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INTRODUCTION

Most international trade occurs along corridors — particular routes where goods
are carried via land, sea, or air. Trading through corridors allows for economies of
scale, network effects, and the appropriate targeting of resources for transport
sector improvements. But corridors can also be subject to a wide range of problems
including infrastructure defects, administrative delays, regulatory complications,
congestion, and many others.These can increase trade and transport costs as well as
constrain growth.Therefore, it is important that trade corridors operate smoothly,
rapidly, and efficiently. Corridor improvements can reduce trade and transport costs,
which can lead to increased trade, lower prices to consumers, and more competitive
businesses.

Trade corridor assessments such as this one can be used to measure corridor
performance, identify bottlenecks and constraints, and determine solutions to
improve corridor performance, which in turn make it easier to trade goods. Studies
have shown that time, cost, and reliability are the key factors in determining corridor
competitiveness from a transport logistics perspective. Therefore, measuring these
indicators in a consistent manner across links and nodes is an important step in a
trade corridor assessment. Both quantitative and qualitative methods are used in the
assessment—to understand not only what the times and costs are, but why.

The first generation of TCAs, conducted in the late 2000s, led to a key insight:
improving the regulatory environment can often provide more cost-effective
solutions for alleviating bottlenecks than expensive infrastructure investments.
Governments and development partners frequently focus on projects developing hard
infrastructure and overlook soft dimensions such as the regulatory framework, which
can provide good value.This is not to say that infrastructure investments are not
important. Functioning roads, railways, and ports are required for trade to take place.
However, while a well-functioning infrastructure is a necessary condition for trade,

it is not a sufficient condition. Understanding why bottlenecks exist is the first step

to developing action plans for improving trade corridor performance, which has the
potential to unleash latent economic activity and trade. In the sections that follow, we
aim to do just that.
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MOLDOVA’S TRADE

Since 2000, Moldova has seen impressive GDP growth, averaging 6.7% per year from
2000 to 2017. Moldova’s growth has been founded on a development policy that is
focused on trade, with imports increasing 13% and exports by 18% per year over the
same period.' Such a trade-focused development strategy requires well-functioning
trade corridors. But despite Moldova’s focus on trade, and positive developments in
many particular sectors including agriculture, viniculture, and manufacturing, Moldova’s
trade corridors are functioning poorly, and are constraining growth from increasing
even further. GDP growth over the past five years has slowed to an average of 3.8%,
with two years (2012 and 2015) experiencing declines. Improving Moldova’s trade
corridor performance will reduce trade costs and could unleash latent potential,
especially for small traders for whom current costs are too high to trade.

Current state of trade. In 2017, imports registered a value of around $4.8 billion,
decreasing from the peak of nearly $5.5 billion in 2013. Romania, which joined the
European Union (EU) in 2007, remains Moldova’s largest import trading partner, and
49% of Moldova’s overall imports were from the EU. Imports from Commonwealth
of Independent States (CIS) countries had a share of 25% of the total imports, but the
largest year-on-year growth in imports from 2016 to 2017 was comprised of imports
from the Far East, including Japan (+33.4%), China (+28.4%), and Taiwan (+26.2%).
Trade with the USA has also grown rapidly (+31.8%).2

Exports grew nearly 19% from 2016 to 2017, reaching $2.4 billion in 2017.3 Since
2005, Moldova’s export growth trend has been largely positive due to product
diversification and entry into new markets. Increases have been particularly
noteworthy in manufactured articles and in foodstuffs including processed agricultural
goods. Export destinations have shifted from CIS countries towards the EU, with 66%
of total exports ($1.6 billion) to the EU in 2017. Four of five of Moldova’s largest
export trading partners are currently EU members, including Romania, Italy, Germany,
and the United Kingdom*# Meanwhile, exports to CIS countries have declined both

in absolute and in relative terms, with Russia maintaining Moldova’s lead CIS-partner
status, followed by Belarus and Ukraine. Emerging export destinations include China,
Saudi Arabia, Egypt, and Malaysia.

' Calculations using data from the World Bank World Development Indicators Database.
2 National Bureau of Statistics of the Republic of Moldova.

3 Ibid.

* Noting that the United Kingdom is planning on exiting the EU in 2019.

2 | TRADE CORRIDOR ASSESSMENT USAID.GOV



MOLDOVA’S TRADE CORRIDORS

Moldova is a small, south-eastern European country without any direct maritime
access other than a very short (430m) stretch along the Danube River. Moldova has
land borders with just two other countries: Romania to the west and Ukraine to the
north, east, and south. Due to its landlocked location, its trade corridors are critical
to the economy. In Moldova, trade corridors carry both national and transit cargo and
consist of road and rail links as well as inland waterways and air cargo routes typically
go to/from its main economic centers of Chisinau and Balti to/from economic centers
such as Bucharest,
southern Germany,
T e, Vo Ty Milan, and Moscow,
" : and regional ports
including Odessa,
Chornomorsk,
Giurgiulesti, and
Constanta, from
where they are
transported to
overseas destinations
(see Figure I).

FIGURE I.
MAP OF MOLDOVA'’S
TRADE CORRIDORS

Source: Nathan 2018.
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TABLE 1.MOLDOVAN ROAD TRUCKTRAFFIC BY BCP, 2016

BORDER CONTROL POST

NUMBER OF TRUCKS PERCENT OF TOTAL

Leuseni-Albita (to Romania) 197,716 23.0%
Sculeni — Sculeni (to Romania) 104,296 12.1%
Otaci- Mohyliv-Podilskyi (to Ukraine) 97,250 11.3%
Tudora-Starokazacie (to Ukraine) 86,587 10.1%
Giurgiulesti-Reni (to Ukraine) 54,472 6.3%
Giurgiulesti-Galati (to Romania) 51,877 6.0%
Criva-Mamaliga (to Ukraine) 47,502 5.5%
Other (28 BCPs) 219,374 25.5%
TOTAL 859,074

Source: Moldovan Customs Service/Border Police.
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Road transport comprises the majority of
Moldova’s trade, rendering the road system
and land border crossing points (BCPs) the
most critical components of Moldova’s trade
corridors.As Table | above shows, Leuseni-
Albita and Sculeni-Sculeni BCPs to Romania
handled over 35% of Moldova’s road traffic by
volume in 201 6. Significant and time-consuming
delays at the BCPs, mostly due to long queues,
are a large and growing problem, and they are
becoming a key constraining factor to trade.
Border delays increase transit time, reduce
corridor reliability, and have indirect impacts
on transport costs due to reduced trucking
utilization. Such delays have a particularly
negative impact on time-sensitive goods,
including high-value goods like auto parts and
perishable goods such as fruits and vegetables—
two subsectors that are particularly promising
for long-term export growth.

With increasing trade to overseas destinations,
access to regional ports is becoming more
important as well. The Ukrainian ports of
Odessa and Chornomorsk (including lllichevsk
Fishing Seaport, which is universally known as
the Fish Port) handle the majority of Moldova’s
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container trade as well as a significant portion
of bulk cargo. However, the access roads from
Moldova to these ports need improvement,
the Odessa port faces congestion, and there
are perceived geo-political risks of shipping via
Ukraine which affect financing. For instance,
some shippers have reported that they are
unable to obtain letters of credit to export

via Ukrainian ports, and so must now use
Giurgiulesti port.The Port of Constanta in
Romania is an efficient port, but farther away
such that the costs of the inland transport leg
are currently cost-prohibitive. Moldova’s own
river port at Giurgiulesti handled moderate
amounts of container traffic in 2017, as well as
significant bulk volumes including grains and
fuels, and has the physical capacity to handle
more. Nevertheless, access to the Giurgiulesti
port is also constrained by very poor conditions
of road, rail and inland waterways access and
possibly also by the domination of the port by
a single large shipper; Trans-QOil. Low volumes
of containerized traffic mean low frequency of
container vessel service calls, served only by
one weekly container vessel for transshipment
of containers at Constanta. This situation
increases transport times to and from the port.
As a result, the Giurgiulesti International Free
Port (GIFP) is largely used for exports of bulk
cargo (grain and vegetable oils) that are not
time-sensitive. Table 2 provides a comparative
assessment of corridor options consisting of
ports, which shows the GIFP-Constanta option
to offer the highest potential if road conditions
could be improved.
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MOLDOVA’S TRADE CORRIDOR PERFORMANCE

Traders and transporters will typically choose their transport routes and modes based
on a combination of time, cost, and reliability, with competitiveness being determined
by the weakest link in the logistics chain.While performance varies by mode and route,
overall the cost and time for trade using Moldova’s trade corridors is high:

e Road costs ranged from $0.04 to $0.13 per metric ton per kilometer (tkm), with
most costs in the $.06 to $.10/tkm range. Prices per tkm were most competitive
for routes with longer distances, high traffic, and competition from European
transporters, such as routes to Italy, Germany, Austria, and Turkey. Relatively low
prices to Moscow reflect in part the increased metric tons per truck allowed
shipping east. Prices to Kazakhstan are high due to the long distance, which
results in poor truck utilization rates, and the inability to drive to Russia through
Ukraine, which increases the distance even more as trucks detour through
Belarus.

e Truck prices are estimated at $0.08/tkm to GIFP, $0.10 to Ukrainian ports, and
$0.07 to Constanta. However, Constanta is farther away from Moldova, so a
comparison in terms of price per metric ton is more appropriate; in this regard,
Constanta is more expensive at $36/t compared to $18/t to GIFP and $20/t to
Ukrainian ports.

e Transport of containers is also more expensive than general trucking prices.

It is our understanding that this is due to container guarantee fees imposed by
the shipping lines. According to interviews, for Constanta this can equate to
€200-€300 per trip, adding around 30% - 40% to the transport cost. Container
transport costs to Constanta are higher than to the Ukrainian ports in terms of
price per tkm and per metric ton.Transporters cited the following reasons for
higher prices to Constanta: longer distance, container guarantee costs, lower
axle load restrictions, more rigorous enforcement, and lack of backhaul from
Romania / higher chance of backhaul from Odessa. Additionally, given the border
delays, trips to Constanta take a minimum of two days, while trips to Odessa/
Chornomorsk can be made in one day.

e Rail costs were estimated to be $0.03 to $0.08/tkm, but in reality could be less
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due to higher tonnage per unit, or more due to drayage costs to/from the rail
yard.' Additionally, the reported rail costs are only for shipments within the
Moldovan rail system; prices could vary dramatically if crossing on to other rail
systems.

In general, air freight is typically the most expensive form of transportation.This
is also the case in Moldova, where air freight costs are the highest priced of all
of the modes by far, at over $|/tkm for exports and over $2/tkm for imports
using civil aviation.These rates are cost-prohibitive for all but samples and urgent
shipments. Until the aviation sector deploys larger planes and freight capacity
increases, it is unlikely that air freight prices will decrease. Current demand does
not warrant dedicated air freight services. Charter flights are also expensive and
limited in feasibility of operation due to insufficient and poor quality of air cargo
infrastructure at the airports.
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Sea freight prices cannot be compared on a price per tkm basis other than for
Turkey, where a sea freight price per tkm was calculated using the road distance.
In this case, export prices were similar ($0.07 by road-sea, and $0.05-0.07 by
road). Imports were cheaper by road using Moldovan carriers ($0.05), but more
expensive using Romanian carriers ($0.13) or by sea ($0.12). However, with prices
being so similar, once transport time is considered, road transport would likely be
the more competitive option at present as it is 2-5 days faster. In terms of cost
per metric ton, road-sea rates are higher than road rates, but this a reflection of
the long distance of routes using sea transport.

Comparisons can be made across sea transport routes.? In this respect, exports
to China are the cheapest on a per metric ton basis of the routes that we

' Cost of local transport from the farm/warehouse/factory, etc., to the railway station. This cost has
not been estimated as it would vary greatly depending on the distance to/from the railway terminal. In
the most efficient cases, like Moldovan wheat, product is directly discharged from the wheat silo to the
railway hopper wagons and transported without the need for drayage.

2 Noting that the price quotes we received were spot prices and sometimes varied widely. However, our
experience is worth noting, as it is similar to the constraints that a small shipper would face who wanted
to explore new markets.
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report.We suspect this is due to excess capacity in sea shipping flows to China
compared to exports from China, which are the main flow. This situation presents
an opportunity for Moldovan exporters. On the other hand, imports from China
are more expensive, and Moldova imports a significant amount of input materials
and consumer goods from China. Overall, prices to/from Dubai were the most
expensive, despite the short distance relative to other routes such as China

and the US. Imports from Turkey were expensive as well, again despite the even
shorter distance.

e Informal fees at the borders were reported to be minimal, but still required —
typically just several token dollars or Euros.®> However, with an estimated 859,074
trucks crossing Moldova’s borders in 2016 (estimated from Moldova Customs
Service data), this would still amount to a cost of several million dollars to traders
and transporters. Transporters reported that in some places in Ukraine, refusal
to pay the several dollar fee results in physical inspection taking several hours.

In terms of the Romania/Moldova border, payments seem to be higher for LCL
(Less than Container Load) or groupage shipments than for FTLs (Full Container
Loads), which disproportionally affects small traders in terms of both cost and
transport time.

e Most shippers reported increased prices during peak harvest seasons due to
lack of available trucking capacity. There were also many reports of container
shortages for export during these times.

e In terms of transport times, GIFP and the Ukrainian ports can be reached in less
than one day.Transport to Constanta depends on the amount of time spent at the
border, but typically takes at least 2 days.

e Bucharest and other destinations in Romania also typically take 2 days.Travel
to Western Europe typically takes 3-5 days depending on the border delays at
Leuseni or Sculeni.Transport time to Turkey is similar.

e Transport to the North and East takes 2-4 days depending on the time at the
Northern border (mainly Otaci) and destination.Transport time to Kazakhstan
at present is 5-8 days. Transport to Russia and destinations beyond via Russia
requires a detour through Belarus, as the typical Ukrainian route to Russia is not
now open. In general, trips east require a detour around the Transnistrian region
as well, either to the North or South; the South is the preferred route due to
better road conditions, but only the Tudora BCP is open to trucks while Palanca is
under construction.

e Rail transit times at present are not efficient or competitive. Transporters report
that a 3+ day transit time for the 238 km trip from GIFP to Chisinau is common
or standard.

3 Based on interviews. By far the most common informal payment appears to be a few euros or

dollars for “speed money” that is charged for faster processing. Interviewees reported that this was an
occasional issue on the Moldovan side and a universal and unavoidable one on the Ukrainian side. Some
corridor users also apparently pay informal fees at the border to surpass regulations / violations such as
overweight vehicles or lack of authorizations; this is much less common but the amounts involved are
said to be larger ($50-70 per transaction). Note: not all interviewees were willing to discuss informal
payments.
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BORDERWAITING TIMES IN AN INTERNATIONAL
CONTEXT

During our assessment, it became clear that the time spent at Moldova’s borders, especially
the border with Romania, can include substantial delays. Shippers and transporters consistently
mentioned that it takes |-3 days to traverse the Leuseni-Albita BCP. Delays were also reported
at Sculeni-Sculeni and the northern borders with Ukraine, especially at Otaci-Mohyliv-Podilskyi
(up to | day).Transporters typically fared better at Tudora-Starokazacie (typically 3 hours).

Delays are found in all directions, but are more likely to be encountered (and are longer)
when crossing the Romanian border to enter the EU. It is important to appreciate that the
border between Moldova and Romania is not simply a border between two countries, but
also an external border of the European Union.The EU’s external borders differ from most
national borders in that they represent the gateway to a region of 28 countries and over half a
billion people. However, according to a comparison of 23 EU/Non-EU borders undertaken in
2016, the overall waiting time for goods entering Romania generally takes significantly longer
than at all other external EU BCPs.The results indicate that the overall average time needed
to cross a (non-Romanian) EU border was 23.8 minutes. However, the average time needed
to cross 2 Romanian border (6 of the 23 border crossings assessed), was 380.4 minutes.The
six Romanian BCPs were the top six overall in terms of total average time.And of those 6
Romanian border crossings, the waiting time at the Moldovan-Romanian border (Leuseni-
Albita) had the worst performance,and was significantly higher than any of the others (1032.9
minutes). This has a significant impact on the performance of Moldova’s trade corridors.

Anecdotal evidence suggests that there are issues with both Romanian Customs and the
Romanian Border Police.The Romanian Border Police regularly hold vehicles in“no man’s
land,” which adds significant delays without affecting the official statistics on the Romanian

side. Part of the problem is certainly that this is an EU border; with high levels of scrutiny

and control, as discussed more in the full report. However; this is clearly not the only reason.
Romania’s BCPs compare poorly to other EU BCPs, such as Estonia-Russia and Poland-Belarus.
As Moldova’s external trade has shifted westward over the last decade, these problems have
become both more obvious and more pressing.

USAID.GOV TRADE CORRIDOR ASSESSMENT | 1



COMMODITY ANALYSIS

The complete report includes analysis of four specific commodities: perishable fruits,
wine, textiles, and auto parts. These goods are subject to various aspects along
Moldova’s trade corridors that could impact performance differently. For instance:

e Perishable fruits are agricultural (needing phytosanitary certificates), require
cold storage, and must have fast and reliable transport times. Border crossing
times are unreliable and vary throughout the season, but long lines at the borders
put perishable goods at risk of spoilage. International supermarkets also impose
steep fees on deliveries made outside of scheduled drop-off times. Additionally,
high cost and limited knowledge of air and sea shipment options for perishable
goods discourage producers from exporting to new markets in the Middle East
and South East Asia. Transport costs of refrigerated containers (reefers) are much
more expensive than regular containers: according to one source, exports of
reefers from the Fish Port cost 72% more to Baltimore, 43% more to Dubai and
40% more to China;according to a second source, exports of refrigerated goods
from Odessa cost more than double non-refrigerated containers for every port
we quoted.

e Auto parts include both imports and exports. As exports, they are often high
value and “just in time” goods, which face heavy fines if they arrive late to their
destination. Thus, border delays put producers at risk of high penalty fees for late
deliveries.To avoid issues with driver rest time, some transporters use teams of
two drivers per truck, at a higher cost.

e Textiles are a high volume, containerized export, and the Moldovan textile
market relies on imports for most of its inputs. E-commerce transactions are
growing in this sector; however, high air transport costs and inefficient customs
procedures constrain producers from expanding this area of their business.

e Wine is a heavy good that faces SPS requirements and can be transported via
both containers and tank-tainers in bulk; in bottles, it is also breakable, and this is
sensitive to road and rail conditions. Wine producers noted that the numerous
documentation requirements add costs and can delay shipments.Also, increased
shipping costs to Kazakhstan and Kyrgyzstan due to unusable trade routes
through Ukraine have hurt sales.

TRADE CORRIDOR CONSTRAINTS

The costs of transport on Moldova’s trade corridors are higher than they should be
due to a variety of factors that can be summarized into a few main topics, as shown in
Table 3.

12 | TRADE CORRIDOR ASSESSMENT USAID.GOV
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INFRASTRUCTURE ISSUES

The overall condition of much of Moldova’s transport infrastructure is poor and in
urgent need of rehabilitation, largely attributable to deferred maintenance. In 2017,

Moldova was ranked | || of 137 countries in quality of transport infrastructure by the

World Economic Forum with the quality of its transport infrastructure receiving a
rating of only 2.7 out of 7.0 (see Table 4). In particular, Moldova’s road infrastructure
(its most used infrastructure accounting for 71% of trade in 2017) also scored and
ranked poorly, receiving a 2.5 out of 7.0 and a rank of 132 out of 136 countries in
2016 and 128 of 137 countries in 2017. Many of Moldova’s roads need rehabilitation,
and in some areas new road infrastructure—ranging from roads to bypasses—is

required to make traffic flows more efficient.

TABLE 4. COMPETITIVENESS OF MOLDOVA’S TRANSPORT INFRASTRUCTURE,
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2016-2017

METRIC I;\(;)AIIEIKING gggRE %I;IKING ggSRE

Quality of overall infrastructure 110 of 136 3.1 of7.0 102 of 137 330f7.0
Quality of transport infrastructure N/A N/A 111 of 137 27 0f7.0
Quality of roads 132 of 136 250f7.0 128 of 137 250f7.0
Quality of railroad infrastructure 70 of 136 27 0of7.0 71 of 137 2.7 of 7.0
Quality of port infrastructure 127 of 136 220f7.0 126 of 137 240f7.0
Quality of air transport infrastructure 94 of 136 390f7.0 86 of 137 4.1 of 7.0

Source:World Economic Forum’s Global Competitiveness Index, 2016-2017 edition and 2017-2018 edition.
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Among other infrastructure needs:

e the railway faces significant track maintenance and rehabilitation needs and
improved rolling stock.

e Chisinau International Airport (KIV)’s cargo terminal needs significant upgrading
in order to handle freight, especially high-value or perishable goods.The two
Balti-area airports are not ready to handle traffic in their current conditions,
with studies required to determine the merits for investment; both airports have
significant investment needs ranging from runway lighting to runway or terminal
development.

e GIFP requires additional handling equipment and dredging, which is also required
for Moldova’s inland waterways.

e the country lacks multi-modal inland terminals, cargo consolidation points, and
inland customs clearance points; while there is interest in establishing a logistics
hub, a study is needed to determine its feasibility.

The lack of sufficient quantity and quality of infrastructure has many impacts on the
performance of Moldova’s trade corridors. For instance, while there are 30+ BCPs,
cargo is disproportionately diverted to corridors with good access roads and BCP
infrastructure, creating congestion at up to 7 BCPs while rendering others under-
utilized (see Figure 2). Competition for trucking services is limited on routes with
poor road conditions, such as to GIFP, as poor road conditions lead to increased
breakdowns and truck maintenance costs, thereby increasing the cost of trucking
services. Due to poor air sector cargo infrastructure as well as high prices, many
traders have abandoned use of the sector altogether.The same could be said for the
railway sector, which has seen volumes drop from nearly 3 billion metric ton-km in
2005 to only 793 million metric ton-km in 2016.' The reliability of transport services,
as well as high times and costs, also impacts which products can feasibly be exported.

This leads to the question of why is Moldova’s infrastructure so poor, despite the
increased focus on trade? The answer is complex, but stems from years of deferred
maintenance, which, simply put, is a result of funding issues. These range from lack

of available funds, particularly since the banking crisis, to misuse or inefficient use of
funds (see the recent Road Fund audit report), along with a lack of private sector
investment. The country has struggled to attract private investment in infrastructure,
and the country’s two highest profile public-private infrastructure transactions—

the port at GIFP and the airport concession at Chisinau International Airport—

have demonstrated the need for improving the Public-Private Partnership (PPP)
framework, shortcomings of which may be addressed through recent amendments to

' World Bank WDI.
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the PPP legislation. Further, when funding has been available, there have been delays
in procurements and construction, such as with the road to GIFP that was only 3%
completed by its scheduled construction end date, leading to a re-procurement in
2018 and a five-year delay. Finally, the lack of proper regulations, or poor enforcement
of existing regulations, have made problems worse, such as the common problem of
overloading trucks, which eventually damages both trucks and roads.

What can be done?

e First,Moldova should consider developing a comprehensive freight logistics
master plan, consisting in part of a set of feasibility studies and financing options
to make it easier for the Government of Moldova (GoM), international funding
institutions (IFls), and potential private investors to prioritize projects.

e In parallel, Moldova should work to increase the use of private sector funding and
public-private partnerships (PPPs), including ensuring full and open tenders and
proper oversight of procurements.

e Infrastructure investments should first prioritize improving access to key BCPs
and ports, including GIFP. Once key trade corridors have sufficient infrastructure,
the second phase should be to improve access to secondary crossing points to
alleviate congestion.

e To avoid further degradation of infrastructure, the National Agency of Auto
Transport (ANTA) should be given the resources to properly conduct its
regulatory functions, including enforcement of axle-weight violations.

e Moldova should also work to implement the suggestions in the audit of the Road
Fund.

e In regards to aviation, accelerating improvements to the cargo terminal at KIV,
or providing minor investments into handling equipment in the meantime, would
improve short-term performance.A feasibility study should also be conducted to
assess rehabilitation possibilities of Balti-area airports.
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TRADE FACILITATION ISSUES

The largest issue in terms of time to trade across many routes is related to BCP
queues. For instance, for trips to Western Europe, we estimate that over 40% of

the transit time can be spent at the borders. For a trip to Bucharest, long queues at
Leuseni-Albita can result in 90% of the transit time across Moldova being spent at the
border.

From our assessment, we found a wide disparity in terms of the overall performance
of border crossings both between locations and at the same location, depending on
day and time of travel. Taking the busiest BCP Leuseni-Albita as a case in point, the
total border waiting time can vary between | hour and more than 24 hours. Since
Leuseni-Albita is by far the most important BCP (see Figure 2), this means that a large
variable element is thrown into Moldova’s external trade.As noted above, border
delays increase transit time, reduce corridor reliability, and increase transport costs.

It is clear that many of the problems and excessive delays occurring at Moldovan
BCPs are outside of the control of Moldova’s Customs Service (MCS) and other
regulatory authorities. For instance, as discussed above, the Moldova-Romania border
is an external entry/exit point to the EU, which creates complications. But also as
noted, the overall waiting time for goods entering Romania generally take significantly
longer than at all other external EU BCPs.This is not to say that some improvements
cannot be made in the operation of Moldova’s own border regulatory controls. They
clearly can. In the full report, we provide a series of specific recommendations which
should not only deliver some savings in terms of processing times and costs but also,
critically, should allow MCS and other agencies to improve their overall performance
in terms of improved risk management and meeting their objectives in terms of
revenue collection and protection of society. For example, Moldova and Romania
could jointly develop a cross-border vehicle appointment system, similar to the
systems at the US-Canada, Estonia-Russia, and Lithuania-Russia borders. Combining
pre-arrival notification, arrival slots / virtual queues, license plate recognition systems,
RFID, truck staging areas, and waiting time (queue) electronic notification capabilities,
these systems have been successful at reducing border processing and queue time.
Our case study below describes some of the technology solutions used along the
borders of other countries, solutions that can potentially become available via a PPP
approach.
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FIGURE 2. MAP OF TOP MOLDOVAN BCP WITH NUMBER OF TRUCKS IN 2016
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ASYMMETRICAL INFORMATION AND LACK OF
INFORMATION SYSTEMS

In the modern business environment, information systems and networks play a critical
role in the efficiency and, ultimately, cost-effectiveness of trade corridor and logistics
performance. Lack of such systems, along with other market inefficiencies, can lead to
problems of asymmetrical information, which increase the time and cost to trade and
limits traders’ abilities to access new markets. For instance:

e Traders and transporters have a more difficult time finding one another and
matching return loads, which increases transport costs

e Traders spend more time looking for trade information and completing
paperwork

e Transporters do not have the systems to efficiently plan routes
e Traders and transporters cannot track and trace shipments

e Customs brokers cannot access their guarantee limits or usage without physical
interaction with customs officials

e Transporters do not have accurate information on real-time BCP queues
In this regard, Moldova lags behind international standards in several regards including:

e Collection and publication of statistical data

e The version of ASYCUDA (Automated System for Customs Data) currently being
used
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Lack of online services (i.e., ANTA has a One-Stop Shop which cannot be
accessed online)

Lack of transport corridor monitoring

Moldova can consider the following recommendations that would improve access to
information:

Development of a Trade Information Portal

Develop and pilot a GPS or Radio Frequency Identification (RFID)-based truck/
cargo tracking system

Develop an app building on Moldovan Border Police waiting times to include total
queue /processing time and allow mobile access, and consider developing a cross-
border vehicle appointment system, as described above

Upgrade ASYCUDA and increase functionality

Develop a corridor development committee, or at a minimum, build relationships
with regional ports and corridor players affecting Moldova’s trade corridors to
allow for better sharing of information

Implement e-signatures for Eastern Partnership (EaP) countries
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ACCESSTO CREDIT AND FINANCING ISSUES

Access to affordable and sustainable financing was an overarching theme that
emerged in the interviews conducted in the course of our fieldwork for this Trade
Corridor Assessment (TCA).There are financing constraints at all levels, whether it
be at the national government level or the level of an individual farmer. Key issues
include the following:

Government: Reliance on loans and funding from IFls for infrastructure
investments. Lack of sustainable funding for the railways, roads, and airports.

Transporters: High interest rates and down payment requirements are a barrier
to buying trucks, and lead to the purchase of more affordable used trucks, which
have higher operation and maintenance costs. Based on interviews, the average
truck age in Moldova appears to be in the range of 6-10 years, compared to

[-3 years for foreign trucks. One transporter indicated that 15-20% of his costs
were comprised of financing. Others stated that they pay a minimum 30% down
payments plus interest rates of 10-20%, compared to loans in Romania with no
down payment and interest rates of 3-7%.

Traders: Since the banking crisis, IFls have stopped guaranteeing letters of credit
in Moldova. It is expensive and difficult to get letters of credit without these
guarantees.VWhen traders have to pay transporters or input suppliers upfront, it
leads to cash-flow issues. One trader also mentioned having to move shipments
from Odessa to GIFP due to the perceived risk of shipping through Ukraine and
its impact on financing; this process increased their transport time by |+ weeks.

Farmers: Moldovan banks now have a low risk tolerance, and the conditions are
too stringent for farmers who often have limited credit histories, or poor credit
histories due to past crop losses (and lack of available insurance). Farmers also
are not able to lease agricultural equipment and have trouble getting loans to
purchase it. Further, they note that cash payments are an issue in their industry
and would like better use or requirement of e-payments. These issues have led to
a greater uptake of microfinance and trading companies, both of which come at a
substantially higher cost. This situation also reduces the ability of small farmers to
export profitably.

Customs Brokers: Customs brokers have to put up guarantees for transit
cargo until it is cleared by customs. Since the banking crisis, it is harder for
brokers to get access to affordable credit/credit limits, and banks want hard
collateral at rates of over 100%.
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This TCA is not tasked with providing recommendations on how to improve
Moldova’s capital and banking markets, but the Moldova Structural Reform project

is in the progress of developing a separate report addressing some of these issues.
But where banking reforms will take time, there are some areas where other sectors
can make changes that would positively impact access to financing. For example,
MCS can reduce the guarantee requirement for Authorized Economic Operators
(AEOs) from 100% to a lower amount. It could also introduce a deferral system for
the payment of duties (this is already being done for AEOs). The GoM can facilitate
private sector investment and PPPs by improving the regulatory framework and
financing feasibility studies aimed at attracting investment. Agricultural associations
can require e-payments.The Organization for Small and Medium Enterprises Sector
Development (ODIMM) can be expanded to include loan guarantees for traders and
other participants in the logistics sector.
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NEED FOR INSTITUTIONAL AND REGULATORY
STRENGTHENING

A final, cross-cutting theme is the need to improve the institutional structure
governing the transport and logistics sector, as well as to strengthen the regulatory
environment. Moldova has a number of options to pursue, but the global practice
seems to be a combination of assigning logistics sector responsibility to an existing
agency, in combination with a national logistics council consisting of private and public
sector representatives.While the details of such a structure should be ironed out

in the course of an institutional assessment, the agency should have broad decision-
making power on matters of strategy, investment, marketing and promotion, and
performance monitoring, with a national logistics council serving in an advisory
capacity.

Moldova should also ensure that it has supportive policies and regulatory frameworks
that generate trade and improve conditions in which freight is processed or moved.
This action would mean improving the capacity of the Ministry of Economy and
Infrastructure (MokEl) to develop regulations concerning the logistics sector, and of
other agencies to enforce these regulations.

In terms of regulations, a major improvement to the road sector would be to
liberalize the market, removing the need for authorizations. A secondary issue is
developing standards and requirements for the freight forwarding industry.

To properly conduct its regulatory enforcement functions of the road sector, ANTA
needs trained staff and proper equipment such as weigh stations. This process also
includes increasing ANTA’s use of technology and management information systems.
For example, the One-Stop Shop should be moved online, and the industry should
move towards developing a logistics management and freight tracking system using
technology such as GPS trackers or RFID.

The planned Calea Ferata din Moldova (CFM or Moldovan Railways) restructuring
should move forward, separating the freight, passenger and maintenance
responsibilities, developing a regulator, and allowing private sector investment.At the
same time, the MoEl will need to find ways to finance the passenger subsidies and
track maintenance costs previously cross-subsidized by rail freight.

The Maritime Authority should be established as planned, and should begin with a
mandate of improving environmental, safety and port state control, as well as ensuring
fair competition. One of the agency’s initial goals should be to get Moldova removed
from the Paris Memorandum of Understanding’s blacklist for port state control, which
shows a lack of proper regulatory enforcement and negatively impacts the country’s
image.
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Finally, Moldova should further promote air transport liberalization and competition,
new routes, increased services, and air connectivity. Private operators, in coordination
with the Moldovan government, should effectively promote and improve quality
standards for freight handling at its international airports.

STRATEGIC ENABLERS AND ACTIONS

The last section of the full report outlines a strategy for Moldova to pursue in order
to improve logistics sector performance. The strategy consists of seven strategic
enablers and associated goals and actions. The strategic enablers include:

—_—

Improving the Logistics Sector’s Institutional Effectiveness

2. Ensuring Supportive Policies and Legislative and Regulatory Frameworks
3. Improving Trade Facilitation

4. Developing Efficient and Productive Infrastructure

5. Providing an Efficient Transport Logistics System

6. Facilitating Sustainable Financing

7. Logistics Sector Promotion

The seven enablers as a whole constitute 25 strategies and 71 actions. Each enabler’s
goal, strategy rationale, and the strategies to be executed for each are provided in
the full report. Specific implementing actions are also provided, and those entailing
projects supporting implementation are presented in the form of 3| project profiles.
Ultimately, the promise of this strategy is that it focuses on providing logistics
services and assets while aligning and strengthening finances, people, systems, policies,
processes and administration. Because setting a course for success requires the right
craft and crew, the strategy calls for adjustments to the institutional arrangements
intended to provide a coordinated and collaborative sector improvement strategy,
engaging public and private sector stakeholders. Enabler | is thus a critical enabler, as
it addresses the changes required to ensure that Moldova can institutionally anticipate
and respond to issues and opportunities the sector faces. Through commitment to
the strategy, Moldova will realize its highest potential as a country offering industry
best standard logistics services and assets.The 3| project profiles are summarized in
the table 5.
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CONCLUDING REMARKS

In summary, Moldova’s trade corridors face a wide array of issues, which affect the
time and cost for Moldovan traders and transporters to move goods.

e Chisinau - Giurgiulesti - Constanta:

— Time: poor access road and rail infrastructure add |-2 hours by road and
several days by rail; lack of dredging can lead to delays in river transport; lack
of port handling equipment increases port handling time; queues where BCP
and port converge; infrequent container feeder service can increase transport
time by a week; lack of online and trade related e-systems increases time to
trade.

— Cost: high truck maintenance cost and increased transport time due to poor
road conditions increases cost; limited trucking companies willing to travel
route leads to higher prices due to lack of competition.

e Moldova - EU:

— Time: poor road conditions to the borders combined with limited services at
secondary BCPs lead to congestion at key BCP and increased road transport
distances to reach the BCPs; several BCPs require additional access lanes,
leading to queues; long queues at BCP due to insufficient resources; no OSBP
at many borders; high incidence of physical inspection for LCL adds several
hours of transport time; no mutual recognition of AEO; transit times limited
by regulation when hotter than 30C; different rail gauges in RO/MD limit
possibilities for rail and increase time; KIV cargo terminal needs rehabilitation
and equipment; Balti and Marculesti airports require substantial infrastructure
investments; use of IWW requires dredging; lack of online and e-systems
increases time to trade.

-~ Cost: limited civil aviation capacity leads to high prices; BCP delays impact
transport costs; issues with access to affordable credit increase trucking costs;
high trucking costs to Constanta port due to high container guarantee fees
and transport time; nominal informal fees at BCP; additional costs of physical
inspection; higher truck and road maintenance costs due to lack of axle-load
enforcement.
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e Moldova - Odessa/Chornomorsk/Fish Port:

— Time: poor road conditions in both Moldova and Ukraine, as well as “no
man’s land” between the BCP; access to Palanca BCP on Moldovan side is
through a village; lack of technology used by Ukrainian customs; no freight
rail service through Transnistrian region due to complexities and high costs
of 3 systems for such a short distance; no IWW; poor road conditions in
Odessa port; main public truck access gate to Odessa port is not operational
requiring a detour through EuroTerminal at 20+ minutes; Moldovan shippers
can’t use e-signatures in Ukraine; delays when authorizations are exhausted;
lack of online and e-systems increases time to trade.

— Cost: poor road conditions lead to increased maintenance costs; rail through
Transnistrian region is too expensive to be a competitive service; informal
fees when authorizations run out; extra fee to Euro Terminal ($15) to enter
Odessa port; high cost of Transports Internationaux Routiers (International
Road Transport) (TIR) limits use.

e Moldova - CIS

-~ Time: poor road conditions in both Moldova and Ukraine; delays when
authorizations are exhausted; some delays at northern BCP; southern BCP
have delays during peak periods such as grain harvest; detouring around
Transnistrian region adds to transport time; Transnistrian region-shippers
face additional time to go to Causeni for customs processing; have to detour
through Belarus (instead of traditional Ukrainian route) to get to Russia and
Kazakstan; lack of online and e-systems increases time to trade.

— Cost: some informal fees at BCP and checkpoints (outside of Moldova);
higher informal fees when authorizations are exhausted; lack of axle weight
enforcement increases maintenance costs; increased distance to Russia/
Kazakstan increases cost; shippers from Transnistrian region face additional
road use fees in Moldova and costs of going to Causeni for customs
processing.

Despite the challenges described above, this is an exciting time in terms of Moldova’s
trade corridors, with many ongoing reforms and planned projects ranging from
implementation of trade agreements to infrastructure reconstruction projects to
restructuring CFM, the Moldovan railway. The transport logistics and trade facilitation
environment is evolving rapidly, and it seems like there are new developments every
day. For instance, it was just announced that Moldova and Ukraine are liberalizing
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their air and road transport markets with one another.These evolutions will continue
to make it easier for Moldovan traders to import goods and reach new export
markets. In fact, the fastest growing export markets in 2017 were Asia and the US—
very different than the historical markets of nearby CIS countries and Romania.

As Moldova endeavors to reach new markets, new challenges will continue to

arise, and the sector will have to be ready to face these challenges in order to take
advantage of new opportunities. While sufficient, quality infrastructure is surely a pre-
requisite to trade, as trade corridors expand and markets grow, the service markets,
trade facilitation, and the regulatory framework will become increasingly important.
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INTRODUCTION

Most international trade occurs along corridors — particular routes where goods
are carried via land, sea, or air. Trading through corridors allows for economies of
scale, network effects, and the appropriate targeting of resources for transport
sector improvements. But corridors can also be subject to a wide range of problems
including infrastructure defects, administrative delays, regulatory complications,
congestion, and many others.These can increase trade and transport costs as well as
constrain growth.Therefore, it is important that trade corridors operate smoothly,
rapidly, and efficiently. Corridor improvements can reduce trade and transport costs,
which can lead to increased trade, lower prices to consumers, and more competitive
businesses.

Trade corridor assessments such as this one can be used to measure corridor
performance, identify bottlenecks and constraints, and determine solutions to
improve corridor performance, which in turn make it easier to trade goods. Studies
have shown that time, cost, and reliability are the key factors in determining corridor
competitiveness from a transport logistics perspective. Therefore, measuring these
indicators in a consistent manner across links and nodes is an important step in a
trade corridor assessment. Both quantitative and qualitative methods are used in the
assessment—to understand not only what the times and costs are, but why.

The first generation of TCAs, conducted in the late 2000s, led to a key insight:
improving the regulatory environment can often provide more cost-effective
solutions for alleviating bottlenecks than expensive infrastructure investments.
Governments and development partners frequently focus on projects developing hard
infrastructure and overlook soft dimensions such as the regulatory framework, which
can provide good value.This is not to say that infrastructure investments are not
important. Functioning roads, railways, and ports are required for trade to take place.
However, while a well-functioning infrastructure is a necessary condition for trade,

it is not a sufficient condition. Understanding why bottlenecks exist is the first step

to developing action plans for improving trade corridor performance, which has the
potential to unleash latent economic activity and trade. In the sections that follow, we
aim to do just that.
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MOLDOVA’S TRADE

Since 2000, Moldova has seen impressive GDP growth, averaging 6.7% per year from
2000 to 2017. Moldova’s growth has been founded on a development policy that is
focused on trade, with imports increasing 13% and exports by 18% per year over the
same period.' Such a trade-focused development strategy requires well-functioning
trade corridors. But despite Moldova’s focus on trade, and positive developments in
many particular sectors including agriculture, viniculture, and manufacturing, Moldova’s
trade corridors are functioning poorly, and are constraining growth from increasing
even further. GDP growth over the past five years has slowed to an average of 3.8%,
with two years (2012 and 2015) experiencing declines. Improving Moldova’s trade
corridor performance will reduce trade costs and could unleash latent potential,
especially for small traders for whom current costs are too high to trade.

Current state of trade. In 2017, imports registered a value of around $4.8 billion,
decreasing from the peak of nearly $5.5 billion in 2013. Romania, which joined the
European Union (EU) in 2007, remains Moldova’s largest import trading partner, and
49% of Moldova’s overall imports were from the EU. Imports from Commonwealth
of Independent States (CIS) countries had a share of 25% of the total imports, but the
largest year-on-year growth in imports from 2016 to 2017 was comprised of imports
from the Far East, including Japan (+33.4%), China (+28.4%), and Taiwan (+26.2%).
Trade with the USA has also grown rapidly (+31.8%).2

Exports grew nearly 19% from 2016 to 2017, reaching $2.4 billion in 2017.3 Since
2005, Moldova’s export growth trend has been largely positive due to product
diversification and entry into new markets. Increases have been particularly
noteworthy in manufactured articles and in foodstuffs including processed agricultural
goods. Export destinations have shifted from CIS countries towards the EU, with 66%
of total exports ($1.6 billion) to the EU in 2017. Four of five of Moldova’s largest
export trading partners are currently EU members, including Romania, Italy, Germany,
and the United Kingdom*# Meanwhile, exports to CIS countries have declined both

in absolute and in relative terms, with Russia maintaining Moldova’s lead CIS-partner
status, followed by Belarus and Ukraine. Emerging export destinations include China,
Saudi Arabia, Egypt, and Malaysia.

' Calculations using data from the World Bank World Development Indicators Database.
2 National Bureau of Statistics of the Republic of Moldova.

3 Ibid.

* Noting that the United Kingdom is planning on exiting the EU in 2019.
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MOLDOVA’S TRADE CORRIDORS

Moldova is a small, south-eastern European country without any direct maritime
access other than a very short (430m) stretch along the Danube River. Moldova has
land borders with just two other countries: Romania to the west and Ukraine to the
north, east, and south. Due to its landlocked location, its trade corridors are critical
to the economy. In Moldova, trade corridors carry both national and transit cargo and
consist of road and rail links as well as inland waterways and air cargo routes typically
go to/from its main economic centers of Chisinau and Balti to/from economic centers
such as Bucharest,
southern Germany,
T e, Vo Ty Milan, and Moscow,
" : and regional ports
including Odessa,
Chornomorsk,
Giurgiulesti, and
Constanta, from
where they are
transported to
overseas destinations
(see Figure I).

FIGURE I.
MAP OF MOLDOVA'’S
TRADE CORRIDORS

Source: Nathan 2018.
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TABLE 1.MOLDOVAN ROAD TRUCKTRAFFIC BY BCP, 2016

BORDER CONTROL POST

NUMBER OF TRUCKS PERCENT OF TOTAL

Leuseni-Albita (to Romania) 197,716 23.0%
Sculeni — Sculeni (to Romania) 104,296 12.1%
Otaci- Mohyliv-Podilskyi (to Ukraine) 97,250 11.3%
Tudora-Starokazacie (to Ukraine) 86,587 10.1%
Giurgiulesti-Reni (to Ukraine) 54,472 6.3%
Giurgiulesti-Galati (to Romania) 51,877 6.0%
Criva-Mamaliga (to Ukraine) 47,502 5.5%
Other (28 BCPs) 219,374 25.5%
TOTAL 859,074

Source: Moldovan Customs Service/Border Police.
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Road transport comprises the majority of
Moldova’s trade, rendering the road system
and land border crossing points (BCPs) the
most critical components of Moldova’s trade
corridors.As Table | above shows, Leuseni-
Albita and Sculeni-Sculeni BCPs to Romania
handled over 35% of Moldova’s road traffic by
volume in 201 6. Significant and time-consuming
delays at the BCPs, mostly due to long queues,
are a large and growing problem, and they are
becoming a key constraining factor to trade.
Border delays increase transit time, reduce
corridor reliability, and have indirect impacts
on transport costs due to reduced trucking
utilization. Such delays have a particularly
negative impact on time-sensitive goods,
including high-value goods like auto parts and
perishable goods such as fruits and vegetables—
two subsectors that are particularly promising
for long-term export growth.

With increasing trade to overseas destinations,
access to regional ports is becoming more
important as well. The Ukrainian ports of
Odessa and Chornomorsk (including lllichevsk
Fishing Seaport, which is universally known as
the Fish Port) handle the majority of Moldova’s

USAID.GOV



USAID.GOV

k]
S
T
=
T
3
)
o

— 4
=
’_
e}
L
o

container trade as well as a significant portion
of bulk cargo. However, the access roads from
Moldova to these ports need improvement,
the Odessa port faces congestion, and there
are perceived geo-political risks of shipping via
Ukraine which affect financing. For instance,
some shippers have reported that they are
unable to obtain letters of credit to export

via Ukrainian ports, and so must now use
Giurgiulesti port.The Port of Constanta in
Romania is an efficient port, but farther away
such that the costs of the inland transport leg
are currently cost-prohibitive. Moldova’s own
river port at Giurgiulesti handled moderate
amounts of container traffic in 2017, as well as
significant bulk volumes including grains and
fuels, and has the physical capacity to handle
more. Nevertheless, access to the Giurgiulesti
port is also constrained by very poor conditions
of road, rail and inland waterways access and
possibly also by the domination of the port by
a single large shipper; Trans-QOil. Low volumes
of containerized traffic mean low frequency of
container vessel service calls, served only by
one weekly container vessel for transshipment
of containers at Constanta. This situation
increases transport times to and from the port.
As a result, the Giurgiulesti International Free
Port (GIFP) is largely used for exports of bulk
cargo (grain and vegetable oils) that are not
time-sensitive. Table 2 provides a comparative
assessment of corridor options consisting of
ports, which shows the GIFP-Constanta option
to offer the highest potential if road conditions
could be improved.

TRADE CORRIDOR ASSESSMENT | 5



Banin-nees a1y

ssau8oud uj 350 JapJlog . 1s0d
urof eoue[ed ‘N ‘@YdezRd oIS / QA ‘BIOpN] AApusLInD anw swolsn) 734 #$|niganio 8uissou) JapJog
u ’ ’ ‘uasnaT / OY ‘BlIq|Y :UOWWOD ISO|| :
soomsisdo oous ] Vo9 1 Rl S IR
pue pa3sa8uod ss3| aq 03 PIXSEPTINW D .mﬂ _ P m-N | m.M>or.c U n_-
PoIE3IPUI 3Nq ‘UMOWIUN S€ 09 “XBJ "GE-0E SAY 9| AU/ o)
PEXIN ysiH J100d| @duewW.IOIB 310d
i ) EjuEISUo) S350 Sul|pueH
oee-oLes 0Lzs 09°05T8| 197-0578 +(umowun ddio) [euIW.Id) 340g
paredipulf 3.40d Uy uonsaBUO2 3nq JOPLIIOY e Aejop Aep ¢-| Inqg >0 10 AJ3A |1ed ‘shejd mco_mmw\,uw_ Aljiqerp
skejap ou Apuauund uo sAejop maj Apuauand dOd 38 AEPp A¥p €71 3Ngf0 3dod Ife -sAgjap Jeuol HNGERY
wnipay pue Apjaam Ajuo uapaaq JopLiioD
ysiH YSIH-wnipaly

MO

SAep -9 :[e30]

skep
sAep ¢-7 :[e10| sAep ¢-7 :[e10| sAep G-¢ :|e10] | £-7 parewinsy auswdiyssue.) diys-neurtiyo
skep -] 2404 skep -] 2404 Aep | 404 Ay 8p-7 | 49ATY swi| 1i0dsuel]

sanoy ¢-g :4oplog sanoy ¢-g :4opJog sanoy /-4 :49pJog skep g-7 13404 T obiio

sanoy G- :peoy sanoy G- :peoy sinoy g :peoy skep pLLoD

moT Mo WNIp3| G-€ I'®Y YO SInoyY G- ;peoy

ydiH

006$-059% *.0C [€30L

fead (une3 00g3 "Pur) (0v) 005$

(41L001$ reuondo “pur)

008$ ©3 dn“(y|L00|$ [euondo

(0951-00T1$) 00£1-00013 42ureuod

- (.07) 00%$ :Buiddiys JoAry

150D 1J40dsued)

009% OMMM 1) 009$-05+$ Alle1dAL | 104 (0 1 1$-072$) 05670093 PeOPPNL + 0v £9€$ -0T 05T$ 10p1I0D
Mo YBH| 1Y YO 005-05€$ Proy
wnipaly
umouwun M.VM»@ sJaulejuo) 09T -s4auleauo) ONV,@ ‘sdaulejuo) ULM_OLH_ £10C
ANUCN_N&

BIA) upf §07/(e40PNL
BIA) W] 0O "Xo4ddy
1dOd HSId JISAFHOIITI

(eouefeq ®iA) wnf 507/(e4opnL
BIA) U] 007 "XoJddy

vssadao

(17e[ey BIA) WDQ/f
“(InyeD ®IA) Wp| £/ (BHQIY BIA) WDISTS

VINVLSNOD

unj £€¢

VINVLSNOD - d41D

(w>y) sdueIsIg

)L NEN

VAOQTOW ONIAYIS SHOAIHYOD IAVILAIFHOHONVYLHOd 40 SSANIAILILIdWOD T 319VL

USAID.GOV

TRADE CORRIDOR ASSESSMENT

6



‘suopye.dado u9119q
pue Jadeayd ‘parsaduod
$$9| INq BSSOPQO

'81 0T Ul 3432 paAow
3|SJ9B| PUE 2104 sl aya

J9j24d saui| swos os dAIsuadxa

d41D ®IA ssaureIuod
s,dW jo uonuodoud juediyiusis e

‘umousjun s| 3|nq
Jo uonuodoud ‘siaureluod

S O %0p SOAIRd3U ‘siY)
audsaq Ljiqelja. Jood pue

aJow pue pa1saduod st ang ssauaAnnadwor)
ueys sjjed diys Joma. ‘ . ‘ o

P sjpes diy 4 sife> diys sJow sey essapO sassad0.d 1u0d a3 UsAemoH ‘sawin awn 1sodsueas ydy ‘speou e10
dD4g 8uoj pue 1505 puejul Jaysiy o1 $$920E Jo uonipuod Jood
“sysid [eonijod| @np peod Aq sAnpadwodun Apua.ind Inq ‘@duBISIp 1I0Ys pue
-093 aJe aJ4ayd Inq Quasa.d I pausjead aue os sawn pue SOOp 3IsueJ) OU JO SIydUSq
$350 2J0dsue.) puejul 3S9MO| B3 9ARY s1dod suren 031 anp [enuaod y3iH

suonipuo>

paAejop

dDg pue peou 01 anp nejes/|nyed 9dUBWLIOLIS

dod

Jo sapis Y10q uo speod Jood yim Yood 0] rey WOy SILIBA

PloAE {(w>] 3Y3 9]qnop) 2InoJ 3sa3uo|
INQ 1USN3T BIA UONIPUOD pooS Aol

Inq pauueld uonejiqeya.
‘uonIpuod peod J4ood

peoy ssa20y

uoIgad

UBLIISIUSUBL| O) 9NP SA1129)9-1502 Jo SuneJado 10N

9|qe|ieAR 10N

JUasa.d J€ 9|qeljaun
pue mojs Inq Jadeayd

9DOUBWLIONDY [IBY

YN S°39)

[ewIoyul SWOS “(sUnoy g-7) suolreaado Ise) pue [BwWIoN|

14Od HSI4 ASAIHDITTI

YSIH-wnipajy
vssido

AW ‘OY s93 [ewiojul
[eutwou ‘(sAep ¢-|) OY Ul 3lem 3uon]
Mo

VINVLSNOD

PaJinbaJ sjuswindop Jisue.dl
ou ‘Buissadoud [eAldae-aud
hm_._O_..-mLMn_O JSB} pU® |eWJON|
y3iH

VINVLISNOD - dd19

9OUBWLIOWMSY
swoisnD)

J3sod Jap.Jog
OILINW

7

TRADE CORRIDOR ASSESSMENT

USAID.GOV



MOLDOVA’S TRADE CORRIDOR PERFORMANCE

Traders and transporters will typically choose their transport routes and modes based
on a combination of time, cost, and reliability, with competitiveness being determined
by the weakest link in the logistics chain.While performance varies by mode and route,
overall the cost and time for trade using Moldova’s trade corridors is high:

e Road costs ranged from $0.04 to $0.13 per metric ton per kilometer (tkm), with
most costs in the $.06 to $.10/tkm range. Prices per tkm were most competitive
for routes with longer distances, high traffic, and competition from European
transporters, such as routes to Italy, Germany, Austria, and Turkey. Relatively low
prices to Moscow reflect in part the increased metric tons per truck allowed
shipping east. Prices to Kazakhstan are high due to the long distance, which
results in poor truck utilization rates, and the inability to drive to Russia through
Ukraine, which increases the distance even more as trucks detour through
Belarus.

e Truck prices are estimated at $0.08/tkm to GIFP, $0.10 to Ukrainian ports, and
$0.07 to Constanta. However, Constanta is farther away from Moldova, so a
comparison in terms of price per metric ton is more appropriate; in this regard,
Constanta is more expensive at $36/t compared to $18/t to GIFP and $20/t to
Ukrainian ports.

e Transport of containers is also more expensive than general trucking prices.

It is our understanding that this is due to container guarantee fees imposed by
the shipping lines. According to interviews, for Constanta this can equate to
€200-€300 per trip, adding around 30% - 40% to the transport cost. Container
transport costs to Constanta are higher than to the Ukrainian ports in terms of
price per tkm and per metric ton.Transporters cited the following reasons for
higher prices to Constanta: longer distance, container guarantee costs, lower
axle load restrictions, more rigorous enforcement, and lack of backhaul from
Romania / higher chance of backhaul from Odessa. Additionally, given the border
delays, trips to Constanta take a minimum of two days, while trips to Odessa/
Chornomorsk can be made in one day.

e Rail costs were estimated to be $0.03 to $0.08/tkm, but in reality could be less
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due to higher tonnage per unit, or more due to drayage costs to/from the rail
yard.' Additionally, the reported rail costs are only for shipments within the
Moldovan rail system; prices could vary dramatically if crossing on to other rail
systems.

In general, air freight is typically the most expensive form of transportation.This
is also the case in Moldova, where air freight costs are the highest priced of all
of the modes by far, at over $|/tkm for exports and over $2/tkm for imports
using civil aviation.These rates are cost-prohibitive for all but samples and urgent
shipments. Until the aviation sector deploys larger planes and freight capacity
increases, it is unlikely that air freight prices will decrease. Current demand does
not warrant dedicated air freight services. Charter flights are also expensive and
limited in feasibility of operation due to insufficient and poor quality of air cargo
infrastructure at the airports.
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Sea freight prices cannot be compared on a price per tkm basis other than for
Turkey, where a sea freight price per tkm was calculated using the road distance.
In this case, export prices were similar ($0.07 by road-sea, and $0.05-0.07 by
road). Imports were cheaper by road using Moldovan carriers ($0.05), but more
expensive using Romanian carriers ($0.13) or by sea ($0.12). However, with prices
being so similar, once transport time is considered, road transport would likely be
the more competitive option at present as it is 2-5 days faster. In terms of cost
per metric ton, road-sea rates are higher than road rates, but this a reflection of
the long distance of routes using sea transport.

Comparisons can be made across sea transport routes.? In this respect, exports
to China are the cheapest on a per metric ton basis of the routes that we

' Cost of local transport from the farm/warehouse/factory, etc., to the railway station. This cost has
not been estimated as it would vary greatly depending on the distance to/from the railway terminal. In
the most efficient cases, like Moldovan wheat, product is directly discharged from the wheat silo to the
railway hopper wagons and transported without the need for drayage.

2 Noting that the price quotes we received were spot prices and sometimes varied widely. However, our
experience is worth noting, as it is similar to the constraints that a small shipper would face who wanted
to explore new markets.

USAID.GOV TRADE CORRIDOR ASSESSMENT | 9



report.We suspect this is due to excess capacity in sea shipping flows to China
compared to exports from China, which are the main flow. This situation presents
an opportunity for Moldovan exporters. On the other hand, imports from China
are more expensive, and Moldova imports a significant amount of input materials
and consumer goods from China. Overall, prices to/from Dubai were the most
expensive, despite the short distance relative to other routes such as China

and the US. Imports from Turkey were expensive as well, again despite the even
shorter distance.

e Informal fees at the borders were reported to be minimal, but still required —
typically just several token dollars or Euros.®> However, with an estimated 859,074
trucks crossing Moldova’s borders in 2016 (estimated from Moldova Customs
Service data), this would still amount to a cost of several million dollars to traders
and transporters. Transporters reported that in some places in Ukraine, refusal
to pay the several dollar fee results in physical inspection taking several hours.

In terms of the Romania/Moldova border, payments seem to be higher for LCL
(Less than Container Load) or groupage shipments than for FTLs (Full Container
Loads), which disproportionally affects small traders in terms of both cost and
transport time.

e Most shippers reported increased prices during peak harvest seasons due to
lack of available trucking capacity. There were also many reports of container
shortages for export during these times.

e In terms of transport times, GIFP and the Ukrainian ports can be reached in less
than one day.Transport to Constanta depends on the amount of time spent at the
border, but typically takes at least 2 days.

e Bucharest and other destinations in Romania also typically take 2 days.Travel
to Western Europe typically takes 3-5 days depending on the border delays at
Leuseni or Sculeni.Transport time to Turkey is similar.

e Transport to the North and East takes 2-4 days depending on the time at the
Northern border (mainly Otaci) and destination.Transport time to Kazakhstan
at present is 5-8 days. Transport to Russia and destinations beyond via Russia
requires a detour through Belarus, as the typical Ukrainian route to Russia is not
now open. In general, trips east require a detour around the Transnistrian region
as well, either to the North or South; the South is the preferred route due to
better road conditions, but only the Tudora BCP is open to trucks while Palanca is
under construction.

e Rail transit times at present are not efficient or competitive. Transporters report
that a 3+ day transit time for the 238 km trip from GIFP to Chisinau is common
or standard.

3 Based on interviews. By far the most common informal payment appears to be a few euros or

dollars for “speed money” that is charged for faster processing. Interviewees reported that this was an
occasional issue on the Moldovan side and a universal and unavoidable one on the Ukrainian side. Some
corridor users also apparently pay informal fees at the border to surpass regulations / violations such as
overweight vehicles or lack of authorizations; this is much less common but the amounts involved are
said to be larger ($50-70 per transaction). Note: not all interviewees were willing to discuss informal
payments.

10 | TRADE CORRIDOR ASSESSMENT USAID.GOV
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BORDERWAITING TIMES IN AN INTERNATIONAL
CONTEXT

During our assessment, it became clear that the time spent at Moldova’s borders, especially
the border with Romania, can include substantial delays. Shippers and transporters consistently
mentioned that it takes |-3 days to traverse the Leuseni-Albita BCP. Delays were also reported
at Sculeni-Sculeni and the northern borders with Ukraine, especially at Otaci-Mohyliv-Podilskyi
(up to | day).Transporters typically fared better at Tudora-Starokazacie (typically 3 hours).

Delays are found in all directions, but are more likely to be encountered (and are longer)
when crossing the Romanian border to enter the EU. It is important to appreciate that the
border between Moldova and Romania is not simply a border between two countries, but
also an external border of the European Union.The EU’s external borders differ from most
national borders in that they represent the gateway to a region of 28 countries and over half a
billion people. However, according to a comparison of 23 EU/Non-EU borders undertaken in
2016, the overall waiting time for goods entering Romania generally takes significantly longer
than at all other external EU BCPs.The results indicate that the overall average time needed
to cross a (non-Romanian) EU border was 23.8 minutes. However, the average time needed
to cross 2 Romanian border (6 of the 23 border crossings assessed), was 380.4 minutes.The
six Romanian BCPs were the top six overall in terms of total average time.And of those 6
Romanian border crossings, the waiting time at the Moldovan-Romanian border (Leuseni-
Albita) had the worst performance,and was significantly higher than any of the others (1032.9
minutes). This has a significant impact on the performance of Moldova’s trade corridors.

Anecdotal evidence suggests that there are issues with both Romanian Customs and the
Romanian Border Police.The Romanian Border Police regularly hold vehicles in“no man’s
land,” which adds significant delays without affecting the official statistics on the Romanian

side. Part of the problem is certainly that this is an EU border; with high levels of scrutiny

and control, as discussed more in the full report. However; this is clearly not the only reason.
Romania’s BCPs compare poorly to other EU BCPs, such as Estonia-Russia and Poland-Belarus.
As Moldova’s external trade has shifted westward over the last decade, these problems have
become both more obvious and more pressing.

USAID.GOV TRADE CORRIDOR ASSESSMENT | 1



COMMODITY ANALYSIS

The complete report includes analysis of four specific commodities: perishable fruits,
wine, textiles, and auto parts. These goods are subject to various aspects along
Moldova’s trade corridors that could impact performance differently. For instance:

e Perishable fruits are agricultural (needing phytosanitary certificates), require
cold storage, and must have fast and reliable transport times. Border crossing
times are unreliable and vary throughout the season, but long lines at the borders
put perishable goods at risk of spoilage. International supermarkets also impose
steep fees on deliveries made outside of scheduled drop-off times. Additionally,
high cost and limited knowledge of air and sea shipment options for perishable
goods discourage producers from exporting to new markets in the Middle East
and South East Asia. Transport costs of refrigerated containers (reefers) are much
more expensive than regular containers: according to one source, exports of
reefers from the Fish Port cost 72% more to Baltimore, 43% more to Dubai and
40% more to China;according to a second source, exports of refrigerated goods
from Odessa cost more than double non-refrigerated containers for every port
we quoted.

e Auto parts include both imports and exports. As exports, they are often high
value and “just in time” goods, which face heavy fines if they arrive late to their
destination. Thus, border delays put producers at risk of high penalty fees for late
deliveries.To avoid issues with driver rest time, some transporters use teams of
two drivers per truck, at a higher cost.

e Textiles are a high volume, containerized export, and the Moldovan textile
market relies on imports for most of its inputs. E-commerce transactions are
growing in this sector; however, high air transport costs and inefficient customs
procedures constrain producers from expanding this area of their business.

e Wine is a heavy good that faces SPS requirements and can be transported via
both containers and tank-tainers in bulk; in bottles, it is also breakable, and this is
sensitive to road and rail conditions. Wine producers noted that the numerous
documentation requirements add costs and can delay shipments.Also, increased
shipping costs to Kazakhstan and Kyrgyzstan due to unusable trade routes
through Ukraine have hurt sales.

TRADE CORRIDOR CONSTRAINTS

The costs of transport on Moldova’s trade corridors are higher than they should be
due to a variety of factors that can be summarized into a few main topics, as shown in
Table 3.

12 | TRADE CORRIDOR ASSESSMENT USAID.GOV
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INFRASTRUCTURE ISSUES

The overall condition of much of Moldova’s transport infrastructure is poor and in
urgent need of rehabilitation, largely attributable to deferred maintenance. In 2017,

Moldova was ranked | || of 137 countries in quality of transport infrastructure by the

World Economic Forum with the quality of its transport infrastructure receiving a
rating of only 2.7 out of 7.0 (see Table 4). In particular, Moldova’s road infrastructure
(its most used infrastructure accounting for 71% of trade in 2017) also scored and
ranked poorly, receiving a 2.5 out of 7.0 and a rank of 132 out of 136 countries in
2016 and 128 of 137 countries in 2017. Many of Moldova’s roads need rehabilitation,
and in some areas new road infrastructure—ranging from roads to bypasses—is

required to make traffic flows more efficient.

TABLE 4. COMPETITIVENESS OF MOLDOVA’S TRANSPORT INFRASTRUCTURE,
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2016-2017

METRIC I;\(;)AIIEIKING gggRE %I;IKING ggSRE

Quality of overall infrastructure 110 of 136 3.1 of7.0 102 of 137 330f7.0
Quality of transport infrastructure N/A N/A 111 of 137 27 0f7.0
Quality of roads 132 of 136 250f7.0 128 of 137 250f7.0
Quality of railroad infrastructure 70 of 136 27 0of7.0 71 of 137 2.7 of 7.0
Quality of port infrastructure 127 of 136 220f7.0 126 of 137 240f7.0
Quality of air transport infrastructure 94 of 136 390f7.0 86 of 137 4.1 of 7.0

Source:World Economic Forum’s Global Competitiveness Index, 2016-2017 edition and 2017-2018 edition.
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Among other infrastructure needs:

e the railway faces significant track maintenance and rehabilitation needs and
improved rolling stock.

e Chisinau International Airport (KIV)’s cargo terminal needs significant upgrading
in order to handle freight, especially high-value or perishable goods.The two
Balti-area airports are not ready to handle traffic in their current conditions,
with studies required to determine the merits for investment; both airports have
significant investment needs ranging from runway lighting to runway or terminal
development.

e GIFP requires additional handling equipment and dredging, which is also required
for Moldova’s inland waterways.

e the country lacks multi-modal inland terminals, cargo consolidation points, and
inland customs clearance points; while there is interest in establishing a logistics
hub, a study is needed to determine its feasibility.

The lack of sufficient quantity and quality of infrastructure has many impacts on the
performance of Moldova’s trade corridors. For instance, while there are 30+ BCPs,
cargo is disproportionately diverted to corridors with good access roads and BCP
infrastructure, creating congestion at up to 7 BCPs while rendering others under-
utilized (see Figure 2). Competition for trucking services is limited on routes with
poor road conditions, such as to GIFP, as poor road conditions lead to increased
breakdowns and truck maintenance costs, thereby increasing the cost of trucking
services. Due to poor air sector cargo infrastructure as well as high prices, many
traders have abandoned use of the sector altogether.The same could be said for the
railway sector, which has seen volumes drop from nearly 3 billion metric ton-km in
2005 to only 793 million metric ton-km in 2016.' The reliability of transport services,
as well as high times and costs, also impacts which products can feasibly be exported.

This leads to the question of why is Moldova’s infrastructure so poor, despite the
increased focus on trade? The answer is complex, but stems from years of deferred
maintenance, which, simply put, is a result of funding issues. These range from lack

of available funds, particularly since the banking crisis, to misuse or inefficient use of
funds (see the recent Road Fund audit report), along with a lack of private sector
investment. The country has struggled to attract private investment in infrastructure,
and the country’s two highest profile public-private infrastructure transactions—

the port at GIFP and the airport concession at Chisinau International Airport—

have demonstrated the need for improving the Public-Private Partnership (PPP)
framework, shortcomings of which may be addressed through recent amendments to

' World Bank WDI.
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the PPP legislation. Further, when funding has been available, there have been delays
in procurements and construction, such as with the road to GIFP that was only 3%
completed by its scheduled construction end date, leading to a re-procurement in
2018 and a five-year delay. Finally, the lack of proper regulations, or poor enforcement
of existing regulations, have made problems worse, such as the common problem of
overloading trucks, which eventually damages both trucks and roads.

What can be done?

e First,Moldova should consider developing a comprehensive freight logistics
master plan, consisting in part of a set of feasibility studies and financing options
to make it easier for the Government of Moldova (GoM), international funding
institutions (IFls), and potential private investors to prioritize projects.

e In parallel, Moldova should work to increase the use of private sector funding and
public-private partnerships (PPPs), including ensuring full and open tenders and
proper oversight of procurements.

e Infrastructure investments should first prioritize improving access to key BCPs
and ports, including GIFP. Once key trade corridors have sufficient infrastructure,
the second phase should be to improve access to secondary crossing points to
alleviate congestion.

e To avoid further degradation of infrastructure, the National Agency of Auto
Transport (ANTA) should be given the resources to properly conduct its
regulatory functions, including enforcement of axle-weight violations.

e Moldova should also work to implement the suggestions in the audit of the Road
Fund.

e In regards to aviation, accelerating improvements to the cargo terminal at KIV,
or providing minor investments into handling equipment in the meantime, would
improve short-term performance.A feasibility study should also be conducted to
assess rehabilitation possibilities of Balti-area airports.
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TRADE FACILITATION ISSUES

The largest issue in terms of time to trade across many routes is related to BCP
queues. For instance, for trips to Western Europe, we estimate that over 40% of

the transit time can be spent at the borders. For a trip to Bucharest, long queues at
Leuseni-Albita can result in 90% of the transit time across Moldova being spent at the
border.

From our assessment, we found a wide disparity in terms of the overall performance
of border crossings both between locations and at the same location, depending on
day and time of travel. Taking the busiest BCP Leuseni-Albita as a case in point, the
total border waiting time can vary between | hour and more than 24 hours. Since
Leuseni-Albita is by far the most important BCP (see Figure 2), this means that a large
variable element is thrown into Moldova’s external trade.As noted above, border
delays increase transit time, reduce corridor reliability, and increase transport costs.

It is clear that many of the problems and excessive delays occurring at Moldovan
BCPs are outside of the control of Moldova’s Customs Service (MCS) and other
regulatory authorities. For instance, as discussed above, the Moldova-Romania border
is an external entry/exit point to the EU, which creates complications. But also as
noted, the overall waiting time for goods entering Romania generally take significantly
longer than at all other external EU BCPs.This is not to say that some improvements
cannot be made in the operation of Moldova’s own border regulatory controls. They
clearly can. In the full report, we provide a series of specific recommendations which
should not only deliver some savings in terms of processing times and costs but also,
critically, should allow MCS and other agencies to improve their overall performance
in terms of improved risk management and meeting their objectives in terms of
revenue collection and protection of society. For example, Moldova and Romania
could jointly develop a cross-border vehicle appointment system, similar to the
systems at the US-Canada, Estonia-Russia, and Lithuania-Russia borders. Combining
pre-arrival notification, arrival slots / virtual queues, license plate recognition systems,
RFID, truck staging areas, and waiting time (queue) electronic notification capabilities,
these systems have been successful at reducing border processing and queue time.
Our case study below describes some of the technology solutions used along the
borders of other countries, solutions that can potentially become available via a PPP
approach.
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FIGURE 2. MAP OF TOP MOLDOVAN BCP WITH NUMBER OF TRUCKS IN 2016

Cenlta - Soldrean)

Brics] . Ressopend Tadvesn b N*
i) gAY Otaci - Mohyliv - Pndilhl.';yi
. 97,250 trucks

- Cmra 5 Ma.mallg:a

kil

Suteas g

Sculeni - Sculeni
e 2% '////
|..u ||| lﬂllgﬁ trucks 4 illll‘-l Udﬂhnﬂt
F i, 3 ; ESH1 // 3‘.5 lT tl"llcks
i Lw;eni Albita hig
‘& . 23%
Iﬂ 716 trucks
Bacay
G Bl
Tiim Cahul - © . = Lunga - Malolaroslaey
S L‘““j':t Ceadir-Lunga * Novis -Trolani
Crossing Poin
Trucks y Tudora - Starokazacie
100 . Girgiulegti Porc Mirnoe - Tabakl 10%
1,000 @ g

et . 86,587 trucks

Famivksn

10,000 .

Clymichiol * Dolinscoe
" Giurgiulesti - Reni
Giursi“hiﬂ G“'“ﬂ e 4ﬁ'm:|:
e
51,877 trucks
100,000

H 40 B0 150 Kilometers

B e

Source: Data from Moldovan Customs Service/Border Police. Nathan 2018.

USAID.GOV TRADE CORRIDOR ASSESSMENT | 19



=
<
eSS
=1
<
z
-
=
<
(%]
=
[}
o
IE
o
o)
=
O
ac
o

ASYMMETRICAL INFORMATION AND LACK OF
INFORMATION SYSTEMS

In the modern business environment, information systems and networks play a critical
role in the efficiency and, ultimately, cost-effectiveness of trade corridor and logistics
performance. Lack of such systems, along with other market inefficiencies, can lead to
problems of asymmetrical information, which increase the time and cost to trade and
limits traders’ abilities to access new markets. For instance:

e Traders and transporters have a more difficult time finding one another and
matching return loads, which increases transport costs

e Traders spend more time looking for trade information and completing
paperwork

e Transporters do not have the systems to efficiently plan routes
e Traders and transporters cannot track and trace shipments

e Customs brokers cannot access their guarantee limits or usage without physical
interaction with customs officials

e Transporters do not have accurate information on real-time BCP queues
In this regard, Moldova lags behind international standards in several regards including:

e Collection and publication of statistical data

e The version of ASYCUDA (Automated System for Customs Data) currently being
used
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Lack of online services (i.e., ANTA has a One-Stop Shop which cannot be
accessed online)

Lack of transport corridor monitoring

Moldova can consider the following recommendations that would improve access to
information:

Development of a Trade Information Portal

Develop and pilot a GPS or Radio Frequency Identification (RFID)-based truck/
cargo tracking system

Develop an app building on Moldovan Border Police waiting times to include total
queue /processing time and allow mobile access, and consider developing a cross-
border vehicle appointment system, as described above

Upgrade ASYCUDA and increase functionality

Develop a corridor development committee, or at a minimum, build relationships
with regional ports and corridor players affecting Moldova’s trade corridors to
allow for better sharing of information

Implement e-signatures for Eastern Partnership (EaP) countries
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ACCESSTO CREDIT AND FINANCING ISSUES

Access to affordable and sustainable financing was an overarching theme that
emerged in the interviews conducted in the course of our fieldwork for this Trade
Corridor Assessment (TCA).There are financing constraints at all levels, whether it
be at the national government level or the level of an individual farmer. Key issues
include the following:

Government: Reliance on loans and funding from IFls for infrastructure
investments. Lack of sustainable funding for the railways, roads, and airports.

Transporters: High interest rates and down payment requirements are a barrier
to buying trucks, and lead to the purchase of more affordable used trucks, which
have higher operation and maintenance costs. Based on interviews, the average
truck age in Moldova appears to be in the range of 6-10 years, compared to

[-3 years for foreign trucks. One transporter indicated that 15-20% of his costs
were comprised of financing. Others stated that they pay a minimum 30% down
payments plus interest rates of 10-20%, compared to loans in Romania with no
down payment and interest rates of 3-7%.

Traders: Since the banking crisis, IFls have stopped guaranteeing letters of credit
in Moldova. It is expensive and difficult to get letters of credit without these
guarantees.VWhen traders have to pay transporters or input suppliers upfront, it
leads to cash-flow issues. One trader also mentioned having to move shipments
from Odessa to GIFP due to the perceived risk of shipping through Ukraine and
its impact on financing; this process increased their transport time by |+ weeks.

Farmers: Moldovan banks now have a low risk tolerance, and the conditions are
too stringent for farmers who often have limited credit histories, or poor credit
histories due to past crop losses (and lack of available insurance). Farmers also
are not able to lease agricultural equipment and have trouble getting loans to
purchase it. Further, they note that cash payments are an issue in their industry
and would like better use or requirement of e-payments. These issues have led to
a greater uptake of microfinance and trading companies, both of which come at a
substantially higher cost. This situation also reduces the ability of small farmers to
export profitably.

Customs Brokers: Customs brokers have to put up guarantees for transit
cargo until it is cleared by customs. Since the banking crisis, it is harder for
brokers to get access to affordable credit/credit limits, and banks want hard
collateral at rates of over 100%.
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This TCA is not tasked with providing recommendations on how to improve
Moldova’s capital and banking markets, but the Moldova Structural Reform project

is in the progress of developing a separate report addressing some of these issues.
But where banking reforms will take time, there are some areas where other sectors
can make changes that would positively impact access to financing. For example,
MCS can reduce the guarantee requirement for Authorized Economic Operators
(AEOs) from 100% to a lower amount. It could also introduce a deferral system for
the payment of duties (this is already being done for AEOs). The GoM can facilitate
private sector investment and PPPs by improving the regulatory framework and
financing feasibility studies aimed at attracting investment. Agricultural associations
can require e-payments.The Organization for Small and Medium Enterprises Sector
Development (ODIMM) can be expanded to include loan guarantees for traders and
other participants in the logistics sector.

USAID.GOV TRADE CORRIDOR ASSESSMENT | 23



NEED FOR INSTITUTIONAL AND REGULATORY
STRENGTHENING

A final, cross-cutting theme is the need to improve the institutional structure
governing the transport and logistics sector, as well as to strengthen the regulatory
environment. Moldova has a number of options to pursue, but the global practice
seems to be a combination of assigning logistics sector responsibility to an existing
agency, in combination with a national logistics council consisting of private and public
sector representatives.While the details of such a structure should be ironed out

in the course of an institutional assessment, the agency should have broad decision-
making power on matters of strategy, investment, marketing and promotion, and
performance monitoring, with a national logistics council serving in an advisory
capacity.

Moldova should also ensure that it has supportive policies and regulatory frameworks
that generate trade and improve conditions in which freight is processed or moved.
This action would mean improving the capacity of the Ministry of Economy and
Infrastructure (MokEl) to develop regulations concerning the logistics sector, and of
other agencies to enforce these regulations.

In terms of regulations, a major improvement to the road sector would be to
liberalize the market, removing the need for authorizations. A secondary issue is
developing standards and requirements for the freight forwarding industry.

To properly conduct its regulatory enforcement functions of the road sector, ANTA
needs trained staff and proper equipment such as weigh stations. This process also
includes increasing ANTA’s use of technology and management information systems.
For example, the One-Stop Shop should be moved online, and the industry should
move towards developing a logistics management and freight tracking system using
technology such as GPS trackers or RFID.

The planned Calea Ferata din Moldova (CFM or Moldovan Railways) restructuring
should move forward, separating the freight, passenger and maintenance
responsibilities, developing a regulator, and allowing private sector investment.At the
same time, the MoEl will need to find ways to finance the passenger subsidies and
track maintenance costs previously cross-subsidized by rail freight.

The Maritime Authority should be established as planned, and should begin with a
mandate of improving environmental, safety and port state control, as well as ensuring
fair competition. One of the agency’s initial goals should be to get Moldova removed
from the Paris Memorandum of Understanding’s blacklist for port state control, which
shows a lack of proper regulatory enforcement and negatively impacts the country’s
image.
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Finally, Moldova should further promote air transport liberalization and competition,
new routes, increased services, and air connectivity. Private operators, in coordination
with the Moldovan government, should effectively promote and improve quality
standards for freight handling at its international airports.

STRATEGIC ENABLERS AND ACTIONS

The last section of the full report outlines a strategy for Moldova to pursue in order
to improve logistics sector performance. The strategy consists of seven strategic
enablers and associated goals and actions. The strategic enablers include:

—_—

Improving the Logistics Sector’s Institutional Effectiveness

2. Ensuring Supportive Policies and Legislative and Regulatory Frameworks
3. Improving Trade Facilitation

4. Developing Efficient and Productive Infrastructure

5. Providing an Efficient Transport Logistics System

6. Facilitating Sustainable Financing

7. Logistics Sector Promotion

The seven enablers as a whole constitute 25 strategies and 71 actions. Each enabler’s
goal, strategy rationale, and the strategies to be executed for each are provided in
the full report. Specific implementing actions are also provided, and those entailing
projects supporting implementation are presented in the form of 3| project profiles.
Ultimately, the promise of this strategy is that it focuses on providing logistics
services and assets while aligning and strengthening finances, people, systems, policies,
processes and administration. Because setting a course for success requires the right
craft and crew, the strategy calls for adjustments to the institutional arrangements
intended to provide a coordinated and collaborative sector improvement strategy,
engaging public and private sector stakeholders. Enabler | is thus a critical enabler, as
it addresses the changes required to ensure that Moldova can institutionally anticipate
and respond to issues and opportunities the sector faces. Through commitment to
the strategy, Moldova will realize its highest potential as a country offering industry
best standard logistics services and assets.The 3| project profiles are summarized in
the table 5.
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CONCLUDING REMARKS

In summary, Moldova’s trade corridors face a wide array of issues, which affect the
time and cost for Moldovan traders and transporters to move goods.

e Chisinau - Giurgiulesti - Constanta:

— Time: poor access road and rail infrastructure add |-2 hours by road and
several days by rail; lack of dredging can lead to delays in river transport; lack
of port handling equipment increases port handling time; queues where BCP
and port converge; infrequent container feeder service can increase transport
time by a week; lack of online and trade related e-systems increases time to
trade.

— Cost: high truck maintenance cost and increased transport time due to poor
road conditions increases cost; limited trucking companies willing to travel
route leads to higher prices due to lack of competition.

e Moldova - EU:

— Time: poor road conditions to the borders combined with limited services at
secondary BCPs lead to congestion at key BCP and increased road transport
distances to reach the BCPs; several BCPs require additional access lanes,
leading to queues; long queues at BCP due to insufficient resources; no OSBP
at many borders; high incidence of physical inspection for LCL adds several
hours of transport time; no mutual recognition of AEO; transit times limited
by regulation when hotter than 30C; different rail gauges in RO/MD limit
possibilities for rail and increase time; KIV cargo terminal needs rehabilitation
and equipment; Balti and Marculesti airports require substantial infrastructure
investments; use of IWW requires dredging; lack of online and e-systems
increases time to trade.

-~ Cost: limited civil aviation capacity leads to high prices; BCP delays impact
transport costs; issues with access to affordable credit increase trucking costs;
high trucking costs to Constanta port due to high container guarantee fees
and transport time; nominal informal fees at BCP; additional costs of physical
inspection; higher truck and road maintenance costs due to lack of axle-load
enforcement.
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e Moldova - Odessa/Chornomorsk/Fish Port:

— Time: poor road conditions in both Moldova and Ukraine, as well as “no
man’s land” between the BCP; access to Palanca BCP on Moldovan side is
through a village; lack of technology used by Ukrainian customs; no freight
rail service through Transnistrian region due to complexities and high costs
of 3 systems for such a short distance; no IWW; poor road conditions in
Odessa port; main public truck access gate to Odessa port is not operational
requiring a detour through EuroTerminal at 20+ minutes; Moldovan shippers
can’t use e-signatures in Ukraine; delays when authorizations are exhausted;
lack of online and e-systems increases time to trade.

— Cost: poor road conditions lead to increased maintenance costs; rail through
Transnistrian region is too expensive to be a competitive service; informal
fees when authorizations run out; extra fee to Euro Terminal ($15) to enter
Odessa port; high cost of Transports Internationaux Routiers (International
Road Transport) (TIR) limits use.

e Moldova - CIS

-~ Time: poor road conditions in both Moldova and Ukraine; delays when
authorizations are exhausted; some delays at northern BCP; southern BCP
have delays during peak periods such as grain harvest; detouring around
Transnistrian region adds to transport time; Transnistrian region-shippers
face additional time to go to Causeni for customs processing; have to detour
through Belarus (instead of traditional Ukrainian route) to get to Russia and
Kazakstan; lack of online and e-systems increases time to trade.

— Cost: some informal fees at BCP and checkpoints (outside of Moldova);
higher informal fees when authorizations are exhausted; lack of axle weight
enforcement increases maintenance costs; increased distance to Russia/
Kazakstan increases cost; shippers from Transnistrian region face additional
road use fees in Moldova and costs of going to Causeni for customs
processing.

Despite the challenges described above, this is an exciting time in terms of Moldova’s
trade corridors, with many ongoing reforms and planned projects ranging from
implementation of trade agreements to infrastructure reconstruction projects to
restructuring CFM, the Moldovan railway. The transport logistics and trade facilitation
environment is evolving rapidly, and it seems like there are new developments every
day. For instance, it was just announced that Moldova and Ukraine are liberalizing
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their air and road transport markets with one another.These evolutions will continue
to make it easier for Moldovan traders to import goods and reach new export
markets. In fact, the fastest growing export markets in 2017 were Asia and the US—
very different than the historical markets of nearby CIS countries and Romania.

As Moldova endeavors to reach new markets, new challenges will continue to

arise, and the sector will have to be ready to face these challenges in order to take
advantage of new opportunities. While sufficient, quality infrastructure is surely a pre-
requisite to trade, as trade corridors expand and markets grow, the service markets,
trade facilitation, and the regulatory framework will become increasingly important.
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