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ABSTRACT
Chinese Prime Minister Xi Jinping announced his infrastructure development plan
in late 2013, this plan was initially called OBOR, but the ever increasing number
of routes available in the Eurasian continent has led to changing the original name
to BRI (Belt and Road Initiative). This plan emerged in a very important historical
period for China given that has recently overtaken the United States as the first
global power in terms of GDP. With this initiative, China aims to strengthen its
presence into the Eurasian Continent, involving 68 countries, more than 60 per
cent of world’s population, and 40 per cent of the global GDP.
Many actors are involved in this plan, funding and financing infastructure
constructions, taking over foreign private companies and trying to accommodate
the Chinese overcapacity. A better connection of capital, people, cultures provided
by the infrastructures built as part of this initiative is among the greatest advantage
of this ambitious plan. On the other side, the lack of transparency by Chinese
financial institutions and the numerous loans conceded to already struggling
economies, has put some countries to doubt about what is the actual goal of this
initiative, pointing out this instrument as part of Chinese soft power policy.
As part of the Belt and Road Initiative, most of the resources will be deployed to
facilitate goods, people, and cultures connection through the construction and
enhancements of railway infrastructures.
According to the study “The New Silk Route – opportunities and challenges for
EU transport”, about 3 million TEUs currently transported both by air and by sea
could be shifted to the railway mode, taking advatange of the greater efficiency
this mode of transport can gain as a consequence of the investments related to the
BRI. Investing in the railway system will undoubtedly lead to outstanding
advantages, since the of transport goods by rail would guarantee up to 90% less
CO2 emissions, greater speed than maritime freight and, more savings than air
freight. With these features, rail freight can be referred to as the right compromise
among the different mode of transport.
The sectors that will benefit most from the development of Eurasian rail freight are
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those producing time-sensitive goods, such as e-commerce, car-component
manufacturers, textile, which account for more of three-quarters of the value of
China’s export to EU. If China allowed to transport chemicals and petrochemicals
via rail, this would represent a big opportunity for rail freight.
Among main challenges facing stakeholders in the railway sector it is necessary to
remember: applications for greater railway capacity, timetable planning, real-time
information, dealing with infrastructure charges and customs.
Eurasian rail freight corridors are basically divided into Northern Corridors and
Southern Corridors. Northern Corridors are shorter in length and are located along
Kazakhstan, Russia, Mongolia, Belarus, and Poland. These corridors are evolving
rapidly, and the greater amount of goods is carried on them, thanks also to the
shorter transit time (16-17 days on average).
Southern Corridors, mainly deployed in Central Asia, need a lot of work to be
done. Nevertheless, the resolution of political instability in key countries such as
Iran and Ukraine and the exploitation of the intermodal transport system (through
the Caspian Sea and the Black Sea) could lead the Southern Corridors to manage
an ever increasing volume of goods, according to the study conducted by the
consulting company Roland Bergen.
If Europe and China do not cooperate, the efforts made by both sides will be
useless. Both sides know that if they want to streamline railway operations between
the two continents, efforts must be made by both parties. Through the funding
instrument called CEF, whose has granted €24.05 billion for the period 2014-2020
and it is predicted to increase to €30 billion for the following period 2021-2027,
the EU aims to considerably enhance its railway infrastructures. This also thanks
to ERTMS, which allows to manage, control, and secure rail traffic in order to
ensure interoperability with a unique system among all European Countries.
Moreover, the TEN-T Enlargement provided by the European Commission in
2018 will expand the outreach even in countries bordering with Asia, such as
Georgia and Azerbaijan. Border crossing terminals are a very important topic,
given that at the moment Malaszewicze/Brest border crossing terminal between
Poland and Belarus welcomes the majority of Eurasian trains with a share of above
-5-

90 per cent, compared to other interconnection points. Hence, it will be
fundamental to discover other interconnection points in order to avoid bottlenecks
and congestion.
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CHAPTER 1
BELT AND ROAD INITIATIVE: General Overview

1.1 Introduction
China has been considered for a very long time as a country isolated from the rest
of the world. Its politics, culture, and economics were totally different from the
Western ones and the Chinese population did not want to put in place any
collaboration with the Europeans and the Americans.
Western economies, on the other hand, saw China as the "Manufacturer of the
World" due to the low cost of labour and the feeble regulation of the work. For
years the situation has been this, and nobody of the western world has lifted any
kind of concerns regarding this situation but now things have changed.
The Chinese population is about 1.4 billion people, namely more than 18% of the
global population and is going to become the largest economy of the world with
Nominal GDP of US$ 105,916 billion compared to US$ 70,913 billion of the
United States, according to the long-term macroeconomic forecast from The
Economist Intelligence Unit.
Figure 1. Nominal GDP: 2014 vs 2050

source: The Economist Intelligence Unit
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From this important chart, we can easily notice that the heart of the global economy
will shift from West to East and this change will have several implications.
Many infrastructures need to be built to accommodate this shifting from Western
to Eastern, in particular to Europe towards Asia.
Concerning the study led by The Economist Intelligence Unit has emerged that
China is not the only one which is likely to experience huge growth, generally
speaking, all the Asian countries will continue to rise, accounting for 53% of
Global GDP by 2050.
However, China is already the biggest economy in the world if we consider the
GDP in Purchasing Power Parity Terms, taking into consideration cost of local
goods, services and inflation rates of countries, according to the book Future is
Asian written from the author Parag Khanna. Now It is up to China to abolish its
capital control and open its currency to foreign speculation, letting Yuan rise and
overtaking the US at market-exchange rates.
What does this mean?
China will be richer than any other countries and this implies that its political
power within international institutions will surely rise, as well as playing a bigger
role in the world stage, China will have to address several global problems. To do
this China can't continue to behave as a single entity but has to boost the
cooperation with the rest of the World, in particular, Europe.
Given that the United States seems not to want to cooperate, the primary objective
for China is to strengthen the relationship with the other major economic leader:
Europe.
To increase cooperation and spreading the overcapacity of China's economy, the
First strategy that the Chinese prime minister has announced in 2013 is The One
Belt One Road (OBOR). This Investment plan aims to improve transport
connectivity between Asia, Europe, and Africa.
This strategy implies the development and the creation of two main routes: Belt
refers to the road and railway traffic while Road is everything concerning the
maritime traffic.
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Some of these routes already exist, others will be created with a huge amount of
investment lent from China and banks specifically created for this project.
This paper aims to provide an overall view of the so-called Belt and Road Initiative
with the main actors involved, strengths and weaknesses. Great attention will be
put on the belt aspect, namely the railway freight.
Last but not least, what are the positions of China and Europe towards countries
that lie among these two global powers and which represent the really crucial part
of this very ambitious plan.

1.2 From OBOR TO BRI
Chinese prime Minister introduced for the first time this initiative in September
2013.
The original name “OBOR” stands for One Belt One Road which indicates two
unique routes of communication, one by road and the other by sea.
At the beginning Chinese broadcasters presented this initiative as two land routes:
The first starting from the big city Xi' An, going through Kazakhstan, Uzbekistan,
Iran, Turkey, Romania, Russia, Belarus, Poland and finally arriving in Germany,
precisely in Duisburg. While the second, passing south of the Black Sea, going
through Iran and Turkey.
On the other side, there was the sea route, this basically starts from one big Chinese
harbour town like Quanzhou or Guangzhou, sailing along the Indian Ocean until
Africa, then arriving in Europe through the Suez Canal with Venice that would
have represented the final destination of the Chinese mega-ships.
From the first images displayed on the local broadcasters, it was easily noticed that
this Chinese strategy aims at touching all the so-called Eurasia Area, including all
countries between Europe and Asia that have had not so much historical
importance in the global economy.
Overtime has been clear that this plan had a wider range than initially supposed.
Now there is a hierarchy constantly evolving of arches and nodes with cumulative
effects on the entire network, this means that OBOR is still under construction and
-9-

maybe is not the same as displayed earlier.
It is more correct to call this initiative not OBOR but BRI which stands for Belt
and Road Initiative, and with this definition are comprised of all the different
routes and countries that are along the way between Europe and China, and also
Africa. In fact, China has preferred not to limit its outreach only to the countries
initially included in the project. On the contrary, it has left the way open to discuss
further agreements with other countries.
China firmly believes in this initiative so much that they have defined it as a gift
for humankind.
While the Chinese are promoting their initiative around the world, also through the
Belt and Road Forum that has reached its second edition this year, which goal is
to promote an international cooperation platform, a stronger partnership network
and to push for a more reasonable and balanced international governance system;
some are sustaining that is not as it seems and with this strategy the Chinese
government is addressing the smaller countries into a kind of debt trap.
As emerged by the second Belt and Road Forum, the numbers of this plan are quite
big, and 37 leaders of different countries have already joined Chinese President Xi
Jinping in signing an agreement ensuring the start of the collaboration within the
framework of the BRI.
Since the start of the Belt and Road Forum on the 25th of April, more than US$ 64
billion worth of deals had been signed and 283 “practical outcomes” had been
achieved.
As it has been said earlier, BRI is not an affair only between Europe and Asia, at
the moment are in the works other projects also in Africa, Latin America and even
the Antarctic. Such things underline the complexity and the global perspective of
this initiative, and especially the Chinese ambition to strengthen its presence on
the international stage.
At the moment 126 countries and 29 international organizations are part of the plan
and collaborate inside it to boost connectivity, trade and people-to-people
exchanges.
A very important step of Xi Jinping’s policy was made in March when Italy
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became the first of the G7 group, namely the world most advanced democracies,
signing the deal. That doesn't mean that China will suddenly start building bridges
in Italy, but it does potentially put Rome in line to benefit at some point. Surely,
for China, this is a massive win.
On the other hand, things do not seem to be the same for Italy, as pointed out by
many.
For example, France has not signed any Memorandum with China, such as Italy,
but managed to sign commercial contracts like the sale of 300 Airbus planes to the
People’s Republic of China worth €30 billion. For this reason, criticism emerged,
defining the Italy-China agreement as more appearance than anything else.
Despite this potential opportunity both for China and Italy, the criticism of Italy’s
move has already started. The US is sceptical that the endorsement will bring
sustained economic benefit to the Italian people, but controversy or not, the belt
and road is forging ahead, and this further agreement, albeit it is not worth so much,
will be added to the other deals for a total sum worth more than a trillion US
dollars.
Some observers say also that countries are starting to see the possible economic
benefits of this project but to convince the other big western democracies to accept
Beijing's grand plan a lot of work needs to be done, especially now that China and
the US are fighting a sort of trade war.
Investments made even before the launch of the Belt and Road Initiative
demonstrate the China’s long-standing interest in Europe, like in the case of
Piraeus port in Greece, owned for the 51% by China's state-owned COSCO (China
Ocean Shipping Company), which has seen its European ports ranking shifting
from outside the top 15 in 2007 to sixth busiest last year.
Another example of the cooperation supplied by Chinese could be the case of the
Smederevo steel factory in Serbia, this company was founded in 1913 and onefifth of the Smederevo population was somehow linked to this place.
Yet the factory was plunged into a crisis and risked going to bankrupt due to the
fierce competition and not so well-prepared management.
In this scenario, the Chinese company HBIS (Hesteel Group Company Limited)
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signed a deal with the Serbian government for the purchasing of the Smederevo
steel factory, then renamed Hesteel Serbia which occupies 5,000 people.
The steel plant began to deliver profits by the end of the year, the first time it had
in the past seven years.
In order to achieve that result, after the takeover, the Chinese company selected
the best technical staff to revamp and repair the old facilities in the factory, while
the top management from Serbia was invited to China for training.
Smederevo Mayor Jasna Avramovic told in an interview at Xinhua news agency
that the Chinese enterprise has found a way out for more than 5,000 people and the
city's unemployment rate has dropped to 6 percent from 18 percent. She also added
that thanks to this change, of course, the city is making progress in developing and
enhancing education. This is only one of the several investments made over the
years by the Chinese in European companies, in Italy is remarkable the takeover
of the famous tyre producer Pirelli.
After having provided an insight into the number of this enormous plan with two
examples of how this cooperation works, it is now time to analyse how all these
things are feasible, more specifically, who are financing these investments? How
will China implement its connectivity plan through land and sea? What do they
mean when speaking about foreign investment? How does China reach
cooperation with other countries?
Clearly speaking, there a lot of people and interests involved, after all, it would not
have been possible given that funds and loans for these projects reach more than a
trillion US dollars (US$ 1,000 bn).
For these reasons already exposed, the Belt and Road multi-layer structure are so
articulated.
The actors involved realized how difficult it was trying to develop a strategy that
worked not only in one country, even though China is one of the biggest, but a
strategy concerning three different continents.
FINANCIAL PROTAGONISM
As said before, Belt and Road Initiative implies investments that have reached
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more than one thousand billion dollars so far.
But more important is to understand which institutions are backing this project and
where do these loans come from.
For this project, the main sources of financing are essentially four:

1. Asian Infrastructure Investment Bank (AIIB)
2. The state-owned Silk Road Fund
3. The policy lenders China Development Bank
4. Export-import Bank of China
1. Asian Infrastructure Investment Bank (AIIB)
This institution was founded in 2016 to sustain the financial needs of the Asian
Infrastructure, specializing in the energetic and transport sector, key elements to
ensure development in the Asia-Pacific Region.
This institution is a multilateral development bank which is backing, among other
things, the BRI in boosting trade between Europe and Asia, and beyond.
At the moment, AIIB has a lot of members, more than 1001 approved members
worldwide including the European Union that is the second most powerful entity
after China representing 26.06% of the votes. Other participating countries are
Austria, Denmark, Finland, France, Germany, Italy, Luxembourg, the Netherlands,
Poland, and many others. As we can see some members do not belong as recipient
countries regarding AIIB’s actions.
Every country member of the World Bank or the Asian Development Bank can
join the AIIB, and members are divided into two categories: Regional (countries
belonging to Asia or Oceania) and Non-Regional.
The AIIB's governance confers more power to the countries classified as
"Regional", in particular to the biggest shareholder of the bank: China. The
Articles of Agreement (AOA) give accurate indications about the number of shares
of each country according to the classification regional – non-regional and the
1

https://www.aiib.org/en/about-aiib/index.html
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economic dimension. On the whole, non-regional countries cannot exceed 25% of
the total shares.
For many decisions such as the approval of new members, the election of a new
president, capital increase and modifications in the board of directors, 75%
majority is required so China, given its 26.06%, can apply the veto on this type of
decisions.
Since its establishment in January 2016, AIIB has invested US$ 7.5 billion in 35
projects according to the site infrastructureinvestor.co. Even if the bank has
distanced itself from the BRI in order to start operating autonomously, developing
the New Silk Road remains one of its core activities.
In June 2016, during an international meeting, the president of Asian Infrastructure
Investment bank, Jin Liqun, declared that even though they are contributing to this
purpose, the bank was not created for exclusively supporting BRI projects.
Despite Jin Liqun’s statement, the projects actually supported by the bank are in
most cases included in the area of Belt and Road, A lot of them are in the ChinaPakistan economic corridor, a central component of the BRI.
Speaking about the sum invested, AIIB has financed approximately $2 billion for
nine projects regarding participant countries of the belt and road initiative.
In the table below are shown some of the investments already backed by AIIB.
Figure 2. First nine investments of AIIB

Source: Asian Infrastructure Investment Bank – January 2017
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This institution works in synergy with the World Bank, offsetting the help supplied
by the latter and allowing even the most ambitious and the most complicated
projects to be developed.
The Asian Infrastructure Investment Bank has several financial instruments with
which provides its support to the development of the infrastructures:
• Sovereign Backed Financing: Is a loan granted from a Member State
• Non-Sovereign Backed Financing: This formula covers all the loans granted
by a Non-Member state.
• Equity Investment: The bank can do direct investment in the company's
equity, be it private or public, the investment can be in the form of
subscription of common shares or convertible loans.
All these investments cannot exceed 30% of the company's stake and AIIB can
assume the control of the company if its investment is at risk.
Great Britain, Germany, France, and Italy have decided to be part of this Bank
because they want to guarantee their companies the best investment opportunities
in the main markets and the possibility of benefiting China's foreign investments.
AIIB is a great opportunity to generate profits and support the development of
infrastructures in the Asiatic continent.
2. Silk Road Fund
During the opening ceremony of the first edition of the Belt and Road Forum,
China promised to contribute another 100 billion yuan, namely US$ 14.5 billion
to the Silk Road Fund.
Silk Road Fund was announced on November 8th, 2014 at the Asian Pacific
Economic Cooperation (APEC) Meeting in Beijing when President XI announced
that China would contribute US$ 40 billion to the Silk Road Fund.
The founders of this Fund are the Central Bank of China (65%), China Investment
Cooperation (15%), the Export-Import Bank of China (15%) and the China
Development Bank (5%).
Silk Road Fund is an investment fund for mid to long-term development, the
investment focuses on the countries in the Belt and Road region, particularly those
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in Central Asia, South-East Asia, South Asia, West Asia, North Africa, and
Europe. However, the Silk and Road Fund does not have strict geographical
restrictions.
Funding is open to projects that can present mutual benefits to all parties and fit
the principles of the market.
By mid-year 2017, the fund signed up 15 projects and pledged a total investment
of US$ 6 billion.
The

investment

funds

infrastructure,

resource

development,

industrial

cooperation, and financial cooperation. The Silk and Road Fund continues to seek
investment opportunities in high-tech, energy conservation, environment
protection, and new service industries.
The fund wants to promote environmentally friendly development and seeks
mutually beneficial with other financial institutions and enterprises.
To choose where to allocate their resources, in the Silk Road Fund is present an
Investment committee, among other things it is also responsible for the activities
related to its investments and about a potential exit.
The process to follow when the fund is asked to evaluate an investment includes
project selection, project reserve, preliminary review, the preliminary approval,
final approval, and post-investment management.
The post-investment management phase underlines how important is to maintain
ties with the partner of that investment, seeking medium long-term development.
The post-investment relations represent the true goal for the fund and are maybe
the best opportunity to create value.
As in the Asian Infrastructure Investment Bank, even in the Silk and Road Fund,
there are several types of investment. Equity investment includes direct investment
in greenfield and brownfield projects, participation in mergers and acquisitions,
subscription to IPOs and investment in preferred shares. There is also a debt
investment in the form of bonds. Moreover, the fund can create sub-funds to invest
independently.
Other than investing in infrastructure is important to say that the Silk Road Fund
are investing also in western companies as shown by the investment in Pirelli.
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3. China Development Bank
During the Boao Forum for Asia the president of China Development Bank, Mr.
Zheng Zhijie said that CDB2 has already financed more than 600 projects regarding
BRI with an amount greater than US$ 190 billion.
At the end of 2018, businesses about Belt and Road represented more than 34% of
the total bank international businesses.
To support the BRI initiative, China has injected a massive amount of capital into
Chinese public financial institutions. CDB enjoys a very low cost of borrowing,
given that their bonds are treated like the Chinese Government debt with very lowinterest rates.
This mechanism allows banks to cheaply lend money to the firms involved in the
construction of the BRI initiative. The fact that China's state-owned enterprises can
borrow money at low-cost implies that those enterprises have a big advantage
against foreign companies when competing in a tender, as happened in 2015 when
a Japanese firm lost out its Chinese counterpart in a bid to build a high-speed rail
project in Indonesia.
As written in the CDB's 2018 annual report, one of the eight operations area of
China Development Bank, precisely in the 6th position, regards the Belt and Road
and all those strategies allowing for Chinese enterprises to “Go Global”.
Some of the latest investments backed by CDB are, as reported in the annual report:
1. "Shymkent Oil refineries" upgrading project, the project upgrades the oil
quality to meet the local demand for clean oil products. Working with the
Kazakh Development Bank, provided US$ 265 million.
2. Extension of credit lines to Bank of investment and Foreign Trade of
Argentina (BICE). CDB gave US$ 150 billion to local borrowers in
Argentina in order to boost agriculture, new energy and promote
development in the country.
3. Jakarta-Bundang High-speed rail, this project connects the Indonesian
capital with Bundang, cutting the traffic time from nearly 4 hours to 40
2

China Development Bank
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minutes.
Among the US$18 billion loans the bank lent in the BRI last year, they supported
also the SMEs in the BRI countries.

4. Export-Import Bank of China (EXIM Bank)
The import-export Bank of china's loan balance related to the Belt and Road
projects increased 37 percent year-on-year in the first six months of 2018,
according to the article written by Janne Suokas in the media company GBTIMES.
The total value projects of US$ 19 billion backed by the bank has turned into an
agreement, this confirms the total support by Exim Bank to the project.
As we can easily find in the 2017 Annual report, it is clearly expressed that Exim
bank is actively involved in implementing the BRI and facilitating coordinated
development in regions around China.
Among all the Chinese financial institutions, they are really involved in
implementing policies for cutting overcapacity, reducing inventory, deleveraging,
lowering costs, and strengthening areas of weakness.
The Mombasa-Nairobi Standard Gauge Railway is a railway that connects the city
of Mombasa with the capital of Kenya Nairobi; this project was completed in 2017
and was supported by Exim Bank.
“To implement China’s development strategy, we were actively involved in
pursuing the Belt and Road Initiative and facilitating coordinated development in
regions around China. With promoting the building of the Belt and Road as our
priority, we gave strong support to “bringing in” and “going global” endeavors",
from this statement in the Annual Report Exim Bank reaffirms its commitment to
the initiative, defining BRI as its priority.
The Bank financial services cover over 90 countries in the ASEAN, South Asia,
Central Asia, West Asia, Africa, Latin America, and the South Pacific regions, the
investments consist of building railway, highway and regional aviation networks.
Some of the investments supported by the bank are:
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• China-Maldives friendship bridge is the base for an economic take-off for
the Maldives and its population.
• Doraleh Multi-Purpose Port and Livestock Terminal in Djibouti is a key
point for the Belt and Road Initiative, in particular for the maritime
freight. Djibouti has one of the major international freight shipping lines
connecting Asia, Africa, and Europe. This port is the largest port made by
Chinese companies in North-east Africa.
• Extension of Southern Expressway in Sri Lanka, this project is part of Sri
Lanka’s road development plan. This infrastructure will connect the two
major ports of the country, facilitating trade within the country and
promoting China-Sri Lanka economic relations.
• Budapest-Belgrade Railway is a flagship project allowing to better connect
the two countries (Hungary and Serbia). This project is going to better local
cities economies and foster Europe railway development, which is also the
first railway project in Europe made by Chinese.
• Maputo Ka Tembe Bridge and Related Link Roads in Mozambique, after
completion of this landmark project, this bridge is the largest long-span
suspension bridge in South-Africa, connecting the capital of Maputo and
the region of Ka Tembe and promoting Mozambique economic
development.
• Jatigede Dam In Indonesia, the dam helps prevent water shortage in the
drought season and provides irrigation water for about 90,000 hectares of
farmland.
But projects involved are not exclusively infrastructure, as demonstrated by the
tanker backed by the Exim-Bank for transporting of oil and chemical products.
This is also an environmentally-friendly and energy-saving vessel equipped
with the most advanced technologies. This will contribute to strengthening
China's shipping industry.
All these projects are helpful and will help the Chinese companies in their "Go
Global" endeavors.
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After having illustrated the major sources of funding and financing, is clear that
the scenario is very complex; a lot of institutions involved and with them
countries: the biggest stakeholders.
The investments cover a lot of Eurasian areas and also Africa and Latin
America, the interest involved are countless and going through all these things
is sometimes very difficult, also because a lot of interest implies delays in the
development of the projects.
In the chart below is possible to summarize what written in the previous part
and having an idea about what are the figures involved e and how many
countries are backing these financial institutions.
Figure 3. Financial Institutions involved in the BRI project

Source: RSA report 2018

Beijing’s willingness to invest in the infrastructure development of involved
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countries is clear, also as an instrument to accommodate the Chinese
overcapacity in Eurasian countries.
The Chinese government has established several instruments to support all
these projects such as the Silk Road Fund and the Asian Infrastructure
Investment Bank with the support of the Bank of China and The China
International Trust and Investment Corporation.
When it comes to these figures is always easy to find some people that do not
agree on some topic or that have raised the question about what would be the
real goals of this Initiative, but this topic will be dealt in the following
paragraphs.

INTERNATIONAL COOPERATION
As said many times, Belt and Road is an enormous initiative involving a lot of
Countries. No one could accomplish similar projects alone without aid.
For these purposes, the Belt and Road Forum for International Cooperation has
been created. Chinese prime minister Xi Jinping has been repeating a lot of
times that the BRI was born in China but belongs to the whole World.
In the last edition of the BRI Forum 37 state leaders attended, other than the
Secretary-General of the United Nations, the IMF president, and about five
thousand foreign guests.
It is the largest infrastructure development project in history, according to
recent studies made by BHP3, world-leading resources company, BRI is going
to involve 68 countries, more than 60% of the world's population and 40% of
the world's GDP.
Europe and China are developing a trade based on bilateral agreements, more
than 60 agreements have been signed since 2014, thanks to this strategy China
can adapt its strategy following previous agreements stipulated.
The list of participating countries is very long, the first natural solution is
South-East Asia where China realized and is realizing huge infrastructure
3

https://www.bhp.com/our-approach/our-company
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projects in Cambodia, Myanmar, Malaysia, Indonesia, and Singapore. They
would also like to build a canal along the Kra Isthmus, the narrowest part of
the Malay Peninsula.
Pakistan is maybe the country where the BRI presence is more visible, the
country is considered by China as the front door for the Indian Ocean, for this
reason, they are building the port of Gwadar.
Moreover, China has signed powerful agreements with Saudi Arabia
demonstrating the Chinese ability to speak with both Middle Eastern rivals
(Iran and Saudi Arabia).
The other way is Central Asia, the former republics of the Soviet Union are
fully integrated into the initiative, thanks also to the competition reached with
Russia.
A particular role is played by Kazakhstan which is considered from Beijing as
a crucial link between Asia and Europe, therefore fundamental for the creation
of the so-called Eurasian continent. The collaboration with Astana is very deep
and is realized even in third countries, like the Democratic Republic of the
Congo.
“Belt and Road opens a new space for growth in the world economy, it creates
a new platform for international trade and investment and provides new ways
for global economic governance and contributes to the well-being of people in
many countries” these were the words pronounced by Xi Jinping during the 2nd
Belt and Road Forum for International Cooperation.
So far international trade rules have been shaped by Western countries, Chinese
companies hope that through their massive investments, China will gain a
greater say in these rules, to make them better serve Chinese businesses. This
is not a minor aspect and helps to understand why the bilateral agreements
signed by the Chinese government are so important and powerful for its
Economy.
And what about European countries?
Europe is the obvious destination of BRI’s terrestrial ways. When the project
started in 2013, the Eurasian trade reached US$ 1.8 trillion, twice the
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Transpacific trade and three times the Transatlantic one.
Among the countries that have already adhered to this plan are Poland, Czech
Republic, Slovakia, Romania, Estonia, Latvia, Lithuania, Slovenia, Bulgaria,
Greece, Hungary, and Portugal.
The New Silk Road’s guidelines have been already arriving from the Piraeus
and Rotterdam ports and from through a 12,000 kilometres long railway
connecting Chongqing to Duisburg, in Germany.
Chinese Ministry of Foreign Affairs has also promoted the CHINA-CEEC
(17+1), this initiative includes Eastern countries and Balkan ones, along with
China.
Europe, which is an historical American ally, needs Chinese investments but at
the same time cannot erode its relationship with the United States of America.
The big challenge is to influence the Chinese project, shaping and adapting it
to the general principles of transparency and competitiveness, granting at the
same time the safeness of Europe’s strategic sectors. This is a very complicated
effort that Europe cannot avoid trying.
Related to this topic, European Council has adopted new regulations aimed at
providing useful mechanisms for controlling foreign direct investment in the
EU. These mechanisms will enable cooperation between Member States and
the Council in order to exchange information and potentially raise concerns.
New regulations are expected to strengthen the control of FDI, as stated in a
press release dated March 5, 2019.
A little focus on Italy could be certainly made given that was the first G7
country to officially adhere to the Belt and Road Initiative.
This happened during the Italian visit of the Chinese politician Xi Jinping,
between the 21st and 23rd of March. Italian Prime Minister Giuseppe Conte
attended the 2nd Belt and Road Forum as did his predecessor Paolo Gentiloni
in 2017 with the first Belt and Road Forum.
Conte said that the agreement would be an opportunity for Italy and for the EU,
the excuse for introducing European standards on financial, economic and
environmental sustainability. Italy could perform a cooperative role and at the
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same time shape the Chinese project, making this initiative more “digestible”
for the Western world. In the best possible scenario, Italy could pave the way
for a managerial role in the EU and Western world about BRI.
The areas of cooperation between Italy and China are infrastructures, energy,
telecommunication, civil aviation, and e-commerce.
In March Italy and China signed 29 agreements, 19 of them are institutional
agreements while the remaining 10 are trade arrangements.
The nineteen institutional agreements signed are:
1. Silk and Road: on a collaboration in the New Silk and Road, especially
regarding the maritime route. These agreements indicate the ports of
Genoa and Trieste as key stages for the 21st century maritime route.
Given their strategic geographical position, they are hypothetically at
the end of the maritime connection between Europe and China. China
Communication Constructions Company, a large Chinese infrastructure
construction company, will in fact collaborate with the two Italian port
authorities in the management of tenders and logistics.
2. Startup: promotion and collaboration regarding innovative startups
between the Italian Ministry of Economic Development and the Chinese
Ministry of Science and Technology.
3. E-commerce: cooperation in the e-commerce sector.
4. Taxation: Agreement between the two governments to eliminate double
income taxation and to prevent tax avoidance.
5. Citrus fruit: Regulation on the export of fresh citrus fruit from Italy to
China.
6. Cultural heritage: Regulation on theft prevention, clandestine
excavations, import, export and illegal trade of cultural goods.
7. Archaeological remains: Italy agrees to return 796 Chinese
archaeological remains.
8. Healthcare: collaboration between the Italian health Minister and the
Chinese one.
9. Meat Export: protocol on inspection, quarantine and health
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requirements for the export of frozen meat from Italy to China.
10. Bovine seed: protocol on exportation requirement of bovine seed from
Italy to China.
11. Political Consultation: the agreement between Italy and China
regarding bilateral consultation.
12. Unesco Sites: promotion, conservation, knowledge, appreciation, and
fruition of Italian and Chinese sites part of the Unesco’s heritage list.
13. Scientific Cooperation: improving cooperation in order to obtain a better
result in scientific, technology and innovation fields.
14. Covenant of Twinning between Verona and Hangzhou for the
promotion, appreciation, and fruition of their Unesco’s sites.
15. Wine-Rice Twinning: agreement for the promotion, appreciation,
fruition of the Langhe-Roero and Monferrato wine-growing areas and
Honghe Hani famous for its rice terraces.
16. Space: protocol on the “China Seismo-Electromagnetic Satellite 02”
mission.
17. Radio and Television: memorandum of understanding between RAIradio television Italiana and China Media Group.
18. Media: Agreement on Italian service Ansa-Xinhua.
19. Research: memorandum of understanding between ToCHin Hub China

Global Philanthropy Institute and China Development Research
Although this Chinese Initiative is proving very successful, there are, obviously,
some countries that do not take kindly to China's expansion project, the major
exponent of this trend is undoubtedly the U.S.
The United States thought they could successfully bring China in their orbit, but
this has proved as an illusion. With Barack Obama and Donald Trump, the U.S.
has identified China as the main rival and consequently the Belt and Road as a
threat to be fought.
It is rumored that the U.S. entered in "cold war" mode, even if an agreement on
duties would be found.
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The main reason is that the U.S. thinks that the Belt and Road is not an
infrastructural development project, but a geopolitical action in order subvert the
world rankings where the U.S is the most important for a long time.
The United States leverages on the ancient diplomatic ties with the western world
in order to prevent the rise of the Chinese development project. This because
Americans fear the growing influence of Beijing in the world, particularly in Africa
and Eurasian.
Given this scenario is possible to introduce the next two paragraphs where the
strengths and the weaknesses of this project will be compared. As easily
understood the U.S., together with India, are the major exponents on the threats
regarding Beijing’s initiative, while countries that are receiving large sums of
money such as, for example, Kazakhstan are the main promoters of this expansion
plan.
Are the concerns coming from the United States reasonable or are they simply
worried about losing their dominant position in the world?
Is this expansion plan very helpful for developing countries or will it be a debttrap in the future?
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1.3 Main Advantages of Belt and Road Initiative
In contrast to the old Silk Road, The Belt and Road Initiative guarantees important
investments also in Africa. The first permanent Chinese foreign military base was
built in Djibouti. In the African continent, Chinese investments are undoubtedly
helping the local population.
The Chinese investments do not refer only to East Africa but aim to influence
development also in West Africa, in fact, Beijing is investing a large amount of
money in countries such as Senegal and Angola. In the plans, currently not yet well
defined, there will also be a railway that should connect East Africa to West Africa.
One of the most important reasons to explain why China is investing so heavily on
the African continent is the access that this continent can provide China with on
natural and mineral resources.
One of the main examples is cobalt, essential for the development, among others,
of the electric automotive sector, 54% of the global cobalt resources are located in
Congo, in East Africa, and in 2018 China imported cobalt from Congo for a total
value of € 1,000,200,000, thus far separating the second-largest country India,
with € 3,200,000.
The “Cobalt rush” stems from the need not to be found unprepared when electric
cars will become the main product in the automotive sector, in fact along with
lithium, cobalt is the most important material for the creation of batteries.
China wants to become the global leader in the electric cars sector and for this
reason, it has been gaining significant steps ahead of the battery production.
In a nutshell, we can sum up the goals that China wants to achieve by implementing
this strategy in most of the world:
1) Connect countries, facilitate communications among governments.
2) Connect

infrastructures,

facilitate

freight

transportation

transportation among different countries.
3) Connect economies in order to increase trade volumes.
4) Connect capital to increase flows.
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and

people

5) Connect people, facilitate different cultures and education systems exchanges,
stimulate the sharing of technologies.
The word “connection" best represents the meaning of this initiative that is strongly
committed to its efforts to improve connectivity in the world, in particular from
East to West which has been very far for a long time, not exploiting all the benefits
which this approach is going to bring.
To facilitate connection China has to modernize and create transport routes linking
China with Europe, this will lead to the formation of economic growth “along the
way” and at the same time increase the Chinese economy.
The Chinese economy will increase thanks to new infrastructures deemed to
augment foreign trade which will be able to accommodate Chinese
overproduction, contributing to the development of lesser developed Chinese
hinterland regions which are going to be protagonists of the New Silk Road.
With the development of its internal transport system first and now with countless
projects to be implemented, Beijing have created a lot of jobs that are contributing
to increase wealth in the Chinese population, as reported by the media agency
chinadaily.com,

which interviewed the former vice-chairman of National

Development and Reform Commission saying that between 2014 and 2017 BRI
has provided more than 200,000 jobs to the local population.
The theme of local development is strongly felt by the Chinese population, even
though they are trying to sell this initiative as a gift for mankind, the Chinese are
well aware of the enormous benefits this policy can bring them.
The first aspect is related to the need of China's cities to open up more and attract
the talent they need in the process of developing the BRI. The second aspect
regards enterprises, at the moment the state-owned enterprises are vanguards while
the private ones are “fresh troops”. In some cities only state-owned enterprises take
part, but thanks to the BRI private enterprises are looking to play a bigger role
because this initiative is creating and will create huge opportunities in foreign
markets, especially in the African market.
In this context of improving connectivity and reducing transport costs, there are
some countries which could benefit greatly, for example, Italy that could gain
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advantages from its well-known “Made in Italy" brand in order to increase export
revenues along with BRI countries.
All these things listed above reflect a new vision in the Chinese foreign policy
which is characterized by an assertive behavior: defending the "national interest"
wherever it is necessary and also security (protecting Chinese firms and employees
abroad, especially in Africa).
Moreover, China is today the major provider of ODA (Official Development
Assistance) and FDI (Foreign Direct Investment) flows.
Thanks to this policy presented by Xi Jinping, a lot of investments have been made
and others will be realized.
Many countries have benefited from these projects, especially countries that would
never have been able to do it alone, for this reason, many people like to compare
the BRI as a 21st century Marshall Plan, even if the numbers involved are
somewhat different, as shown by this table.
Figure 4. Marshall Plan VS Belt and Road Initiative

Source: bhp

Although this image refers to 2017, the BRI was already seven times larger than
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US Marshall Plan4.
The increasing prosperity of recipient countries, where shortages of basic
infrastructures are one of the main obstacles of their economy, will provide
expanding markets for Chinese goods.
This is where the public opinion divides and the focus shifts from an outstanding
initiative to an harmful risk, Can the huge loans granted by Chinese institutions to
carry out these projects be repaid by the beneficiary countries or will they be
trapped by this debt?
This is maybe the biggest doubt that public opinion, especially in the United States,
is bringing on the table when it comes to the Belt and Road Initiative.

4

See: https://www.bhp.com/media-and-insights/prospects/2017/09/belt-and-road-initiative
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1.4 Criticism about the Belt and Road
Like everything in the world, Belt and Road initiative has its positive side but also
its negative ones.
As mentioned above, one of the most important problems of this initiative is what
the analysts define as the debt trap, basically countries receiving such great loans
that they are no longer able to repay.
The major example of this phenomenon is related to Africa: China is Africa’s
largest trading partner and has already spent billions of dollars in investment and
loans with the promise of much more to come, from roads and railways to ports.
The Chinese government is backing large-scale projects across Africa as part of its
expansion plan. The leaders of around 50 African countries have been in Beijing
for the Belt and Road Forum, there the Chinese president Xi Jinping offered them
60 billion dollars in new financing deals. Xi Jinping is also promising to waive the
debts of the poorest African countries; for this reasons China's media doesn't call
these loans, it talks about aids.
This definition is quite misleading because only 15 billion dollars are free of
interest, this means that Africa is going to pay interest on 45 billion dollars in loans.
Analysts say that people cannot be naïve at this point because countries are taking
on enormous amounts of debt, hugely inflated infrastructure projects, many of
which are white elephants before the start. Many shreds of evidence come from
Gwadar in Pakistan, Tonga, Sri Lanka who gorged on Chinese credit and then had
to disgorge when Chinese acquired the port in Hambantota.
Some countries seem to be moving away from Chinese projects, such as Myanmar
and Malaysia which claimed that investing in China had caused them to fall into a
“debt trap”. Other than distressing several BRI countries the problem of
unsustainable debt could discourage further projects.
Some countries are involving in projects that are too large compared to the size of
their economies, as in the case of Laos and Montenegro, and that, moreover
projects tend to come in bunches (port, airport, road, all to develop the same
region), which can make the overall package too large for the recipient’s GDP.
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This lack of diligence has led the World Bank to cancel a $265 million road project
in Uganda.
The example, as mentioned earlier, of Sri-Lanka's port of Hambantota is a wellknown proof of unsustainable loans provided mostly by the Import-Export Bank
of China. To escape the debt-trap, the port has been leased by the local government
to China for the next 99 years.
Recently also Pakistan ran into an economic crisis due to the enormous
investments for the BRI infrastructure projects which increased the public debt, for
this reason, Pakistan prime minister Imran Khan needs another bailout from
International Monetary Fund in the form of a 39-month loan of about $6 billion5.
Even in Laos, this initiative has raised discontent about the China-Laos railway
which is being paid 70% by the Chinese government and the remaining 30% with
loans from Chinese financial institutions, the dissatisfaction starts because this
project will cost $6 billion at the end, half of Laos’s yearly GDP.
Hurley et Al (2018) made research that has pointed out the most vulnerable eight
countries where high debt levels, low credit rankings and high likely borrowing
under the BRI could lead to a particular risk of debt distress.
1. Djibouti: IMF noticed that in just two years public external debt has
increased from 50 to 85 percent of the GDP, this level is the highest of any
low-income country. China has provided nearly $1.4 billion for Djibouti's
major investment projects. This is the equivalent of 75 percent of Djibouti's
GDP.
2. The Maldives: Three are the most important investments that are going to
represent the highest cost in public expenditure. These three projects have
an estimated cost of more than $1.2 billion with China heavily involved in
these initiatives.
3. Laos: This country is one of the poorest in Southeast Asia, despite its GDP
has been growing during the past years. The problem here concerns the
railway mentioned above project to connect China to Laos, which costs $6

5

See: https://www.bloomberg.com/news/articles/2019-05-13/why-pakistan-needs-yet-another-imf-bailoutquicktake
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billion, almost half of the country's GDP. Other than this expensive project,
the Laotian government is reported to have signed an agreement with China
Exim Bank for an additional $600 million for a hydropower project.
4. Montenegro: The situation of Montenegro is quite alarming, in 2018
Montenegro public debt was 3,891 million dollars, has increased 671
million since 2017 and his now ranked 145 out of 180 in the list of debt to
GDP according to the website countryeconomy.com.
The major concerns derive from the huge project: a motorway linking the
port of Bar, the main port in Montenegro, with Serbia that would integrate
the Montenegrin transport network with those of other Balkan countries.
The estimated cost for the first phase of this project was $1 billion but has
now risen to $1.1 billion representing over 25% of Montenegro’s GDP. The
project will be completed in three phases and IMF affirms that the second
and third phase should only go forward with highly concessional funds.
5. Mongolia: The destiny of Mongolia is strictly related to the good outcomes
of infrastructure investments which will facilitate export and increase
productivity.
To accommodate the Mongolian situation, China Exim Bank agreed in early
2017 to provide financing under its $1 billion line of credit at concessional
rates for a hydropower project and a highway project from the airport to the
capital, Ulan Bator. At the moment the hydropower project has been
stopped because the financing from China has been redirected to other
projects. This was not good news for the Mongolian government which is
now forced to tread a fine balance between austerity and infrastructural
development.
6. Tajikistan: This country has been described as “the first leg” of the land
strategy adopted in the Belt and Road Initiative. Despite being one of the
poorest countries in Asia, Tajikistan is ready to increase its external debt,
both at concessional and non-concessional rates, to pay for infrastructure
investments in the power and transportation sectors. Chinese foreign direct
investment wants to subsidize a $3 billion portion of the Central Asia-China
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gas pipeline which will pass through Tajikistan. Debt towards China is
Tajikistan's single largest creditor and it accounts for almost 80 percent of
the total increase Tajikistan's external debt over the 2007-2016 period,
Moreover, Tajikistan has recently issued $500 million in Eurobonds to pay
for new hydropower generating facility.
7. Kyrgyzstan: Like Tajikistan, also Kyrgyzstan is an Asian poor country with
so much external debt related to BRI investment projects. China's Exim
Bank is the single largest creditor with reported loans by the end of 2016
amounting to $1.5 billion, or roughly 40 percent of the country's total
external debt. There are a lot of investments in which China and Kyrgyzstan
are talking about, such as the construction of a chain of hydropower plants,
a China-Kyrgyzstan-Uzbekistan railway, additional highway construction
and the completion of the Central Asia-China pipeline.
8. Pakistan: Through China-Pakistan Economic corridor (CPEC), a collection
of infrastructures that are currently under construction throughout Pakistan,
Pakistan is of paramount importance in the BRI. The current estimated
value of CPEC is $62 billion, of which more than a half deemed to be
invested in energy projects, this huge sum of money should be backed by
80 percent by China. To make matters worse are the relatively high-interest
rates that are charged by China, Pakistan's rates are around 5 percent unlike
other loans granted by China Exim bank with 2-2.5 percent "concessional
rate".
There is the fear that Pakistan may ask the Paris Club for help, as has
happened six times in the past.
In the case of debt distress, China has provided debt-relief in a very selective way,
but it does not want to participate in the multilateral approach in the case of debt
difficulties.
The recipient economies are important to make sure that they are getting a good
interest rate and to build projects that benefit the host economy and not simply the
Chinese economy. On the Chinese side, though, most of this capital is coming
through the unilateral policy banks and leaving the multilateral system behind, this
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opens up a new set of risks that any Chinese capital coming to the Belt and Road
economies are exposed to the risk of local government debt in China.
If a country takes a loan from a Chinese policy bank, they are effectively taking a
loan from a Chinese local government, hence host economies are taking out loans
at not exactly preferential rates, raising the issues of the creditor’s risk and
exporting China’s domestic debt to external economies is very dangerous.
Lack of transparency is perhaps one of the distinguishing features of the Belt and
Road initiative. For example, everyone knows that is a gigantic project
development strategy, but no one knows for sure how big it is.
Neither the number of resources committed so far, nor the amount envisaged is
clear and exactly measurable.
Numbers mentioned are about $1 trillion to $8 trillion, considering a time frame of
20 years, but the formal pledges made up to 2014 to the Silk and Road Fund stood
just at $40 billion. This discrepancy is due because the large proportion of
financing comes from Chinese state-owned infrastructures and development banks
like the China Development Bank and the Exim Bank.
The peculiarity is that these banks do not disclose their lending sums and precise
terms are difficult to identify.
Even projects that are non-debt generating raise some questions, like the BTO
(Build Transfer Operate) arrangements, where the main obligation is to buy the
product at a predetermined price. Other projects are paid off in the formula of
natural resources according to agreed price formulas, and some are carried out in
exchange for a share of ownership in the mine, port or facility in question.
The terms of these agreements and how are the risks allocated are not specified.
This way of doing things is in contrast with how development finance is normally
provided through multilateral and bilateral channels.
Belt and Road Initiative would need a detailed and especially transparent program
that identifies objectives by a corridor and by country and in each case specifies
modalities.
A more transparent modus operandi would allow China to better evaluate its
investments and decide in a more responsible way where its resources should go.
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CHAPTER 2
SILK AND ROAD ECONOMIC BELT: Eurasian Railway Corridors

2.1 How is the BRI affecting rail freight?
Talking about the routes regarding the Belt and Road Initiative, are certainly
intended the maritime routes and the railway ones.
Maritime Silk Road has been the most utilized over the years and it will be even
in the future through the new name "21st Century Maritime Silk Road”, a network
of maritime routes connecting Asia with Europe and Africa.
According to the study “The new Silk Route – opportunities and challenges for EU
transport” provided by the European Parliament it is estimated that the total
maritime freight, westbound and eastbound trade flows accounted for 16 million
TEUs in 2016 (TEU is the industry term for measuring volumes of container
transport). However, is important to notice that the forecasts presented in that
research predict a double increase of flows to around 40 million TEUs by 2040.
But as a result of the improvements due to the Chinese initiative, some of the
freights that are now transported by air or by sea could shift to rail, in particular,
2.5 million TEUs from sea to rail and 0.5 million from air to the rail by 2040.
Increasing the number of TEUs carried by rail means 50/60 additional trains daily
and therefore a greater amount of data and procedures to be executed by rail
authorities, so rail services need a lot of improvements too.
The investments in the railway sector from the BRI can bring benefits to European
operators, shippers, and industries as well as the Chinese ones. Moreover, the
transition from air traffic to railway traffic is a good move in terms of sustainability
and CO2 emissions given that the railway put into circulation up to 90% less CO2
than air freight.
Other advantages can be the faster speed in comparison to sea freight, up to 19
days less, and cost savings given that rail freight is up to 6 times cheaper than air
freight.6
6

See:https://www.era.europa.eu/sites/default/files/eventsnews/docs/p3_mm_conference_dhl_va
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At the moment the most important trade flows by Europe from the Far East are
related to China, shipping carries around 11 million TEUs from the Far East to
Europe, even if, on the other hand, the value of goods being transported is not so
significant.
When airports and ports become congested, the railway can be the optimal
solution, but its limited capacity requires to use the latter only for certain goods.
As explained on the previous page, the railway can earn about 3 million TEUs
from the sea and the air. This increase in traffic will probably be delivered along
the corridor Kazakhstan, Russia, and Belarus and may be focused on high-value
freight. For other goods which do not require urgent shipments, sea freight will
continue to be the best solution.
To provide a useful understanding of how much freight transport has increased
between the Far East and Europe during the last years, the following two graphs
represent the volume of loaded containers expressed in TEU, both for countries of
loading and for countries of discharging.

Figure 5. Loaded containers from the Far East to Europe: country of loading

Source: MDST World Cargo Database
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Figure 6. Loaded containers from the Far East to Europe: country of discharging

Source: MDST World Cargo Database

“China to Europe” loaded containers has increased by eight-times between 1996
and 2016, rising from 1,000,000 TEUs in 1996 to nearly 8,000,000 in 2016. This
trend, despite not to the same extent, can be also viewed in other Far East countries
with the sole exception of Japan. Speaking about the country of discharging, as
clearly visible on the image above, Europe countries have increased their imports
from the Far East. Some countries like the United Kingdom and Germany have
almost quadrupled the volume of imports while others, although they have
imported more goods, have done so in lower quantities.
The volume of sea freight in the opposite direction, namely from Europe to the Far
East, has increased too, especially in China which rose from approximately
100,000 TEUs in 1996 to more than 2,500,000 TEUs in 2016. It is worth saying
that the containers from the EU to the Far East are mainly loaded in German ports
and secondly in Italy, France, the United Kingdom, the Netherlands, and Spain.
The volume of containerizable shipping traffic westbound from the Far East to the
EU grew by 235% between 1996 and 2016, equivalent to the average annual
growth of over 6.2% per year.
The research for TRAN Committee requested by the European Parliament’s
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Committee on Transport and Tourism, according with the MDS Transmodal’s
analyses on their World Cargo Database, has forecasted that the trade between the
Far East and the EU will grow by 80% between 2016 and 2040, equivalent to an
annual growth of 2.5% per year.
According to Seabury, a consultancy company providing trade and cargo
databases, the total rail freight between Europe and the Far East increased from
114,000 tonnes in 2013 to 511,000 tonnes in 2016, namely in three years a leap
forward of 448,25%.
Improved rail services and rail infrastructures, also due to the BRI strategy, can
make it possible to move certain quantities of cargo travelling from sea and air to
rail. It was also estimated that if a cargo sent by sea had a value higher than
€85,000 per TEU, it would be more cost-effective to send it by rail. Taking into
consideration the air freight, it has been shown that it would be more convenient
to send all that cargoes worth less than €550 per kilogram by rail rather than by
air, and to this end, is important to notice that the average value of air cargo is
currently approximately €200 per kilogram. This implies important implications
given that most of the shipments could be transferred from air to rail if railway
capacity were available between suitable points and the time of transit improved.
The combined shipments passing from air or sea to rail are almost three million,
considering that a 750-meter long container train can carry around 90 TEUs which
is 180 TEUs westbound and go back in one day, one more train multiplied by 300
days a year would guarantee an additional capacity of 54,000 TEUs. These figures
are so far from the 3 million hypothesized in the previous section, so it would take
50-60 trains per day, or 2-3 trains per hour, to accommodate the excess volume.
The initiative promoted by the Chinese government along with the European TENT corridors must adapt to ensure optimal efficiency and the fastest shipping times
within the Eurasian area. Analyzing the shipping times has emerged that shipping
times in the North Sea are up to one week longer than to the Mediterranean Sea,
for this reason, rail transport would be convenient for all those countries that are
placed in Europe north of the Alps, and the States bordering the North Sea and
Baltic Sea.
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As evidenced by the investments in Felixstowe Port – UK (1991), Thamesport –
UK (1997), Harwich Port – UK (1998), Heathrow Airport – UK (2011) and
Warsaw-Lodz Motorway – Poland (2011), the Chinese government has been
investing since before the Belt and Road initiative was established, in particular,
the investments made in United Kingdom, where the Chinese hold 100 per cent of
the first three ports listed above, dates back to the 1990s7. Important investments
in rail by the Chinese aim to make rail as a viable alternative to both sea and air,
because the rail mode has a huge potential, but there is high uncertainty as to which
kind goods can use this solution and what routes to use.
The enormous potential of the rail freight is given by the speed, a key parameter
which is extremely important in the trade between European Union and Far-East
to such an extent that time-sensitive goods account for more of three-quarters of
the value of China’s export to EU, and more than 60% of the EU’s export to
China8.
The most important sectors giving attention to time-effective shipments are cars
component, phones, and computers, as well as the fashion industry, where fastdelivery could be of primary importance. Moreover, rail transport offers a much
greener alternative to air transport for the most-time sensitive trade flows.
Analyzing the data, we have as main import products in the trade between EUChina: machinery and appliances (50.5%), followed by textile and textile sectors
(9.5%). These goods amounted to €199,299 million and €37,433 million in 2018,
respectively. Europe has instead exported to China machinery and appliances
(30.3%), followed by transport equipment (22.6%) and product of the chemical or
allied industries (10.6%)9, in 2018. These figures are quite considerable and make
China the EU's second-biggest trading partner behind the United States while the
EU is China's biggest trading partner with 12.8% of its total trade with the world.
The development of railway can also be an advantage for maritime operators,

7

Steer Davies Gleave analysis

8

United Nations conference on trade and development (UNCTAD)

9

European Commission, see:
https://webgate.ec.europa.eu/isdb_results/factsheets/country/details_china_en.pdf
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because even if they lose shipments of time-sensitive goods in favour of railway
due to the faster speed of services, they could send non-time sensitive goods,
extending transit times but reducing fuel costs and hence prices and reducing CO2
emissions. Moreover, cities along railway lines can benefit from the movement of
trains with the development of new industrial areas.
China has been heavily supporting railway services with enormous subsidies,
furthermore, Kazakhstan Railways (KTZ) has reduced tariffs in 2012 to stimulate
the movement of trains but has now agreed with Russian Railway (RZD) to keep
tariffs high. These subsidies are fostering westbound trade while eastbound is still
not so developed, it is also thought that Chinese subsidies will be withdrawn by
2020.
This should not be a concern because subsidies are usually used in the early years
of services when start-up costs may be high and demand may be low, when the
market grows and operators will be able to fill the capacity, rail operators will shift
from unfruitful to profitable. As said before, to be profitable, however, trade must
be developed in both directions: westbound and eastbound. For this reason, indeed,
prices that can be obtained in the market in each direction may be widely different.
Another very important issue on the development of an efficient railway
connection between EU and China could be the transit tariffs charged by operators
such as the above mentioned KTZ and RZD. The basis for setting these tariffs also
applied in the European Union, is that they should be based on marginal costs.
It is worth noting that for transit railways operators, this can be an opportunity to
profit from third parties, and they likely to consider this railway an opportunity to
maximize their profits rather than maximize the economic, social and
environmental value of the railway operation as a whole.
The chart 7 below, shows the imbalance in container traffic between several EU
member States and the Far East, in other words, the percentage of eastbound loaded
containers concerning those arriving.
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Figure 7. Balance in loaded container flows for selected EU Member States

when
Source: MDST World Cargo Database

This image showing no country can export more than two-thirds of what it imports,
this highlights two things:
1. An additional loaded container could be carried eastbound at additional
cost.
2. Belt and Road Initiative must aim to create favourable conditions that allow
European countries to establish trade agreements mainly with China and the
other countries in the Far East. For example, the memorandum of
Understanding signed last March between Italy and China10 could be a good
starting point to allow Italy increasing its eastbound loaded containers.
Other than fostering trade, MoUs (Memorandum of Understandings) should have
the task of streamlining custom arrangements to guarantee minimal waste of time
when crossing from a country to another.

10

Memorandum of Understanding between the government of the Italian Republic and the
government of the People’s Republic of China on cooperation within the framework of the Silk
Road Economic Belt and the 21st Century Maritime Silk Road initiative, see:
http://www.governo.it/sites/governo.it/files/Memorandum_Italia-Cina_EN.pdf
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The EBRD11 indicated the development of railways between Europa and the Far
East as an opportunity for the CAREC12 states. In addition to construction,
investment-related with the Belt and Road Initiative could create business
opportunities for investments in areas such as information technology and railway
rolling stock.
The South-East Europe Transport Observatory (SEETO)13 also intervened on this
topic, pointing out that Chinese financing could be an opportunity and an
advantage for European countries because although threatening EU financial
institutions, alternative sources of financing could bring benefit to countries
accessing these resources. This is true in the case everything goes well, on the
contrary, if China finances not very profitable investments because not backed by
strong demand, this could be a huge disadvantage for the European beneficiary
countries because they would be obliged to repay the debt without having positive
consequences from investments. Furthermore, European parties must focus on
really valuable infrastructure projects and not only be attracted to any kind of
project, even without social, economic or environmental benefits, just because
Chinese funding is available.
China can gain market power over the EU, though its economic size and its
importance as a trading partner, so the Chinese government can modify its trade
policy irrespective of its control of transport infrastructure, the capacity of price.
Local monopolies, besides, can seek to extract profit through traffic rates, leading
to high prices and low network utilization. In order to simplify things, the European
Union has established a One-Stop-Shop principle in which a single party sets a
price for, and negotiates access to, all the infrastructures a train service must pass.

11

European Bank for Reconstruction and Development

12

Central Asia Regional Economic Cooperation (CAREC) Program is a partnership of 11
countries (Afghanistan, Azerbaijan, China, Georgia, Kazakhstan, Kyrgyz Republic, Mongolia,
Pakistan, Tajikistan, Turkmenistan, and Uzbekistan). Development through cooperation is
promoted with the support of 6 multilateral institutions.

13

SEETO is a regional transport organization signed on June 11th, 2004 by the Governments of
Albania, Bosnia and Herzegovina, Croatia, the Former Yugoslav Republic of Macedonia,
Montenegro and Serbia and the United Nations Mission in Kosovo and the European
Commission.
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It has also occurred as part of the Belt and Road initiative that Chinese institutions
have taken up projects that were previously discussed with International Lending
Agencies (ILAs), this is the case of the upgrading of the main railway line in
Pakistan that was undertaken by a Chinese Party because they offered better terms
on condition that the upgrade was also built by Chinese contractors. It must not be
forgotten that this can represent an advantage for the country that wants to invest
because it can do so with more convenient conditions.
The way things are done is also worth discussing, particularly how Chinese
contractors work and whether they meet EU standards when working on BRI
projects. This can also be beneficial for Chinese contractors because they can learn
from the more expert European side and develop their standard in construction
activities and management practices. As a consequence of this, the European
Union will take advantage due to the limitation of environmental damages China
will do in transit countries due to its lack of experience.
The sore point is that Europe cannot impose its highest standards on the
construction or operations of railways in non-EU states such as Russia and
Kazakhstan. Furthermore, the EU can enforce its standards whenever projects are
financed by the EU, but, such in this case, projects are mainly financed by Chinese
banks and institutions.14
Europe must keep the Chinese focus high on it, to benefit as much as possible from
large investments, because if the Chinese government focuses elsewhere, Europe
can find itself with a lot of new infrastructures that may not be so useful if nobody
uses them to transport goods.
The improved accessibility between EU and China thanks to BRI projects will
bring not only a greater market for both parties but also an increase in competition.
The countries that are likely to experience this scenario are those most affected by
rail access from China, such as Poland and Slovakia, Hungary, the Czech Republic,
and Austria.
The velocity of time delivery, as said above, would be great for goods such as

14

See Chart 2 – Financial institutions involved in the BRI projects in section 1.2
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temperature-controlled foodstuff, or relatively time-sensitive goods such as
fashion or made-to-order-cars.
The importance of this has also been reinforced by the French shipping line CMA
CGM15 that announced that it will offer its trains carrying refrigerated containers
between Duisburg (Germany) and China. Even a cooled transport from Lyon in
France to Wuhan in Central China is now available, this service is managed by the
Chinese operator Wuhan Asia-Europe Logistics which guarantees two trains per
week in both directions.
This train, previously used only for electronic and textile products and used by
several French retailers such as Decathlon, will allow China to efficiently import
French grocery products such as wine, using rail services. Together with these,
Wuhan Asia-Europe is also helping French wine producers to promote their
products on Chinese online platforms. Given the fact Chinese are becoming one of
the key importers of frozen products from Europe, refrigerated services might
interest also logistics companies like DHL16.
Another important issue would be the availability of Chinese products, in fact,
many people suggest that Chinese companies may begin production not only in
their home country but also in transit countries such as Russia and Kazakhstan.
This could be a double-edged sword because it will make European consumers
more accessible to the Chinese industry, but the opposite is not true, namely
Chinese consumers will remain far away from EU products.
When it comes to the Belt and Road Initiative is of primary importance not to make
the same mistakes made with the TEN-T, that is, building the single market
without being outward-looking. When the TEN-T was established not so much
attention was paid on traffic flows back and forth for China.
To allow the Europe-China path being more integrated, investments need to be
done in key European transit countries such as Ukraine and Belarus.
Transport, logistics, and industry throughout the area covered by the Belt and Road

15

A leading member of one of the world’s three shipping alliances

16

DHL is the world’s largest logistics company, particularly in sea and airmail
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Initiative, including the EU, have already begun to adapt to ever-increasing flows
of goods with China and the Far East in general.
Within the EU, the different transport systems are well integrated among them, to
the point that, ports and shipping companies, and airports and airlines, already
deliver freight and cargo around the world using standard systems and processes.
Moreover, more and more ports and airports are handling increasing flows of
traffic between Europe and China without difficulty.
The real challenge is to make the railway system between the EU and China work
as it should. There is still some work to be done, Polish and German
infrastructure managers are working to provide regular rail services between China
and Duisburg17 in Germany. Duisburg handled 3.7 million TEUs in 2016, of which
only 100,000 on rail from China to Duisburg, about 3% is not an adequate
percentage considering investments that China and Europe have put in place.
Hereinafter the main issues infrastructure managers and rail and terminal operators
had to deal with to adapt to the new system:
1. Applications for railway capacity
2. Timetable planning
3. Real-time information
4. Deal with infrastructure charges and customs
In some cases, problems simply concern the use of very different documentation
languages such as Mandarin, Russian, or other languages; but it is also true that
this kind of stuff is the same as dealing with an additional official EU for serving
goods within the EU.
The growth of trade with China and the EU will surely affect transport, logistics,
and industry. For example, it will become common for Chinese companies to have
representatives or staff in the EU area, and the same for EU representatives in
China.
By sending their representatives abroad, Chinese and European companies will
optimize their arrangements. Furthermore, International organizations such as the

17

Duisburg is the world’s largest inland port.

- 46 -

IATA18, the IMO19, and the ICAO20regulates processes within the industry, the
arrival of China and its growing importance in these organizations is likely to
influence Chinese approaches and preferences.
The Belt and Road Initiative aims to increase trade and transport demand. This
could result in a greener way of delivering goods. The research made by the
European Parliament analyzed the CO2 emissions resulting from transport between
China and the EU by air, sea, and rail. From this research, it emerged that carrying
a TEU between China and the EU by container ship puts into circulation 0.5 tons
of CO2.
if rail gets a greater market share these figures will fall in the future and secondly,
if ships sail at lower and more efficient speeds, given that time-sensitive goods will
probably be delivered by rail, ships will have to concentrate on other goods where
delivery times are not a priority.
Although at the moment has been assumed that carrying a TEU between China and
the EU by a diesel train would result in emissions of around 0.7 tons of CO2, which
is 0.2 tons greater than ship transportation, the matter is completely different if
trains were electric, in fact emissions from trains completely powered by
renewable resources are close to zero.
Over time, this scenario could be a reality if the use of renewable resources and
adoption of electrification were verified, this also requires investments to
guarantee electrification along the BRI routes in countries like China, Kazakhstan,
and Russia.
Environmentally speaking carrying goods between the EU and China by air is a
disaster, is indeed estimated by the DEFRA21 that CO2 emissions in long haul
flights result in around 25 tons of CO2.
Passing from ship to rail would increase emissions by 0.2, but this is true as long

18

International Air Transport Association

19

International Maritime Organization

20

International Civil Aviation Organization

21

The United Kingdom’s Department for Environment Food and Rural Affairs
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as electrification would almost cut completely C02 emissions. So basically, the
emissions into the air would be reduced as a consequence of the transfer of the
TEU from air and sea to rail; this would be a milestone by the Belt and Road
Initiative.
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2.2 Eurasian Railway Corridors
Traffic flows between Asia and Europe have steadily increased over the twenty
years and are expected to rise still further.
Despite maritime transport accounting for more than 90%, rail transport is
predicted to increase in a significant way during the next years, although there are
some problems such as Disadvantages in border crossing, reliability,
infrastructure, and other factors.
Nevertheless, countries are investing heavily in order to ensure efficient railway
transportation either along the Northern routes and the Southern routes.
Business initiatives seem to want to promote new business routes and also connect
countries likes Turkey and Iran, just to give an example, towards countries
belonging to the historical Silk Road, through Southern routes.
Besides that, Europe is investing in its cargo rail infrastructures by creating
common standards, which are of primary importance in the execution of rail
transport along the nine RFCs22 and the Trans-European Transport Networks.
An excellent source for understanding these issues is the study commissioned by
the UIC23on the Eurasian rail corridors and their increasing importance in a future
context, also thanks to new initiatives announced every week with the scope of
enhancing the connection between Europe and Asia.
One of the big challenges of the Eurasian railway transportation is to create a viable
solution to connect new corridors with the nine already established European
RFCs.
Different graphs will be used to better understand the growing importance of
Eurasian railways for freight transport.

22

Rail Freight Corridors

23

International Union of Railways
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2.2.1 Rail Cargo Transportation Between Asia And Europe
In the last few years, the number of freight trains transport has grown significantly,
passing from about 300 in 2014 to nearly 1,800 in 2016. Consequently, even the
volume of goods has increased from 25,000 TEU to 145,000 TEU, namely an
increase of six times.
As shown from the figure below, the CAGR24 has grown of 140.4% between 2014
and 2016.
Figure 8. Transport between Asia Countries and Europe 28 via rail (Trains-LEFT and TEU-RIGHT)

Source: STUDY – Eurasian Rail Corridors: what opportunities for freight Stakeholders (UIC)

It is also worth noting that this growth is partly due thanks to the subsidies supplied
by the Chinese Regional Government, but this is not the only reason there have
been several improvements which have driven the volume development on the
Eurasian rail routes.
1. Reduction of transit time and increased punctuality
2. Increase in destinations to 15 in Europe and more than 16 in China
3. Targeting of suitable customers and Regions, e.g. Western China
4. Ease of border crossing through the common consignment note, Eurasian
Customs Union and local improvements
5. Upgrading and extension of infrastructures as in Kazakhstan's case
6. Significant decrease of theft and damage rates to a level now lower than sea
24

Compound Annual Growth Rate: it has been computed by the following formula ->
{[(Final Period/Initial Period)^(1/number of periods)]-1}*100
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shipping.
In the face of these several improvements, however, some factors have prevented
rail transport to acquire a significant market share. An example could be the freight
rates which have fallen significantly since 2011 for containers shipping by sea, this
reduction has led rail transport to be now, 3/4 times higher than sea transport.
The SCFI25 Shanghai – Europe ranged at around US$ 900 per TEU in the first half
of 2017 while in 2016 the SCFI for the same routes was US$ 750 per TEU, even
if at June 2019 the index was around US$ 716 per TEU.
Another aspect that played against the full development of rail transport is that
economic growth rates in China cooled down and the overall trade between Asia
and Europe stagnated in 2015 and 2016, this also due to the end of the building
boom and the consequent overcapacity of Chinese industry that threatened the
European one.
There is still room to improve the position of the railway in fields such as:
1. Reliability, this issue concerns mainly Europe. There is the desire for more
information about goods shipped (e.g. knowing if the train will be late in
order to plan differently and develop other solutions to satisfy the
customer)
2. balance of transport volumes
3. competitive pricing
However, mainly due to the Belt and Road Initiative large sums of money have
been invested to facilitate competition in services like railway transportation.
Currently, BRI supports rail cargo projects by financing activities on the existing
Northern Routes (e.g. subsidies for trains and new destinations) and making
investments in railway infrastructure and terminals along the Southern Routes, this
latter project is primarily conducted by the Development Bank in China, but also
Asia Development Bank and other financial institutions, as seen in Chapter 1, are
heavily involved.

25

Shanghai Containerized Freight Index: is a highly cited metric. It was created by the Chinese
Government in 2005 and was intended to bring stability to the freight industry, which is very
volatile.
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It is also important to keep in mind that the growth of the Chinese economy has
slowed down a bit, however, growth rates are still impressive when compared with
Europe, it is no longer at 8 per cent but a few percentage points below.
To understand which are the main corridors that should be able to successfully
connect Europe with Asia, this image could be of great help.
2.2.2 Main Eurasian Routes
Figure 9. Main Eurasian Routes

• Corridor 1: via Kazakhstan which is the most utilized and the shortest one.
This route can rely on well-established operations, high reliability and good
infrastructure. The Kazakh routes with the border at Khorgos or
Alashankou/Dostyk have a length of about 10,000 km and a transit time of
16 days.
This route represents the right compromise among all different mode of
transportation because the air-freight is fast but more expensive while the
sea-freight is cheap but very long.
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Kazakhstan is enjoying its geographical advantage, being located between
China and Europe, enabling it to serve as a gateway connecting the East and
West along the Silk Road, acting as one of the most important hubs between
these two continents.
The 130-hectare Khorgos Gateway, lying at the heart of Eurasia, is the
second-largest dry port26 in the world. In this port four to five trains from
China arrive every day, shipping all kinds of goods, from food to the latest
in consumer electronics.
Shipping the same kind of goods by sea lanes takes up to 50 days, but using
the railway requires only around 15 days, increasing transport efficiency.
The Khorgos dry port processed 2 million tons of cargo in 2016 and is
working to handle more. The Director for Commercial Department of the
Kazakhstan Railways said that they want to reach 540,000 TEUs per year
by 2020.
Khorgos is also becoming a thriving commercial market of its own. At the
shared free trade zone, Kazakh and Chinese people can cross the border
without a visa, buy goods at thousands of stores, including foods, clothes
and cosmetics tax-free.
Free flows of goods and people for Kazakhstan, the ninth largest country in
the world, shows how the BRI is an opportunity to diversify its economy.
Due to the different track gauges, trains have to do 2 transhipment: the first
on the border between China and Kazakhstan and the second is at the
entrance of Europe at Brest, in Belarus. As stated by Karl Gheysen, the
Director Europe of Kazakhstan Railways the transhipment time lasts 47
minutes for trains, so it is not so many relevant compared with the entire
trip's duration.
• Corridor 2: This corridor is called the Trans-Mongolian route, via
Manzhouli/Zabaykalsk is about 11,000 km length with a transit of around
17 days, a little bit longer than corridor 1. This last corridor represents,
26

Is an inland intermodal terminal directly connected by road or by rail to a seaport and
operating as a centre for the transhipment of sea cargo to inland destinations.
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together with corridor 1, the two fastest and most reliable ways to connect
Europe and Asia by rail. This route could be very useful in the future, given
that Russia proposed to extend the Trans-Siberian Railway from
Vladivostok via a newly constructed railway bridge over Shakhalin strait to
Hokkaido, Japan. This could be very important for the market share of
railway transport e would allow the transportation of high-tech products
from Japan to Europe via railway.
• Corridor 3: is waiting for improvements that it will enable to be a viable
way of communication between Europe and Asia. It is an alternative to
corridor 2 but weak infrastructures in Mongolia limit its capacity.
• Corridor 4: starts from the Russian city Vostochny and then it connects with
Corridor 2, namely the Trans-Siberian route. This route is a little bit longer
than the others with 11,500 km and transit time is 18/19 days. This route is
suitable for traffic from South Korea.
The following corridors belong to the Southern Routes. The Southern Routes
include countries of Kazakhstan, Uzbekistan, Turkmenistan, Iran, Azerbaijan,
Georgia and Turkey before reaching Bulgaria in the EU.
In order to establish a convenient service, some works must be done in the areas
of operations, pricing, tariffs and customs just as much agreements among the
States.
• Corridor 5: Is the first of the so-called Southern Routes. It stretches via the
Caspian Sea, in fact, can be also called Trans-Caspian Route. The transit
time is longer (19/23 days) due to the RoRo27 Shipping, in particular, the
first time for reaching Azerbaijan from Kazakhstan, crossing the Caspian
Sea. The second time RoRo shipping is cleared, it is when freight must cross
the Black Sea, from Georgia to the port of Constanta in Romania or the port
of Chernomorsk in Ukraine.
This is an alternative for traffic coming from Southern Europe, at the
moment is still at the early stages but in the future could be an eco-friendly

27

Roll-on/Roll-off shipping, the rail cargo is driven on/off the vessel
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solution for transport coming from South-Europe.
It is also possible to avoid crossing the Black Sea, by going through Turkey
and crossing Bosphorus Strait thank to the “Yauuz Sultan Salim” bridge or
through the railway line “Marmaray” and arriving in Bulgaria.
• Corridor 6: The last two routes are hardly used. The corridor 6 passes
through Tehran and arriving in the Iranian port city Bandar Abbas. The
length of this route is about 12,500 km and the infrastructures and routes
have to be developed to increase its limited capacity. Using this route trains
can potentially reach the Persian Gulf and important countries such as
Kuwait, Saudi Arabia, and the United Arab Emirates, otherwise, trains can
enter Europe from Turkey. With the first solution and the adoption of
intermodal transports, goods can be shipped from China to the Persian Gulf
with ships and then carried to Europe by rail; with this solution time and
pollution will be reduced.
• Corridor 7: The last route is the longest so far. It is about 13,500 km long
and with intermodal transport it could link India to Europe and, given the
growing economic power and its third world economic position by 205028,
this corridor could take on considerable importance in the future. This
special corridor goes from the Caspian Sea to Moscow and could potentially
connect also the Baltic countries.
There are different gauges along these corridors, usually, trains have to deal
with at least two gauge-changes because of China with standard gauge, former
CIS29 countries with broad gauge and then Europe with standard gauge again.
This has not been proved as a big concern anymore, obviously, these operations
take time, but the terminals can process and handle them relatively quickly.
Speaking about the transit time, nowadays there are trains able to cover the
distance from China to Europe in 14 days30, but the average transit time is 16/17
28

As explained in the first page, using the chart provided by the Economist Intelligence Unit

29

Commonwealth of Independent States: Armenia, Belarus, Kazakhstan, Kyrgyzstan, Moldova,
Russia, Tajikistan, Turkmenistan, Ukraine, and Uzbekistan. (ten former Soviet Republics)

30

As in the case of the Yuxinou Railway service; from Chongqing to Duisburg.
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days, as highlighted by the first two corridors explained above.
Overall, reliability has increased significantly over the last years and also the
quality of infrastructures, especially that of terminals in Kazakhstan and China,
thanks to the Belt and Road Initiative.
The southern routes are still of less importance nowadays, infrastructures still
need to be improved and can be considered as northern routes five/ten years
ago. In order to improve these links, many programs have now been established
by Development Bank in China, the Asia Development Bank, and many others.
For this reason, they are hardly used at the moment, moreover, using these
routes the distance from China to Europe is a little bit longer, nevertheless, they
can be established as a viable alternative, especially for traffics of southern
origin or destination.
How are these trains set up?
Chinese regional governments play a major role, they are aiming to facilitate
economic development and are establishing a logistics platform which tenders
out the organization and operation of trains. These trains are then subsidized
by these Chinese regions, sometimes up to US$ 250 per TEU. The objective of
these incentives is to generate more logistic activities and economic activities
in that particular region, there is even a kind of competition between the
different regions in China to establish themselves as a logistics hub.
How are these trains operated?
The sender has some transport needs, so it contacts the forwarder operator
which then goes to the logistics platform which organizes the train together
with the carrier railway. If required, terminal to door transportation is
performed by the forwarder operator.
The sea freight is partly compensated by the Chinese subsidization and part of
the growth would not have been possible without this subsidization granted
through BRI. These subsidies are expected to decrease in the next years, given
that some of them are planned until 2020.
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2.2.3 Potential of Eurasian rail cargo transport
The potential of the railway transportation was developed by a study of the
consulting firm Roland Bergen commissioned by the Worldwide Railway
Organization (UIC), data have been evaluated based on 2016 and forecast for 2027.
This study took into consideration 38 countries in Europe and Asia: the entire
European Union plus Japan, South Korea, China, Mongolia, and Kazakhstan.
South Asia (India, Pakistan, Bangladesh), Iran and Turkey are treated separately
as long-term upside potential.
Russia, Ukraine, Belarus, etc. are considered as transit countries.
From this research has emerged that in the next decade there will be a growth with
a CAGR of about 14.7%.
Figure 10. Forecasted growth in the base case between 2016 and 2027 [‘000 TEU]

Source: STUDY – Eurasian Rail Corridors: what opportunities for freight Stakeholders (UIC)

The different colours in the column indicate respectively the increase in rail
transport, the market share that rail will get from the sea, and the market share
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stolen from the air.
The rail itself is the volume of rail traffic just due to economic activity, based on
the assumption that the intermodal market remains constant. However, it is
believed that the intermodal market share will increase, and this is the shift factor.
The shift is due to improved infrastructures and operations, and handling
reliability, so better fulfilling the customer requirements. Growth is also because
certain goods will also be transported more by rail than today.
Some logics than could help to achieve the figures above-mentioned are:
1. Transit Time and Price
Speaking about high-value containers, what is valuable is not the pure
transport rates, rather is the time-saving that can justify the higher price of
rail instead of the sea. This factor, together with reliability represents the
real added value of this mode of transport.
2. Suitable Goods
Today, the growth areas for this kind of transport are, for instance, ecommerce, namely things that will be ordered from China via an internet
platform where the customer is ready to accept two/three weeks delivery
time for paying a lower price and here the rail with the transit time seen
before is an ideal solution. Customers are not willing to wait six weeks or
seven weeks for a parcel to be transported by sea. Other goods with growth
potentials are foodstuff and animal fodder, this kind of goods require
refrigerated containers, even from people who were interviewed by the
researchers, this could be an area of growth potential. Metal products,
vehicles and automotive parts will contribute to this growth. The
importance was also remarked by Edoardo Ziliotto, CEO of SFH, an
automotive parts producer which moved its plant to mainland China to
benefit from lower delivery times granted by train transportation.
Another recent example is delivered by Porsche, reportedly, the famous car
manufacturer would start delivering its cars by rail. Twice a week, a freight
train takes at most 88 Porsche sports cars in up to 44 containers using the
first two RFCs. With around 80,000 Porsche cars delivered to China each
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year, the Chinese Market is the highest-volume individual market for
Porsche, the Stuttgart-based company said in a press release in March.31
There are also chemical goods that could grow, however, in China it is now
forbidden to transport petrochemicals and chemicals via rail, so there needs
to be a change in regulation in China to allow the transport of this kind of
goods.
3. Rail Acceptance
The third logic is more psychological, namely, the fact that most of the
people accept rail transport instead of sea transport. This implies accepting
a little bit higher rates in exchange for more time-effective and betterquality shipping.
The figure above represents a sort of base case, overall 636,000 TEU amount to
about 21 trains per day (assumption: 82 TEU per train). It was also calculated the
best case which indicates the total potential volume at 742,000 TEU with a CAGR
of 16.3%; this scenario could be possible due to a strong trade volume development
and an increase in goods suitable for this kind of transport, e.g. time-sensitive
goods. Stable subsidies, investments in infrastructure, an increase in sea freight
rates and the approval of transport of hazardous goods by rail, to meet the demand
for chemicals.
While in the worst case the potential volume would be around 437,000 TEU
(CAGR 10.8%) and this prediction is mainly based on the assumptions that
Chinese subsidies go down and the sea freight rates do not recover. There have
been some mergers among shipping companies, suggesting that maritime fares will
increase in the following years due to less competition. This is one of the main
variables influencing rail transport to be successful.
Even if at the moment southern routes are of secondary importance, they are
expected to grow in the future and reach 19,000 TEUs until 2027, namely 3% of
total Eurasian traffics. Countries that will feature as the most important in this
31

Article from CHINADAILY.COM
http://www.chinadaily.com.cn/a/201905/05/WS5cce44b3a3104842260b9c35.html
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growth are Bulgaria, Greece and Romania, each of them is important for the
developing of the Trans-Caspian Route. Others European countries are much
closer to the more developed northern-routes.
However, southern routes are seen as on opportunity regarding the growth of
intermodal transport, if this type of transport increases its market share, southern
routes could reach 389,000 TEUs by 2027.
The next paragraph will list the crucial points that help rail transport to achieve its
best scenario; there are also some other conditions that do not depend on
infrastructure investments but rather on the economic and political condition of the
countries along the main corridors, such as economic growth and political stability
in Iran and Turkey, as well as between India and Pakistan.
The image on the following page provides an overview of which European railway
corridors currently are and, more importantly, what are the main interconnection
points between these European Corridors and the Eurasian corridors shown in
figure 9, to have a complete understanding of the current situation.
Some of these corridors are not really significant at the moment, as in the case of
the RFC 3 (Scandinavian – Mediterranean) but it could be in the future given that
an agreement has been signed. Other European corridors are limited by the political
situation of some countries such in the case of RFC 6 (Mediterranean) and RCF 9
(Rhine-Danube or Czech-Slovak) due to the Ukrainian political uncertainty.
The main rail freight corridor is and will be the number 8 (North Sea–Baltic) with
about 50% of the total traffic, this corridor is linked with the border-crossing
terminal of Malaszewicze-Brest; this path is expected to be the most in important
even in the future.
Even RFC 6 and RFC 9, which was mostly used in the past, could renew their
importance if the political situation in Ukraine will be settled. If conflicts will be
solved is expected about one-third of the total Eurasian freight will pass through
those corridors.
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Figure 11. European Rail Freight Corridors and Interconnection points

The border-crossing terminals require expansion to avoid becoming a bottleneck
of Eurasian rail freight.
The entry point through the Baltic region (4) has not been used regularly to date,
as the infrastructure is not ready, but a Chinese cargo transit agreement between
Lithuanian railways and United Transport and Logistic Company (JSC UTLC)
highlights the future potential of this route, which is estimated at 8% of the overall
Eurasian rail freight.
Southern routes, as highlighted in the study, will continue to remain of less
importance even in 2027 with a total of volume estimated at 19,000 TEU, if
intermodal transport does not gain importance. Much less than 617,000 TEU
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forecasted for northern routes.
2.2.4 Key factors for Eurasian RFCs Development
The key factors are represented by the Harvey balls, in the left column you see
how important are these different parameters regarded by the shippers and their
operators, while in the second column are showed what is the gap nowadays, and
the arrow indicates whether this parameter has improved or not.
The most important problem remains price, as mentioned before, due to the highcompetitive pricing policy of sea freight.
A couple of things stayed flat so balanced quantities is still an issue, in fact the
traffic east and west is not of the same volume and this implies, in a certain sense,
handling of empty containers which is a cost without any benefit. Some other
problems regard availability due to the imbalance of traffic which complicates the
return of platform/containers.
Overall, the key issues such as transport time, reliability, frequency have improved
significantly, and this is certainly one of the main drivers of the growth, as seen
before. The Belt and Road Initiative promoted by the Chinese Government is of
primary importance for the growth of those parameters which allowed and will
allow the rail freight to increase its market share in the future.
The railway is now more reliable than the sea but even if in the past concerns on
reliability were especially regarding China and Siberia; nowadays a lot of issues
are more regarding Europe. The European journey starts in Brest, at the main
interconnection point with the Eurasian corridors. A lot of shippers and operators
are now more afraid of problems in Europe instead of the previous countries.
The most frequent issues in Europe are:
• Many locomotive changes and waiting times for drivers.
• Low and changing prioritization of rail freight when passing through
countries.
• Bottlenecks at Brest, at Polish-German border and when continuing in the
Netherlands.
• Many diversions and interruptions due to uncoordinated construction sites.
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This is not a problem, given that as soon as these works will be completed,
this problem will no longer exist.
The figure below is good to summarize what has been explained:
Figure 12. Key growth factors of northern routes

Source: STUDY – Eurasian Rail Corridors: what opportunities for freight Stakeholders (UIC)

It can easily be noticed that half of the work has already been done, except for
transport time. For that parameter, the work is almost finished since Harvey ball is
only filled for a quarter; while the factor which needs more intervention is the
balanced quantities, the real problem for trains eastbound.
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northern routes are under construction and a lot of work has already been done,
Southern routes require more attention due to their high possible potential, in fact,
a bigger gap will have to be closed.
In order to be successful, there are a couple of requirements to meet for Southern
routes: first, they have to offer a similar service level and applying similar prices
as the northern routes. To do this it is important to face challenges concerning time,
reliability and price through many border crossings and/or transport mode changes.
The second main point, probably the main driver of volumes, is that southern
routes generate demand themselves, in fact, O/Ds32 are supposed to develop along
the routes (Central Asia, Iran, Turkey, and connections to Southern Asia) that offer
new markets.
For this traffic, rail has stronger competition from trucks and short/deep sea
transport in comparison to existing Eurasian rail cargo transport.
The last point will be considered in case of significant growth on the northern
routes, this growth can lead to the creation of bottlenecks. In this case, the southern
routes would also be an attractive alternative.
In conclusion, it is believed that the bulk will be transported via the northern routes,
simply because countries along the southern routes still have to do their homework;
there are big infrastructure investments at the moment but building infrastructure
takes time.
However, the volumes above-mentioned refer to transport between China,
Mongolia, Kazakhstan and Europe, not considering South-East Asia or India and
so on, so the effective volumes could be far higher.
To reach the famous added 389,000 TEUs via southern routes is necessary to
ensure price competitiveness with sea transport since time advantages decrease
with closer proximity. Addressing issues of security and trans-border shipments,
customs and bureaucracy and, some countries like Iran, Turkey, India, and
Pakistan should reach political stability.
This image indicates the key growth factors of southern routes and it can be easily

32

Origin and Destination
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noticed that are a lot of work to do in comparison with northern ones.
Figure 13. Key growth factors of southern routes

Source: STUDY – Eurasian Rail Corridors: what opportunities for freight Stakeholders (UIC)

There are a lot of initiatives and institutions, other than the BRI, that are working
to fill the gaps with the northern routes, given that southern routes are in the same
condition of the northern routes, five to ten years ago. The most important are:
CAREC33
33

Central Asia Regional Economic Cooperation

- 65 -

• The strategic partnership of 11 Central Asian countries and six multilateral
development partners
• Implementation of six multimodal transport corridors, implementation of
related infrastructure projects
• Projects are financed to a high extent by the Asian Development Bank and
other development banks
The eleven involved countries in this project are Afghanistan, Azerbaijan, China,
Georgia, Kazakhstan, Kyrgyz Republic, Mongolia, Pakistan, Tajikistan,
Turkmenistan, and Uzbekistan. While the six multilateral development partners
are, other than the Asian Development Bank, EBRD34, IMF35, IsDB36, UNDP37,
and the World Bank.
This program was established in 1997 and holds a yearly conference to take the
stock of the situation and set up new objectives.
Until now, US$ 32.9 billion invested in transport, trade, and energy projects,
passing from 6 projects in 2001 to 190 projects, as of September 2018.38
CAREC is highly involved in Central Asia connection improvements as
demonstrated by the development of six competitive transport corridors that link
north, south, east, and west through the pivot of Central Asia. The corridors reflect
trade flow patterns and will speed the movement of people and goods across the
region.
Critically, they also connect the mainly landlocked CAREC countries to wider
regional and global networks. To this scope, the strategic priorities of CAREC are:
develop effective rail infrastructure, develop robust commercial capabilities, and
improve the legal and regulatory framework.

34

European Bank for Reconstruction and Development

35

International Monetary Fund

36

Islamic Development Bank

37

United Nations Development Programme

38

www.carecprogram.org
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TRACECA39
• Intergovernmental commission between the European Union and 13
regional member states.
• Strengthening economic relations, trade and transport in the regions of the
Caucasus and Central Asia, ensuring a multimodal transport network as an
alternative to other corridors.
• Improvement

of

transport

policy,

harmonization

of

legislation,

development of safety system.
The member countries are Armenia, Azerbaijan, Bulgaria, Georgia, Iran,
Kazakhstan, Kyrgyzstan, Moldova, Romania, Tajikistan, Turkey, Ukraine, and
Uzbekistan.
The main TRACECA areas of operations are in the region of the Black Sea basin,
South Caucasus, and Central Asia. Until now, TRACECA has invested about €50
million on 14 different investment projects, dislocated in the different member
countries40. As highlighted in TRACECA's website, 7 investment out of 14, belong
to rail transportation, this is a clear signal of how much importance this way of
transportation holds. The most important investment was the supply of an Optical
Cable System for communication and signalization to the railways of Armenia,
Azerbaijan and Georgia with a total cost of €15 million, nearly one-third of the
total expenditure.
Lastly, TRACECA aims to facilitate further trade liberalization and reduction of
barriers in the path of goods along the whole corridor.
Apart from these organizations, there are also numerous countries investing in
those areas, several projects imply the construction of new rail lines, upgrading
existing rail lines, and modernization/construction of ports and terminals.
Finally, it is possible to summarize the key points to improve the Eurasian rail
freight transportation to become as efficient as the American rail freight

39

Transport Corridor Europe-Caucasus-Asia

40

http://www.traceca-org.org/en/investments/
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transportation, which covers an enormous distance without so many problems.
Moreover, improving rail freight transportation would make rail freight more
attractive compared to sea freight, which today represents the most important
obstacle.
The crucial points above-mentioned are:
1. Streamline Operations: efficient terminals, reduce arrival delays and
optimize the cost structure to make rail freight a viable option even without
subsidies.
2. Participate in New Opportunities: Develop new sectors that could gain
advantages from rail freight transportation, such as e-commerce products,
automotive parts, and temperature-controlled foodstuff.
3. Use new Regions as steps to Asia: Many organizations are putting in place
infrastructures to improve connections among them. These connections can
be used by Europe and China to create fast corridors for the delivery of
goods to and from the two regions.
4. Improve Information/transparency: Share information on arrival times and
track reliability, using big data tools to optimize operations.
5. Broaden Services: If we want to make rail freight transportation more
competitive, it is necessary to increase capability to meet the everincreasing demand for Chinese products and, hopefully, for European ones.
Furthermore, it is also important to develop sets of additional services such
as the intermodal market, especially for the southern routes.
6. Communicate infrastructure needs/client expectations in Europe: There are
already nine rail freight corridors in Europe, only two works at their full
potential, others are somewhat limited for different types of problems. It
could be very useful to make European RFCs more efficient for delivering
goods.
7. Evaluate and develop Silk Road Markets: Some countries which are
booming like India or Turkey could be efficiently linked with Europe and
China through improvements to southern routes. This would mean enhance
the infrastructure, processes and service quality.
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To satisfy the demand from e-commerce, operators and railways need to address
problems with European rail infrastructures more intensively and endeavour to
improve customer services.
Rail acceptance should be fostered by offering rail as an alternative to clients,
educating them about the benefits and steps that the client can take to maximize
the potential offered by rail. Moreover, knowledge of client needs could help
logistic companies to tailor products better, for instance by providing greater
information and transparency, introducing faster connections or price/time
differences for the routes.
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CHAPTER 3
THE DOVETAIL OF EU’s TEN-T WITH CHINA’s BRI

3.1 European Perspective
After having discussed the Belt and Road Initiative and related efforts a lot in the
previous chapters, it is time to shift the attention to the European perspective,
analysing what are the instruments implemented by the European institutions to
cooperate with Chinese ones and create an optimal Eurasian Rail network.
It is clear that in order to create an efficient network between the two continents, a
joint effort by the two parties is necessary, in fact, if only China invested heavily
without having any response from the counterpart, it would be very difficult to
obtain the desired results.
Connecting the already existing nine European Rail Freight Corridors with those
ones under construction thanks to Belt and Road Initiative, requires huge funds
also by the EU, both in terms of regulations and infrastructure constructions.

¨ CEF – Connecting Europe Facility
For this purpose, EU established the CEF – Connecting Europe Facility, the
funding instrument to realize European Transport Infrastructure policy, aiming at
supporting investments in building new transport infrastructure in Europe or
rehabilitating and upgrading the existing one.
Europe is using this financial instrument to achieve the aspiration of getting a lot
of medium distance transport onto rail, as part of a strategy for decarbonisation but
also a key part of a strategy for making European cities more liveable, addressing
the whole problem of congestion due to increasing urbanization. Although the
European land freight transport is an important economic sector, only 17.4% of
this traffic goes by train (Eurostat, 2016 figures) and the objective is to increase
this statistic at 30% by 2030. This increase will potentially lead to a €100 billion
economic gain due less externalities, 290 million tons of saved CO2, 40,000 less
premature deaths due to avoided pollution and, 5,000 fatalities due to saver truck
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accidents41.
The European strategy can be defined as threefold: it is about investments,
regulation driving the policy outcomes, and lastly about innovation.
In supporting member states in delivering infrastructures, the EU uses funds for
addressing the missing links between member states, who want to see their traffic
growth increasing.
The total budget for CEF transport is €24.05 billion for the period 2014-202042
but it is predicted to increase to €30 billion for the following period 2021-2027.
This is a very big commitment considering that 73% of total CEF funding is for
rail projects. All that money is mainly allocated to the poorest regions of Europe,
first of all Eastern Europe and secondly some countries in Southern Europe to
address deficiencies in their infrastructures due to years of underspending.
The proposal for the Connecting Europe Facility is a further increase in the size of
that fund, the bigger part of that fund is now really focusing on delivering
innovative solutions, so the objective is to implement them.
It is worth noting that speaking about CEF, this instrument is divided into three
categories: CEF transport, CEF Energy, and CEF Telecom; all the numbers
explained above are exclusively referring to CEF transport projects and in
particular railway projects.
After a careful analysis on the European Commission’s website it has emerged that
in 22 out of 28 Member States of the EU, the first Transport mode which benefits
of CEF transport funding is Rail. In particular the most important countries in the
EU such as Germany, Spain, Italy, France and also countries with historical
maritime importance such as the Netherlands are heavily involved in rail projects
to such an extent that rail projects go far beyond projects of other transport modes.
This remarks the importance of railway transportation and the belief by the
majority of European governments that this mode of transport can bring huge
benefits to European businesses in getting more connected with the rest of Eurasian
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https://www.railfreightforward.eu
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https://ec.europa.eu/inea/en/connecting-europe-facility/cef-transport
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continent and therefore helping Europe to growth.
In the image below it can be easily understood how important the efforts carried
out by the most of European member States and also the number of railway
projects for those countries. This shifting of attention will give railway
transportation the resources it needs to be, maybe for the first time ever, really
competitive with other transport modes and gaining the confidence of many
important industries which could rely on this medium.
Figure 14. Rail projects funded by CEF, where rail is the most funded mode of transport

Source: STUDY – European Commission Website - 72 -

The budget funded by CEF transport are used essentially for addressing the
following five key points:
1. Remove bottlenecks
2. Improve the use of the infrastructure
3. Reduce environmental impact of transport
4. Enhance energy efficiency
5. Increase safety
Some of the main projects aim at ensuring interoperability within transport modes
and the removal of administrative and technical barriers across the trans-European
network, other investments want to improve the reliability and minimize loss of
time: for example, equipping 15,000 rail freight wagons with sensors, monitoring
their safety-related parts (brake system, wheelset, wagon overall condition). The
final objective is to perform predictive maintenance and replace worn parts before
they break.

¨ ERTMS – European Rail Traffic Management System
One of the major milestones is undoubtedly the implementation of ERTMS across
the whole European railway Network. ERTMS stands for European Rail Traffic
Management System and is the system of standards for management and
interoperation of signaling for railways43 by the European Union.
ERTMS remains one of the key pillars for achieving interoperable and attractive
railway system and represents, at its foundation, the aspiration to build a single
European Railway Area. This is possible because the system above-mentioned
considerably facilitates cross-border traffic movements. As a consequence,
ERTMS enables the seamless coordination of domestic and international train
services, helping to make this mode of transport more competitive.
When ERTMS is installed along a given corridor in Europe, rail operators need
43

Railway signalling: a system used to direct railway traffic
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only to purchase ETCS (European Train Control System) on-board equipment, as
opposed to the many existing systems running in different countries.
Working hard to ensure interoperability is very important for expanding this mode
of transport and link the European Corridors with the Eurasian ones as well as
possible, because in order to have an efficient unified EU-China railway, it is
essential to integrate European corridors very well. This system was initially
designed to ensure interoperability only in Europe, but is now being embraced by
a growing number of countries, to such an extent that in 2016 ERTMS investments
outside Europe represented more than 50% of the global investment worldwide44.
Figure 15. ERTMS investments outside Europe, trackside (in tracks km)

Source: UNIFE – September 2016
44

http://www.ertms.net/wp-content/uploads/2018/10/7-ERTMS-Deployment-outsideEurope1.pdf
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For this reason, CEF will continue to be the cornerstone of the EU investment
Policy in the transport sector for both the current and post 2020 periods. Financial
support through CEF grants will be vital to the development of the TEN-T Core
Network Corridors with the rail system as the key beneficiary of these grants.

¨ ENLARGING TEN-T
Improving infrastructures is not, however, sufficient. For this reason, on November
9th, 2018, European Commission adopted the Trans-European Transport Network
maps with countries bordering Asia, setting on a new strategy to better connect EU
and Asia.
This decision follows the signature of six high-level agreements between EU and
the six countries involved (Armenia, Azerbaijan, Belarus, Georgia, Moldova, and
Ukraine) and will likely affect the Trans-Caspian.
Countries such as Azerbaijan and Georgia are situated between the Caspian Sea
and the Black Sea, therefore geographically located to form a transit region on the
Trans-Caspian Corridor, a multimodal route between Europe and Asia.
In Azerbaijan, three railways have been defined, connecting its neighboring
countries to the Caspian Sea. The port of Baku is becoming an important gateway
on the landlocked sea and also a second undefined port is included in the project.
On the other hand, Georgia is geographically very important because it forms a
gateway with major ports on the east of the Black sea (figure 19). Three ports are
included in the network, served by a main railway line with several sub-branches.
Another key country included in the new TEN-T network maps is Armenia, until
now this country has not gained so much importance in the New Silk Road due to
ongoing disagreements with neighboring countries Turkey and Azerbaijan.
However, a new railway line connecting Armenia to Iran has been planned, railway
lines in Armenia could be very useful in the future, allowing connection of China
to Europe through Turkey and bypassing The Black Sea.
China has invested heavily in projects in the countries mentioned above, with the
same aim of Europe, namely improving connectivity.
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The Joint communication adopted on September 2018 by the European
Commission and the High Representative of the European Union for Foreign
Affairs and Security Policy which includes more countries in the TEN-T networks,
has been considered a response to the Chinese Belt Initiative. The problem is that
the EU is wary of the ambitions of China, as it does not abide with European
standards such as transparency and equal market opportunities, this is because
Chinese companies funded by the Chinese government won most of the contracts
and thus gained economic influence in the region.
On this matter, the EU stated this: “The European Union and China share an
interest in making sure that our respective initiatives work well together, despite
the differences in approach and implementation. Connectivity is not possible if
system and networks are not interoperable. As we have already been doing, the
European Union will continue to engage with China – in our bilateral Connectivity
Platform, in the wider bilateral relationship, and in multilateral fora – to create
synergies and to find commonalities.”45
The difficult situation in Russia was also among the reason which have pushed the
EU to expand its strategy. In fact, Russia banned import of several EU products
such as French cheese, Dutch veal, beef, pork and other foodstuff through the
Northern Routes46. Although those bans have now been lifted, the situation is still
unclear and discovering new ways to connect with China, bypassing Russia, have
been thought as an optimal solution.

3.2 How will the Chinese and European Railways connect?
Now that we have talked both about the impressive Chinese expansion plan and
the efforts that Europe are making to modernize their already existing railways, it
is very interesting to shift the attention on how the Eurasian railway will work, and
in particular the evolution that has occurred during the years; trying to foresee the
45

European Commission – Explaining the European Union’s approach to connecting Europe
and Asia, Brussels, 19 September 2018
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44 entities are subject to a freeze of their assets in the EU
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most likely solutions of how the Belt and Road infrastructures will dovetail with
the constructions of the TEN-T Networks.
This is perhaps the most important and difficult question because finding the more
efficient way to connect these two continents, will allow efforts made by both
China and Europe to produce the desired results, increasing trade and facilitating
the connection among them. (figure 9)
The Eurasian corridors are 7 at the moment, at least according to the project. As
explained above, currently two of them are in full swing, while the others are
experiencing problems of different kind. The dovetail between European rail
freight corridors (figure 11) and the main Eurasian corridors (figure 9) will define
the development and the success in countries along that corridors, in doing so
specific attention must be given to the so-called “interconnection points”, namely
the gateways that welcome Asian trains to Europe and vice-versa.
Given that several routes are present and can be exploited, there are various
combinations and countries affected can vary a lot, just like the number of
containers transported by rail could dramatically differ depending on whether
certain routes will be utilized or not.
The routes have been changing a lot during the years, influencing the countries
along those paths. Everything started with the Russian corridor which also known
as “Trans-Siberian”, the trend now seems to award the Eurasian land bridge,
passing through Kazakhstan, as the most relevant economic corridors in the
Eurasian Trade. The expectations for the future are a bit uncertain, but by solving
some political problems in key countries like, for example, Ukraine or Turkey,
southern routes can become of primary importance and contribute to the ever
increasing TEUs transported from the Far East to Europe and the other way
around.
This paragraph will explain the difference in the Eurasian rail freight corridors,
analyzing what were the trends of the past (before the launch of the Belt and Road
Initiative), what are the most utilized path nowadays (within the BRI strategy),
and what to expect for the future (defined by the cooperation between the EU and
China).
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PAST
Figure 16. Trans-Siberian Railway Map

The Trans-Siberian is a railway connecting Vladivostok to Moscow, at the moment
it is the longest railway in the world with its length of 9,289 kilometres.
The railway construction officially began in 1891 with about 90,000 employees
involved in the realization of the World’s longest railway, construction work lasted
twenty-five years and ended on October 18th, 1916.
This railway had a great importance in the economic, military, and imperial history
of the Russian Empire and the Soviet Union.
This railway has two branch lines: the Trans-Manchurian starting from Russian
city Chita and the Trans-Mongolian with the entry point at Ulan-Ude, the latter
passing through Mongolia and included in the Eurasian corridors.
It was precisely through those two branches that it was possible to connect China
to Russia, and consequently to reach Europe with Chinese trains.
Germany is China’s biggest trade partner among the EU-28, it was also the first to
try to use this transport mode as a freight transport solution, leading the
development of intercontinental railway connection in the last years.
The German company DB Cargo was a trailblazer. It has been successfully
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transporting containers between China and Europe for many years. The first DB
Cargo container rode the Trans-Siberian Railway in 1973, while more recently, in
2008, a test freight train from Beijing reached Hamburg.
Germany and China are very crucial countries for the Belt and Road Economies,
these two gravitational centers attract value added from most of the neighbors.
Moreover, Germany was not only important for its geo-economic potential, it is a
fundamental European transit country, yet the Chinese BRI can change the
situation by moving further south the point of entrance from China to the EU and
vice-versa.
Trans-Siberian was not only important in the past, on the contrary, today it
represents one of the busiest routes which is 11,000 km in length and a transit time
of 17 days47.
Nevertheless, in recent years things have been slightly changing due to the everincreasing importance of Kazakhstan, which is perfectly located between the
European Union and China; another important aspect is also the openness
demonstrated by Kazakh authorities regarding the BRI investments.
Despite this, the Trans-Siberian Railway (or Northern Corridor) is, together with
the Central Corridor (Via Kazakhstan), the most exploited route to transport goods
such as – in order of importance – machinery and appliances, transport equipment,
textile and textile articles48.
How did Kazakhstan succeed in shifting the more important railway lines from
Northern Corridor to Central Corridor?

47

Eurasian Rail Corridors – Roland Berger
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Analysis of the potential of the development of rail container transport market in Poland –
European Commission
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PRESENT
Figure 17. New Eurasian Land Bridge

Source: Analysis of the potential of the development of rail container transport market in Poland - EC

As highlighted from data about 2018, The Central Corridor is evolving rapidly.
Last year the volumes more than doubled, alternative routes grew in popularity,
new multimodal options became operative and many, many new connections were
established.
The growth we are witnessing today is mainly due to the Central Corridor (via
Kazakhstan): the total volume of freight traffic transiting via the New Eurasian
Land Bridge amounted to 245,000 TEUs49 in the first eleven months of 2018.
These numbers represent an increase of approximately 58% in comparison to the
first eleven months of 2017, when the value was 155,000 TEUs. Actual data
highlight a quite remarkable growth: in 2015 traffic on this route amounted to
46,000 TEUs, while it grew 104,500 TEUs in 2016, reaching 175,000 TEUs in
2017. The objective, pursued by UTLC ERA, is to hit one million TEUs in 2020,
given that, according to the multimodal transporter KTZ-Express, the route should
be able to handle as much as 1.7 million TEUs that year.
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Data from United Transport and Logistic Company – Eurasian Rail Alliance (UTLC ERA)
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In the last decade the Kazakh route with border crossing at Khorgos or
Alashankou/Dostik has emerged as the most efficient and the most utilized.
These two different routes in the Central Corridor are the fastest and most reliable
for rail container transport between Asia and Europe with almost 325,000 TEU
carried in 2018, this number is bound to increase if Chinese subsidies for rail
transport will remain and if infrastructures will allow a further increase in capacity.
In 2018, the Kazakh route with its approximately 10,000 km length and 16/17 days
in transit time, has carried 77%50 of the container traffic between China and Europe
using the Central Corridor (China – Kazakhstan – Russia - Belarus - EU), mainly
via Alashankou/Dostik crossing on the Chinese-Kazakh border (200,000 TEU).
The crossing of the Khorgos border also saw a significant increase after the start
of its operations in 2012, but Dostik still remains of primary importance.
As previously said, Kazakhstan is committed to becoming the main logistic hub in
Eurasia benefiting from rising transit volumes. This country, the ninth largest
country in the world, is truly the buckle of the Belt given that it is exactly situated
in the middle of the New Silk Road.
Aimed to strengthen its capabilities as a transit corridor, significant investments
have been made in transport infrastructure, including 2,500 km of new railway
lines in past 15 years, as well as Khorgos Eastern Gate, a dry port on the Eastern
border with China. Furthermore, from 2018 to 2020, Kazakhstan Railway intends
to reconstruct an additional 4,400 km of railway.
Both the Northern and Central corridor are currently using the Belarusian-Polish
border terminal to enter into Europe. This entry point is absolutely dominating the
scene with a share of above 90%51, for this reason is fundamental to think about
other potential entry points in order to avoid bottlenecks which, by the way, are
already happening.
Another reason that can influence the volumes crossing the EU-China rail route is
50
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the fact that Russia has lifted the ban on transit traffic for a range of product that
were previously sanctioned; among these products are agricultural products and
foodstuffs. The Ministry of Transport of the Russian Federation decided to make
this decision effective from July 1st ,2019. This decision is, without a doubt, a
milestone for Eurasian rail freight traffic, this because the transit of products
above-mentioned was banned since August 2014 for all of them from Europe,
Norway, the US, Canada, or Australia.
Banning the transit of those products had huge consequences in the rail freight
between Europe and Asia, given that Russia is one of the main transit countries in
the New Silk Road, in fact until now raw materials and foodstuff could only be
transported to China via routes bypassing Russia, this implied much longer transit
times.
Even though those products are banned from being imported when they are
destined to Russian market, openness to their transit from Russian government
seems to respond to the ever-increasing necessity of Eurasian rail transport.
This political move has been waiting for a long time, especially for Northern
Europe countries such as Norway, which now will be able to transport fish, in
particular salmon, to China.
This will cut off transport costs of about 80 percent and shift fresh fish transport
from air to rail52. The market opportunity does not extend solely to fish, China
lacks meat products such as beef and pork, as well as wine and beers, dairy, or
other food products. Flowers from the Netherlands are another popular product.
After this amendment, Northern and Central corridor could really specialize in the
refrigerated services to meet the demand deriving from China for frozen products
and try to fix the problem of the “balanced quantities”.
Meanwhile, volumes on the southern corridors are gradually on the rise. These
routes are lesser known but using the multimodal transport they might become the
main path between Europe and China, passing through Azerbaijan and Georgia to
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Turkey, from where they enter in Europe. Even in this route we have witnessed a
dramatic increase, passing from 200 TEUs in 2017 to 15,000 TEUs in 201853.

FUTURE
Figures show that rail freight traffic between Europe and China is increasing
exponentially, the problem is that there is not enough capacity to accommodate
future growth. Just think of transshipment point at the Malaszewicze/Brest border
crossing between Poland and Belarus with a share of above 90 per cent54, compared
to other interconnection points.
This means that it is necessary to look for alternatives to avoid bottlenecks
currently occurring in Belarusian/Polish border due to limited capacity.
There are a lot of solutions that make sense for the future, such intermodal transport
like those in Kaliningrad rather than other gateways in Poland or in SouthEuropean countries, using the southern corridors.
• THE TRANSIT POTENTIAL OF KALININGRAD: Kaliningrad is the
the largest city and administrative centre of Kaliningrad Oblast, a Russian
exclave on the Baltic Sea. Kaliningrad represents a multimodal solution to
connect China with Europe. Kaliningrad is situated between Lithuania and
Poland and the Russian Exclave is expected to be a new multimodal and
logistics hub services just outside the EU border.
UTLC ERA opened the new railway transit route in the third quarter of
2017. In 2018 the company handled 9,970 TEUs on this route, while in the
first six months of 2019 the overall transit through the region already
amounted to 6,096 TEUs, according to operator.55 This solution was
established

in

response

to

increasing

traffic

volumes

to
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the

Malaszewicze/Brest terminal. This route implies two railway solutions with
the two terminals of Dzezhinskaya-Novaya and Chernyakhovsk, but even
multimodal options with the ports of Kaliningrad and Baltiysk. Moreover,
a new deep seaport is expected to be built with a capacity of 3 million TEUs
near Yantarnyj (Kaliningrad Oblast).
The multimodal option can connect ports of the Kaliningrad region to the
German seaports of Hamburg and Rostock and, also cargo can be shipped
to Sweden or the Netherland, avoiding transit through Poland.
The transit time going to Kaliningrad is the same as going to the border
crossing at Malaszewicze/Brest terminal but given the congestion to the
latter, the previous can have faster transit time.
The solution through Kaliningrad can be used arriving either from the
Trans-Siberian railway or New Eurasian land bridge, allowing to avoid
Poland using the multimodal solution or to avoid the transshipment at
Malaszewicze/Brest terminal, using the terminal of Chernyakhovsk.
Figure 18. The transit potential of Kaliningrad

Source: Analysis of the potential of the development of rail container transport market in Poland - EC
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Using the port of Kaliningrad, it would be also possible to arrive into Italy,
thanks to the new multimodal route born at the Transport Logistics Trade
Fair 2019. A Memorandum of Understanding between the Italian terminal
of Verona, the German port of Rostock and operator UTLC ERA.
This agreement implies that containers will be sent from Verona to Rostock
by rail (through RFC 3 Scandinavian-Mediterranean and RFC 8 North Sea
- Baltic), from Rostock they will be forwarded on a short-sea route to the
Russian Baltic port of Kaliningrad.

• THE UKRAINE’S STRATEGIC POSITION: With the ever-increasing
traffic freight to the crossing border at Malaszewicze/Brest terminal,
thinking of alternative solutions makes a lot of sense.
In this context, Ukraine’s situation is quite important. Given its
geographical position, transit through Ukraine would allow to reach the
Central and Southeast Europe in a more efficient way than passing through
Belarus and Poland.
Perhaps, Ukraine is not the best solution for Germany, but going from China
to Slovakia, Hungary, the Balkan countries, and even Italy through Ukraine
might be the shortest and cheapest solution. Transportation of 40-feet
container via Ukraine’s territory costs 0.36 Euros per Kilometers, via
Belarus 0.58-0.70, via Russia 0.66-0.7256, according to Anton Sabaleuski,
Director for Strategic Development and Investment Policy at Ukranian
Railway. Moreover, counting the kilometers from Dostyk (Kazakhstan),
the Ukrainian Route is 4.05 per cent shorter going to Vienna, and even 4.79
per cent shorter to Rome, compared to the traditional Belarus-Poland route.
Ukraine also borders with the Black sea, so it suitable for intermodal
transport in one of its seaports like Odesa, Pivdennyj or Chornomorsk.
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Figure 19. Ukraine’s potential

Unfortunately, the geographic advantage of Ukraine is offset by the political
situation between Russia and Ukraine. Politics play a very important and
major role in trade development, to the point that Europeans and Chinese
prefer to ship containers via Belarus and Poland instead of Ukraine. This
choice causes loss of about 10-15 million Euros to shippers and forwarders.
The war in Donbass is causing a lack of rail freight traffic, as noted by Mr.
Sabaleuski which sustained that traffic was growing very well until 2013,
by 20 per cent annually, with a maximum figure of 32,000 TEUs., even
though this figure was far below the total Eurasian trade.
The political tensions between Russia and Ukraine are affecting also other
countries directly linked with the latter, such as Slovakia and Hungary.
Slovakia, together with RFC 9, is well suited for Eurasian cargo to Austria,
southern parts of Germany and countries in Southern Europe. This solution
is avoided by forwarders because they fear delays and other kinds of
problems on the route from Russia to Slovakia, via Ukraine.
Slovakia is one of the few European countries where broad gauge (1,520
mm) and narrow gauge (1,435 mm) come together; for this reason, Slovakia
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can exploit its advantage with transshipment facility at the border with
Ukraine, forming a new gateway to the European railway network. The
Slovakian Government is betting on two terminals: the first is in Dobra and
the second in Kosice, where the broad gauge currently ends. Moreover, a
new Austrian-Slovakian project to combine broad and narrow gauge for
around 200 km in order to have more transshipment facilities has emerged.
The other country affected by the ongoing political tension between
Ukraine and Russia is Hungary. This country already has broad- and
standard-gauge facilities at Zahony, but they are linked to Ukraine, too.
China is looking for alternative routes in Europe, and if Ukraine invested in
new equipment, modernized the infrastructure, hired more qualified
personnel, and especially settled its political dispute with Russia, Ukraine,
Slovakia, and Hungary would see their rail traffic increase dramatically.

• TRANS-CASPIAN INTERNATIONAL TRANSPORT ROUTE: As
highlighted in the previous chapter, intermodal transport will be
fundamental in the development of the Eurasian rail freight corridors. The
Southern Routes might have vital importance in shifting from the base
scenario to the worst or the best (as explained at page 58), provided by the
study from the Roland Berger consulting company.
Trans-Caspian route (figure 19), without any doubts, represents the most
important route in this regard. This route is able to transfer cargo from
China to Europe via Azerbaijan, Georgia and Turkey.
The importance of countries such as Azerbaijan and Georgia has been
noticed also by the EU, in fact in its plans to extend the Trans-European
Transport Network (TEN-T) to the east, The European Commission and the
World Bank have presented an indicative Investment Action Plan to
enhance both the rail and road connection towards these countries situated
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between the Caspian Sea and the Black Sea57.
The focus has been paid on the Azerbaijani port of Baku (Caspian Sea) and
the Georgian port of Anaklia (Black Sea).
In this route cargoes enter or exit the EU via the Black Sea or Turkey, and
cross the Caspian Sea headed for Kazakhstan and, consequently to China.
The port of Baku is becoming an important gateway on the landlocked sea
where a feeder service between the Kazakh port of Aktau and the
Azerbaijani port has been established in April 2018.
Another important element for this route is Georgia, which forms an
important gateway with major ports on the East of the Black Sea, while the
link between Georgia and Azerbaijan is provided by the important BakuTbilisi-Kars railway, opened in October 2017. Using this railway, a new
regular railway service has been established from November 28th, 2018,
connecting the Chinese port of Lianyungang to Turkey, through
Kazakhstan, Azerbaijan, and Georgia.
Even Armenia might become important, given its strategical geographic
position, but ongoing disagreements with neighboring countries like Turkey
and Azerbaijan does not simplify things.
Trans-Caspian Route is attractive especially for European companies
because it provides the access to China, bypassing Russia. Even though
sanctions on certain types of products have been recently removed, the
situation is not so clear, and some doubts and uncertainties remain; for this
reason, the opportunity to transport goods from Europe to China, bypassing
Russia, might be seen as an opportunity for easier customs clearance.
A very important milestone in the development of the Trans-Caspian route
is the regular feeder line across the Black Sea that will be launched on
September 20th, 2019.
The launch of this regular feeder service, from Georgian port of Batumi to
the Romanian port of Constanta, will significantly reduce the transit time
57
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for transporting cargo on the Black Sea stretch, with its five days transit
time.
This service will represent the second sea-leg, after the first one crossing
the Caspian Sea, inside the Trans-Caspian intermodal route.
Figure 20. Trans-Caspian Route

These three solutions suggest different ways to overcome the bottlenecks on the
border crossing at Malaszewicze/Brest. Each of them involves different countries
which are at the moment not fully involved in the Eurasian rail corridors for
different reasons.
Intermodal transport, together with dispute resolution between key countries (such
as Russia and Ukraine), may really have strong impact on the quantity of goods
transported by rail.
Furthermore, thanks to the investments made by both the European Union and the
Chinese Belt and Road Initiative into railway electrification, having several
Eurasian corridors in full swing would mean a step forward towards
decarbonization and an optimal solution for some constantly growing economic
sectors like e-commerce, due to the very short transit time guaranteed by this mode
of transport.
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Figure 21. Overview of solutions
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