aimed to measure these

categories. However, an extra option called “being capable and competent” was added to variants in
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order to make the question not too obvious and allow comparison between different qualities. The
respondent answering this question were expected to divide 100 points between 4 categories.
Results are the following: respondent pay the greatest attention to competence of counterparts as
well as their honesty. At the same time ability to offer help when needed is not strongly requested
from partners. The biggest dispersion in answers was obtained in predictability category: some
consider it as the most important (with 40 points — which is absolute maximum of all grades in all
categories), while others care about it twice less (20 points). To sum up, the overall aggregated
importance of trust related indicators (24.16 points) is less than that of competence (27.5 points),
what underlines the findings mentioned above: actors in the region are more result-focused than
relationship-oriented. Those results are also presented in the Figure 19.

Figure 19: Average importance of trust, its elements, and competence in Arkhangelsk
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Yet another measure of cooperation according to scientific literature is retrieved from the
respondents’ previous experience / satisfaction from previous interactions. Cooperation with clients,
transport and logistics service providers brought the best anticipated results to respondents.
Interestingly, respondents cooperate the most often exactly with the same groups of partners (see
frequency of interactions). Again, collaboration with governmental and research institutions
receives little attention from the respondents. Speaking about the goals of cooperation, the
respondents expect an increase in exports, employment and attraction of firms and investment in the

region.
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6.1.3 Perception of Logistics Centre in Arkhangelsk

Now we will analyze the last block of questions in the survey concerning perceptions of a logistics
centre. All of the respondents feel that they belong (either fully or to some extent) to some kind of
logistics centre. This can be explained by the fact that the respondents are transport and logistics
related companies which are significantly interested and aware of hub concept and development.
However the impression on whether or not being part of a hub provides certain benefits differs from
one respondent to another. This mainly refers to increase in employment, export and reduction of
production costs. Some respondents say they are fully provided by the hub, while others only see
little presence of those advantages. Increase in innovation and help with seeking funds were
mentioned as somewhat present, while improvement of business environment and attraction of new
companies seems to be sufficiently provided. However, none of the benefits is considered to be

fully provided by the logistics centre by any of respondents.

The last question of the survey was supposed to reveal the bottlenecks of the logistics centre. For
this reason respondents were asked to mark the 3 most important, on their opinion, problems out of
10 suggested (one allowing respondent’s own variant). The findings show that almost all
respondents are concerned with poor economic situation in the region, infrastructure condition and
lack of government support. Half of respondents also mentioned insufficient financing and
ineffective management. However lack of competence, cooperation between participants and new
ideas were not named by anyone. Narrowing answers down to the main focus of this paper,
respondents believe that there is sufficient level of cooperation between them for cluster
development. Alternatively it can mean that the respondents simply do not consider cooperation as

an important issue.

6.2 Results obtained in Murmansk

In the following section the similar analysis will be conducted for the Murmansk region.

6.2.1 Characteristics of respondents and their evaluation of hub factors in Murmansk

Two thirds of the respondents represent private companies while one third of them represent mixed
organizations. Some respondents come from large organizations with more than 100 employees,
while others represent medium sized companies with 51-100 and 21-50 employees. However, in
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Murmansk bigger differentiation in industry belonging was reached including answers from the

consultancy sector, transport and chartering, port activities.

Interesting results were obtained while evaluating quality and openness of logistics and transport
services in the region. Even though average grade for all the service was “satisfactory”, a clear
connection between the industries, which the respondents represent, and the answers, is evident. For
instance, only port authorities assess such services as storage in port, stevedoring and forwarding as
good. Others put lower grade to those services. Speaking about openness of these services, it is the
highest for cargo insurance (everybody considers it as fully open). Forwarding, sea shipping and
transportation to the port are also accessible for everybody who needs them. Opposite to the results
obtained in Arkhangelsk, customs clearance in Murmansk seems fully accessible to 66.7% of the
respondents. And the least accessible services according to survey results are stevedoring and
storage in ports. Not even all port representatives call them fully open. Consolidated results for

transport related services’ quality and openness are presented in Figure 20.

Figure 20: Evaluation of transport services in Murmansk
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Coming forth to the condition of infrastructure in the region, again none of the respondents assess
any element as excellent. However, inland waterways and railways are between satisfactory and
good level. A worse situation was found for distribution centers and roads, which condition, by

some respondents, was assessed as unsatisfactory.

53



of

"~ StratMoS

/ N\

Judging by obtained responses, demand sophistication in the region is high, especially when it
comes to following quality standards and ability to provide the service on time and with necessary
frequency. However environmental concerns and innovation capability are requested to smaller
extent. Similar findings were obtained in Arkhangelsk, which shows a generally result oriented
approach to business. Transport and consulting companies believe that the competition in their
industries is moderate while ports representatives see almost no competition for their organizations
at all. Those findings are very different from Arkhangelsk region, where the perceived competition

level was much higher.

Only one respondent claims that his company is involved in common projects with organizations
belonging to the same industry. An example of such cooperation is the consortium named
Murmanshelf, which is arranging logistics solutions for hydrocarbons transportation from Russian
shelf of Barents Sea. Half of the respondents collaborate with governmental institutions. However
quite vague answer “collaboration within special projects” was obtained for the open-ended

clarification question.

6.2.2 Cooperation between hub stakeholders in Murmansk

Now we will move on to the assessment of cooperation between actors in the region. Ports interact
with their partners much more rarely than transport and consulting companies, which do it at least
every month with an exception for governmental and research institutions. Alternatively,
governmental and research institutions are the only counterparts with which ports interact more

often than once a year.

The character of interactions between stakeholders differs from one respondent to another. Here
formal communication yet personified through e-mail or fax as well as both formal and informal
interactions (one-on-one and not) were mentioned. Thus the diversity of interaction modes in
Murmansk is bigger than in Arkhangelsk and so are the possibilities for closer cooperation and

information flows.

Now evaluation of importance of different components of trust and competence by respondents will
be conducted. Competence is valued more than twice as much than aggregated trust. The most

important element of trust which is expected from a counterpart in cooperation is honesty. And the
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least important one is reliability: one of the respondents gave 0 points to this category. The average
importance of each category is presented in Figure 21.

Figure 21: Average importance of trust, its elements, and competence in Murmansk
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Now we will analyze another factor influencing cooperation, namely previous experience /
satisfaction from cooperation. Mostly respondents achieved the best results from interacting with
their clients. After that, unlike Arkhangelsk, come governmental institutions. Cooperation with
transport and logistics service providers is also beneficial for respondents (but some of them
answered “non-applicable” to these categories, because they belong to them).

6.2.3 Perception of Logistics Centre in Murmansk

The last part of analysis again reflects respondents’ opinions about logistics centre in their region.
Here one respondent thinks his organization is not located in any logistics centre, half of
respondents believe that they are located in some kind of hub, and the rest somewhat agrees with
that. First we will look at answers of the respondent who does not think he belongs to a hub,
because a set of questions for him after a “jump” was different. The respondent believes that
creation of logistics centre in Murmansk would be useful for his organization. It could facilitate
increase in export, innovation capacity of the region, employment as well as attract new firms and

investments.
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Those companies that believe that they are located in a hub think that the hub well enough provides
such benefit as improvement of business environment. It to some extent attracts new firms and
investments and seeks funds. However it is very weak in reducing production costs, increasing
innovation and employment. Finally, the main bottlenecks of the hub highlighted by respondents
are poor economic situation in the region and condition of infrastructure. One of the respondents
has mentioned also insufficient financing and lack of governmental support. Meanwhile no one
think the hub experiences problems with competence, management, cooperation, new ideas and

external competition.

As it can be seen, the responses on questions about benefits and bottlenecks of the hub are
contradictory. On one hand it is said that the hub facilitates business environment, but on the other
hand the condition of infrastructure is a problem of the logistics centre. Similarly on one hand hub
is good in attracting investments and funds, but on the other hand it lacks financing. However this

does not mean that the answers are not valid.

6.3 Evaluation of cooperation between stakeholders in Arkhangelsk and

Murmansk regions

Now we will summarize all findings and evaluate the cooperation level in Murmansk and

Arkhangelsk regions.

6.3.1 Evaluation of cooperation in Arkhangelsk region

In order to describe the environment for creating a hub/cluster in Arkhangelsk region, Porter’s
diamond needs to be mentioned. Following this model, demand, competition and related industries
conditions in the region are favoring clustering, while factor conditions require improvement. It
refers mostly to physical condition of infrastructure as well as lack of governmental support, poor
financing and ineffective management (according to respondents). However currently the
infrastructure related investment as well as regulation reform are launched in Arkhangelsk, which is

supposed to improve factor condition and stimulate cluster development.

Following the ideas of other clustering schools, clusters are supposed to be innovative and

increasing their competitiveness through offering new solutions. However, it is obviously not the
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case of the logistics centre organized around port and heavy industry in Arkhangelsk. Indeed,
innovation is neither requested much from the demand side, nor enhanced by common projects with
research institutions. It is also mentioned as neither benefit nor bottleneck of the logistics centre by

the respondents.

With regard to the main focus of the study, cooperation evaluation, it can be said that the
cooperation of participants with related industries, transport and logistics service providers is at a
higher level than that with public bodies and research institutions. In general public authorities are
perceived as a mean to improve the economic situation and infrastructure, but not as a partner in
any sort of common activities. Thus governmental and research institutions are more “environment”
than “counterpart”. However, if we focus on cooperation between actors and their partners, it
should be mentioned that it is happening in formal form and generally not very frequent, which
means lack of closeness in common actions. Besides, trust (and especially such its element as
reliability) is valued less than competence. This means that in best case partners want each other to
be honest, but they do not expect the ability to help and undertake extra actions when needed or to
be perfectly predictable in their behavior. As mentioned before, actors prefer efficiency and they are
used to mostly rely on themselves. Judging by the fact that respondents estimate results from
cooperation with their clients as well as logistics and transport service providers as moderate, there
is still room for improvement and not all goals are being reached. The same applies to cluster
performance, which is currently not fully providing benefits as expected by stakeholders.

6.3.2 Evaluation of cooperation in Murmansk region

The Murmansk region has good demand and factor conditions for creating a cluster according to
Porter’s diamond. This means that on one hand infrastructure of the region is on a satisfactory level
(with positive trends in improvement), and on the other hand demand imposes high standards to be
kept in order not to lose clients. However respondents do not face severe competition, which could
mean not enough stimuli for increasing competitiveness. And finally speaking about supportive and
related industries, respondents do not seem to be much involved in common projects and focus on
innovation development. To sum up, the basic conditions for creating a hub are present in the
region. However, further awareness development is required in order to improve environment for

clustering.
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The cooperation between stakeholders is rather fragmented. It can be seen that smaller and more
specialized companies cooperate with clients, transport and logistics service providers, while bigger
organizations (ports) tend to cooperate with public institutions. The quite high frequency of
interactions is supported by different modes of communication, which generally can create common
environment favoring cluster building. Thus it can be said that the cooperation between hub
stakeholders in Murmansk is closer than that in Arkhangelsk. As for trust, the results obtained in the
two regions are quite similar. Trust is valued less than the competence of the partner, while honesty
is regarded as the most important element of trust. Previous experience of collaboration with
partners is higher in Murmansk, which means that those groups of partners mentioned above (i.e.
ports — governmental institutions and transport companies — their clients) work well together and
are actually able to reach common goals. Overall it appears that organizations in Murmansk have
positive experience as well as realistic expectations from clustering which would favor logistic

centre creation.

Besides, most respondents believe that they are already in some sort of hub. One respondent which
does not think so still would like to have a centre established. Meanwhile the opinion about cluster
benefits and problems differ sufficiently which does not allow to say clearly whether the logistics
centre in its present state fulfills its tasks or not. Anyways its further development seems reasonable
and expected by respondents. However we should bear in mind that just like in the case of
Arkhangelsk, only companies interested and aware about hub possibilities have decided to take part

in the questionnaire, which could also be an explanation for some of the findings.

6.4 Recommendations for hubs based on survey outcomes

Since the level of ambition of this paper is not only diagnostic but also normative, the practical
implications of our findings will be presented now. The recommendations for improving
cooperation and enhancing clustering in Murmansk and Arkhangelsk based on our findings and

with some inspiration from the theories are presented in the table below.
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Table 2: Recommendations to logistics centres in Arkhangelsk and Murmansk

improvement through
PPP (public-private
partnership) facilitator

- Competition stimulation
- Stimulation of supporting
/ related industries

Recommen- | Arkhangelsk Murmansk Both

dations

Cluster - Infrastructure - Awareness rising actions | - Improvement of

related improvement (about benefits of business environment
- Management clusters) (legislative, financial)

- Stressing the
importance of
innovation, quality
issues and
environmental
considerations. The
higher the standards,
the bigger cluster need
for development

Cooperation
related

- Stimulating
cooperation: common
projects suggestions
from public bodies

- Seminars and
conferences about the
benefits provided by
relationship
management

- Informing about best
practices from similar
hubs

- Enhancing cooperation
between public and
private sectors

- Enabling trust by
imposing certain
expectations (showing
importance of reliability,
predictability and honesty
in common projects)

- Informing participants
about outcomes of this
study

- Conducting
benchmarking as a
development of the
research with the
follow-up presentation
to stakeholders. The
trust should be
developed from
bottom -up

To sum up, the rising of awareness is crucial for development of cooperation in the region. This can

be done by combination of seminars and workshop, publishing of research findings and best

practices and so on. However those soft measures are not enough in the present infant stage of

cluster development: also the improvement of infrastructure, introducing of cluster facilitator and

creation of good business environment is important.
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7 Stakeholder analysis

7.1 Perception and expectations of Logistics Centre in Arkhangelsk

7.1.1 Overview of respondents: sectors of activities and transport strategies in
Arkhangelsk

The following groups of both private and public organizations were taking part in the interviews
expressing their opinions about the hub:

e Ports

e Shipping companies

e Forwarders

e Oil companies

e Public authorities

e Association of oil industry suppliers

Their spheres of activities are the following:
e Concession to produce oil
e Sand extraction, river shipping, passenger transportation
e Stevedoring
e Shipping of various goods such as forestry goods, paper, coal, metals for export, and steel,
cement, fruits and vegetables for import
e Forwarding, chartering
e Agency and customs service provision, technical supplies, and insurance
e Control and support for the transport, communication and industries in the region

e Information support, development, and supply for oil and gas industry

The shipping, forwarding, and chartering companies, which took part in the interviews, have named
some of their clients and described the competition in the region, thus we will focus on them a little
more. Main clients of one of our respondents are Polar Light Company, Lukoil, as well as
companies requiring regular supplies for Prirazlomnoye oil platform construction, which reflects a

big interest for the development of the Northern natural resources.

In general, our interviewees tracked the market need for a single company able to arrange all

transport, logistic and supportive services from door to door. Thus they try to offer comprehensive
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range of services. Some of them tend to focus on big projects now, like pipe and engines shipment,
supplies for deep-water area in the port (providing fuel and customs services), shipment for
machinery construction and ship-building sectors.

In Arkhangelsk there are not many companies of this profile, but the competition is very tough. As
one of the respondents underlined, in Saint-Petersburg there are more players, but competition there
is less tough. The main competitors in Arkhangelsk are Belomortrans, Belfrakht, Mortek, Northern
Shipping Company. And they are competing for the same cargo — basically for all types of goods —
and constantly looking for cargo owners. Also they try to overtake some cargo from Saint
Petersburg. Among their competitive advantages in Arkhangelsk were named good fees and
timing. Also Sevmash and shipbuilding plants offer their supportive services increasing
competitiveness of Arkhangelsk hub.

In 2008 there was a serious drop in the cargo flow, and now hub members are trying to reach the
previous volumes. The decline was in all categories of goods. Speaking about the markets served,
some of the respondents work only internally, without any international activities, while others ship
to and from abroad. Concerning the shippers’ fleet, it is normally not container based. However
there is a container park for Hamburg, Rotterdam, and Antwerp from where chemicals, dry milk,

and butter come, and to where cellulose, paper, and cardboard go.

Speaking about Arkhangelsk port, it is the only port which has a licence for trans-shipment of all
types of goods, including the dangerous ones. Thus the port is universal. Taking into account its
geographical location, a big share of cargo comes from the forestry and paper plants. Here there are
two cellulose and paper mills, Arkhangelsk and Solombala CBK. Also a big share of the turnover
comes from Norilsk Nickel — up to 25%. Important directions today are Arctic fields. Import
nowadays includes products of metallurgic industry. Arkhangelsk port has 7 years of experience of
trans-shipping pipes for all directions, including submarine projects on the Kara Sea and
procurement of the extraction project on Yamal. The export of coal up to 0.5 min tons is arranged to
most European countries: Great Britain, Germany, France etc. During the present crisis part of the
cargo flows has been totally closed. Other parts have remained unchanged. The overall loss was
around 15-20%, which is not catastrophic. By the year 2011 there is an optimal forecast of reaching

pre-crisis results.
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Concerning transport strategies of users of the transport hub, the following ways and perspectives of

using transport and logistics services were obtained.

One organization transports some equipment, materials, and spares necessary for its activities to
Arkhangelsk directly. However, Saint Petersburg is still mostly used. Goods and containers coming
from US and Finland pass customs in one of those ports. Sometimes Murmansk is used too, but it
takes longer time on customs there. However, speaking about the proportion, less than half of the
cargo comes to the company in question directly via Arkhangelsk. When goods are coming from
Saint Petersburg, trucks and trains are used to carry them to Arkhangelsk. Time and costs for this
transportation are reasonable. Respondent’s outgoing logistics mainly include airplanes, trains and
helicopters to the fields in Siberia, which are impossible to reach by sea or roads because of their

inland location.

7.1.2 Concept of Logistics Center / Hub, its presence and development stage in
Arkhangelsk

In general in Arkhangelsk the concept of hub is understood as an integration of all transport
systems in the definite place and time. Transport systems in this case mean settled modes of

transportation, logistics companies, supporting services, and controlling organs.

Some of the respondents delimited a hub solely by infrastructure of ports and railways, where space
and techniques in port and logistics based on shipping play the major role. Others elaborated more
on logistics centres seeing a hub as a centre of cargo flow distribution, where all services necessary

for uniting logistics systems are performed.

A hub includes then several enterprises of the transport complex, where the main organizations are
ports, railways, automobile companies. Together they form the main activities of the hub. A very
important issue here is how well harmonized their activities are, and how the members interact with
each other. Especially the question of coordination and harmonization refers to railways.
Harmonization is a question of accurate interaction of two organizations. The work is harmonized
when there are no down times, there are clear schedules, and those schedules are strictly followed

by all involved sides.
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All of this is done so that the cargo moves. Cargo should not be stored at one place long — this is the
main rule of logistics: the greater the speed the cheaper the service. And, as one of the ports said,
the final result is that it is more comfortable for the client which actually evaluates the service.

One of the interviewees mentioned the regional Association of Transport Organizations as an
important body for hub members’ activities coordination. Moreover it was said that a hub with
developed transport and logistics infrastructure should include the following specific elements:

e terminals of sea and river ports, airport;

e rail, road and air connections;

e warehouses and customs control zone;

e control services (border-crossing, veterinary, sanitary and other kinds of control);

e safety services in ports, terminals etc;

e container terminal;

e Chamber of Commerce and Industry;

e towing companies, ship-chandlers, expeditors, customs brokers, agents.

The question of presence of the hub, or rather its stage of development, was one of the most
controversial ones. Indeed, some of the respondents said that it exists, but perhaps, on the early
development stage where still much has to be done. Someone claimed that the hub is not of the
wished quality, marking limited depth of port not allowing all big ships to enter, seasonal road

problem, and freezing port as main limitations of the hub.

However, there was also an opposite perception underlying that the hub possesses all necessary
infrastructure: railways with competitive fees, little congestion and wagons in satisfactory
condition; port ideally adjusted for imports of i.e. steel and pipes; customs, airport, and roads on
place. The only task for increasing hub attractiveness is in this case to attract more imports,

especially for Shtokman.

Yet another opinion is that all necessary for hub functioning automobile, railway, air, sea, and river
transport are present in Arkhangelsk. Association of Transport Organizations is also there for
coordination purposes. However it is difficult to develop the hub when various players do not find
common focus. The regional economy as a whole depends on the effectiveness of hub. Thus there

should be a common goal — improvement in transport.
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A problem for the hub is that the cargo flow of Arkhangelsk port is not rising. The common
perception is that Arkhangelsk port is considered in general. However on its territory there are
Arkhangelsk Sea Commercial Port docks as well as other separate docks belonging to various
forestry enterprises. And they naturally have separate turnover. Under this consideration the cargo

turnover of the Sea Commercial Port of Arkhangelsk is not so big.

A difficult issue for the port is the presence of ice dues, which are making the port one of the most
expensive in the world. For this reason charterers switch to other modes: luckily railways work well
in the region, but sea transport suffers from that. Even the regional Ministry of Transport cannot

solve it.

There were also expressed optimistic views seeing Arkhangelsk as a prospective hub related to the
program of natural resources development in the North. For example such air transportation
organizations as the Second Aviation Detachment (dynamic small company able to reach Arctic
islands and Novaya Zemlya) have good chances for Northern destinations working on their
helicopters and planes. Also the route around Scandinavia, Europe, and Baltic Sea sailed by ships
with river-sea class is considered as a good opportunity for the hub.

Such projects as construction of the deep zone of the Northern part of the port of Arkhangelsk and
Belkomur rail project are supposed to ease entering the port and thus make it more attractive. The
deep zone of the port will be able to received ships up to 70,000 and later 100,000 tons which
would result in 30 million tons of yearly cargo for the port. When Northern deep zone will be done,
the sea way to the port will be reduced from 50 to 13 kilometers. Previously, those 50 kilometers
had to be maintained, which resulted in higher port dues. Thus, deepening of the port will bring
both cost reduction and cargo flow increase. As for the Belkomur Railway, it would in perspective
connect Arkhangelsk with the Urals, Kazakhstan, Siberia and Asia. Those projects are present in the
Strategy for socio-economic development of the Arkhangelsk region and Russia.

7.1.3 Functioning and coordination of the Arkhangelsk hub

As most of respondents claim, the main partners in Arkhangelsk hub are the Sea Commercial Port
of Arkhangelsk and Arkhangelsk Division of the Northern Railways. Automobile transportation is

also a key element for the hub, but given the workload and coordination mechanisms, only
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mentioned above two key players are the most important. The common understanding is that

railway and sea transport should work well together in order for the hub to function well.

Most respondents think that railway’s and port’s activities are well coordinated. However
cooperation depends on the capacity of railways. The Port of Arkhangelsk can handle 12 million
tons of cargo a year, but in fact it does not handle more than 5 million, which makes a big reserve

for improvement.

The interaction between actors is based on long-term contracts. It can be improved with the help of
clear function definitions between the different entities present in the hub. Port should trans-ship,

shipping company — transport, forwarder — expedite.

There are two main documents which regulate the interaction between ports and railways: “Hub
Agreement” (regulates order of interactions) and “Unified Technological Process” (execution
mechanism). They are both very important, because they manage the relations between the main

hub actors.

It was underlined that ports and railways are subjects of natural monopolies. Tariffs for their
services are fixed by the state (more precisely, by Federal Tariff Service). Depending on tariff
pressure at logistics chains, the state can make discounts in order to stimulate the cargo flow in the
given port. l.e. in order to increase coal shipping through the port of Arkhangelsk, the government
has done the following: the railway tariffs for coal were decreased and the discount for port tariffs
was given by Rosmorport. This was a real help, because it allowed attracting up to 0.5 million tons
of coal for export.

The private companies’ opinion although was that state does not give enough support for tax
reduction. And then shipping companies pay all of it. It was claimed that this question remains

critical since early 2000s.

The function of government is thus regulation of transportation and trans-shipment tariffs in order
to stimulate vessels entering the port. Also in order to support the all-year-round navigation ice-

breaking dues are subject to governmental regulation.
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The Regional Ministry of Industry, Transport and Communication is also interested in companies’
activities. It helps to regulate the transport related processes. Sometimes they have possibility for
financing, especially within big federal programs. The interviewees would like federal government
to pay more attention to the further development of the hub, while regional government already

supports it.

The following opinions were given about cooperation among the hub partners. Some of them have a
20 years long experience in working together and quite strong relations. Most respondents are
satisfied with collaboration, underlining that there were no problems which would provoke to
change a contractor. In general the relations are strictly contractually regulated which helps to

ensure performance.

Respondents are also part of such associations as “Sozvezdye” (organization of the suppliers of the
oil and gas industry), Association of Transport Organizations of the Arkhangelsk region, and
Association of Ports of the Russian Federation. Those associations try to lobby their interests and

bring different market players together.

Speaking about knowledge and expertise support, the Northern Arctic University is the institution
providing human resources and a research base for the Northern region of Russia. Besides, ports of
Murmansk and Arkhangelsk also collaborate with each other on Information exchange, ship
repairing (where Arkhangelsk helps Murmansk), and ice breaking (where Murmansk helps
Arkhangelsk). The ports are also complementary; their experience with bulk and general goods
supplement each other. Arkhangelsk respondents find this role division very healthy and useful.

7.1.4 Competitive position of the Arkhangelsk hub

When asked about competitiveness of the Arkhangelsk port, respondents tended to evaluate it

against Murmansk and Saint-Petersburg. And here again the opinions were quite different.

Some said that customs is the major problem. Saint-Petersburg port is quicker in that than both
Murmansk and Arkhangelsk ports. It still takes acceptable time to pass the customs in Arkhangelsk
when there is little cargo flow. However when the cargo flow will increase, it will be very hard for

customs to work, at least the first period after the increase.
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Others claimed that Arkhangelsk port is not competitive because of the ice situation and very high
tariffs. Murmansk port is ice-free and it is also deeper. While Arkhangelsk can receive ships with
maximum 25,000 tons of deadweight, Murmansk can receive ships with over 100,000 tons. As a
result, fees per ton are much higher in Arkhangelsk. Also the water supply for the ships is a problem
in Arkhangelsk: it costs there 12 USD against 3-4 USD in Europe. Pure water can be taken only
near one dock.

To sum up, the major respondents’ concerns about competitiveness and attractiveness of the
Arkhangelsk port and thus hub as a whole are the following:

e high port duties;

e unpredictable customs processes;

e objective limitations like depth;

e ice conditions during winter navigation;

e geographical location.

The other opinion suggested that Arkhangelsk hub is more competitive than the Murmansk one.
This was claimed due to the following reasons:
e Murmansk port is overloaded, the infrastructure there is occupied;
e Murmansk region has problems with railways;
e Road transportation to Murmansk is not profitable because of longer distances;
e In Arkhangelsk there is also a shorter railway distance to main centres of cargo flow
initiation compared to Murmansk;

e There is a military base in Murmansk, which can close a bay for 2 days.

Yet the other group of interviewees believes that we should rather speak about hubs’ specialization
and complementarity than competition. None of the ports will be able to handle all of the cargo
volumes alone. Both Murmansk and Arkhangelsk are needed and widely used due to their
uniqueness. Thus instead of competing, the two ports should aim for the same goals, but each of
them in its own specialized segment. None of the ports should aim to lead. The answer lies in

coordination of the efforts for reaching common goals.
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In general both ports would like to be a supply basis for shelf projects. They both have advantages
and disadvantages. Their task is to give objective information for shippers, so that they choose the
port which is more suitable for them.

It was mentioned that Murmansk port was created and mostly used for bulk, especially coal. Saint
Petersburg is a traditional port for containerized goods. And Arkhangelsk hub needs to become a
little more known in order to fulfill its potential. In Arkhangelsk there is a Bakaritsa terminal,
cement plant in Ekonomia port area will be launched soon. Infrastructure fully allows trans-

shipment, storing, processing.

Saint Petersburg is over congested. Initially there were three major ports in North-West Russia, but
Saint Petersburg started to lead. Now it is a “prisoner of its own popularity”. When the goods need
careful handling it is easier to arrange it in Arkhangelsk. In Saint Petersburg now there is no space
and time for that. A ship is an expensive machine, which requires a careful treatment. Arkhangelsk
port capacity allows work without delay and lately those nuances have become important, resulting
in many clients preferring Arkhangelsk. They are satisfied with the service in Arkhangelsk, and
local companies learn to work with different types of cargo providing careful and fast handling.

Speaking about Norwegian ports, it was hard for the respondents to compare them with
Arkhangelsk. They believe that legislation changes are introduced all the time, but not so much that

goods could travel freely across the border.

After having discussed the present competitiveness of the hub, respondents were asked about the
developments which were recently done and required in order to support hub’s position. Some of
the respondents saw no major changes lately. Others were even more dramatic saying that
Arkhangelsk is a transport dead end. If not for the wood and nickel, there would be no transit flows
there. There was said not to be any open end railway. Railway goes only through Moscow,
Vologda, Kotlas. Thus currently it is not profitable to carry goods from the Ural region to
Arkhangelsk.

It was mentioned that the current crisis influenced the hub a lot. However in oil shipping there is a
big progress especially in Nenetsky Autonomous Okrug performed by Sovkomflot and

Kalimningradmorneft.
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Speaking about positive development, interviewees mentioned the progress on the deep port zone
project. Start of works for this project is fixed for 2012 supported by public-private partnership. It is
planned to attract finances not only from the budget, but also from the private organizations, when

the works start.

The required developments, discussed during the interviews, concerned improvement in regulation,

customs, and airlines which are especially important for huge oil projects in the Barents Sea.

It was mentioned that plans are always very serious, both short- and long-term plans. But there are
many problems, which influence their accomplishment: crisis, financing etc. However the main
transport problem is the capacity. And here the well developed infrastructure plays the major role.
The aim is also to reach a good level of technical and technological equipment, which would be

sufficient for cargo flow and organization structure for coordination.

Such projects as Belkomur and the construction of a deep-water port in Arkhangelsk give new
impulses to hub development. Both of them are rather long-term plans. In relation to the deep-water
port, the managing company has been created (there is coordination with government structures).
Now the pre-project preparation is conducted in relation to this port area.

A big need for state support was expressed by private transport companies in order to make port
fees more equal. At present they are 5 times higher than in some other ports. However it is difficult
to accomplish it. Ideally, according to one interviewee, they could be accumulated somewhere and
then shared more equally among ports. Besides, the regional Ministry of Transport is expected to
support the hub by raising awareness about it abroad. Then it would be percept as an alternative to

Saint-Petersburg and Murmansk.

7.1.5 Factors defining the potential of the Arkhangelsk Hub

7.1.5.1 General Hub Development Factors

Concerning the hub potential the following factors were named as sources of active development.
First, some respondents looked back saying that Arkhangelsk was the first Russian sea commercial

port supporting international trade relations. It has always been the traditional port for shipping
forestry products, High North and NSR supplies, transshipment of goods for oil and gas and
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metallurgy industries, machinery construction and ship building. Some respondents await the
improvement in world forestry trade conjuncture which could stimulate hub development. Besides,
NSR is supposed to bring a lot of development.

Second, it was underlined that port actively uses its possibilities. New spaces are being built, and
the port quickly reacts on new requirements from the demand side. In this perspective Arctic shelf
development seems promising even though Shtokman was delayed. Preparation for development of
Prirazlomnoye field went not so smooth, but is currently on its last stage, which makes it the most
realistic project for both Arkhangelsk and Murmansk regions. As for Shtokman, this project is now

on its preparation stage, final investment decision will be made in March 2011.

Third, hub stakeholders themselves are very perspective. For example, Norilsk Nickel was named
as one of the main stakeholders of the hub, and it develops its own shipping company. Besides, In
Ekonomia port area the plant specialized to concrete pipes almost started. After having positioned
Arkhangelsk as an intermodal transit port, the hub would be on a good prospective track connecting
North-West of Russia, Moscow and neighboring countries with Middle Ural, close to Urals regions
etc. Also the port is multi-functional, able to handle supplies for oil and gas fields, general cargo

and small lots.

Forth, the project of industrial parks is starting in the Arkhangelsk region. Industrial parks are zones
with ready infrastructure aimed for locating companies from the priority industries there. These
industrial parks will increase the flows of equipment, raw materials etc. to the North and South of
the Arkhangelsk region. This will naturally result in bigger demand for hub services and increases

in port turnover.

Also the sharing of waters with Norway is good for the development. Previously, those territories
could not be used at all, and now more activities in the region are expected. Finally, the channel
between the White and Baltic Seas is currently functioning, and even though it is not in great
condition, good perspectives are related with it. It can be used for pipes, equipment and other small

lot goods from central Russia. They come to Arkhangelsk by river, and are then transshipped to sea.

However there is also other opinion, which expresses the doubt in hub development in the
following years. The arguments for this opinion are the following: Shtokman is delayed; most
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activities are carried in Western Siberia; and in general there was no significant growth in economy
predicted for next 3 years. Almost all respondents named cargo flows as the main determinant for
hub development. However, lately the general cargo volumes are stable. Some cargos go up, some
go down. Forestry goods are decreasing now, construction materials go up. It seems to some
interviewees thus that the attractiveness of the region does not grow; SMEs and industry are not

developing.

7.1.5.2 Northern Sea Route as a Hub development factor

Special attention was given to the Northern Sea Route as a factor defining potential of the
Arkhangelsk Hub. All respondent were mentioning it on different stages of interviews. Hereafter

the summary of their expectations, concerns, and general opinions on this topic is presented.

The Northern Sea Route is considered to be a closer, faster, and safer way to China, Japan and the
West Cost of North America. There is no piracy, which is a big concern for many shippers. Besides,
Trans-Siberian road is developing, which could be a good complement for the Route. Also there are

plans for port construction on Yamal. Those ports could give additional support for the NSR.

Thus many Arkhangelsk hub stakeholders hope that Russian and foreign shippers would realize
how much shorter and cheaper it is. The approximation of 4000 miles of distance savings was given
for the destination Netherlands - Japan using the Northern Sea Route compared to the Southern way

through the Suez Channel.

Moreover, global warming and development of the Northern territories of the Russian Federation,
as well as improved political and economic climate in Russia were named as factors stimulating the
attractiveness of the Route. Reflagging procedure and organization of ice-breaking support can be
organized by forwarders and shippers located in the region, and thus were not considered as a big

barrier for using the Route.

The Northern Sea Route perspectives are not only assumed by the market players, but are also
clearly defined by the State. They are related to development of the oil and gas fields mainly on the
shelf of Yamal, in Prirazlimnoye, and Shtokman. Thus the development of the Arkhangelsk Hub is
correlated with the development of the oil and gas industry. The port of Arkhangelsk is one of the

main actors for the supply and support of the fields where the oil and gas extraction is planned. The
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plans include creation of the procurement base for Gazprom there. Those project would require the

extensive use of the Route.

Speaking about present example of sailing on the Route, Norilsk Nickel transports on constant basis
cargos to Dudinka: goods for town support on direction to the field, and products of the field
operation on the way back. They have 5 own vessels, all of which have the highest ice class. Thus
port tends to support the route Arkhangelsk — Dudinka — Murmansk. The cooperation with Norilsk
Nickel is on-going since its very establishment in the region. And Arkhangelsk has always been an

important hub for them.

In general the Northern Sea Route is a shorter and thus cheaper way for summer navigation.
However respondents believe that it should be widely promoted by the State. The common opinion
is that shipper’s choice of the way depends on total costs and especially ice-related ones. The long
time might be needed in order to convince the users in benefits of this way. When new plants and
towns will be built there, big producers will use the Northern Sea Route more. Meanwhile it might

take up to 20-30 years for this common Route use to begin.

To commercialize the Northern Sea Route there is a huge need for infrastructure, meaning creation
of supply bases for water, fuel, food, repairing bases, communications, and airports on the way for
supporting services. Without this support further Route development seems complicated, if not
impossible. Besides, all regions around the Northern Sea Route should raise safety, especially
navigation safety, to drop risks.

The important issue is that the Route is included in national and regional development strategies. It
is connected to Belkomur and deep port projects. China —Norway trial coal transportation was

mentioned as a very good Route use example.

As for the Route’s influence for the Arkhangelsk Hub development, it was underlined that the
Northern Sea Route is especially suitable for goods with high costs - general and containerized
goods — which are initially supposed to be exactly goods of the Arkhangelsk port. Moreover, In
Arkhangelsk there is a hydrographic fleet for Northern Arctic, which allows checking depths, and

aviation fleet for ice situation exploration.
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7.1.5.3 Container potential as a Hub development factor

According to hub stakeholders there is a big potential for container shipping, but this potential is
underestimated in Arkhangelsk. In general, the port is expensive. Costs in Arkhangelsk are much
higher than in neighboring ports. Belomortrans has tried to make a special line for containers, but it
ended up with no good results. In general, export and import of container goods have seriously
suffered during crisis (also in Saint-Petersburg). Insufficient volumes thus do not allow container

flow development.

If the Northern Sea Route is developed, other perspectives will arise, special vessels for containers
will be used. However, a lot depends on government regulation. Dues for private companies play

major role.

Containers are perceived as the most comfortable mode of transporting collective goods. There is
one line from Arkhangelsk to Europe in operation right now. Railways also have a container
terminal which would allow intermodal solutions. Shippers and forwarders try to increase container
cargo flow, but they say 1-2 years ago the situation was better. When asked about container
shipping examples, they mentioned chemicals for North Russia. However, there are all services and
capacity for all kinds of goods from techniques to dangerous reagents, including radioactive

materials.

There was expressed a hope that container situation will improve when Shtokman is in operation.
Now a big share of Arkhangelsk port capacity is underused, that is why the port currently has to
take cheap bulk cargo like coal etc., even though it was initially meant to be for expensive
specialized goods. The problem is that cargo flows are fixed, so Arkhangelsk is not a traditional
track for containers. Thus communicating of the hub benefits to freight owners is needed in order to

raise container perspectives, which actually form a basis for a classical Logistic Centre.

To sum up, attracting containerized cargo is one of the goals of the stakeholders of Arkhangelsk
hub. But for this they need cargo owners. As for the infrastructure, it is on place. For example,
Norilsk Nickel uses Arkhangelsk container terminal and is the main container shipper in the region.
Port zone Ekonomia is specially designed for containers; it is the Northern-most container terminal

in Russia.
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7.1.6 Respondents’ attitudes and resources in relation to the Arkhangelsk Hub
development

The following advantages could be obtained by the hub members:
e Customs procedure improvement
e More flights and connections (currently there are very few flights to Norway, Finland, etc.)
e Rise in the volumes of cargo, more attractive freight fees, import increase, extra ice-

breaking fleet

In general the expectation is that transport and logistics operators will obtain increased cargo flow.
As for transport service users, they would get increase in service quality level and decrease of
timing. The respondents’ concerns mainly refer to the fact that development of the hub is going
slower than expected and there is a lack of info about Arkhangelsk hub and the services available.

The general attitudes about hub perspectives range from skeptical to very optimistic. Even though
some interviewees were indifferent and only expressed explicit need for ease of customs procedures

and number of airlines, most were supportive and hoping.

Concerning resources which hub stakeholders can invest in its development, there is also a clear
division between different groups of stakeholders: ports and railways are supporting hub by
conducting their own modernization and capacity improvement projects; ministries and association
support hub via lobbying its stakeholders interests on higher level and attracting attention to hub
perspectives; transport and logistics service providers offer high quality services for attracting
clients.Visually the groups of stakeholders, their interests and resources are presented in the Table

below.

Table 3: Stakeholders’ interests and resources

Stakeholder Hub user Transport and logistics | Authorities

service providers

services

capacity improvement
projects, high quality
services offer

Interests Increase in service Increased cargo flow Regional development
quality level, decrease
in timing

Resources Demand for local Modernization and Lobbying hub interests,

attracting attention to
hub perspectives
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7.1.7 Respondents’ opinion about the most interested and influential stakeholders of

the Arkhangelsk Hub

There was no common opinion about who would actually benefit from and influence hub

development the most.

Approximately half of the interviewees say that it is the region, which the gets the most out of the
logistics centre and needs more projects and services going on in order to increase employment,
taxes and the standard of life. By increase in shipping in the area, infrastructure will be supported
too. Developing transport infrastructure, the related industries will develop themselves following a
“snow ball” effect. No advantages for separate players are expected at this stage. Later it will be
clearer whose interest will be most supported.

Some say that Sea Commercial Port and Northern Railway are main project beneficiaries, since
they get their modernization project partly subsidized. Also the shipping companies were named as

the most interested stakeholders given the rising demand for their services within developed hub.

Siberian metallurgic plants which will be connected to the European part of Russia through
Belkomur project represent another interested group. Indeed, having a direct connection Siberia-
Arkhangelsk they will have a cheaper transportation for their main production, raw materials, as

well as needed supplies.

Actually, it’s not the single organization and not even the public body, but rather the whole North-
West Russia involved — claim authorities. For example, in Belkomur project Murmansk,
Arkhangelsk, Vologda regions, and Komi Republic are involved. The main benefit will be the
improvement of relationships between the regions. It will also lead to new work places, and
improvement of quality of life.

Talking about the most influential stakeholders, regional government as well as oil companies
operating on the shelf was named in this category. The common opinion suggests that the single
player cannot change the situation. National and regional governments should be involved. But for
now stakeholders cannot see any clear steps from their side.
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Other influential players are Rosneft (having its terminal in the port) and Norilsk Nickel which

could invest in PPP (public-private partnership) projects; Association of Transport Organization of

Arkhangelsk region, association Sozvezdie.

General overview of the Arkhangelsk hub main stakeholders is presented in the Figure 22.

Figure 22: Arkhangelsk Hub main stakeholders

Arkhangelsk Port, Northern
Railway

Shipping companies, oil
companies

Professional associations,
local, regional and
national government

7.2 Perception and expectations of Logistics Centre in Murmansk

7.2.1 Overview of respondents: sectors of activities and transport strategies in

Murmansk

The following groups of organizations were taking part in the interviews in Murmansk expressing

their opinions about the hub:

Stevedoring companies

Shipping companies

Transport branch of big industrial enterprise
Public authorities

Association of oil and gas industry suppliers

Transport consulting company
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All of those companies have their own opinion and role in the hub creation. They perform various
activities aimed at organizational and regional development. Hereafter some of those projects and
transport related strategies undertaken by our respondents are presented.

Stevedoring companies on the territory of the Murmansk Port are currently involved into serious
modernization, where one of the aims is improvement of the ecological situation in the region.
Besides, territory enlargement by taking space from the sea is planned. Moving coal handling
facilities further from the city centre, and thus territory release from coal will provide more space
for cleaner goods. This underlines again that solving ecological questions is one of the main tasks
for modernization. Half of the investments for this project are provided by the state. However the
big potential from the coal side is foreseen too: Murmansk stevedoring companies expect to become

more active when more energy will be needed in EU.

Association of the oil and gas industry suppliers provides informational, educative and contact-
building support for its members. It also includes the biggest regional and international transport
companies offering their services for the companies operating at Russian shelf near Murmansk.
Some of the association participants arranged Murmanshelf Logistics Consortium — the separate
association focusing mainly on transport, while Murmanshelf itself has wider spheres of activities

and responsibilities.

Transport and logistics are very important spheres of activity for big industrial companies
operation in the region. For example, Norilsk Nickel has had its transport branch in Murmansk for 5
years already. Today almost all sea shipping of the company is done through it. Norilsk Nickel uses
its own fleet in Murmansk, develops its own terminals and forms a railways division with its own
wagon park. All of this is arranged mainly for internal purposes where goods and materials are
circulating between the Norilsk Nickel concern members. Sometimes company’s transport facilities
are used also for commercial goods — though not entirely externally — aimed at supplying Dudinka
inhabitants etc. Possessing all means of transport for own purposes will bring independence for the
company, which believes that the North will develop and wants to sail along the Northern Sea
Route. The company sees a big potential in this field and its ships with the highest ice-class are
supposed to be used exactly for that. However the company stays aside from the Murmansk

Transport Hub project, aiming at independence and self-support.
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Speaking about the public authorities, the Ministry of Transport and Communications of the
Murmansk Region helps the hub related activities through development support, projects
preparation and approval support.

As for the transport and logistics consulting company, which took part in our research, it provided
its external opinion about hub development and relevant on-going projects, because this
organization was not a direct logistics centre stakeholder, but rather represented supporting

environment for the hub.

Murmansk Shipping Company (MSCO) explained its current situation in the post-crisis period.
Its turnover did not drop much, only for some categories: coal shipping has fallen mostly because
of the accidents and consequent decrease in exports. The current crisis has seriously affected prices,
however now the fertilizers have started to grow again: the prices for them can cover costs of
production and shipping, too. The Murmansk Shipping Company is also preparing for the grain
shipping where the export from Canada to Europe is rising. As for the change in the company’s
client base, Norilsk Nickel is no more using its services. However, now MSCO ships for a
metallurgic plant from Saint-Petersburg which replaces lost orders from Norilsk Nickel.

One of our respondents elaborated on the general situation with shipping in the region. Lately
there has been an increasing competition from the side of the Chinese shippers. They might ship for
half price of others, which would eliminate all other competitors in Murmansk. The reason behind
them doing so, might be a wish to fill up spare capacity of their large ships. Then Russian,
Norwegian, and other shipping companies can experience severe problems with maintaining their
competitive positions. Indirect competitors of Russian shippers are Polish, Bulgarian, Finnish and

German companies. But they are historical European competitors and “friends” at the same time.

Previously the Baltic and Barents Seas and North Atlantics were niches, and Chinese shippers were
only present in China where the market and dynamics were good. However, now they are very

serious competitors.
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7.2.2 Concept of Logistics Center / Hub, its presence and development stage in
Murmansk

In Murmansk a Logistics Centre or a Hub is perceived as a centre connecting sea, railway, and
road transport. Connecting transport modes is supposed to be supported by good infrastructure.
As for the softer component of the hub, a logistics system should be present. Logistics activities
must be synchronized, attractive for users, and assuring good timing. A well functioning port
was named as the most important part of the hub, but all other transport modes should also be

available.

Concerning the presence and stage of development of the Logistics Centre in Murmansk, the

following opinions were provided by respondents.

Figure 23: Continuum of opinion concerning the Murmansk Hub development stage

On the early Developing hub

development based on Biggest hub in

Declaration, Present

stage with several hub the Arctic
brand good interconnected region
potential projects

One of the respondents believes that the Murmansk hub as such is mainly brand and declaration. It
surely has a geographical potential, but not much has been done to make it a real Logistics Centre.
There has been many territory sharing problems, including establishment of new port boundaries.
Also the energy problem imposes a need for an extra energy station construction. In general, the
biggest question is the quality of infrastructure which is coming from the USSR times. Few
examples show that old coal processing methods are still used; railway works on its edge. However
there is a plan for hub development on the basis of PPP (Public-Private Partnership), which

conditions are set up in Moscow.

The opposite opinion suggests that Murmansk is the biggest hub in the Arctic region, which
includes a sea port, a railway station, air transport, and good roads. As an example, roads

connecting Murmansk to Norway have almost been reconstructed.
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However, according to the opinion of most stakeholders the hub should be reconstructed, which has
resulted in the state program “Reconstruction of Murmansk Transport Hub”. For this purpose the
managing company was created, and the whole process is controlled by the Ministry of Transport.
There is a plan from the Russian Government developed in 2008, which determines the scope of
work to be done in the hub, including new terminals, a new railway branch, the railway station
reconstruction, a united Logistics Centre, the airport reconstruction etc. Murmansk hub thus plays
an important role for big infrastructure projects in the region.

Yet another interviewee sees a big potential for the hub in transporting export/import transit goods
using the Northern Sea Route and the Trans-Siberian Way. The main idea here is that the logistics
centre’s cargo should be mostly transported by containers. Also the potential for the Murmansk Hub
can appear from overtaking some cargo flow from Saint-Petersburg. The aim when developing the
hub is to collect cargo owners for the West bank development, because on the East bank there is
already no space. The hope is that after the crisis the overall economic rise up will also stimulate

more active hub development.

Concerning the tasks performed (or supposed to be performed) by the Murmansk Hub, respondents
mentioned coordination of transport organizations, which are located in Murmansk: railways, city
administration, Rosmorport, Murmansk Sea Commercial Port; coordination of all transport flows;

development of infrastructure and business environment; and attraction of private and public funds.

Currently the first stage of the hub projecting is over. Now the coordination of technical tasks for
the second stage is on-going. Of course the crisis has slowed down the hub development: cargo
flow has decreased, port performance got worse. The main drawbacks which happened were due to

the market situation.

7.2.3 Functioning and coordination of the Murmansk hub

A common opinion suggests that the hub management is built upon contracts between ports,
railways, and other actors. Results of those relations should be predictable for all parties, including
clients. Also timing is very important. In order to make a hub more attractive for international
operations, the customs work should be more predictable. Currently custom services impose high

risks. Thus, legislative relations should be very clear and where possible, simplified.
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There is no unified, clear system for hub actors’ coordination. Someone has warehouses, someone —
docks etc. Various schemes are in operation. It is so due to the fact that the hub works on market
conditions, where different interests and strategies of various stakeholders meet. Thus, many
respondents think that the strict synchronization is not needed. However, there are associations
which help to explore market, communicate new information, help with logistics services etc.

Speaking about the role of the state, it controls the process indirectly. For instance, on the national
level the overall hub program and financing line was created; municipal influence is exercised on
the territory sharing issues; regional level authorities work on the special port economic zone
project, which would create a free customs regime and give discounts on taxes. As a result it is

supposed to raise the cargo flow.
The levels of decision-making related to the hub are presented in the figure below.

Figure 24: Levels of decision-making related to the hub

'\
National: program and financing
mechanisms elaboration
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\

Regional: work on Special Port Economic
Zone creation
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Municipal: territory sharing

Interorganizational: various
coordination mechanisms between
private stakeholders; market conditions

To sum up, there is no single control and coordination centre in the hub, the respondents suggest.
This is a hub of different companies with different owners. Coordination is needed only on the
construction stage. After that a hub will work independently. There should be just general
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supportive rules and norms coming from Ministry of Transportation, Federal Agencies for transport,

and regional government.

The last remark in this section will concern more informal communication and information flows
between hub stakeholders. It was said that the cargo will find its way itself, because everybody can
find the information nowadays. There are programs which unite people and organizations, forums
and exhibitions, including very popular ones in Saint-Petersburg where transporters are meeting.
Ports, terminals, freight issues are discussed there. In Murmansk there are around 10 big
organizations within the sea transport business. All the actors meet for example on the professional

days. Otherwise they can simply call to each other and get all the necessary information.

7.2.4 Competitive position of the Murmansk hub

Compared to Arkhangelsk, respondents perceive Murmansk as more competitive due to the lack of
ice taxes and bigger depth. But they admit that in Arkhangelsk there are better terminals and more
free space. The Murmansk Commercial Sea Port takes only classical goods; the Sea Fish Port is too
old; so there is no space to accommodate new types of cargo. Murmansk needs to follow the
development plans so that the situation changes. Besides, Arkhangelsk is more comfortable and

user friendly, even though it is more expensive.

It was mentioned that in Murmansk there is the toughest control in Russia, leading to a lot of
formalities which increase processing time. Saint-Petersburg is much better in this perspective:
everybody realizes there that maintained cargo flow is important for the region, city, port, etc. Thus,
special effort is done in order to increase hub’s attractiveness. So that Murmansk becomes a real

hub too, all the forces have to be focused in one direction.

If to look at Murmansk competitive position in relation to Norwegian ports, customs problems
remain here. Obviously in Norway it is easier and faster to ship, physical delivery to Russia is also
not a problem, but in the end total costs can be bigger if to ship goods to Norwegian ports and then
transport them by roads or rail than to enter Murmansk directly. Thus they are not perceived as
direct competitors to Murmansk.

Another opinion suggests that the Murmansk Hub can be compared to the standards of big

European ports, but the need for a container terminal remains a serious challenge. It was said that
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Murmansk does not compete with other Russian ports, but rather with foreign ones. If looking at
the turnover of ports of Kirkenes or Botnic bay, one will see that Murmansk is competitive in the

matter of port duties, geographic conditions, climatic features.

Among the Murmansk’s competitive advantages geographical and political factors were named.
The region has a direct exit to the World Ocean and is currently supported by the government.
Arkhangelsk is closer to the Central part of Russia, but it is frozen almost half a year. This implies
higher costs. Regarding the depth, Murmansk has no competitors in this question. In many points
Murmansk could be even preferred to Saint-Petersburg which is freezing, congested, and is a Baltic
port with less depth. One interviewee mentioned that there are no other official hubs in the Russian

Barents region.

Overall, there is certain equilibrium in North West Russia; every port works on its volumes and
types of goods. Murmansk works with coal, apatite, iron concentrate, import for non-ferrous

metallurgy.

Going back to the Arkhangelsk port, there is a good spatial division. Containers are going there.
Arkhangelsk hub is not “showing off”, but constantly doing its job. Forestry products are regularly
coming there, but are not taken to Murmansk. Arkhangelsk is a traditional destination and transit
point for many types of cargo. All in all, the most popular goods are going to Arkhangelsk. Railway
connection again is better in Arkhangelsk. All cargo to Yamal goes through Arkhangelsk. Size of
Arkhangelsk port is much bigger than Murmansk port. If one would like to store cargo there for a
longer time it creates no problems. In Murmansk the absolute maximum for it is 7 days. Because of

the natural limitations imposed by the sea and military zone there is no free space.

Comparing Murmansk with the Western hubs it can be said that most of them have good modern
terminals: Saint-Petersburg, Baltic ports (for example, Ventspils). It is much cheaper there, and
freight forwarders more and more often choose them. Those ports create new opportunities: they
ask for financing from such institutions as European Bank of Reconstruction and Development,
open a hub, give 20% discount, and the process starts. Their railway capacity allows to increased
cargo flow. Those hubs are built for enormous volumes. Thus the potential is huge there. In such
situation Murmansk loses its position as a logistics centre as such, because deep water does not play

so big role anymore. Panamax is good for the bulk cargo, since container goods are not shipped in
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such amounts. On the direction Singapore — Rotterdam it might be the case, but not here. That is

why Saint-Petersburg’s depth is enough for containers.

Concerning recently performed developments in the Murmansk hub, passenger transportation has
improved. Previously touristic liners with 1000 people were processed in 4-5 hours, because all
papers had to be checked. Now the procedure is easier and takes only 1 hour. This is done to attract
people. Possibly there is the same in the other fields. But for ship documenting the development is
opposite: it got even harder. Electronic and paper versions of documents are required together to

make officers’ work easier on the shippers’ account.

Initiative for the Port Special Economic Zone is meant to ease customs procedures. Customs
committee in general will be simplified a lot soon. Other developments concern improved roads
(during last two seasons), though mainly federal roads. Reconstruction of the airport runways is yet
another development. Many private companies reconstruct port territories. Norilsk Nickel is
working on their terminal. Fish port is going to reconstruct its northern docs. Sea port also is going
to develop. There is big activity in private companies’ infrastructure development. Finally,
suppliers for Prirazlomnoye platform have been determined, which is important given the

correlation between oil and gas fields and hub development.

It was mentioned that plans were stopped by the crisis. It does not mean that nothing has been done
at all, but the activity level was much lower than planned. The financing question is a vital one for
many projects, including territory enlargement of the port, where formal decisions have already
been done and expertise is carried on. Besides, the regional government is promoting the free
economic zone in Murmansk. Until legislative change is done many activities are unprofitable in

the region.

Thus, even if the development is being performed within the hub, still a lot has to be done. The
following steps were named as the most critical ones to accomplish as soon as possible:

e Simplify procedures

e Increase port and railways capacity

e Develop West bank

e Find funds
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As it can be seen, most of them are still infrastructure and regulation related.

7.2.5 Factors defining the potential of the Murmansk Hub
7.2.5.1 General Hub Development Factors
The hub development factors, most of which were mentioned above, are presented in the table

below.

Table 4: Factors defining the potential of the Murmansk Hub

Group of factors Individual factors
Geographic e deep water,
e ice-free port which results in all year round navigation and
no ice dues
Political e governmental directives aiming at regional development

Economic actors who want to invest (railways, port),

lower tariffs,

shelf projects (Prirazlomnoye and Shtokman), Yamal,

Northern Sea Route and its international potential, potential

for transit and containerized goods*,

atom ice-breaking fleet,

e supportive projects (West bank development, East bank
modernization, special economic zone, etc)

* Those two factors will be described in more details in two separate sections below

Mentioned in the table development project like a plan for West Bank development, East Bank
modernization, container terminal construction — were marked as dependent on the US and
European economy recover, because until the real cargo flows appear no funds will be raised and no
works will be started. Now main flow goes from Asia to Europe (Hamburg, Rotterdam, Antwerp,
Baltic ports). Also a part of oil from the Shtokman development is planned to be shipped to EU,
while the part for US is now in doubt. For transport related companies it is important that they have

cargo flow, which is the main factor for hub development.

7.2.5.2 Northern Sea Route as a Hub development factor

The Northern Sea Route is perceived as a corridor with big development potential. As mentioned
before, there is no piracy; it is much shorter, which means also less fuel costs. On the other hand it
is difficult to use it for the foreign companies, because only Russia alone has all information about

ice situation. There are few pilot projects, such as MV Nordic Barents (41,000 tons ice-class bulk
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carrier) representing Danish — Norwegian partnership of Nordic Bulk Carriers AS and Tschudi

Shipping Company, which sailed from Kirkenes via Murmansk to China in September 2010.

Figure 25: MV Nordic Barents

Source: Nordic Bulk Carriers AS

New law for the Northern Sea Route is being discussed now. Currently there is no route
administration, involved parties functions are unclear. If there will be easily understandable
instructions in English there will be more interest in the route, respondents think. Moreover, it needs
to be specified who and how defines the necessity of ice-breakers in any given situation. The trend
of global warming seems to make the NSR even better economically, thus it just needs to be

legislatively supported.

Most of the respondents have an optimistic attitude that sooner or later the NSR will develop.
Norilsk Nickel already plans to pass it. Also its use for container shipment and transit goods
Europe-Asia is expected. Another example of the test sails is represented by the FCS Baltica with a
dead weight of 100,000 t sailing to China. The ship was though loaded for half only to check if it is

possible to go this way.

One respondent expressed his concern in relation to goods insurance on this Route. He explained
the need for information about readiness from the insurance companies’ side. If it is on place, 4-5
months a year (July - October) the Route can be used. However the Route’s drawback is that its
infrastructure dates back to 1980s and a thorough supply chain for distant regions is broken now.

Thus, risks are hard to estimate.
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There are two main difficulties for a foreign ship which wants to go by the Northern Sea Route:
reflagging and ice-breaking. First the ship has to wait for the permission to sail on the NSR.
Afterwards the border has to be open in the port of Murmansk or Arkhangelsk. The ice conditions
change constantly from one year to another. Thus it is hard to say if there will be open waters all
the way or not, which determines the need for ice-breakers. Besides, there is a wind pressure.

Without ice-breakers it can sometimes be impossible to get through.

Yet an even more critical opinion suggests that now all the actors have wonderful logistics
departments which assess all the options. They balance different routes judging by length, timing,
prices, etc. They can compare Northern and Southern routes, different modes of transportation; that
Is why the tracks change very fast. So it can be said that the information is perfectly accessible. The
transit Asia-America and the cargo flow to Rotterdam through NSR are expensive. If the ice melts
as much as is required, then it can be discussed as an option. And currently the situation is the
following: the main factors are fuel costs, tariffs and timing. If the total costs for NSR is 50 $ per

ton and the other routes suggest 45, customers will choose the latter.

7.2.5.3 Containers use potential as a Hub development factor

There are very different opinions in relation to container perspectives for Murmansk. Some
respondents put them in direct relation with the use of the Northern Sea Route while others do not.
Norilsk Nickel is an example of the company which already uses the container shipment to
Dudinka. Some other examples of container use include transportation of fish. But for now in the
Murmansk region that is mostly it, due to the absence of big market for that. General container

cargo is not developed in the region.

Those respondents who relate the container development with the Northern Sea Route expect the
different container cargo flow to increase from the direction of the South-East Asia, mostly the
transit goods.

Those interviewees, who are doubtful about container potential, wonder why a container terminal
should be built here, if there is no demand for that. The place for the terminal is fixed, and a plan
exists. But the predicted cargo flow is not big. Currently it equals 100,000 TEU. But less than 1

million TEU is not economical. If it can be proven that the Trans-Siberian route is economical, it
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might be better, but not at this stage. However for now it still seems that it is cheaper to transport

containers through Saint-Petersburg.

Speaking about official data, within the Murmansk Transport Hub development project the building
of a container terminal (for 1 million TEU) will be undertaken. Part of containers will go for
internal market, part for transit from North America, Canada and USA, and Northern Europe to the

countries of Asia-Pacific region.

7.2.6 Respondents’ attitudes and resources in relation to the Murmansk Hub
development

The respondents’ expectations and concerns in relation to the hub development are presented in the

figure 26.

Figure 26: Expectations and concerns related to hub development

" No specific steps, no
cargo guarantee

Mo funding, not
economically beneficial

Generally, shippers expect more cargo flow, freight owners — smaller port dues, public authorities
aim at regional development, and finally direct project beneficiaries wish to attract money for

modernization.
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Regarding interviewees’ concerns, more or less the same answers were obtained from the majority

of them: hub development is more declarative project then active steps; not many specific steps

were undertaken so far; there is a need for cargo guarantee. Otherwise, in case of no cargo flow

there will be no money and investment in the hub. Generally, as long as the project is not

economically beneficial, the real well functioning hub will not be created.

Thus, general attitude ranged from skeptical to optimistic. Anyways, respondents seemed to support

the idea of hub development and realize its need for their own organizations and the region.

Coming to the specific resources that the stakeholders were ready to invest, the following examples

were obtained:

7.2.7

Conducting seminars, lobbying of interests, education in logistics and other needed profiles
Own infrastructure investment

Regulatory, preparatory, controlling support

Respondents’ opinion about the most interested and influential stakeholders of

the Murmansk Hub

In case of Murmansk the most interested stakeholders tend to be also the most influential ones.

They are:

Port — considered by many respondents as the most active stakeholder

Railways — which will get an increase in capacity and improvement in infrastructure

Region — just like in Arkhangelsk, a rise in attractiveness, taxes, and employment is
expected

Transport service users - if the cargo flows increase, there will be more stevedoring
companies, customs brokers etc. Besides, roads improvement is a benefit

Big operators on shelf fields - oil and gas companies will get improved infrastructure
which will ease their work

Coal and container terminal users — i.e. those working on Trans-Siberian Route

When the justification for the Murmansk Hub project was made, all possible stakeholders were

contacted. However some of them (like the Fish Port) took a passive position. Others were very

active and joined the project, thus being able to benefit from it.
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8 Conclusions

This study was conducted as a part of the StratMoS project, which aim is to facilitate a dialogue
between Europe and North-West Russia and create a well functioning intermodal maritime-based
corridor connecting hinterlands of different countries. The current research belongs to
Demonstration Project 1 of StratMoS. However also finding from the Work Package C were used in
it. The interaction of different StratMoS parts for the purpose of this project is presented in Figure
27.

Figure 27: Place of the report within the StratMoS structure

Work Package A: Project Coordination and Synergies with Other Projects I

With Morth-WWest Russia

Demo Project 1 I— Work Work Work
FPackage B: Package C: Packane D
Toals for MoS | Transport
MoS Appli- Development Metworks
cations in Hubs and and
Hinterland Corridors
Lagistics
Centre Studies

The main aim of the research was to identify which organizational bottlenecks existed for logistics
centre development in the regions, to what extent were the actors in Murmansk and Arkhangelsk
regions ready to cooperate both physically and organizationally in terms of creating an open and

integrated logistics center, and how to encourage this cooperation between potential stakeholders.

In order to reach this goal first the concepts of “Logistics Centre / Hub” and “Stakeholders” were
analyzed. It was found that hub concept corresponds to cluster in its broader meaning, which

includes several companies belonging to the same industry and situated at a limited geographical
territory.
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Thus, a Logistics Centre is “the hub of a specific area where all the activities relating to transport,
logistics and goods distribution — both for national and international transit — are carried out, on a

commercial basis, by various operators”. To be competitive, a logistics centre should:

be open and accessible to all companies involved in the mentioned above activities

contain all necessary logistics facilities

provide high quality of services with intermodal solutions

be run by a neutral legal body, preferably in form a Public-Private-Partnership

Moving to more specific cooperation concept within clusters, different elements, factors and
outcomes of cooperation were discussed in both theoretical and methodological chapters.
Cooperation within the hub was defined as “complementary actions taken by firms in inter-
dependent relationships to achieve mutual outcomes over time”. It can bring the following benefits:

e specialization

e cost reduction, economies of scale and scope

e increased exports

e increased innovation

e improved business environment (infrastructure, regulation)

e funding opportunities

e regional development

In order to assess cooperation between potential Logistics Centre stakeholders in Murmansk and
Arkhangelsk, more than fifty structured questionnaires were sent out by fax and e-mail with follow-
up calls. A response rate of 22.6% was reached, which allowed conducting an analysis of main

trends and relations between variables where possible.

The business environment conditions in Arkhangelsk and Murmansk are quite different. For
example, in Arkhangelsk infrastructure conditions need to be urgently improved, and in Murmansk
relations with supporting/related industries and regulations need improvement. Speaking about
cooperation, in Arkhangelsk the facilitation of interactions between all groups of actors and public
and research institutions needs to be improved. Besides, the relations there lack closeness (in the
matter of both frequency and character), trust (just like in Murmansk) and satisfaction from results

(which could be possibly improved again by closer collaboration). Alternatively, in Murmansk there
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are two “sub-clusters” in the matter of cooperation. Smaller companies cooperate with their clients,
transport and logistics service provides, while larger ones collaborate more with governmental and
research institutions. Apparently those tandems work well, because most of the respondents are
quite satisfied with the results. What is more, the cooperation in Murmansk between actors is
actually closer, meaning that the interactions there are more frequent and not only formal. Briefly

the outcomes of the business environment and cooperation evaluation can be presented as follows.

Table 5: Cooperation evaluation summary

City Murmansk Arkhangelsk
Business - Good demand and factor conditions - Good demand, competition and
environment | - \Weak perception of competition and supportive industries conditions
supportive industries - Weak factor conditions :
infrastructure, financing, management
Cooperation | - Fragmented cooperation: small - Almost no cooperation at all with

companies with clients and transport & public and research institutions
logistics service providers; big companies | - Cooperation with other partners: low
with public & research institutions closeness; moderate trust, expectations
- Cooperation: low trust; high and experience

expectations, experience and closeness

After the first stage of analysis was completed, its outcomes were distributed among respondents
and the arrangements for the interviews were done. The information bulletins sent to stakeholders

are presented in Appendices 3 and 4.

The interview outcomes showed that the two potential hubs, Murmansk and Arkhangelsk have
different specialization and complement each other. Murmansk currently focuses more on bulk
products, while Arkhangelsk deals with various goods and was initially planned for general and
containerized cargo. Both ports have their advantages and disadvantages, which determine their
development programs. For example, Murmansk port possesses deeper waters and is ice-free. At the
same time, Arkhangelsk hub has better railway connections and the only one modern and adequate
container terminal in Northern Russia, which would allow it to become a Logistics Centre in its
classical meaning. However because of ice dues Arkhangelsk port is more expensive, which
seriously affects its competitiveness. It was mentioned that it also lacks popularity among European

freight-owners and needs to be more widely promoted. However both hubs have a big potential for
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development in relation to increasing activity along the Northern Sea Route and connected with it
possibility for increased container flow. Besides, the strategic significance of the NSR and
Murmansk and Arkhangelsk hubs found its reflection in the Federal programs and development
projects. The problems of aging infrastructure and complicated regulation are currently addressed
on regional and national levels. At the same time, main hub stakeholders (which according to our
respondents are ports and railways) also undertake modernization projects aimed at increasing their

capacities.

Addressing the hub problems which were mentioned in the introduction and regional overview, it
must be said that many of them remained since the previous FDT study from 2007 and still concern
most stakeholders. However, due to new impulses from the shelf and northern routes development,
the situation is currently changing for some parameters. The table below represents the current

situation on the major bottlenecks.

Table 6: Present situation in the hubs according to stakeholders

Bottlenecks Arkhangelsk Murmansk

Infrastructure

Situation is eventually changing and
there is big hope in relation to shelf
projects. However some problems
remain

Still serious problem, but it slowly
changing. Development slowed
down by the crisis

Dependence on
political decisions

No single opinion: some say that hub
is independent and competitive,
others require more governmental
support

Dependence remained, but
currently political decisions favor
hub development

concerns about it

Customs Everyone mentioned discussions Problem remained, creates serious
about improvement, but some are difficulties
skeptical, and the problem still exists

Containers The situation did not improve, some | Still underused, but the potential
mentioned even decline foreseen

Ecology No single opinion and actually no Is going to improve in the port,

but shelf projects still create
concerns

Now as we can see, there are still problems left related to infrastructure and regulation, which are
hard to influence and which are currently getting attention on a higher level. Coming closer to the
main topic of this paper, namely organizational and cooperative bottlenecks, it can be said that the
respondents themselves do not see many bottlenecks there. In Murmansk they believe that the hub
works on market conditions, meaning that each stakeholder has its own goals and strategy,
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information is perfectly accessible, and the mechanisms of activity coordination in each definite
case works well, which is proven by long collaboration experience. In Arkhangelsk the situation is a
little different: respondents do not pay big attention to cooperative issues at all. Thus, it is a
bottleneck for hub development. According to the survey outcomes, stakeholders would expect
better results from working with their counterparts. In both regions the government is considered as
an opportunity for receiving additional support, which they think should be provided to a greater
extent. All in all, infrastructure problems and lack of active development prevail in the concerns of
the stakeholders.

Thus, the respondents’ opinions about hub development are not optimistic, but rather realistic.
Besides, no one would like to take a lead role in its development, but instead rely on government
and other stakeholders.

All in all, it can be concluded that the Logistics Centre is still not present in any of the regions,
because the hubs as they are now do not meet the Logistics Centre prerequisites. In none of the
cities there is an open and integrated centre containing all necessary facilities, and providing high
quality of services with intermodal solutions. Besides, the actors seem not to realize the necessity

for unifying their activities and taking active role in Logistics Centre creation.
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9 Recommendations

Based on the conclusions provided, the following recommendations can be given to the hubs of

Murmansk and Arkhangelsk.

Even despite some differences, both hubs are currently on their development stage, meaning that
they did not reach the networking or even physical Logistics Centre stage, but are rather transport
clusters only, following the development path presented above. At the same time, they can become

virtual Logistics Centres due to good internal communication and information exchange.

Figure 28: Logistics Centre stages of development

Future
Networking

Logistics Centres
Physical Logistics Centres

Wirtual Logistice Centres

Transport Cluster

Source: Bentzen, 2003

So far none of them can be called a Logistics Centre with all requested characteristics, but taking
into account arising stimuli from shelf projects, the Northern Sea Route and overall economic rise
up after the crisis, supported by political decisions and modernization projects initiation, they can
become real hubs, provided that:

* Infrastructure development projects are implemented without delays, stimulated from

both private stakeholders’ and government side;
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Business environment (legislative, investment etc.) is improved, including the Special
Economic Zone project implementation;
Hub management is facilitated through Public-Private Partnership in its actual, and not
only in a declarative meaning: public authorities should be perceived not just as an
environment, but also as active partners;
Importance of innovation, quality issues and environmental considerations is promoted,
so that hub development would not damage the long-term regional sustainability;
Awareness rising actions are conducted on the permanent basis inside and outside the
hub, which includes:

» dissemination of research results,

*  Dbest practices presentation,

» seminars and conferences about the benefits provided by relationship management

and clustering;

Cooperation between all groups of stakeholders mentioned in this report is stimulated by
means of common projects, associations, networking with potential foreign partners,

promoting Murmansk and Arkhangelsk Logistics Centres.

Indeed, mentioned in the previous bullet point relatively simple awareness raising tools should be

supplemented by deeper knowledge transfer in order to ensure common understanding of the

Logistics Centre features and importance. Potentially there might be a lot of misunderstandings

related to perception of Logistics Centres, and to overcome them, it is crucial to maintain a constant

dialogue between the hub stakeholders.

Besides, currently there is a tendency of networks support from European governments, which aims

at promoting efficiency, networking, and cooperation within and between clusters, corridors, and

whole regions. Thus, a lot of information, findings and examples are available. Tools for further

Logistics Centres development can be obtained, for instance, through dialogue with existing

national Logistics Centres Associations like FDT, or with the officially approved European
Network of Logistics Centres — EUROPLATFORMS EEIG.
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Appendix 1 Questionnaire Russian version (sent to respondents)

«__»mas 2010r.

YBakaeMbIit s

Mpet1 ObI XOTENH PEAIOKUTh Bam oTBeTUTh Ha Heckonbko — Welcome to the StratM oS survey! We would like to ask

BOIPOCOB O pa3BUTHH TpaHcropTa Ha CeBepo-3anaze you to fill out the questionnaire — thisis the opportunity
Poccun st StratMoS. D10 Bamia BO3MOXHOCTb PUHATE — for your organization to participate in the important

yuacrtue B nipoekte EBponeiickoro Coro3a, mpoBoJMMOro European Union project conducted in cooperation with

B coTpyaHnuectse ¢ Poccueii. Bama oprannzarus Obiia . . . .
CHennasbHO 0TOOpaHa Il JaHHOTO MCCIIeIOBAHNS. _North—Weﬁern Russiaand aimed onimproving transport
in your region.

VYyactue B onpoce He 3aiiMeT 6omee 10 MunyT Bamero

BPEMEHHU, M BCE OTBETHI OCTAHYTCA AHOHUMHBIMH. The questionnaire should not take more than 10 minutes
of your time and all answerswill remain anonymous.

Ecnu y Bac BO3HHKHYT Kakue-JIH00 BOIIPOCHI,

noxanyiicra, obpamaiirecs k Mune I'sospapésoii (FDT,  |f you should have any questions, please contact Inna

Janust) no sneKTpoHHON noute: ig@ntu.eu nm Tenedony  yozdareva: ig@ntu.eu or phone +45 99 30 00 13,
+45 99 30 00 13. MsI Oyznem panst Bam otBeTnTs!

1. Kakyto opranm3anuio Bel npeacrasnsiere?
[1 T'ocynapcTBeHHOE YUpEKIEHUE
[J INomyrocymapcTBeHHAs: OpraHU3aIMA, TAPTHEPCTBO TOCYIaPCTBEHHOTO M YaCTHOTO CEKTOPOB
[1 YacTHas opraHuzanus

- Jpyroe

2 . B kakoii orpaciu pabortaer Bania oprannzarms?
3 . CkombpKo yenoBek paboTtaeT B Barmreii opranm3zarum?

[J 1-10
J 11-20
] 21-50
[ 51-100
[J Bonee 100
4. OIleHI/ITe TPaHCIIOPTHLBIC YCJIYI'U B Bamem PETrUOHE, KOTOPBIMHU IOJB3YCTCA Bamma OpraHm3anus
VYenyra Ot1inyHOE Xoporee VYnosnerBoputens  HeynosnerBopure — Hama opranusanus
Ka4ecTBO Ka4ecTBO HOE KayeCTBO JIBHOE KayeCTBO HE MOJIB3YeTCst
yCIIyru yCIIyru yciyru yCIyru JTAaHHBIM BHJIOM
ycyr
[Torpy3ouHo-pasrpy3ouHsie O O O O O
paboTHI B TOPTY
TpaHCcOPTHO-’KCIETUTOPCKOE 0 0 0 0 0
o0cIy)XxUBaHHUe
Mopckue nepeBo3ku 0 0 0 0 0
TpaHcnopTupoBKa 10 opTa 0 0 0 0 0
XpaneHue rpy30oB B IOPTY 0 0 0 O 0
TamosxeHHOE OopMITCHHE O 0 O 0O O

CTpaxoBaHHe IPy30B 0 O O O 0
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5. I[OCTyTIHBI JIK OTU YCITYTH JUISI BCEX YaCTHBIX U TOCYAapCTBEHHBIX OpFaHHSaHHﬁ, KOTOPBIC XOTEIIN OBl UMM

BOCIIOJIE30BAThCA?
VYcenyra IlomHoCTBIO B onpenenennoit Ckopee IlomHOCTBIO Hama opranmsarus
JOCTyIIHa CTCIICHU NOCTYyITHA HEOOCTYIHA HEOOCTYyIHA HE OJIB3YECTCA

JaHHBIM BHJIOM
yCIIyT

[Torpy3ouHo-pasrpy3ouHnsie O 0 0 O O

paboThl B HOPTY

TpaHCIOPTHO-IKCIIEIUTOPCKOE 0 O O O 0

o0cIiry)KrBaHUE

Mopckue nepeBo3ku 0 O O 0 O

TpaHCIIOPTUPOBKA JI0 TIOpTa 0 O O O O

XpaHeHue rpy30B B IOPTY O O 0 g U

TamoxeHHOE 0(hOpMIICHHE 0 0 d ad 0

CrpaxoBaHue Ipy30B O O O a O

6 . Kax Os1 Br1 onfernim coctostHne HHQPACTPYKTYpHI (TyCcTOTa ceTeil JOpor U MyTeil, COCTOSIHUE TEXHUKH, YaCTOTa
OTIIpaBJICHHUH U BpeMs B ITyTH) B Bamewm pernone?

9HeMeHT HH(i)paCprKTprI OTJ'H/I‘{HOC Xopomee yﬂOBJ’IeTBOpI/ITeHB Hey,E[OBJ'IeTBOpI/ITeJ'IB Harmra Oopranusanus
COCTOsSIHHC COCTOsSHHC HOC COCTOSAHHUC HOC COCTOSAHHUC HE OJIB3YETCA
JaHHBIM 3JICMEHTOM
HH(PACTPYKTYpPhL
XKenesnas gopora 0 0 0 0 0
BHyTpeHHHE BOJHBIE ITyTH 0 0 0 0 0
ABTOMOOMIIBHBIE JOPOTHU 0 0 0 0 0
Cxnaasl 0 0 0 0 0

7 . Cormacusl 11 Bl co clleAylommmMu yTBepKICHISIMA?

IonnocTsi0 Ckopee Ckopee ITonnocTsO Henpumennumo
coriacex COTJIaceH HECOITIaceH HECOoraceH K poay
(Ha) (Ha) (Ha) (na) JIeSITEIbHOCTH
Haren
OpraHu3aLun
JI71s1 HalMX KJIMEHTOB OY€Hb BAXKHO, YTO MbI
MOCTAaBIISIeM HAIlly TIPOAYKIINIO/OKa3bIBaEM - 0 0 0 0
YCILyI' BOBpEMs
Hamm kimueHTh! 0KHIaI0T BBICOKYIO YaCTOTY
MIOCTaBOK/OKa3aHUs YCIyT O 0 0 U U

JIns HalMX KIMEHTOB HMeeT OoJIblIoe

3HAa4YEHHE, MCTIOIb3YEeM JIU MBI B paboTe
nepeoBoe 000pyI0BaHKE U MIPeJIaraem Jin O 0 0 U U
MBI THHOBAI[HOHHBIE PEIICHUS

JIJ1g HaMX KIMEHTOB Ba’KHO COOTBETCTBUE
Hantei poJIyKIuu/yCcIyT CTaHgapTaM -
KadecTBa

Hamm kiueHTsl 00pamaoT BHUIMAaHHE Ha TO,
MPOSIBIISIEM JIH MBI 3200Ty 00 OKpyXKaloIei O O [l U U
cpezie B Halueii pabore
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8 . Kak 01 Bbl 0xapakTepr3oBaiy KOHKYpEHITHIO B Bareit otpacinu B perrone?

[J 'V naweli opranu3alii HET KOHKYPEHTOB
[ He3HaumTenbHasi KOHKYPEHIINS

[J YMepeHHast KOHKYPEHLMS

[J Cepbe3Has KOHKYPEHLUS

[] OueHb xecTKast KOHKYPEHIIHA

9 . YuactByer 1 Bara oprann3anust B KakuX-JIHOO COBMECTHBIX IPOSKTAX C APYTUMHU OPraHU3alUsAMH, paOOTaIOIIUMHU
B TOH ke oTpaciu?

0 Ha

[J Her (nepexonute k Bompocy 11)

10 . Kaxoro pona 3Tu IpoeKTsl?

11 . CorpyaandaeT nu Bama opranusanust ¢ 00pa3oBaTeNbHBIME WIN IPABUTEIBCTBEHHBIMHU YUPEXKICHUSIMHA?

12 . B kakoit

0 Ha

[J Her (mepexoaure k Borpocy 13)

(hopMe MPOXOAUT COTPYAHUUECTBO?

13 . Kak gacto Bama oprannzamus B3anMOACHCTBYET C TapTHEPAMH [0 COBMECTHBIM IIPOEKTaM?

PazBrogmmu  Heckonbko pa3 IIpumepno Kaxnpre 1-  IIpakTuuecku

PEKE B Trog pa3 B MeCsI] 2 Heaemn CKCIHCBHO
Kinentst ad ad O O 0
Opranu3zanmu, padoTaromue B TOH ke O O O 0 0
oTpaciy, 4to u Bamie yupexxaenue
TpaHcnopTHBIE PEATIPUATHS O O 0 0 0
[TocTaBIMKY JIOTUCTUUECKUX YCIyT O O O OJ O
IIpaBuTENBLCTBEHHBIEC YUPEKICHUS O O 0O 0 0
O0pa3oBaTeNbHBIC U UCCIIEI0BATEIECKUE O 0 0 O O
HUHCTHUTYTHI

14 . Korna cotpynauku Bamei opraHu3anii BCTPEYatOTCs ¢ MapTHEPAMH U3 APYTUX YUPEKIAECHHUH, 9TOOBI 00CYTUTH
COBMECTHbIE [TPOCKTHI, 3TH BCTPEUHU MTPOXOISIT:

[1 IIpenmMyriecTBeHHO Ha (JOPMAIILHOM, JIETIOBOM YPOBHE

[1 Ha dpopmansHOM ypoBHE, HO C UCIIONB30BaHHEM TaKUX IEPCOHU(HIMPOBAHHBIX CPEACTB CBSI3U KaK
9JIEKTPOHHAs I0YTa WK (akc

[ I'maBHBIM 00pa3oM Ha He)OpMaIbHOM, COLIMAILHOM YPOBHE

[ Ha ¢popmansHOM 1 He(hOpMAIBHOM YPOBHE, IPEUMYILIECTBEHHO B ()OPMATE «OIUH Ha OJIUH»

[J Kak Ha popmanapHOM, TaK B Ha He(hOPMAIEHOM, COIIATIHFHOM YPOBHE (HO HE «OIHMH Ha OJHUHY)
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15 . Ecim Ob1 Bamma oprann3ariisi Ha4rHAIa COBMECTHBIHN MTPOEKT C APYTHM YUpeKACHUEM, 9ero Obl BrI oxumanm ot
nmaprtHepa? (moxkanyiicra, pazgennute 100 TyHKTOB MEXIy KaTETOPUSIMHE)

YecTHOCTH N OTKPBITOCTH

KomnereHTHOCTD

HpI/IBI)I‘{Ka HCIIOJIHATH O6eIIIaHPI$I

I'0TOBHOCTB OKa3bIBaTh MTOMOIIlb, KOT'/Ia 3TO HEOOXOAMMO

Hroro 100
16 . Kak 651 BBl onleHMIIN pe3ynbTaThl COTpyJHIYEeCTBa ¢ Bammmu nmaptHepamu?
MpeI go6HIHCH MEI go6HIHCH PesynbraTs! oT PesynbraTs! Hamra opranuszanus ne
3HAYUTEITBHBIX OTIpE/ICIICHHBIC COTPYJIHUYECTBA HE3HAYHUTEITh- COTPYJIHUYACT C JTAHHO
yCIIeXoB pe3yJIbTaToB CKOpEe CKPOMHBIE  HbIE rpynnou yupexaeHui
Knuentsr 0 [ [ [ 0
Opranusanuu,
paboraromye B TOH xe
oTpacnu, 4to ¥ Bama 0 0 0 0 0
TpancnopTHbie
npeanpusTIS O O O 0 O
IlocraBiuku
JIOTUCTUYECKUX YCIIyT 0 0 O O 0
IIpaBuTeNnbCTBEHHBIE
YUpekKIEHHUS 0 0 0 0 0
O0pasoBarenbHbIC 1
HMCCIIeI0BATEIIbCKUE 0 0 O O O
HMHCTUTYTBI

17 . Kak Bol cuutaere, HaxonuTcs v Bara opraHu3aius B KakOM-JIH00 TPAHCIIOPTHOM y37e (xabe)?
Tpancnopmmuuiii yzen (xab) —smo yeHmp 8 onpeoeneHHol 2eoepa@uueckoll 301e, 6 npedenax Komopo2o pasiuitvle
ONnepamopuvl Ha KOMMEPYECKOU OCHO8E NPEOOCMABIAION 8Ce 8UObL YCILYe, OMHOCAUUECS K MPAHCNOPIY, TOSUCTIUKE U
pacnpeoenenuio mosapos 0Jisk HAYUOHAILHO2O U MENCOYHAPOOHO20 MPAH3UMA.

0 Ha

[J B xakoii-To mepe

[J Her (mepexoaure k Borpocy 20)

18 . B kaKoii cTeneHu TPAHCIIOPTHBIH y3€J IPEAOCTABIISET CIIEAYIONIME PEUMYIIECTBA 11 Balieii opranusanuu u
obnactu B rieaom?

IonHocTbi0 B onpenenennoit Ckopee He CoBepLIeHHO
TIpEeaOCTaBIISICT CTCIICHHU TIpeaOCTaBIISICT HC
[PEeIOCTABISICT [PEIOCTABISICT

VBennueHue IKCIopTa ad O 0 U
IToBBIIEHNE HMHHOBAIIMOHHON CIIOCOOHOCTH O 0 O ]
Pocr 3ausirocTr O O O 0
Viy4iieHue 6u3Hec-cpeapt g [] O U
(nHOpacTpyKTypa, IPaBOBOE PEryIHPOBAHUE)
[IpuBneyenre opranuzauuii ¥ HHBECTULIUH O O O 0]
CHIDKEHHE U3IePIKEK 0 O O U
VYiyuieHue 10cTyna K HICTOYHUKAM 0 0 O O
(uHAHCUPOBAHUS
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19 . 1 mocnemumii Boripoc: Yto 661 Bel 0THECTH K TIIaBHBIM MTPOOJIeMaM TPAHCIIOPTHOTO y3i1a B Bamem perunone?
(Tloxauyiicra, BeIOepeTe 3 Hanbosee BaKHBIE TIPOOIEMBI).

[J HemocraTouHoe puHAHCHPOBAaHNE
HenocraTok ombiTa, 3HaHUH
HeaddextnBHoe ynpasienue
KonkypeHius u3BHe
HemocTatok coTpyTHHUYECTBA MEXKIYy YIACTHUKAMU
Henocrarok HOBBIX Mel 1 HEBO3MOXHOCTb UX BOILIOILCHHUS
Tsoxenast )KOHOMHYECKAsS! CUTYaIUsl B PETUOHE
[TpoGnembl HHPPACTPYKTYPHI, H3HOIIEHHOCTH (POHIOB
OTcyTCcTBHE TIOANIEPKKH CO CTOPOHEI TOCyIapCTBa

Apyroe

OooOoo4doogod

20 . ITpunecno Obl ONBK3Y Barmei opranu3anuu co3nanue TPaHCIOPTHOTO y37a B Barem roponae?

[ Ha
[l Her

21 . Ecnu nma, mig Kakux 1enel oH HyXeH?
[ VBenauueHHue 3KCropra
IToBbIIIeHNE THHOBAIIMOHHON CITIOCOOHOCTH
Poct 3ansTocTn
VYaydamenne OuszHec-cpens! (HHQpacTpyKTypa, peryanpoBaHue, B T.4. IPABOBOE)
IIpuBneuenre opranu3anii 1 MHBECTHITUI
CHWXEHUE U3JIEPIKEK
VYiydinenue 10cTyna K MCTOYHUKaM (PHMHAHCUPOBAHHUS

Hpyroe

OooDoOoogod

22 . Ecmu Het, mouemy?

Ms1 Gnaronapum Bac 3a Baie Bpems 1 yyacTue B HCCIIeIOBaHHUH!
Bamu oTBeTHI OUE€HDb BaXKHBI JJIs HAC.

IIpocuM BEpHYTH 3aIIOJHEHHYIO aHKETY 1o (akcy: +45 99 30 00 01
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Appendix 2 Questionnaire English version

1. What type of organization do you represent?

2. Inwhich industry does your organization operate?

Public body, government agency
Semi-public body, public-private partnership
Private organization

Other:

3. How many people work in your organization?

1-10

11-20

21-50

51-100

More than 100

4. Evauate those of the transport and logistics services provided in your region which you are
using at your work.

Service

Excellent Good Satisfactory

Unsatisfactory

Do not know

Stevedoring

Forwarding

Sea shipping

Transportation
to the port

Storage

Customs
clearance

Cargo

insurance

5. Arethose services open for al private and public companies which want to use them?

Service

Rather not
open

Fully open Open to some

extent

Not open at
all

Do not know

Stevedoring

Forwarding

Sea shipping

Transportation
to the port

Storage

Customs
clearance

Cargo

insurance
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6. How would you assess the condition of the following hinterland facilitiesin your region
(network of roads and ways, condition of equipment, frequency and timing)?

Facility Excellent Good Satisfactory Unsatisfactory | Do not know

Railways

Inland
waterways

Roads

Distribution
centre

7. Do you agree with the following statements?

Strongly | Agree Disagree | Strongly Do not
agree disagree know

For our clientsitisvery
important that we provide our
products/ services on time

Our clients expect high
frequency of product/ service
delivery

Our clients pay attention to
how modern equipment do we
use and how innovative
solutions do we offer

It isimportant for our clients
that we follow quality
standards

Our clients pay attention to
whether or not we take care of
environment in our operations

8. How would you characterize competition in your industry in the region?
e Our company has no competitors

e Smal

e Moderate

e Serious

e Verytough

9. Areyouinvolved in any common projects with other organizations which operate in the
same industry as you?
e Yes
e No

10. If yes, then what kind of projects are they?
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11. Do you cooperate with academic or governmental institutions?
e Yes
e NoO

12. If yes, how?

13. How often do you interact with the following partners (with whom you have common
projects)?

Onceayear | Severa times | Approximately | Every 1-2 Almost every
or more ayear onceamonth | weeks day
rarely

Customers

Organizations
which operate
in the same
industry as
you

Transport
organizations

Logistics
service
provides

Governmental
institutions

Academic
and research
institutions

14. When people from your organization meet with people from other organizations to discuss
common projects, it is (or they will expect it to be):
e Mainly at formal, business |level
e Mainly at formal level, yet personalized viathe use of technology (fax, e-mail)
e Mainly at an informal, social level
e Mainly at aformal and informal levels on aone to one basis
e At both aformal, business and informal, social levels (but not in a one-to-one basis)

15. If your organization was to be involved in common project, indicate what would you expect
from the partner the most (please divide 100 points between the categories):
Be frank and honest
Be capable and competent
Keep the promises
Offer help when needed
Total 100
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16. How would you assess achievements from the cooperation with your partners?

Significant | Moderate Rather small | Insignificant | Non-
applicable

Customers

Organizations which
operate in the same
industry as you

Transport
organizations

Logistics service
provides

Governmental
institutions

Academic and
research institutions

17. Do you believe your organization operates in some kind of logistics center?

A Logistics Centreis acentre in adefined areawithin which all activities relating to transport,
logistics and the distribution of goods - both for national and international transit, are carried out by
various operators on acommercial basis. A Logistics Centre is open to all participantsand is
equipped with all facilities to carry out the above-mentioned operations.

e Yes

e To some extent

e NoO

If yes and to some extent:
18. To which degree does the logistics centre provide the following benefits?

Fully Somewhat Rather not Not at all

Increase exports

Increase
innovation

Increase
employment

Improve business
environment
(infrastructure,
regul ation)

Attract firms and
investment

Reduce
production costs

Seek funds
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19. What do you consider as the main bottlenecks of the logistics centre? (Please, choose three
most important)
e Insufficient financing
e Lack of competence
¢ Ineffective management
e Externa competition
e Lack of cooperation between participants
e Lack of new ideas and commercialization
e Poor economic situation
e Infrastructure
e Lack of government support
e Other

If no:
20. Would it be useful for your organization to have alogistics centre established in your city?

e Yes
e NO

21. If yes, which purposes would it serve for?

Increase exports

Increase innovation

Increase employment

Improve business environment (infrastructure, regulation)
Attract firms and investment

Reduce production costs

Seek funds

Other

22. If no, why not?
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« »June 2010

Re: Findings of the survey concerning opportunities of logistics centre development in
Arkhangelsk

Let us once again thank you for participating in StratM oS survey! As promised we are sending you
the executive summary of our findings. The full version of report containing the survey outcomes as
well as other related studies will be published on the StratM oS website (www.stratmos.com) in late
autumn 2010. Again, should you have any questions feel free to contact us by e-mail: ig@ntu.eu, or
phone: +45 99 30 00 13.

The survey was conducted as a part of StratM oS framework project financed by European Union in
order to facilitate a dialogue between Europe and North-West Russia and create a well functioning
intermodal maritime-based corridor connecting hinterlands of different countries. The main aim of
research was analysis of organizational issues of logistics centre creation in Arkhangel sk.

/ALogistics Centreisthe hub of a specific area where all the activitiesrelating to \
transport, logistics and goods distribution — both for national and international transit —
are carried out, on a commercial basis, by various operators.

To be competitive, alogistics centre should:
e beopen, or accessible, to all companiesinvolved in the mentioned above activities
e contain all necessary facilities, be served by avariety of transport methods (roads,
rail, sea, inland waterways, air)
e provide high quality of services with intermodal solutions
e berun by aneutral legal body, preferably in form of PPP, or Public-Private-
Partnership

- /

Arkhangelsk is the “capital” of the Northern Sea Route equipped with good railway connections
and showing positive dynamics of development in recent years. Demand, competition and related
industries conditions in the region are favoring hub development, while factor conditions require
improvement. It refers mostly to physical condition of infrastructure (which was marked as one
of the biggest bottlenecks by 83% of respondents) as well as governmental support (67%),
financing (50%) and management (50%).

The cooperation of participants with related industries, transport and logistics service provider is at
higher level than that with public bodies and research institutions. In general public authoritiesare
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perceived more as “environment” than “partner” in common projects. Alternatively, the major
European hubs developed around ports are characterized by high cooperation with public authorities
and research ingtitutions. This allows increasing an access to highly qualified labor force and
enhancing innovativeness, thus stimulating the overall competitiveness of alogistics centre.

If we look at cooperation between other partners, it is mostly going on in formal form (80% of
respondents) and generally not very frequently (interactions on common projects take place in
average once a month with clients and transport & logistics organizations, and once a year with
public bodies and research institutions), which reveals lack of closeness in common actions.
Again, best Western practices show that frequent interactions with informal element help
knowledge flow, common culture development and enhance trust which, in its turn, decreases
transaction costs.

In Arkhangelsk, trust (and especially such its element as reliability) is valued less then competence.
This means that in best case partners want each other to be honest, but they do not expect the ability
to help and undertake extra actions when needed or to be perfectly predictable in one's behavior.
This makes organizations rely only on themselves. Meanwhile, if contractual relationships would be
supported by mutual trust the overall collaboration could be more productive.

Indeed, judging by the fact that respondents estimate results from cooperation with their
partners as moder ate, there still is room for improvement and not all goals are being reached. The
same applies to cluster performance, which is currently not fully providing benefits expected by
stakeholders. However positive information is that more than 80% of respondent believe that they
belong to some kind of cluster. The rest 20% would like to have in established in the region.

The overall recommendationsfor cluster development are the following:

-

Infrastructure improvement \
Improvement of business environment (legislative, financial)

Management improvement through PPP (public-private partnership) facilitator
Awareness rising actions

Promoting of importance of innovation, quality issues and environmental
considerations

Stimulation of cooperation: common projects suggestions from public bodies

e Seminars and conferences about the benefits provided by relationship management

\_ J

Some of those activities are scheduled for August 2010, when either a workshop or individual
meetings with business and authorities representatives will be held. Please let us know if you are
interested in participating in them.
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Appendix 4 Executive summary Murmansk

a8 / ' (Position)
StratMoS (Name)
\ « »June 2010

Re: Findings of the survey concerning opportunities of logistics centre development in
M urmansk

Let us once again thank you for participating in StratM oS survey! As promised we are sending you
the executive summary of our findings. The full version of report containing the survey outcomes as
well as other related studies will be published on the StratM oS website (www.stratmos.com) in late
autumn 2010. Again, should you have any questions feel free to contact us by e-mail: ig@ntu.eu, or
phone: +45 99 30 00 13.

The survey was conducted as a part of StratMoS framework project financed by European Union in
order to facilitate a dialogue between Europe and North-West Russia and create a well functioning
intermodal maritime-based corridor connecting hinterlands of different countries. The main aim of
research was analysis of organizational issues of logistics centre creation in Murmansk.

/ALogistics Centreisthe hub of a specific area where all the activitiesrelating to \
transport, logistics and goods distribution — both for national and international transit —
are carried out, on a commercial basis, by various operators.

To be competitive, alogistics centre should:
e beopen, or accessible, to al companiesinvolved in the mentioned above activities
e contain all necessary facilities, be served by avariety of transport methods (roads,
rail, sea, inland waterways, air)
e provide high quality of services with intermodal solutions
e berun by aneutral legal body, preferably in form of PPP, or Public-Private-

\ Partnership

Murmansk is an important port on the Barents Sea with favorable location and dynamically
developing environment. It has a good demand and factor conditions for creating a hub. This
means that on one hand infrastructure of the region is on at least satisfactory level (with positive
trends in improvement), and on the other hand demand imposes high standards to be kept in order to
satisfy clients. However most respondents do not consider the competition in their industries as
really tough (60% believe the competition is moderate, 40% see almost no competition at all),
which could mean not enough stimuli for increasing competitiveness. And finally speaking about
supportive and related industries, respondents do not seem to be much involved in common projects
and focus on innovation development. To sum up, the basic conditions for creating a hub are
present in the region. However, further awareness raising activities are required in order to
improve environment for logistics centre devel opment.
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The cooperation between stakeholders is rather fragmented. It can be seen that smaller and
more speciaized companies cooperate with clients, transport and logistics service providers while
bigger organizations tend to cooperate with public institutions. For comparison, the major European
hubs developed around ports are characterized by high cooperation with all stakeholders. This
allows increasing an access to highly qualified labor force and enhancing innovativeness, thus
stimulating the overall competitiveness of alogistics centre.

The relatively high frequency of interactions between partners is supported by different modes of
communication which generally can create common environment favoring cluster building. Thus it
can be said that the cooper ation between hub stakeholdersin Murmansk is quite close. Again,
best Western practices show that frequent interactions with informal element help knowledge flow,
common culture development and enhance trust which, in its turn, decreases transaction costs.

In Murmansk trust (and especially such its element as reliability) is valued less then competence.
This means that in best case partners want each other to be honest, but they do not expect the ability
to help and undertake extra actions when needed or to be perfectly predictable in one's behavior.
This makes organizations rely only on themselves. Meanwhile, if contractual relationships would be
supported by mutual trust the overall collaboration could be more productive.

Previous experience of collaboration with partnersisquite high among respondents, which
means that those groups of partners mentioned above work well together and are actually ableto
reach common goals. Overall it appears that organizationsin Murmansk have positive experience as
well as realistic expectations from clustering which would favor logistics centre creation.

60% of respondents believethat they arelocated in some sort of hub. 20% somewhat agree
with that, and 20% think that they are not situated in any logistics centre. M eanwhile the opinion
about cluster benefits and problems differ sufficiently which does not alow to say determinately
whether the logistics centrein its present state fulfillsits tasks or not. Anywaysits further
development seems reasonabl e and expected by respondents.

The overall recommendationsfor cluster development are the following:

/ e Improvement of business environment (legislative, financial) \
e Management improvement through PPP (public-private partnership) facilitator
e Awarenessrising actions (about logistic centres/ hubs)
e Competition stimulation
e Promoting the importance of innovation, environmental considerations, and trust
e Seminars and conferences about the benefits provided by relationship management
e Enhancing cooperation between public and private sector: common projects

k suggestions from public bodies J

Some of those activities are scheduled for August 2010, when either a workshop or individual
meetings with business and authorities representatives will be held. Please let us know if you are
interested in participating in them.
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Appendix 5 Interview guidelines

*** At the start of the interview, the interviewer SHOULD ask the interviewee whether or not they
wish to remain anonymous. If they do, then their names and organisation name will not be used
when referring to any ideas/answers we use that may refer to something they said ****

Interview Parts:

Part O: Introduction / General Information (About StratM oS, purpose, interviewee, role, etc.)
Part I: Perception of the Logistics Centre

Part 11: Specific questions for different groups of stakeholders

Part 111: Influence of Logistics Centre on respondent

Part 1\V: Opinion about other Stakeholders

Part V: Awareness rising / information distribution

Part VI: Any other matters + Closing

The core idea and aim of the StratMoS project is to promote and facilitate a shift of cargo from
road to sea based intermodal transport, and improve accessibility within the Barents Sea Region by
supporting the implementation of Motorways of the Sea (MoS) and related transport networks in an
integrated logistical chain.

The SratMoS project is funded by the EU and the Norwegian government through the Interreg IV B
North Sea Region Programme. The project currently comprises for the time being 27 partners from
Denmark, Norway, Scotland, England, the Netherlands, Belgium and Germany.

As part of DP-1, we are working on ways to reveal and eliminate organizational and cooperational
barriersfor hub development in Murmansk / Arkhangel sk.

We would now like to ask you few specific questions about your opinion regarding the potentia of
the transport hub in your city.

|. Perception of the Logistics Centre
1. How do you understand a concept of Logistics Centre? Do you think there is a Logistics
Centrein Murmansk / Arkhangel sk?
If yes:
2. Describe how it functions? Who is managing it? Which decisions (concerning its
development) are made in national / regional / local levels?
Would you characterize it asimportant transport hub in the Barents Sea region?
How competitive do you think the LC is? Why? What is the potential ?
Isthere a possibility to attract more cargo? What should be done for that?
Which developments (infrastructure and regulation related) have been made? What should
be done?
If no:
7. Would you like to have it established?
8. Isthere apotential and need for it in the region?

o AW

[1. Specific questions for different groups of stakeholders (ports, transport companies, businesses,
authorities) — presented in the end of the interview guidelines




of

"~ StratMoS

/ N\

[11. Influence of Logistics Centre on respondent
9. What benefits could the Logistics Centre provide to you?
10. What are your concerns about LC / potential disadvantages for your organization?

11. Do you in genera support or oppose the idea of Logistics Centre establishment?

If support:
12. How could you contribute to LC development?

13. What do you actually do?
14. Do you have financia or human resources to support the LC development?

If oppose:
15. In what manner would you demonstrate your opposition?

|V. Opinion about other Stakeholders
16. Which other organizations are involved in the LC development? The most active?
17. Why are they supporting the LC? What would they gain?
18. Are there some Stakeholders who have opposing interests? Which?

19. Which Stakeholder do you believe will be in conflict with the LC’ sinterests?

V. Awareness rising / information distribution
Please have alook at those materials concerning the LC

V1. In addition
e Do you have any other relevant information, topics to discuss or materials?

e |If you come across anything later on, please do not hesitate to contact me.

Specific questionsto different groups of stakeholders:

Port authorities

1. Canyou tell meabit about your port?
a. What are some of the main commodities being shipped to/from the port?
b. How isimport / export balance? Containers?
¢. Which cargo comes from where — place of origin?
d. What are some the important projects are you involved with today?
2. Why do you think firms choose to use your port —what factors made it an attractive place to
locate? Explain.
3. Could you please describe business strengths of your region?
a. What are the main industries and how does the port support them?
b. Are there any future initiatives planned which aim at tapping into the region’s
strengths?
4. Inyour opinion, how can the Logistics Centre affect the regional development (business
enterprises)?
5. Can you describe some of your strategies for improving transport networks to and from the
ports? (Specific initiatives, who takes the active role in this?)



of

"~ StratMoS

/ N\

6.

Isthere a possibility to attract more cargo?

7. What are perspectives of the Northern Sea Route?

Regional authorities

1.

Wn

Can you describe what you department does in terms of business development in the region?
What are some of the underlying principles for development in your region and what are
your plans to support and develop them?
In general, how do you promote the attractiveness of the Region? Explain.
How important is the port for the economic development of your region? Are they included
in the development of economic plans? If so, how?
How is the region encouraging new firms to locate here?
a What assistance is offered?
b. Can you highlight some of the positive results you have achieved?
c. Have there been any problems/challenges you have encountered? Explain.
d. Isthere a certain sector that you focus your marketing efforts on?
What is your role in securing high standard infrastructure (rail and road) to/from the port?
a. Which major infrastructure investments are planned and can support aLC in the
region?
b. Which investments have been already made?
What role/lhow does R & D play in the region? How do you support the facilitation of
knowledge between the companies/networks institutions?

Transport & logistics service providers

4.

1. Ontheland side, who are your partners (forwarders, firms, etc.)? Where are they located?
2.
3. How does coordination work between the port, port companies and firms in the hinterland

How involved are you with the integration (of stakeholders) along the transport chain?

and your company? Do you have any ideas for ways to improve this communication?
What are some things you would like to see more of (in terms of coordination)?

L ogistics Centre users / businesses

Lo

Can you describe what your firm does (produces)?

Why did you choose this location (Murmansk / Arkhangelsk) —what factors made it an
attractive place to locate? Explain.

Are you currently infor amember of a business association/network? Which one(s)?
Can you describe some your transport related strategy?
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