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EXECUTIVE SUMMARY
1. As world trade continues to increase at a remarkabl e pace, so has the need for
nmore efficient, economc and environmentally sound transport. Better transit

transport services in terms of speed, reliability and flexibility have been used to
retain markets or capture new ones or to justify a rise in price, thereby generating
addi ti onal revenues.

2. The lack of territorial access to the sea, aggravated by renoteness and
isolation fromworld nmarkets and by the prohibitive transport costs associated with
condi tions of inadequate infrastructure, inbalance of trade, inefficient transport
organi zation, poor utilization of assets and weak managerial, procedural, regulatory
and institutional systens, poses serious constraints on the trade and economc
devel opnent of | andl ocked devel opi ng countri es.

3. This study takes a close | ook at the nmagnitude and structure of transit costs
facing a sel ected nunber of | andl ocked devel oping countries to shed light on the
problens they face and to indicate how such costs could be reduced. The study
reveals, in the first place, the high elenent of land transit transport costs
conpared with ocean freight charges. This finding suggests that any attenpt to
i ncrease the conpetitiveness of the exports of |andl ocked devel oping countries wll
primarily have to aimat influencing the |evel and structure of costs occurring in
the land transit operation. The second general observation relates to the apparent
parity of freight charges between rail and road transport in many routes, which
suggests that modal choice is mainly a function of quality of services. This places
a high premumon inter-railway coordination, wthout which the future of railways
wi |l be bl eak indeed.

4, Pol i cy changes since 1997 whi ch have nade railroad conpetition possible should
be encouraged. It is inportant, however, that competition takes place on a |eve
playing field. This requires on the one hand that road transport pays road charges
whi ch are high enough to reflect the full cost of road construction and mai ntenance,
and on the other, that transport operators’ hands are not tied by the unnecessary
and cumbersone procedures and nunerous costs imposed on themin the countries of
transit. If road operators were made to pay reasonable charges for the use of
infrastructure, they woul d expect it to be kept in good condition. |In this regard,
progress is being made to strengthen appropriate institutions, such as Road Funds,
that are dedicated to the mai ntenance of road transport infrastructure. Another
area which needs strong action relates to the notorious practice of road vehicle
overl oadi ng, which accelerates vehicle depreciation and causes nuch road damage.
There is also a need to raise the professional |evel of transport operators. The
problem is particularly serious in Wst Africa, where many road carriers stil
operate in the informal sector, using old and small open-top lorries not suitable
for transit operations. It is the use of this inappropriate type of vehicles that
makes customs escort necessary, as well as elicit vigorous police inspections.

5. Procedures and documentation can have a strong inpact on transport costs.
Because t he exchange of goods requires not only the physical transportati on of goods
but also flows of information |argely encoded in documents, and flows of noney in
payment for the fulfilment of contracts, cumbersome procedures and docunentation
have a direct influence on transit costs. When docunents acconpanyi ng goods are
hel d up, so are the goods.

6. Har noni zation, sinplification and standardi zati on of transit procedures and
docunent ati on have played a critical role in inproving transit systens. Regiona
instruments and common standards that have nade a difference in transit operation
in Africa include: the COVESA Carrier Licences and Transit Plates, w dely used in
eastern and southern Africa; harnonized axle load limts in Wst Africa, eastern and
southern Africa; harnonized transit charges in eastern and southern Africa; and, the
operation of third-party notor vehicle insurance schenes in West Africa and eastern
and sout hern Africa.
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7. It has taken considerable courage on the part of Governnents to adopt and
i mpl emrent such radi cal changes as the privatization of railways and |iberalization
of transport services, but the pay-off, in terms of increased efficiency of transit
operations, has encouraged sone Governments to wden and deepen areas of
cooperation. In southern Africa, where sone of the nost successful reforms have been
undert aken, new progranmes include efforts to establish a regional custons transit
system and to consolidate and extend conputerization of custons procedures and
transport information systens, and the establishment of joint inspection border
post s.
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INTRODUCTION
8. In paragraph 11 of its resolution 52/183 of 18 Decenber 1997, the Genera
Assenbly requested the Secretary-General of the United Nations to convene in 1999,
within the overall |evel of resources for the biennium 1998-1999, another neeting

of governmental experts from |andl ocked and transit developing countries, and
representatives of donor countries and financial and devel opment institutions

i ncludi ng rel evant regional and subregional econom c organi zati ons and conm ssi ons,
to review progress in the developnent of transit systems, including sectoral
aspects, as well as transit transportation costs, with a view to exploring the
possibility of formulating necessary action-oriented neasures.

9. This report, which is in response to that request, contains three sections.
The first section reviews recent devel opments in key areas of transit transport
pl oi cy. It underscores the dependence of |andlocked devel oping countries on
commodity exports and therefore their vulnerability to erratic international
commodity prices and adverse weather conditions. It also highlights recent changes
in trade and transit transport patterns and eval uates the inpact of transit policy
on transport costs and services.

10. The second section takes a closer look at the nmagnitude and structure of
transit costs and highlights the inpact of procedures and docunentation on such
costs. The analysis of magnitude and cost structure is based on field research
conducted by the United Nations Conference on Trade and Devel opment (UNCTAD) in 1999
in five subregions: north-east Asia; West Africa; central Africa; Eastern Africa;
and sout hern Africa.

11. The third section draws concl usions and nmakes proposals for future action. The
section identifies a few priority areas for action. The point is made that while
the primary responsibility by inplenenting the reconmendations is that of |andl ocked
countries and their neighbours, it is expected that strong support will be extended
by the international donor conmunity.

1. RECENT DEVELOPMENTS IN KEY AREAS OF TRANSIT TRANSPORT POLICY
A_. Transit transport policy changes

12. The rapid expansion of international trade has broken old barriers and
strengt hened international cooperation. Efforts to create a stable economc policy
environnent in | andl ocked and transit devel oping countries are having a positive
i mpact on transit transport operations. A change in attitudes and perceptions has
hel ped to make public services, such as custons, ports and railways, nore service
oriented, thereby creating a better environnent for transit transport operations.

13. Policy changes in the past two years that have had a direct inpact on transit
transport include the reform of railways (comercialization or privatization)

liberalization of transport services; relaxation of foreign exchange regul ati ons;
rationalization of fiscal policies; currency devaluations; increased use of
el ectronic data interchange; establishnent of stronger institutional support
arrangenents for transit; entry into force of conprehensive intergovernnental
agreenents, and public and private sector collaboration

1. Liberalization of transport services

14. Progress is being nmade on the liberalization of transport services at both the
nati onal and regional levels. At the national level, initiatives relate to the
break-up of railway nmonopolies and to opening the door to road conpetition. At the
regi onal level, actions involve both the break-up of railway nonopolies and the
openi ng of national transport markets to foreign conpetition

15. More progress has been made in |liberalizing transport services at the nationa
l evel than at the regional |evel. In many | andl ocked and transit devel oping
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countries, national railway compani es now conpete with road transport operators on
an equal footing. This policy change, which was not easy to effect, is being
i mpl erent ed agai nst strong protest by railway adm ni strations who see it as a threat
to railway transport. But not all railway adm nistrations have accepted defeat;
some have decided to fight back. Milawi Railways is a case in point. After years
of heavy | osses, the railway conpany went bankrupt in 1993 and was restructured, a
process that included the closure of some passenger services and unprofitable |lines

and retrenchnent of workers. 1In addition, the conpany’s two main divisions, Railway
Servi ces and Lake Services, were divided into separate conpanies in 1995. In 1995
Mal awi Rai |l ways recorded a small profit for the first tinme since the 1970s, nmainly
as a result of the restructuring exercise. Prospects have been buoyed by the

i ncreased volunme of external freight traffic and continuing restructuring in the
run-up to full privatization sometinme in 1999.

16. The inpetus of liberalization of transport services at the national |evel has
had a contagion effect at the regional level in sone regions but not in others. 1In
eastern and southern Africa, the breakdown of nonopolies at the national |evel |ed
to a general relaxation of restrictions, allowing foreign operators to penetrate new
markets. Liberalization of transport services at the regional |evel was formalized
under the Commopn Market of Eastern and Southern Africa (COVESA) Carrier Licence
schenme. Licences issued under the schenme in any nenber State are accepted by al
the others. This liberal environment in eastern and southern Africa has led to
fierce conpetition and efficiency in road transport, forcing railways al so to adjust
and i nprove.

17. In West Africa, liberalization at the national |evel has not been followed up
at the regional level. Cargo allocation regulations continue to insulate transport
operators from | andl ocked countries against conpetition, guaranteeing them two
thirds of the cargo nmoving to and from | andl ocked countries. This protection has
not been used by transport operators in |andl ocked devel opi ng countries to nodernize
their operations. Many road hauliers still operate in the informal sector. They
| ack the managerial skills and capital to invest the in heavy-duty vehicles w thout
whi ch they cannot offer cost-effective transport services.

2. Rai lway autonomy

18. The autonony enjoyed by railway adm nistrations in many countries, by contrast
has enabled them to take neasures that have inproved railway services and
performance. |In East Africa, for exanple, Uganda and United Republic of Tanzania
Rai | ways operate bl ock trains between Dar-es-Sal aam and Kanpal a; as do Uganda and
Kenya Rail ways between Monbasa and Kanpal a. Such services have reduced del ays and
improved the reliability of supply, making it possible for traders to keep smaller
buffer stocks. The railway administrations in southern Africa acting under the
auspices of the Southern African Devel opment Comrmunity (SADC) have devised a
Regi onal Action Plan (RAP) which has inproved operational efficiency at the regional
| evel and enabled themto respond nore effectively to road transport conpetition

3. Privatization of railways and other public utilities

19. Privatization of railways has normally involved the grant of a long-term
concession to private sector operators in return for new investments and better
managenment with the objective of inproving railway capacity and performance. 1In the
case of the Abidjan-N ger Railways, a concession of 17 years was granted to SI TARAIL
dom nated by a French private enterprise, Saga, which has prom sed to invest CFA F
33 billion (US$ 62.6 mllion)for purchase of rolling stock and inprovenent of
infrastructure and tel ecomuni cations. The privatization of the 1,260- km Abidjan-
Ni ger Railways in 1995 will soon be foll owedup by Canmeroon Railways. O her railways
contenpl ating simlar action include Ml awi, Mzanbi que, United Republic of Tanzania
and Zanbi a.

4. Foreign exchange regulations
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20. Relaxation of foreign exchange regul ati ons has renoved sone inportant obstacles
to transit trade, also enabling private sector transport operators in many
| andl ocked and transit developing countries to retain some hard currency for
purchase of spare parts and equi pnmrent. On a day-to-day basis, the ease with which
hard currency can be obtained in banks or foreign exchange bureaux has facilitated
travel and transit operations and their agents. Truck drivers can obtain hard
currency to pay transit fees and other expenses required in the countries of
transit. Relaxation of foreign currency regulations has also reduced del ays and
uncertainty, thereby contributing to inproved transit transport services.

5. Currency devaluation

21. The devaluation of the CFA franc in 1994 caused a tenporary shortfall in
transit traffic because of reduction in inports. But the inpact of deval uation,
together with other demand-boosting policies including wage increases, has
stinul ated the econom es of Burkina Faso, Mali and Ni ger, thereby boosting transit
transport and trade in West Africa as a whole.

6. Transit transport information systems

22. Transit transport information systens are being installed to track transport
equi pnent and consignnents, thus inmproving the efficiency of railway operations.
The UNCTAD Advance Cargo Information System (ACIS) started in 1988 and is
operational or being installed in 14 countries of which five (Burkina Faso, Ml aw ,
Mal i, Uganda and Zanbia) are |andl ocked. The SADC railway authorities are in the
process of inplementing a Regional rolling stock information system (RSIS) sponsored
by the United States Agency for International Devel oprment (USAID). This is a mgjor
project which wll cover all countries that have not installed a real-tine
information system The objective of the project is to enhance the predictability
of services, inprove rolling stock utilization and enable railways to give their
custoners in the | andl ocked countries accurate information on the |location of their
shi pments throughout the 45,000 kil ometers of the SADC rail way network.

7. Customs transit information systems

23. Efficient information processing and transfer systenms contribute to
facilitating custons transit procedures. They can ease the burden of custons staff,
reduce truck waiting tines, reduce paper docunentation and speed up procedures of
di scharge of custons bond and security. More than 70 countries worl dw de have now
adopted UNCTAD s, Automated System for Customs Data(ASYCUDA). The participating
countries include many | andl ocked countri es.

8. Institutional support arrangements for transit

24. Managi ng change on a sustai nabl e basis requires organi zation. Both the public
and private sectors are taking action to establish appropriate institutions geared
to support transport and transit operations. Many CGovernnents now have separate
M nistries responsi ble for transport, public works and tel ecomruni cati ons. Sone of
t hem have al so created new aut ononous bodi es such as Road Funds, which are dedicated
to the mmintenance and rehabilitation of transit routes. At the private sector
level, there is more awareness that the business conmunity could better defend its

interests if it was nore effectively organized. Initiatives to establish new
pr of essi onal associ ati ons have nmultiplied. These involve such occupations as road
hauliers and forwarding and clearing agents. Pr of essi onal organizations wll

strengthen the participation of the private sector in the consultative and deci sion
- maki ng processes.

9. Intergovernmental agreements
25. Progress is being nmade in the nunber of countries acceding to internationa

conventions and concl udi ng regional and bilateral agreements. Since 1997 there has
been a flurry of activity, especially in the newly independent |andl ocked devel opi ng
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countries of Central Asia, which have acceded to a nunber of international
conventions.?

26. The Central Asian countries have al so signed or adopted a nunber of regiona
agreenents or arrangenents, including: (a) the transit transport framework agreement
anong nmenber States of the Econom c Cooperation Organi zation, adopted at Al maty,
Kazakhstan, on 9 May 1998; (b) the Tashkent Declaration of 26 March 1998 on the
United Nations special progranme for the econom es of Central Asia, signed by the
Heads of State of Kazakhstan, Kyrgyzstan, Tajikistan and Uzbekistan, and by the
Econom ¢ Conmi ssion for Europe and the Econom ¢ and Social Comm ssion for Asia and
the Pacific; and (c) the signing of the Baku Declaration of 8 Septenmber 1998
relating to the inplenmentation of the expanded Transport Corri dor- Europe- Caucasus-
Asi a programe.

27. The basic thrust behind intergovernnmental agreenents has been the recognition
that transit transport cannot occur efficiently w thout agreenent on a commopn set
of rules anmong countries sharing particular corridors and routes. W t hout such
agreenents, transporters would be forced to adjust to different |egal and technica
requi renents in each of the countries they pass through, exposing themto repeated
i nspections and wasteful delays.

28. Transit transport agreenents normally include: (a) provisions relating to
freedom of transit; avoi dance of unnecessary del ays; exenption fromtaxes and ot her
charges except those required to neet the administrative costs of transit; (b)
designation of transit transport corridors, including rail, road, and inland
wat erways; (c) provisions relating to maritinme ports and facilities to be provided
for use of transit traffic; (d) general conditions for road transport, including use
of appropriate traffic regulations, provisions regarding road transport permts,
techni cal requirenents for vehicles, mutual recognition of driving permts and notor
vehicle third-party insurance provisions;(e) general conditions for rail transport,
i ncl udi ng desi gnated i nterchange stations at borders and arrangenents for technical
i nspections; (f) sinplified harnonized and standardi zed custons and admi nistrative
procedures, joint inspections, and the establishnent of a custons transit systens;
and (g) establishnent of institutional arrangenents for transit.

10. Public and private sector collaboration

29. Public and private sector collaboration is inproving. A d perceptions are
giving way to the realization that the private sector as the main provider of
transport services has first-hand know edge of the bottlenecks and obstacles
encountered in day-to-day operations, and as such, is usually best suited to
i dentify problenms and propose viable and practical solutions. The private sector
has a major stake in ensuring that transit transport facilitation succeeds because
it is a direct beneficiary of the nmeasures designed to harnonize inter-State
regulations and sinmplify admnistrative and custons regulations. Thus, the
participation of the private sector in policy formation would not only facilitate
the adoption of suitable neasures but also secure sector’s cooperation in
i mpl enenting them

30. In southern Africa, public and private sector collaboration has been strong

It is best exenplified by the so-called “Corridor Devel opnent Groups (CDGs)”. The
CDGs provide the institutional framework within which the public and private sectors
work together to develop transport corridors. VWhile the public sector takes
responsibility for investing in physical infrastructure, the private sector
identifies and invests in viable and profitable projects along the corridor.
Private sector projects include construction of container depots; cold store chains;
and commercial farming. Ten years after the Beira Corridor Goup (BCG was

! Convention on Road Traffic, 1968; Protocol on Road Signs and Signals, 1949; Convention
on Road Signs and Signals, 1968; Convention on the Contract for the International
Carriage of Goods by Road (CMR), 1956; Custons Convention on the International
Transport of Goods under Cover of TIR Carnets, 1975.
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establ i shed, southern Africa witnessed the establishnent of two new CDGs in 1998 and
1999 respectively. These are the Maputo Corridor, along the Maputo-Rassano Carcia
Rai | way which links South Africa to the port of Miputo in Mzanbi que; and the M wara
Corridor Group (MCG, which ains to develop the port of Mwara in United Republic
of Tanzania to serve the country’s southern provinces, as well as the transit trade
of Mal awi, Zambi a and northern Mbzanbi que.

B. Emerging trade and transit patterns
1. Emerging trade patterns

31. Although many |andlocked developing countries still depend on a few
agricultural commodities and/or mnerals for their foreign currency earnings,
diversification is under way as part of their overall progranmes of economc
devel opnent. Evidence of energing production and trade patterns is apparent in a
nunber of | andl ocked devel opi ng countries, notably Bolivia, Botswana, Mngolia and
Uganda. The mning industry in Bolivia, apparently buoyed by gold production has
rebounded. In addition, investnents in conmmercial agriculture in the eastern
| om and departnent of Santa Cruz have nade Bolivia an inportant exporter of soya
beans. In Mngolia, the exploitation of hydrocarbons in the near future is expected
to further strengthen trade exchange with the China. In Uganda, while coffee
remains the main export crop, foreign exchange receipts from non-traditional
export’s, notably fish and fish products, nmize, beans, gold and gold conponents,
have significantly increased. I mportant mning projects under way in Mali and
Burundi will al so broaden the production base and change the trade pattern for these
countri es.

2. Emerging transit transport patterns

32. The developnent of new production areas are changing transit transport
patterns. In Bolivia for exanple, the devel opnent of the Eastern |ow ands for
comercial agriculture and the construction of an oil pipeline to supply Brazil is

tilting the country's direction of trade towards the Atlantic coast. Burundi has
recently opened up a newtransit route to the South via | ake Tanganyi ka. This route
is inmportant for inports of sugar, cenent and other consuner goods from the Southern
African countries of Malawi, Zanbia and South Africa. The secession of hostilities
in Mzanbi que has restored Malawi’s shortest route to the sea via the port of
Nacal a. Nacala is only about 600 km from Mal awi, while the alternative maritinme
ports of Durban and Beira are approxi mately 3000 km and 800 km respectively, away
from Mal aw . I mproving the efficiency of these new transit routes wll reduce
transport costs of the |andl ocked countries concerned and contribute to regional and
i nternational trade expansion

11. MAGNITUDE AND STRUCTURE OF TRANSIT COSTS
IN SELECTED LANDLOCKED DEVELOPING COUNTRIES

33. Landl ocked devel opi ng continue to suffer from excessive transport costs. High
i nport transport costs inflate the consunmer prices of inmported goods, and high
transport costs on exports undermne their conpetitiveness in foreign markets.

34. A rough nmeasure of the transit cost disadvantage faced by | andl ocked devel opi ng
countries is provided by bal ance-of -paynent statistics which show frei ght cost as

a proportion of c.i.f. values. In 1994, freight costs were approxinmtely 4.0 per
cent of the c.i.f. inport values of devel oped econonies, and 7.2 per cent of the
c.i.f. inmport value of developing countries, while the average for |andl ocked
devel opi ng countries was 14.7 per cent. Landl ocked devel oping countries in West
Africa incur the highest rates, - about 27.5 per cent - followed by East Africa,
with approximately 23.6 per cent. The proportion of freight costs in southern

Africa and Latin Anmerica is 10.7 per cent and 16.2 per cent, respectively.?

2 UNCTAD/ LDC/ M sc. 41
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35. On the export market, in 1994 | andl ocked devel opi ng countries spent about 17.7
per cent of their export earnings for paynent of transport services, while the
average for all developing countries stood at 8.7 per cent. \When the figure is
conpared to trade tariffs in mjor developed markets (United States, Canada
Eur opean Union, Japan), the paynment of transport services constitutes, higher
barriers to the trade of |andl ocked devel opi ng countries than trade tariffs because
t he post- U uguay Round nost-favoured-nation (MN) tariffs of Canada, European Union,
Japan and the United States will range between 3.7 per cent in the United States and
7.1 per cent in Canada, once the negotiated reductions are fully phased out.

36. The high cost of international trade for |andl ocked devel oping countries is a
serious barrier to trade. The factors accounting for the high cost include
i nadequate infrastructure; inmbalance of trade; inefficient transport; poor
utilization of assets, and a proliferation of cunbersone governnent regulations and
procedur es.

37. International transport costs may be defined as the direct and indirect costs
which are incidental to the transportation of goods froma point of |oading up to
destination. The definition of cost could be based on port-to-port, door-to-door
port-to-door or door-to-port. The largest proportion of such costs goes to freight
charges, with inland frei ght being higher than sea freight (see Table 1). G her
costs include sone or all of the following: (a) handling charges at terminals
war ehouses, ports, airports, inland depots; (b) storage costs; (c) insurance costs;
(d) documentation; (e) clearing and forwardi ng agents’ fees; (f) costs incurred for
custons cl earance; (g) banking fees; (h) administrative costs; (i) security costs
incurred in providing additional security arrangenents for avoiding dilution and
| oss by pilferage of goods in transit; (j) costs incurred in crossing frontiers,
fees for various overlapping sanitary or health inspections; (k)additional costs for
del ays in excess of normal transit time and uncertainty of traders; (l) nonopoly
el ements, inflated costs of transport inputs, informal paynments; and (m demnurrages
for failure to turn in containers on tine.

Table 1: Comparison of transit and ocean freight costs of imports to a selected
number of landlocked developing countries from north-western Europe or Japan
(Rates in 1999 in US $ per twenty-foot equivalent unit)

Approximate land transit Approximate
Landlocked developing distance and rate Ocean rate tg:g
country Distance Mode Rate Port Rate factor
(km)
Ndol a (Zanbi a) 3119 Rai | 4174 Dur ban 1125 | 3.7
Ndol a (Zanbi a) 1424 Road 3751 Beira 1050 | 3.5
Bl antyre (Ml awi ) 825 Road 336 Beira 1200 | 2.8
U aanbaat ar (Mngol i a) 1693 Rai | 1370 Tianjin 530 2.6
Kigali (Rwanda) 1867 Road 4400 Monbasa 1350 | 3.3
Kanmpal a (Uganda) 1187 Road 1375 Monmbasa 1200 | 1.2
Quagadougou (Burki na Faso) 1192 Road 1192 Abi dj an 1250 | 0.9
Ni amey (Niger) 1170 Road 2500 Lomé 1350 | 1.6

Sour ce: UNCTAD

38. A conparison between ocean freight charges paid for containerized inmports and
inland transit costs shows the relative inportance of the latter. The difference
is quite significant, with land factors of between 1 and 3, suggesting that any
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attenpt to reduce the transport cost of inports or of |andlocked devel opi ng country
exports will primarily have to aimat influencing the |level of costs accruing to
inland transit operations.

A_. North-east Asia
1. Transit transport systems

39. The North-east Asian region has one | andl ocked devel opi ng country, Mngolia -
a large country covering 1.56 mllion square kil onetres. Mongolia |ies between
Russia and China, and its trade links to the world pass through these two countries.
Taki ng U aanbaatar as a starting point, the three mgjor surface routes are: (a) to
Sukhbaat ar (Naushkii) by Mngolian Railways and onwards to WVl adivostok port (or
Nakhodka port) by Russian Railways; (b) to Sukhbaatar (Naushkii) by Mongolian
Rai | ways and onwards to St. Petersburg port or other ports in Europe by Russian
Rai | ways; and (c) to Zanyn Uud by Mngolian Railway, transshipment to China Railways
(owi ng to change of gauge from 1520 mmto 1435 nm), then to Tianjin (Xi ngang) port
by China Railways, using the route Erlian (Erenhot) - Jining - Datong - Beijing.
The di stance involved is 700 kns on Mngolia Railway and 993 knms on Chi na Rail ways,
for a total of 1,693 kns.

2. Foreign trade structure

40. Mongolia is heavily dependent on commpdity exports. Mneral exports in 1998
accounted for half of the country’s total export earnings. This makes it vul nerable
to shifts in world commpdity prices. Indeed in 1998 the value of copper exports
dropped by 42.8 per cent, fromUS$ 211.4 mllion to US$ 119 mllion, even though
the volune of copper exported had increased by 7 per cent over the previous year
Mongolia s external trade position in 1998 was al so weakened by the | ow price of
cashnere, another major export commmodity, which fell by 27 per cent. Mongolia has
a structural trade gap which is accentuated in years of adverse weather conditions
and deterioration of ternms of trade. This trade balance tends to inflate transport
costs because sone wagons carrying inports to the border go back wi thout return
| oads.

3. Magnitude and structure of transit costs

Table 2: Typical transport costs for a container (TEU)
to or from Ulaanbaatar

ROUTE RATE TI ME

US$ per box in days
To Japan via Tianjin 1900 21 to 28
To Japan via Russi a 1760 25 to 30
To Italy Vi a Tianjin: sea 3200 45 to 55
To Italy Vi a Russi a: | and 3250 30 to 35
To UK via Tianjin: sea 3050 45 to 55
To UK Vi a Russi a: | and 2900 35 to 40
From Japan Vi a Tianjin 2400 21 to 28
From Japan via Russi a 2300 25 to 30
From War saw Vi a Russi a 3200 30 to 35
From NW Eur ope via Tianjin: sea 3400 45 to 55
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Sour ce: UNCTAD
41. Mongolian external trade has access to routes through the Russian Federation

or China. Transit transport costs to Japan or Europe through Russia are | ower than
those charged in China, as indicated in Table 2 above. Despite this cost advantage,

volume of the Mngolia s transit trade through China has increased. This is
expl ained by the fact that transit route choices are not determ ned by the |evel of
direct transport costs alone; other factors may be considered nmore inmportant. In

this case, the determning factor is custons formalities. Clearing and forwarding
agents (CFA) in Mngolia advise their clients to use the port of Tianjin because
custonms formalities there are nore streanlined.

Figure 1. Structure of transport costs

Yokohama - Tianjin - Ulaanbaatar (rail), 1999

Rail to Erlian 44.0%

Port charges 3.2%

Customs (Mongolia) 1.6%
Customs (China) 2.0%

Transshipment 4.0%

Rail to Ulanbaatar 10.8%
Sea freight 24.0%

Others 1.8%
CFA 8.0% Insurance 0.7%
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42. A breakdown of the various el ements that nake up the cost of noving a twenty-
foot container (TEU) to or from U aanbaatar through the port of Tianjin shows
clearly where the main costs lie. Figure 1 above shows the high elements of |and
transit transport costs (58.8 per cent) conmpared to ocean freight charges (24 per
cent). It can also be seen from Figure 1 that the major elenents in surface
transport are rail freight charge within China, which account for about 44 per cent
of the total transport costs. The high cost presumably reflects the inbalance in
export and inport volunmes between Tianjin and Zanmyn Uud. Another factor would be
t he absence of rail/road conpetition

4. Impact of procedures and documentation on transit costs

43. The exchange of goods requires not only physical transportation of goods but
also flows of information which are |argely encoded in docunents and fl ows of nobney
in paynent for the fulfilment of contracts. Cunbersone procedures and documentation
can therefore increase transit costs, because when docunents acconpanyi ng goods are
hel d up, so are the goods thensel ves.

44. A mmj or advantage of noving goods by rail is the acconpanyi ng procedures and
formalities, which are kept to a minimum This is even nore true when rail transit,
as the route to Tianjin, involves a single border crossing. However, while rai
transit procedures have been sinplified, inport and export procedures as a whole are
still cunbersome. At the nmonment, shippers are required to conplete nunmerous trade
and adm ni strative docunments (custons, banks, railway, ports, etc.). Governnents may
wish to identify areas which I|end thenmselves to further harnonization,
standardi zation and sinplification. Electronic data interchange for adm nistration,
commerce and transport (ED FACT) may present one good opportunity for concrete
acti on because Mongolia has installed ASYCUDA and Chi na has taken steps to devel op
EDI FACT transmi ssion of docunents for port and customs purposes.

5. Measures designed to reduce transit costs

45. Recent investnents to upgrade the transshipnent facilities at the border
bet ween Chi na and Mngolia have renoved a major bottleneck fromthe U aanbaat ar-
Tianjin route. But slow off-take to and from Zanyn Uud through Tianjin during peak
harvest period in China is still a major concern to Mongolia. Efforts should be
made to overcone this bottleneck. One other initiative to reduce transit costs may
be the installation of an efficient information processing and transfer system
This would inprove the efficiency of transport operations to the benefit of
operators and traders along the route. Reforms to overcone non-physical barriers
should cover a wde range of areas: procedural, docunentary, regulatory,
institutional and managerial systenms. A detailed study of non-physical barriers
along the U aanbaatar-Tianjin route would help to identify areas for future action.

B. Southern Africa
1. Transit transport systems

46. The Southern African region conprises six |andlocked devel oping countries:
Bot swana, Lesotho, Malawi, Swaziland, Zanbia and Zi nbabwe. The six are linked to
the SADC* maritinme ports system conprising 15 ports which are linked by rail and
road network. This study uses data and information fromthe four nobst inportant
corridors in the SADC region in volune terns, nanely: (a) Durban - Johannesburg -
Harare - Blantyre; (b) Durban - Johannesburg - Harare - Ndola; (c) Beira - Harare -
Ndol a routes; and (d) Beira - Blantyre.

2. Foreign trade structure

3 SADC nenbers: Angola, Botswana, Denobcratic Republic of Congo, Lesotho, Malaw,
Mauritius, Mzanbi que, Nami bia, Seychelles, South Africa, Swaziland, United Republic
of Tanzani a, Zanbi a and Zi nbabwe.
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47. Agricultural comodity exports and minerals are the mainstay of the econom es
of the six |andl ocked devel oping countries in southern Africa. Ml aw and Swazil and
depend mainly on agriculture, while Botswana, Zanbia and Zi nbabwe are inportant
exporters of such mnerals as gold, dianonds, copper, cobalt and ferro-alloys.
Because of their comopdity-based economc structures, their external trade
performnce depends on weat her conditions and favourable international conmmodity
prices. Wth the exception of Botswana, these countries, normally have a |arge
gap or deficit in their trade bal ance. This trade balance tends to inflate
transport costs because some vehicles carrying inports go back wi thout return | oads.

3. Magnitude and structure of transit costs

48. Railways have played a key role in transport and comunication in southern
Africa over the past century. The railway network is still the nost extensive on
the continent. But today, even for |ong-distance hauls - for exanple, between

Dur ban and Ndola (3119 km) - railway freight charges are higher than road freight
char ges. For a TEU container, it costs US$ 3,714, while road freight cost US$
2,673(Figures 2 and 3). The reason why road transport in southern Africa is nore
conpetitive is because it is well-organized and offers efficient services. For
exanpl e, road transport can deliver goods from Durban to Ndola within a week, but
it takes three weeks for railways to deliver cargo because of poor coordination of
international railway services. Rail road conpetition has helped to raise the |eve
of transport services in general, and as such should be encouraged. But for the

conpetition to be fair, it should take place on a level playing field. Thi s
requires, on the one
hand, t hat r oad

Figure 2: Structure of transport costs transport pays r oad
Rotterdam - Durban - Ndola (rail), 1999 char ges comrensur at e

with the full cost of
road construction and

Rail froight 70.2% mai nt enance, and on
t he ot her, t hat
transport oper at ors

are relieved the from
cunmber somre procedures
and nuner ous costs
i nposed on themin the
countries of transit.

Sea freight 21.2%

Other charges 6.8% Terminal handling charges 1.8%

Figure 3: Structure of transport costs
Rotterdam - Durban - Ndola (road), 1999

Road freight 50.4%

Other charges 6.8%

Zimbabwe toll 1.8%
S.Africa toll 0.9%

Storage 11.3%

Terminal handling charges 1.8%

Custome clearing in traneit 2.3% Road user charges 3.5%

Sea freight 21.2%
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4. The impact of procedures and documentation on transit costs

49. The six | andl ocked developing countries and their transit neighbours in
southern Africa, acting under the auspices of COVESA* and SADC, have nmade

significant progress in transit facilitation. This includes: the operation of
harmoni zed axle load limts; adoption of COVESA carrier |licencing; and the
application of a regional third-party notor insurance schene. Planned activities
which will further strengthen cooperation include: the inplementation of the
COVESA/ SADC - single adm ni strative docunment, and; the Regi onal Custons CGuarantee
Scheme (RCGS). These two instruments are necessary for the establishment of a
custons transit system in southern Africa. The new system will be supported by

EDI FACT which was either previously installed or is in the process of being
installed in southern Africa, as well as by the establishnent of the one-stop border
spot. These neasures woul d speed-up transit procedures and reduce del ays. Border
crossing delays are at the nonent considered to be excessive. 1t has been reported
that the economc cost to the SADC region in terns of reduced truck productivity in
1996 was about US$ 50 million.?®

5. Measures designed to reduce transit costs

50. The Inter-Connected Regional Railway Network (IRRN) in SADC countries has a
total of 33,953 kmof track, while the road network covers approxi nately 880, 000 km
However, while the condition of the infrastructure is generally acceptable, there
is a back- log of maintenance to be done, estimated to cost US$ 300 mllion for
rail ways (excluding in Angola and the Denocratic Republic of Congo) and US$ 746
mllion for the road network. VWil e maintenance and rehabilitation of the
infrastructure remains a nmajor concern, attending to the non-physical barriers is
nmost pressing. The regional instrunents which have been adopted, such as inter-
railway agreenents, nultiple entry and transit visa, the COVESA Yel |l ow Card schene,
COVESA carrier licence and transit plates, need to be nore effectively inplenented.
I npl enrent ati on of the COMESA/ SADC singl e adm nistrative docunent, RCGS and the one-
stop border post principle in 1999/2000 should be at the top of SADC s transit
transport agenda. The SADC and COVESA secretariat would need financial and
techni cal support from the donor community to enable themto strengthen outreach
servi ces and support to their menmber States.

C. Eastern Africa
1. Transit transport systems

51. Eastern Africa® has three |andl ocked countries: Burundi, Rwanda and Uganda
They have access to two nmain corridors in East Africa, the so-called centra
corridor which cuts across the mddle of the United Republic of Tanzania and
termnates at the port of Dar-es-Salaam and the northern corridor, which opens out
at the port of Mnbasa and serves the East African hinterland by rail and road
Al t hough the Denocratic Republic of Congo has a sea port on the Atlantic coast, it
is regarded as a | andl ocked country because in reality the bulk of its externa
trade passes through the ports of eastern or southern Africa.

2. Foreign trade structure

4 COMESA nenbers: Angola, Burundi, Conoros, Denocratic Republic of Congo, Djibouti,
Eritrea, Mbzanbi que, Nami bia, Rwanda, Seychelles, Somalia, Swaziland, Sudan, Uganda,
Uni ted Republic of Tanzania, Zanbia and Zi nbabwe.

5 SADC Border Post Design, Operation and Transit Facilitation, 1998.

6 Eastern Africa conprises Burundi, Denocratic Republic of Congo, Kenya, Rwanda, Uganda
and United Republic of Tanzani a.
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52. The three | andl ocked countries of eastern Africa depend |argely on agricul tural
commodity exports, and accordingly, their external trade performance is predicated
upon favourable weather <conditions and international comodity prices. The
countries suffer froma persistent deficit in their trade balance. In the case of
Uganda, the deficit has increased in recent years, but this is because the country
has succeeded in attracting donor assistance to fund its large inport bill. A trade
deficit normally increases transport costs because vehicles carrying inports return

enpty.
3. Magnitude and structure of transit costs

53. The event with the greatest inpact on transport in East Africa in the past two
years has been the heavy rains and fl oods caused by the climatic phenonenon known
as El Nifo. El N fio, which struck in 1997/1998 resulted in 2,000 deaths and
hundreds of thousands of displaced persons, inflicting serious damage on the
countries housing and infrastructure. Extensive portions of roads, bridges and
culverts were either washed away or eroded, thus rendering several roads and rai
i nes inpassable. The disruption of rail and road systens in Kenya and United
Republic of Tanzania seriously affected transit transport, hiking transit costs (see
conparison in Figures 4 and 5) and increasing the informal costs associated with
l ong delays, |oss

or damage to goods

in transit due to

accidents

pi | fera ge and Figure 4: Structure of transport costs

acc el er a.t ed ve h| C | e Rotterdam-Mombasa-Kigali (Road), 1996

depreci ati on due to Road freight 47.2%

poor road
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cos t . Of nmov I n g a Customs (Rwanda) 2.0%
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Figure S: Structure of transport costs
Rotterdam-Mombasa-Kigali (Road), 1999

Road freight 61.1%

Others 4.0%

Custome (Rwanda) 1.5%

Traneit charges (Uganda) 3.7%

Customs (Uganda) 2.2%

Transit charges (Kenya) 3.0%
Yellow card insurance 0.9%
Customs (Kenya) 2.0%

Port charges 1.2%
Terminal charges 0.9%

Container hire 0.6% Sea freight 18.7%
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4. Impact of procedures and documentation on transit costs

54. Although the extensive damage to the infrastructure has turned Governnments’
attention away fromissues related to non-physical barriers, it is inmportant that,
once energency repair and rehabilitation work has been conpleted, governnent
attention should revert to the ongoing reform agenda for transit procedures and
docunent ati on.

55. Eastern African countries have made substantial progress in transit
facilitation. Acting under the auspices of COVESA and the Northern Corridor Transit
Transport Authority, they have adopted a nunber of regional transit and transport
instruments. These include the application of harnonized road transit charges, the
i mpl emrent ati on of which has renoved discrimnatory practices and facilitated forward
pl anni ng by transport operators; inplenentation of the regional third-party notor
i nsurance schene (COMESA Yel |l ow Card Schene), which has reduced the cost of transit
i nsurance and the del ays associated with nmulti-country insurance coverage.

56. Building on the good experience behind them the eastern African countries can
take nore bold initiatives. 1In the next two years, their real challenge will be to
establish a regional customs transit system This would involve the ratifications
and inpl enentati on of the COVESA SADC admini strative docunent and of the RCGS. The
use of a conmmon custons control docunment which can be conpleted at the start of the
transit novenent and is accepted by custons administrations in all countries and by
guarantee enforceable in all countries will the reduce costs and del ays associ at ed
wi th national custons clearances currently in force

5. Measures designed to reduce transit costs

57. In the wake of El N fio rains of 1997, the transport infrastructure in eastern
Africa has been undergoi ng enmergency repair and rehabilitation. El Nifio exposed the
fragility of an infrastructure which was all along known to be inadequate. The
enmergency programe for redressing the road network in United Republic of Tanzania
alone is estimated to cost nore than US$ 96 nillion. The donor comunity has
responded with commtnents in the amount of US$ 50.5 nmillion. Commitnents were
made inter alia by the Wrld Bank, through the International Developnent
Associ ation; the European Union; the Danish International Devel opment Associ ation

t he Norwegi an Agency for Devel opnment Cooperation; and the United States Agency for
I nternational Devel opment. However, the bridging of a US$ 45.5.m|lion financing
gap still requires donor support. Apart from the emergency programmes, eastern
Africa, needs to upgrade its infrastructure. A recent donor conference convened to
solicit support for the inprovenent of the regional network noted that an investnent
of approximately US$ 4.6 billion was required.

58. The inprovenment of the transport infrastructure in East Africa should go hand
in hand with efforts to inprove transit procedures and documentation, as discussed
i n paragraph 56 above.

D. West Africa
1. Transit transport systems

59. West Africa’ has three |andl ocked countries: Burkina Faso, Mili and N ger.
Bur ki na Faso and Mali are linked to the sea by rail and road and al so have access
to alternative transit routes by road. Niger is not linked to the sea by rail but
has several alternative road transport route options, via Togo, Benin, Cbte
d lvoire, Ni ger and Ghana.

7 Econom ¢ Community of Wst African States (ECOMS), nenbers: Benin, Burkina Faso, Cape
Verde, Cote d'lvoire, Ganbia, Ghana, Quinea, Quinea Bissau, Liberia, Mali, Mauritania,
Ni ger, N geria, Senegal, Sierra Leone, and Togo.
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2. Foreign trade structure

60. The three | andl ocked countries of West Africa depend largely on agricultura
comodity exports and sone ninerals, gold, karité and uranium As in East Africa,
their external trade performance is thus predi cated upon good weat her conditions and
favourable international comodity prices. Being in the Sahel Belt, they are
subject to frequent and severe droughts and must inport |large quantities of food.
The trade bal ance traditionally shows a |large deficit which rises in years of poor
harvest. This trade balance tends to inflate transport costs because many vehicles
carrying inports go back wi thout return | oads.

3. Magnitude and structure of transit costs

61. Al though Burkina Faso, Mali and Niger have a variety of transit trade route
options, they have largely maintained their traditional routes through their
Francophone coastal neighbours. This is in part due to the common currency,
| anguage and administrative systenms. However, these advantages notw t hstanding

transit of goods across borders in Wst Africa is subject to cunbersonme
adm ni strative controls which add to the cost of transport. The advantages of fered
by one route are often off set by di sadvantages. For exanple, while sea freight to
and fromthe port of Abidjan cost about 10 per cent |ower than via Lomg, the freight
rate advantage is eroded by cunbersome custonms procedures and | ower road transport
costs (see figures 6 and 7). Rail transit is inefficient, but so is road transport.

Road operators from Mali, Burkina Faso and Niger operate in the informl sector
using small vehicles of up to 10 tonnes. To stay in business, they frequently
overload their vehicles, but revenues are still not high enough to enable themto
invest in the new

vehicl es wi t hout

Figure 6: Structure of transport costs which they cannot

offer cost-effective
transport services.
For exanple, it is
Sea reight 34.6% estimated that the
transportation of a
load of 500 netric
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Accra- Tema to
Quagadougou is 12
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Rotterdam-Abidjan-Ougadougou (road), 1999
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Figure 7: Structure of transport costs are used.
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4. Impact of procedures and documentation on transit costs

62. The freight narket in West Africa is regulated. Bilateral agreenments normally
reserve two thirds of the freight for carriage by vehicles from |andl ocked
countries. The application of these agreements results in delays. For exanple
goods at the rmaritinme ports may have to wait several days for vehicles from
| andl ocked countries even though there are vehicles in coastal countries ready to
pi ck themup. These restrictions have a negative inpact on transport costs, to the
di sadvant age of the consuners in |andl ocked countries. Custons escorts also add to
the cost of transport. Transit operators have to pay for custons escort, which
operates only three times a week, resulting in additional delays. Vehicles wait for
two or nore days for convoys to be formed. Convoys mnoving under custons supervision
are still subject to inspection en route by other public control agents (police
army, veterinary officers, etc.). Del ays and informal payments increase the
transport costs even further

5. Measures designed to reduce transit costs

63. Modernization of the road transport services, is at the heart of action
designed to reduce transit costs in Wst Africa. Action nust be taken to raise the
pr of essional |evel of transport operators. This could be achieved through the
liberalization of the road transport market.

111. PROPOSALS FOR FUTURE ACTION

64. The very high cost of international trade represents a serious constraint to
the trade and economi c devel oprment of | andl ocked devel opi ng countries. Measures to
deal with the transit problens of such countries have to address a broad range of
factors, such as inadequate infrastructure, inbalance of trade, inefficient
transport organization, poor utilization of assets and weak managerial, procedural,
regul atory and institutional systens.

65. Because | andl ocked devel opi ng countries depend on their transit nei ghbours for
access to and fromthe sea, efficient transit systems require closer and even nore
effective cooperati on and col | aborati on between these countries and their transit
nei ghbours. In this context, regional econom c groupings® and transit agreenents,®
as well as bilateral agreements, play a critical role in pronoting transit transport
cooperation.

66. As nost transit countries are thensel ves devel oping countries facing serious
econonmi ¢ problens, including the lack of adequate infrastructure in the transport
sector, international support neasures have played a critical role in inproving
transit systens.

67. Transit transport policy refornms which have had a positive inpact on transit
costs should be encouraged. Reforns that have played an inportant role in recent
years in enhancing the efficiency of transit operations and reducing transport costs
i nclude the comercialization of railways, |iberalization of transport services and
efforts to inprove institutional, procedural, regulatory and managerial systens.
The international donor community has supported many of these initiatives and is
invited to continue to do so.

68. Liberalization of transport services in the countries and regi ons where this
has taken place has stinul ated nodal competition, inmproved services to shippers and

8 Regi onal econom ¢ groupings include the Association of South-East Asian Nations
(ASEAN); Sout hern Cone Conmon Mar ket (MERCOSUR); COVESA; SADC, ECOMAS; and the Economic
Cooper ation Organi zation (ECO).

® Northern Corridor Transit Agreenent (NCTA); ECO Transit Transport Franmework Agreenent;
and ASEAN Franewor k Arrangenent on Facilitation of Goods and Services.
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stabilized or reduced transport costs. 1In countries and regi ons where the transport
mar ket is still closed, consideration should be given to pronoting a phase-out
programre leading to free and fair conpetition. However, |liberalization of

transport services should be kept under reviewin order to counteract bad practices,
such as overloading of vehicles by some road transport operators in a desperate
attenpt to save thenselves from being driven out of the market by nore efficient
oper at ors.

69. Rail/road conpetition should be encouraged. However, Governnents should
establish a level playing field for conpetition according to which road transport
operators pay appropriate road charges reflecting the economc cost of road
construction and mai ntenance. Road transport operations, in turn, should be kept
free of unnecessary adm nistrative interference.

70. The establishment of regional custons transit systenms is urgent. The use of
a common custons docunent which can be conpleted at the start of a transit movement
and is accepted by custonms administrations in all countries of the regions and a
guarantee enforceable in all countries against paynent of inport duties and taxes
on goods and the vehicle will significantly reduce the costs and del ays of transit
operations. Custons and cargo nonitoring systenms using el ectronic nmethods such as
ASYCUDA and ACI S shoul d be encouraged. Countries which have not installed ED FACT
shoul d consi der doi ng so.

71. The donor comunity, including financial and devel opnent institutions, should
continue their support of programes designed to inprove physical infrastructure and
remove non-physical barriers. Financial and technical assistance to countries which
wish to inmplement customs transit systems and to install or upgrade EDI FACT shoul d
be given high priority.



