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Trip Report
RUSSIAN FAR EAST TRANSPORTATION ASSESSMENT

Thisreport isasummary of the impressions, as well as the recommendations, drawn by
Gene Griffin, Director, Upper Great Plains Transportation Institute, North Dakota State
University, and Dennis McLeod, President, Red River Valley & Western Railroad. These
impressions and recommendations are based on an eight-day Site visit to the Russian Far East,
April 19-27, 1998 (see attached itinerary). The overall purpose of the trip was to assess the need
and opportunities to devel op training and education programs, which would help transportation
managers, business, and government officials adjust to afree market environment, and the Far
Eastern State Transportation University educate and train transportation professionals to function

in this new business environment for Russia.

Basic Impressions

The technical capability and expertise of rail management for the Far East Railroad seems
to be more than adequate and an obvious strong suit of the railroad. There was strong evidence of
ahigh degree of engineering expertise and its applications within the railroad. Furthermore, the Far
Eastern State Transportation University (FESTU) has excelled in technical disciplines of rail
operations and adequately prepares students for this aspect of the rail industry in the Russian Far
East, aswell asin other parts of Russia. However, some weaknesses exist in other aspects of
transportation in the Russian Far East.

There seemsto be alack of understanding and/or appreciation of the role of a multimodal

transportation system in the region’s economic and socia development. The interdisciplinary



nature of transportation also appears to not be recognized. The transportation infrastructure is
terribly underdevel oped for al but the rail mode. Highways are developed on alimited basis and
are of poor quality. In addition, the capacity of the highway system islimited. Rural roads are
virtually nonexistent and the quality of the minimal system that does exist is extremely poor. This
appearsto stifle development of the region’ s natural resource base, including agriculture. It dso
limits networking of businesses and people in the region except within the individual population
centers. Most importantly, it resultsin anear monopoly situation for the rail mode. There appears
to be no competition to impose discipline on rates, service, operating costs, or investment.

Therall modeis sowell developed, it possibly has redundant infrastructure and is
overcapitalized. Assets seem to be underutilized. This raises the question of increasing traffic levels
or divestment. Examples include overbuilding of the signal systemsin the yards, possibly the
electrification, maintenance facilities, and double tracking.

Transportation professionals who manage the Far Eastern Railroad are technically capable
by U.S. standards. However, they appear to lack business management knowledge and skills, and
are not trained or educated in this area of study. They are well qualified to run arailroad, but not a
business, as they appear to be where U.S. rail management was 20-30 years ago. Businessis
second to ensuring that the train is running up and down the tracks. There was some evidence at
the seminars that middle management, i.e., younger managers, were quite receptive to free market
business principles.

Additionally, rail management lacks the prerogative to set rates and service levelsto
stimulate production, meet competition, or increase efficiency. Moscow seemsto have a strong

influence and control on this aspect of business management. Thisis asignificant problem that



would seem to stifle the ability of railroad management to adjust to a market driven business
environment. It also appears that the budgeting process emanating from Moscow stifles cost
efficiency.

Horizontal integration appears to dominate the thinking of management. Thisresultsin
redundant capacity sitting idle and the underutilization of scarce capital. Thisinclination for
horizontal integration may be driven by a desire for control or the perception that reliability of
vendors makes outsourcing impossible. Regardless, this striving for self sufficiency seemsto have
resulted in a broad, far-flung operation with the usual attendant inefficiencies. Even presuming that
the inefficiencies do not exist raises more gquestions. Does such a business environment diminish
the organizations' capability to focus on their core business? Doesiit restrict the amount of capital
availableto invest in its core business and does it limit the necessary research to maintain a
technologically-advanced system? This also relates to the social institutions they maintain, such as
housing, etc., but it is essentidly a separate issue.

FESTU has a tremendous opportunity to play avita role in the development of a
transportation system that could greatly enhance the development of the region, economically as
well as socialy, through the development of human capital and the advancement of knowledge.
The following recommendations are developed to focus on those two goals. However, the first
step for FETSU should be the articulation and adoption of avision and mission that provides the

direction necessary for being effective.



Recommendations

Four basic recommendations based on the impressions gained from the site visit are

summarized as follows:

1.

Development of atraining program that addresses the immediate needs of existing
trangportation professionals. Training programs and associated courses should be
developed to provide current transportation rail management, territorial
transportation planners, economic development professionals and business
entrepreneurs, with the knowledge necessary to address the current economic
issues. In the beginning, the programs should reflect immediate transportation needs
of the region and should include rail management. Initial topics could include
industrial organization, competition, pricing, cost accounting, rail costing,
management information systems, strategic planning, and efficiency. Programsin
regional transportation planning and intermodal transportation also should be
developed.

Academic training of Russian Far East students who are interested in transportation
at U.S. universities with atransportation program. The future transportation leaders
and managers should be exposed to an academic background broader than the
technical program currently offered at FESTU. Students also will need advanced
degrees if they hope to achieve the level of sophistication and understanding
necessary to take advantage of the existing worldwide level of knowledge and

technology. The students should obtain advanced degreesin business, planning,



operations research, and economics. They should also pursue knowledge in the
advanced transportation systems technologies and applications.

Development of ajoint research program between FESTU and the American
universitiesinvolved in the academic training of Russian Far East students. Severa
opportunities exist to develop joint research projects between American universities
interested in transportation and FETSU. These joint opportunities would rely on the
involvement of graduate research assistants from the Russian Far East. The projects
would be driven by the source of the funding, but should relate to opportunitiesin
trade for both countries or have academic value sufficient to justify their pursuit.
Broadening of the Far East Sate Transportation University academic program.
The current program should be devel oped to reflect the interdisciplinary and
multimodal nature of transportation. The university’s program should reflect the
transportation needs of the region which are necessary for social and economic
development in the 21% Century. To achieve this they should expand to the
different modes and include highway and rural road systems, intermodal, and air. It
also isimperative that FETSU embraces and devel ops an interdisciplinary approach
to educating transportation professionals for the region. This consists of including
the disciplines of business, logistics, management, economics, planning, and

operations research as they apply to transportation.



Justification

Transportation is critical to the economic and socia development of the Russian Far East.
The current transportation system is characterized by one dominant mode, rail. The railroad that
serves the Russian Far East lacks any intermodal or intramodal competition. The highway
infrastructure network is almost non-existent by U.S. standards, and what does exist is not of
sufficient quality to provide significant competition or real aternatives to shippers. Furthermore,
current rail management is dominated by technical operating personnel with alack of
understanding and/or appreciation of the organization as a business. This problem is exacerbated
by alack of professional training for existing rail management. It also is possible that officials and
businessmen involved in entrepreneuria efforts lack a good understanding of the importance and
the relationship of business logistics to their efforts.

Thereisalack of academic programs to address these problems. For example, the term
Intelligent Transportation Systems (ITS) was completely foreign to individuals interviewed on this
dgtevigt. Also, staff and students were unaware of the term logistics or were only vaguely familiar
with the concept. The academic areas of study of business management, business logistics,
economics, and operations research with a transportation emphasis would be extremely beneficial
in the adjustment to a market orientated business. FESTU appears to be extremely well positioned
tofill thisvoid for the Russian Far East region. It can become a center of excellencein
transportation education and the development and delivery of transportation technology and
knowledge. It also may extend its influence and contribution in this area to other parts of Russia as

well.



Initial Steps

Education

Enroll one to three students in the Master of Science in Business Administration or Master
of Sciencein Agricultural Economics, with transportation emphasis within the next two years.
Efforts should be made to attract at |east one student next year, if possible, with the anticipation
that the student would be hired by the UGPTI as a graduate research assistant to work on one of
the proposed research projects. The project would be developed in to also alow involvement of
an American graduate research assistant, thus improving relations among students and increasing

credibility of the project in the Russian Far East and the United States.

Research

Initiate one or two joint research projects. Potential projects to be considered include: (1)
evaluation of opportunities for container traffic through the southern ports of Vladivostok and
Nakhodka, (2) evaluation of the need for a country road system in the agricultural area of
Ussuriisk, (3) evaluate the need for and feasibility of establishing atelecommunications video
conferencing system that would link FESTU campuses and other clientsin the region, (4) evaluate
the feasibility and value of intermodal Intelligent Transportation Systems applicationsin the

container facility at the port of Nakhodka.



Training

Three initial training courses should be developed for delivery in the Russian Far East
within the next 18 months. Three potentia projects of high interest were identified during the site
visit: (1) Industrial Organization of the U.S. Freight Transportation Industries, (2) Regional
Transportation Planning, and (3) Intermodal Transportation Planning and I mplementation.
Additionally, a business logistics and I TS workshop should be devel oped sometime in the future,

and the use of telecommunications to facilitate training also should be explored.



Conclusion

The trip culminated with the signing of a Protocol of Intention of mutual cooperation
between the Far Eastern State Transportation University, Upper Great Plains Transportation
Institute, American Russian Center, and the Red River Valley & Western Railroad (see
attachment). The agreement spells out some of the suggested strategies in this trip report.

It should be made clear that the underpinning long term goal of any effort would be to
assist the FESTU in becoming proficient in training and educating transportation professionals for
the Russian Far East and other parts of Russia. That goa also includes assisting them in becoming
proficient in conducting transportation planning, market, economic, and logistics research.
Therefore, any effort that is devel oped would be viewed as a program of assistance and would be
gradually eliminated after some level of proficiency had been achieved by the FESTU.

Funding for the beginning of this program is essential. The Upper Great Plains
Transportation Institute, North Dakota State University, is willing to work with the American
Russian Center, University of Alaska- Anchorage, to develop funding for the implementation of
any of the aforementioned ideas that are feasible and have merit. If successful in this effort, the two
universities, along with the collaborative effort of the Far Eastern State Transportation University
will make an important contribution to the economic and social success of the Russian Far East

and the development of the intellectual human capital of the region.
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04/21 Tuesday
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9.45
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13.00

14.00
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Visit Schedule

Meeting at Airport

Hotel Check-in

Breskfast in hotel

Depart hotel

Meeting with rector of FESTU

Seminar with university administrators

Lunch

Meeting with senior Far Eastern Railroad management
City tour

Dinner at hotel with Rector, et. al.

Breskfast

Departure from hotel

Seminar for Far Eastern Railroad management
Lunch

Khabarovsk museum tour

Dinner with the general manager of the Far Eastern Railroad
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04/22 Wednesday
8.00 Breakfast
8.45 Depart hotel
9.00 Meseting with vice governor of Khabarovsk Krai administration
10.30 Scientific work of FESTU
13.00 Lunch
14.00 Sitevisit to Amur River bridge reconstruction
16.00 Meeting with Russian American Center directors
18.00 Concert
04/23 Thursday
9.00 Breakfast
9.45 Departure from hotel
10.00 Seminar for faculty and railroad middle management
13.00 Lunch
14.00 Logistics seminar for studentsin American program
17.00 Hotel check-out
19.00 Departurefor Vladivostok on FESTU rail car
04/24 Friday
6.00 Breskfast
7.00 Depart for Vladivostok by car
8.00 Meseting with Far East Rail management - Vladivostok region

9.30 City tour
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12.00

13.00

17.30

19.30

19.25

Lunch with rail management
Depart for Nakhodka by car
Port tour of Nakhodka
Dinner at rail car

Depart for Ussuriisk by rail

04/25 Saturday

7.00
8.00
10.30
14.00
21.00
04/26 Sunday
7.30
8.30
9.00
11.00
13.00

16.00

04/27 Monday

8.00

9.00

11.25

Breskfast
Meeting with locomotive repair shop management and tour of shop
Meeting with refrigerator car repair management and tour of facility
City tour

Departure for Khabarovsk by train

Breakfast

Arrival at Khabarovsk

Hotel check-in

Closing meeting with the rector of FESTU
Lunch

Sports complex site visit and dinner

Breakfast
Depart for airport

Departure for Anchorage
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PROTOCOL OF INTENTION
of mutual cooperation
between Upper Great Plulns Transport Institute of North Dalkata Stuate University,
USA, Red River Yalley & Wastarn Railraad Company, USA, and the Far Eastorn
State Transportation University, Russian Federation

April 26, 1998 Khabarovsk, Russian Federation

Diarirg chair stay in Khooarowsk, the Dirzcor of the Transport Cabvarg’ly, Moeh Lakota Stare
Universily, Gene C. Grifn, and the Fresident ot the Rad Rver Valey and Weasern Swilrooe,
Danris W Meland hod negoliofons itk e Recter it the For Eostorn State Tronsportator
University, Yictor G, Grigorenks, the Ad=inislotion ¢ the Khaberowsk Eogion, witt rdoaogers ok
t-2 Far Zaseera Falroac, anc will the Russicr Amarican Fducaon Center (EAERS)

Tha pariies which poricpates in the mesdings expressed their snoere wdzrest mesaklish vy ong

deve oping ocedemic, scontifictechrical, and coltural ti=s beoween univarsilizs, rolroccs. one

busirezs peop e on a stable ond long -orn basis, and “or motual benstit, The porlies celerings

I s oelingnl sphees of motual intorest

- inlermadal  ransportotion operations, orgonization gad morogemen: of fraight sperotioes
with the in“eradion of diteren: tvoes of frorsporlation;

- management of fronsportation agancies;

- rogeongl ronggement g trorsportstion cpercions

- strategic planning;

- e coonomics of freight tfranspocation;

- logistics:

- i organization of transconfinental fraight operaticns;

- business adminiztralion,

Direclor Gene Grilling and presidant 2ennis Molecd on the ane hand, ard Rector Vicer
Grigare~ko ard Dirscror of RAED Naney £ Luher, @n tho oher hand, further -zferrad 1o os
“warties”, oa o result of thair meotings and segotictions, came to fhe followng agreement or
intenons of cogperation in the tellowing spheres:

1. JOINT EDUCATIONAL PROGRAMS
1.1, Designing ard implernendalion of bachelors ord mosters degree preporation.
1.2 Designing and imp emantaton ot joint educaticnal programs for corinuing edocal’os
= managers, linancial monagers, snginears and tachnical wokars.
1.3 Organization of shert shemetic seeminars for stodects, railrocd soecialists, and scicntife-
tochninal workars,

2, SCIENTIFIC-TECHNICAL COOPERATION
2.1, Exzhange ol lechnizal-sciant fic informaticos, and infarmat.er en arganzot eral issees ot
ai road ronporztion marocgeTent.
2. The developmer! and mmlzmenration ot troening prograrrs koromanagers oo
speaahstzs of reiiroad fransporlulion gl corespanding orgoniabers ond compones -
Russio and the US4
Jaint sciersif ¢ research orojacts.
4. The organization of joint conferences, symposivms, exhibiticn: on actool proosns o
the fransportotion sscfor

.2

I3 b
=
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3. THE DEVELOPMENT OF CULTURAL TIES, MUTUAL UMNDERSTANDING, AND
EXCHANGES
A1 Suppar af irips For sludents, deachess, ane sceatific-tochnical workers Crom 2elh
wniversiies far the surpase o ufiling the gools in nombers T and 7 o *his Prococal
32 Suppor ef reutual frips ol raircod spesiglists 1o Russia and the USA for e porpose
of txchonga ol cactiorge of exgertiss
3.5 Cachargr af athedic and ool deeganions

T~z partos agree o tha estabtishren) of cooperatior in ogreemner: with the content of thiz
ool and frey wi wore direcly witn each ctiier, a3 well as through the Arvericon Rassan
Certer, Unversity of Alazka Aschoroge, and B¢ repressntative, the Russian Americon Zdocz-on
Certer, ol the Far Basrorn Smate Trangaoct Univesity In order 1o achieve their gocls, i-e partiza
wil octivaly ssarch “er grants srom wanows founootions, submit offers onsd supgesiions or the
collabaration to the Pacific Norbwest/Russioe Tan Fast Gare Chernomyrdin Commission Warkag
Larsigp

Tae porhies acree thal ths Protocol wil soreo os oo basiz (o cering o working grouz for 10s
parposz of precccing conorets pgresrsenls ond cortracs, as o mackanism For e rediizoion o
tan shown menlionad infe=tions,

the Frommoon hos pech prepored in 4 codies; 2 coples in Russion and 2 in English. Al copies

hiava the some legal mehority.

The Protocol has been signed by:

;

S

e P A
e ey Mt fulots 7y

oy .
A, 3
SN, {'.:i?-‘:{’-”?,-"e Sl

Victor G, L M. Luther . Dennis W,
Grogorenko For “he Fussian For she Marth Mclaod
For the Far Eastarn Americon Education Cakota Stale Fon e Red R ower
Srare Tranzportebon Cenler, Jniversiy, Valley & “Wesie-r
Universily, Russian Faderoficn LEA, Ralroed
Bowsor Fecerc:an ond ha LI5A Company,
I=a,
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