the efficiency and safety of its services. In other words, the quality and safety are
fundamental requirements maritime shipping users.
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Ports blockade leads to systemic and long-term problems for Ukrainian goods
exports. In peacetime, about 75% of Ukraine’s foreign trade was shipped via ports.
Under the blockade (and unclear prospect of unblocking) of seaports, Ukrainian
companies start developing new logistics routes. A number of companies can
transport products by road, but they face the challenges to buy fuel and cross the
border. Such cargoes as grain, iron ore and some metal products cannot be
transported only by road, although grain producers actively use road transport.

The main thing is the price for the country. Ukraine loses $170 million daily
due to the blockade of ports. According to the Dragon Capital investment company,
in 2022 Ukraine’s GDP will collapse by 30% if the war continues until the end of the
year, and by 22-25% if a truce achieved and ports opened. What is the way out of this
situation, and how can Ukraine save at least part of its exports?

Ports situation The situation in Ukraine’s ports is depressing. Seaports
“Mariupol”, “Berdyansk”, “Skadovsk” and “Kherson”, which are located in the
temporarily occupied territory, are closed. Also, Ukraine cannot use the Dnipro river
logistics, since the Kakhovka reservoir has been captured. Other ports, although not
occupied, are completely blocked by the Russian Navy and mine danger.

Even the full load of the working Danube ports — Ust-Danubsky, Izmail and
Reni — cannot be considered a way out of this situation. In April these ports almost
quadrupled their cargo transshipment compared to February, to 850,000 tons, but heir
capacities are small (they can provide exports or imports of no more than 10% of the
peacetime turnover). Transshipment is limited on the European side, and the railway
infrastructure is under constant missile threat from the Russian Federation, while only
Reni and Izmail ports has railway connections. The Ministry of Infrastructure
believes Danube ports transshipment can rise up to 1 million tons per month.

Earlier, the International Maritime Organization (IMO) and Ukrainian business
proposed creating safe corridors to unblock ports, which would require the
involvement of the UN and the countries of the Black Sea basin. However, the
situation has not changed in any way. Everything depends on the security situation
and the will of the Russian Federation. According to UN estimates, if the blockade of
Ukrainian seaports continues, some poor countries will inevitably face food
shortages.

The key logistical artery of Ukraine remains the railway, but it will not be able
to immediately take out everything that passed through the ports. According to the
GMK Center, the average share of exports in Ukrainian seaports is 77.1%. For
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example, for grain — 95.6%, ferrous metals — 94.7%, oil (mainly vegetable) — 90.2%.
In particular, 49.8 million tons of grain (+2%), 29.5 million tons of ore (-13.8%) and
15.3 million tons of ferrous metals (+1.8%) were exported via seaports in 2021.

The structure of export transshipment of goods in the seaports
of Ukraine in 2021, million tons
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The level of problems in the industry, including due to logistics, can be
understood from the current figures. Ukrainian mining and metals companies in
January-April 2022 reduced the export of pig iron by 52.7% compared to the same
period in 2021, to 451.1 thousand tons, and iron ore by 8.6%, to 13 million tons.
Steelmakers now name logistics as the main problem in their work, which is why
many enterprises are forced to operate at 40% of their capacity.

“Iron” difficulties The ability of Ukrzaliznytsia to export products is limited
both by the lack of border infrastructure now, and by military operations, in
particular, by rocket attacks on the railway infrastructure. Therefore, now the average
daily loading of Ukrzaliznytsia is 40% of the pre-war level. In April, 9.15 million
tons of cargo were transported by rail, of which only 3.9 million tons were exported.
At the same time, today Ukrzaliznytsia does not control 10% of its infrastructure.

The main difficulty for exporting exports by rail is the different gauges. In
Europe the railway gauge is 1435 mm, while in Ukraine it is 1520 mm. According to
industry sources, the total daily capacity of Ukrzaliznytsia and companies from
neighboring countries to changing cars chassis from 1520 mm gauge chassis to 1435
mm gauge chassis is 175 cars. In fact, these are only three full-fledged trains with
cargo.

According to Ukrzaliznytsia, more cars can be taken on the border of Ukraine
with Hungary (75 cars per day), including at the Chop-Zahony crossing (54 cars).
There is also a high potential at the Ukrainian-Romanian border (70 cars). Three
border crossings between Ukraine and Poland allow changing chassis on 61 cars
daily. In total, there are four locations for the changing chassis of cars from the wide
to the standard European track.
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Logistic options One of the options for resolving the issue could be the
transshipment of Ukrainian export products through the ports of the Baltic countries.
However, railway delivery through Poland is complicated there. In the Baltic
countries, the gauge is 1520 mm, in Poland the railway has a European gauge, which
means double transshipment of goods from wagon to wagon along the way, for
example, to Estonia. Delivery of bulk exports through Belarus (which is already
being discussed for the export of grain) does not yet look like a realistic option.

If we consider the Romanian option, then the port of Constanta is already
operating at almost full capacity (imports to Ukraine go through it), congestion
occurs there, logistics costs increase, and there is insufficient railway infrastructure in
the port.

At the same time, Romania is trying to transfer part of the cargo turnover to the
port of Galati. To this end, the repair of the railway line with a gauge of 1520 mm
between the village of Giurgiulesti (Moldova) and the port of Galati for the
transportation of goods from Ukraine and to the country begins. Due to this route,
Ukraine will be able to ship and receive goods through Moldova and the port of
Galati.

Of course, Ukraine mainly relies on Poland. Ukraine can count on the
capacities of the ports of Gdansk (transshipment capacity more than 50 million tons),
Szczecin-Swinoujscie (more than 30 million tons) and Gdynia (more than 20 million
tons). All ports of Poland handled 113 million tons of cargo in 2021.

In the case of the delivery of Ukrainian exports to Polish ports, the main
problem is the different railway gauge. Currently, Poland is working on the creation
of a “dry port” on the border with Ukraine in order to increase the throughput for the
export of Ukrainian agricultural products. But there are many such “ports”.

In other words, at the official level, mainly the export of grain is being
discussed, while the range of Ukrainian exports is much wider, and it is still not clear
what exporters of other products should do. So far, exporters of other products are
largely solving their problems themselves.

A partial solution for exporters may be to reduce the export of raw materials
with an increase in the share of processing in Ukraine, but this also takes time and
considerable investment.

So far, the issue of replacing blocked port facilities for the export of Ukrainian
export products is still far from being resolved. In the current conditions, the
liberalization of road transportation with all neighboring countries will become more
important and give a faster result. Although both the EU and Ukraine were not ready
for such amount (kilometer-long queues of trucks confirm this) of Ukrainian vehicles,
and only four checkpoints are capable of passing large trucks.
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