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It is often said, by those closely following the war in Ukraine, that Russia is losing primarily because it
is losing the war on logistics.! That is possibly right in terms of what is happening on the battlefield.
Russia has not been able to maintain its army regularly due to bad planning as well as the effective
targeting by Ukraine of its supply lines. Eyebrows were certainly raised at a recent Chatham House
event focused on Russia’s invasion of Ukraine when the audience heard that trains in Ukraine run on
time, despite the war, in contrast to lived experience in the UK.

However, this anecdote is indicative of a broader challenge Western policymakers’ face when it
comes to freight and transport diplomacy. Due to sanctions, Russia is losing revenue as corporates
formally divest from the Russian market. The West, by contrast, is founded on an open market
economy that is not resilient to war and conflict. Despite disruptions, Russia is able to plug into the
porous global logistical frameworks and even retain its position as a transit hub for freight bound for
Europe, maintaining access to crucial technology and manufacturing inputs from Europe. The
Russian economy continues to operate and, at times, fosters conditions of economic efficiency that
is impossible for economies dominated by publicly owned companies. True, the Kremlin is no longer
able to assert imperial authority over the post-Soviet space and needs to buy its way into political
influence, but it is still able to command a resilient war economy that is winning the economic war
on logistics.

Specifically, when it comes to Sino-European logistical routes, Russia’s connectivity vision has
assimilated European and Chinese aspirations to offer the best value for money: a single physical
infrastructure and regulatory regime that could be incrementally optimised.? This remains the case
and, to date, there is no alternative. To accommodate sustained access to European markets, Russia
has had to explore alternative routes via Turkey, Iran, and the Caucasus, paying a dearer price to
secure the cooperation of its neighbouring states. Similarly, Russia has carved out a North-South
transport corridor to secure access to new markets. Sanctions catalysed the rapid enlargement of
Russian regulatory outreach to encompass the UAE, Iran, and India. In sum, Russia is losing money
but gaining connectivity in a war that poses systemic challenges on global economic governance.
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The Northern Corridor: The Sino-European Land Bridge & Ukraine

Prior to the invasion, the Russian transport vision assimilated a range of geopolitical and geo-
economic expectations: Chinese, Russian, and European. Founded in 2011, the Northern Corridor
was the flagship project of the Chinese Belt and Road Initiative (BRI), bridging China and Germany via
Kazakhstan, Russia, Belarus, and Poland. The overland rail connection often referred to as ‘The Land
Bridge’ fills a niche for high-value or time-sensitive goods, such as Chinese-made computers or
German auto manufacturing parts. European freight making its way to China often makes part of
manufacturing ‘value chains:’ the inputs that go into the creation of a finished product, from

its initial design to its arrival at a customer's door. For the production of industrial goods, this
production process requires the delivery of raw materials and components from different parts of
the world at the time required to keep production at pace. Increasingly, logistics networks strive for
just-in-time delivery to avoid the cost and complexity of storage. Despite filling an existing need in
industrial logistics, this route would not be viable without Chinese subsidies, largely because the
value and volume of the westbound freight from the ‘factory of the world’ to Europe is inherently
asymmetrical. Europe is bound to import more from China than vice versa.

BRI’s flagship project is the Northern Corridor, a logistical network created and sustained by state-
owned companies: the German (Deutsche Bahn), the Kazakh (Temi Scholy), the Chinese (China
Railway Corporation), and the Russian (Russian Railways). All these companies were ready to
coordinate in the alignment of regulatory and physical infrastructure, insurance and freight services,
and bill China for the lack of an ultimately unprofitable service until enough ‘value chains’ were
created to support the viability of the overall vision. In this sense, cooperation in the logistics sector
is always geopolitically significant, echoing Lasswell’s classical definition of politics as “Who gets
what, when, how.”? Indeed, the emergence of logistical routes and value chains reflects relations
between countries, custom regimes, and military power that protects key resources and
infrastructure. China subsidised eastbound freight transport — from Europe to China — with the
objective of building a new relationship to Europe and developing its underdeveloped heartland. On
the eve of the Russian invasion of Ukraine, there was speculation that Chinese freight subsidies from
Europe to China would end as they were less needed. The war in Ukraine derailed that prospect.*
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By the end of 2021, the Northern route accounted for 5.5% of the annual trade turnover between
China and Europe. The leading partners in this logistical route, Germany and China, placed a political
premium on their interconnection. The two economies are similar in that they are export-oriented
with a strong manufacturing base and less reliant on services. For seven consecutive years, China has
been Germany’s biggest trade partner.”> Germany is in fact one of the few countries in the world with
a trade surplus vis-a-vis China.® China is a controversially strategic investor across the German
economy, including the logistics sector.” When China committed to developing Duisburg as a
gateway to China, Germany saw in the BRI brand an instrument for the modernisation of its ‘rust
belt’ that would at once achieve regional economic convergence and support the national export-
driven economic policy. President Xi Jinping visited Duisburg in 2014, heralding a new era for the city
as a multi-modal logistics gateway to Asia.

For Beijing, the ‘The Land Bridge’ to Central Eastern Europe was not merely about international
trade but the culmination of a 20-year commitment to rebalancing economic growth from Eastern
China to the Western heartland. The major bottleneck for attracting manufacturing capital to this
part of China — the so-called ‘Go West’ policy — was lack of infrastructure.® High tech manufacturers
heeded China’s call to invest in the interior, with subsidies for transport and the promise of more
affordable labour.® The policy has since born results, rebalancing productive capacity and income
inequality within China.X®

The invasion of Ukraine was disruptive in many respects but trains never quite stopped running.
Sanctions undermined the soft infrastructure facilitating the viability of the land bridge in two
respects:?

i First, the war hurts the bottom line of freight carriers that need to deal with the surging cost
of diesel and electricity, thereby eroding profit margins across the rail sector and favouring
seaborne logistics;* and insurance premiums for freight soared and continue to soar.'*
Sources in Poland confirm that this remains the case even on westbound traffic from Europe
to China.
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ii.  Secondly, the introduction of sanctions limits Russian direct access to global markets and
disrupts its formal engagement in industrial value chains. Significantly, Russian banks were
ousted from the SWIFT global payments system and insurance companies were invited to
take risk for freight transiting through “enemy territory.”*> For individual corporates, there
were also reputational issues to consider when dealing with Russia.

Both factors had an immediate effect on the Northern Corridor. Reports of the Russian Railways
losing EU customers were becoming more frequent as passenger rail links between Helsinki and St.
Petersburg ceased their operations as early as March 2022;° this was followed by a complete halt
on coal imports.r” By April 2022, freight and passenger connections with the whole Baltic region
collapsed, although there was eventually some accommodation for Russia’s exclave of Kaliningrad.*®
Media coverage then focused on the construction of the Lithuanian-Polish line, which continues at
pace, introducing incompatible gauge standards, and presumably decoupling the Baltic region from
Russian logistics networks irreversibly.® As gauge standard diverse on both the Chinese and the
European ends of the Russian system, costs increase and efficiency is reduced.

By spring of 2022, the Russian Railways successive bond defaults were regarded as evidence that
Western sanctions work.2’ The Russian Railways have since claimed that defaults were technical, due
to Russia’s disengagement from SWIFT, rather than related to the fundamental solvency of the
company.? In any event, sanctions did disrupt operations and the loss of clients led to reports of
inactive wagons creating chaos on the network.?? Over the summer, there were challenges with
maintenance, as the disruption of specific imports apparently undermined the ability of the Russian
Railways to service carriages, forcing the company to cannibalise some of its fleet for spare parts.?
The same storyline was echoed in the coverage of Russia’s massive passenger jetliners fleet.?* A
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source with understanding of Russian logistics suggests this continues to be the case. Given the size
of Russia and the centrality of logistics in the war effort, this line of reporting boosted morale with
some analysts deviating towards misplaced triumphalism.?

It has been frequently reported that the Eurasian land bridge is effectively closed or “inoperable.”?®
In an interview conducted by author with the former senior advisor of Iran’s Khodro Industrial Group
in the summer of 2022, Amir Chanaki, it was noted that the Northern Corridor remains in
operation.?’ At the time, this testimony contradicted most published material in Europe. The Russian
Railways were indeed shedding customers, including German auto manufacturers, who have the
ideal customer profile for an overland logistics service.?® The initial loss of eastbound traffic
surpassed 50%;%° however, it appears that some EU companies opted for turn-key Chinese package
deals, switching customer service handlers rather than transit route.3® Market sources suggest Russia
remains a transit hub for westbound traffic from China to Europe, and overall freight volumes have
recovered and continue to surge.3! For Europe this route remains indispensable; for instance,
Russian rail transit facilitates access for the German defence industry to Chinese rare earth supplies
and, therefore, is able to manufacture arms for the Ukrainian front.32 While Russian transit freight
continues, Chinese logistic companies have a competitive advantage as they can broker access to
Russian territory and airspace.®

Ukraine and the objective of circumnavigating Russia

Clearly, diverting freight was the initial intention of many EU firms.3* This storyline has been
signalled by reports on the explosive surge in freight volumes handled by the Trans-Caspian
Transport Route (TITR), increasing in frequency since the summer of 2022.3 The route is evidently
attracting key EU logistics customers including Austria’s Cargo Group, Finland’s Nurminen Logistics,

25 Andrea Brinza, Putin’s War Has Killed China’s Eurasian Railway Dreams, Foreign Policy, March 2022,
https://foreignpolicy.com/2022/03/01/belt-road-initiative-new-eurasian-land-bridge-china-russia-poland/

26 Katja Kalkschmied, China’s Infrastructure Investment in the South Caucasus before and after Russia’s Invasion of Ukraine,
Caucasus Analytica Digest, No. 132, March 2023,
https://css.ethz.ch/content/dam/ethz/special-interest/gess/cis/center-for-securities-studies/pdfs/CAD132.pdf#page=3

27 Interview conducted with Amir Chahaki (Berlin, Germany), former senior advisor at Iran Khodro Industrial Group, and Meysham
Behravesh, former intelligence Analyst (Malmo, Sweden), April 29 2022.

28 Hussein Askary, The China-EU Express Railway Roaring on: Putin did not kill China’s Eurasian Dream!, BRIX Sweden, July 2022,
https://www.brixsweden.org/the-china-eu-express-railway-roaring-on-putin-did-not-kill-chinas-eurasian-dream/

29 Rail Freight, UTLC ERA sees further drop of volumes on New Silk Road via Russia, May 2023,
https://www.railfreight.com/railfreight/2023/05/24/utlc-era-sees-further-drop-of-volumes-on-new-silk-road-via-russia/

30 Jens Kastener, BMW and Audi suspend shipments by train to China, Nikkei Asia, April 2022,
https://asia.nikkei.com/Politics/Ukraine-war/BMW-and-Audi-suspend-shipments-by-train-to-China

31 DHL, Rail Freight Market Overview, June 2023, https://www.dhl.com/content/dam/dhl/global/dhl-global-
forwarding/documents/pdf/glo-dgf-rail-market-overview.pdf; European Commission, Implementation of sanctions: Commission
provides additional guidance on the transit of goods from Russia, July 2022,
https://ec.europa.eu/commission/presscorner/detail/en/IP_22_4507

32 Jonathan Tirone and Alberto Nardelli, How Europe needs freight trains to cross Russia from China, Bloomberg Special, January
2023, https://www.tbsnews.net/bloomberg-special/how-europe-needs-freight-trains-cross-russia-china-572266

33 Jan Petchenik, Russian roundabout: how flights are avoiding Russian airspace, flightradar24, March 2022,
https://www.flightradar24.com/blog/russian-roundabout-how-flights-are-avoiding-russian-airspace/

34 Nini Gabritchidze, Georgia, Azerbaijan see surge in transit demand amid Russia’s isolation, Eurasianet, June 2023,
https://eurasianet.org/georgia-azerbaijan-see-surge-in-transit-demand-amid-russias-isolation

35 Saniya Sakenova, Cargo Transportation Along the Middle Corridor Increases to 1.5 Million Tons in 2022, The Astana Times, May
2023, https://astanatimes.com/2023/05/cargo-transportation-along-middle-corridor-increases-to-1-5-million-tons-in-2022/;
Hanne Cokelaere and Sarah Anne Aarup, Ukraine war shakes up China-Europe railway express, Politico, July 2022,
https://www.politico.eu/article/ukraine-china-silk-road-railway/


https://foreignpolicy.com/2022/03/01/belt-road-initiative-new-eurasian-land-bridge-china-russia-poland/
https://css.ethz.ch/content/dam/ethz/special-interest/gess/cis/center-for-securities-studies/pdfs/CAD132.pdf#page=3
https://www.brixsweden.org/the-china-eu-express-railway-roaring-on-putin-did-not-kill-chinas-eurasian-dream/
https://www.railfreight.com/railfreight/2023/05/24/utlc-era-sees-further-drop-of-volumes-on-new-silk-road-via-russia/
https://asia.nikkei.com/Politics/Ukraine-war/BMW-and-Audi-suspend-shipments-by-train-to-China
https://www.dhl.com/content/dam/dhl/global/dhl-global-forwarding/documents/pdf/glo-dgf-rail-market-overview.pdf
https://www.dhl.com/content/dam/dhl/global/dhl-global-forwarding/documents/pdf/glo-dgf-rail-market-overview.pdf
https://ec.europa.eu/commission/presscorner/detail/en/IP_22_4507
https://www.tbsnews.net/bloomberg-special/how-europe-needs-freight-trains-cross-russia-china-572266
https://www.flightradar24.com/blog/russian-roundabout-how-flights-are-avoiding-russian-airspace/
https://eurasianet.org/people/nini-gabritchidze
https://eurasianet.org/georgia-azerbaijan-see-surge-in-transit-demand-amid-russias-isolation
https://astanatimes.com/2023/05/cargo-transportation-along-middle-corridor-increases-to-1-5-million-tons-in-2022/

The geopolitical significance of the war’s impact on regional supply chains

Denmark’s Maersk, and the Netherlands’ Dutch Bridge Cargo.*® However, there are two significant
caveats in this narrative of “diversion” from the North to the Middle Corridor:*’

i First, the Middle Corridor’s capacity is less than 10% of the freight volume handled by the
Northern Corridor. 3

ii. Secondly, the time and cost of transit to China means the Middle Corridor cannot support
the industrial value chains that relied on the Northern Corridor.

A more likely scenario is that the Middle Corridor supports new demands, which emerged as a result
of the war in Ukraine but do not originate in China. The main customers of the Middle Corridor are
likely to be the Central Asian Republics, Russia, and companies that migrated from Russia to the
region.

The historical challenge of the Middle Corridor has been high costs and slow transit times, with the
Black and Caspian Seas being the main bottlenecks. Ferry services connecting the two shores of the
Black Sea have run since 1978 through Varna (Bulgaria), Chornomorsk (Ukraine), Poti/Batumi
(Georgia), and Samsun (Turkey). Given the differences in railway gauge systems on the two sides of
the Black Sea, container shipping rather than roll-on-roll-off (Ro-Ro) ferry services prevail. The war
makes matters worse, as Ukrainian ports only service regulated cargoes and regular import-export
activity have been diverted to Costanta (Romania). Reports of free-floating mines suggest shipping
conditions are not conducive to a diversion of trade through the Black Sea.*® Indeed, even as traffic
through the ports of Romania and Georgia increases, overall container traffic in the Black Sea is
subdued; this maritime route is not a viable diversion from the Northern Corridor.**

Trans-Caspian Corridor Shipping Route
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The overland transit route from Europe via Turkey to the South Caucasus also faces historical
bottlenecks: the 13.5 km long undersea Marmaray railway tunnel in Istanbul is constricted by the
absence of intermodal terminals and cannot handle freight trains; meanwhile, the railway link
between Istanbul and Ankara is still reliant on a single conventional track. While there has been
substantial investment in rail connectivity across the Caucasus, the Ro-Ro vessel fleet servicing the
Caspian Sea cannot meet throughput railway capacity on either side.*?

More broadly, there is a strategic impediment to the development of the Middle Corridor as a rail
freight diversion to the Northern Corridor. The Middle Corridor’s does not support transcontinental
value chains but relies on intermediate journeys to be commercially viable: Istanbul to Aktau via
Baku; Aktau to Khorgos; and Khorgos to Lianyungang.** With talk of a trade war with China on auto
manufacturing, the Middle Corridor may have precisely the structure required to be resilient.** In an
interview with the author, the former CEO of a port development consortium in Georgia, stated that
big projects are less viable as the new industrial trend is reshoring and shorter rather than global
supply chains. Therefore, the quest to substitute the Northern Corridor may, in the long-run, be
futile.

Overland trans-continental Sino-European value chains can only develop over time on the basis of
solid industrial partnerships. At present, the Middle Corridor cannot support value chains such as
Sino-European auto manufacturing; in the future, it is not a given that these value chains will
continue to exist.*® Focusing on quick wins, the Middle Corridor can achieve significant time
efficiencies that will improve its value proposition. However, substituting the Northern Corridor is an
unrealistic prospect.*®

Russian demand for Western goods is a more convincing account on what drives the surge in
eastbound traffic for two reasons:

i. First, sanctions have not entirely dismantled industrial value chains linking Russia to Europe.
A study by the Kyiv School of Economics published in May 2023 suggests that of the 3,157
foreign firms operating in Russia prior to the invasion of Ukraine, only 213 have divested.*
To date, most Western companies continue to be present, American and European.

ii.  Secondly, Western companies trading in the Russian market continue to send their products
towards Russia, even if not directly to Russia. In 2022, Turkish exports to Russia increased
by 60% and the country is a transhipment hub for restricted goods from Europe.* There are
reasons to believe that states in the South Caucasus pursue policies similar to Turkey’s.
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According to an Asia Development Bank April 2023 report, post-Soviet economies — Armenia,
Georgia, Azerbaijan, and Kazakhstan — saw significant GDP growth throughout 2022: 12.6% in
Armenia, 10.2% in Georgia, 4.6% in Azerbaijan, and 3.2% in Kazakhstan.*® The report identifies three
main “Ukrainian drivers” of economic growth for Armenia, Georgia and Kazakhstan: first, the exodus
of Russian citizens evading conscription; secondly, the relocation of companies and capital from
Russia; thirdly, the surge of exports to the tune of 63% year-on-year, of which 49% is attributed to
re-exporting goods originating from the EU and China to Russia. A number of governments and
NGOs are becoming more vocal about specific products that make their way from Germany to
Russia, such as mid-sized diesel trucks via Armenia or polyamides used in body armour
manufacturing via Kazakhstan.*® This freight is necessarily channelled through the Middle Corridor,
as the tightening of sanctions in February 2023 means that dual-use goods cannot transit through
Russia to a third country.®® This economic reality does not tally with the geopolitical significance
attributed to the Middle Corridor as a triumph of a transcontinental route circumnavigating both
Russia and Iran.?

The EU has a long-term approach to the region, which is glacially accommodating to changing
circumstances. Extending the Trans-European Transport Networks (TEN-T) policy to encompass
Central Asia is a policy pursued by Brussels since the early 1990s in one form or another.”® The most
recent incarnation of this vision invests in local ownership of transport networks and specifically the
Middle Corridor, with a view to securing EU market access and building viable value chains in the
Caucasus and Central Asia, bypassing Russia and counterbalancing China.>* This strategic objective
suggests there is little intention to compete with the Sino-European value chains established
through the Norther Corridor and, therefore, ‘divert traffic.’ Instead, the focus is enabling the post-
Soviet space to exist without a dependence on Russia. The war in Ukraine has not changed planning.

Filling the Russian vacuum and containing Chinese influence is also Washington’s main
preoccupation.”® Following NATO’s rapid withdrawal from Central Asia, the United States has little if
any at all direct stake in Central Asia’s trade routes. The US is not a Eurasian economy and cannot
have a significant bearing in shaping value chains in the region, unless one talks of energy pipelines.
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At the same time, Washington tends to be sceptical about the glacial development of the EU’s Single
Market Ten-T transport policy framework, which is not explicitly designed to contain Chinese and
Russian influence. Because Washington is not a direct stakeholder in Eurasian transport and can only
act as a ‘policy investor’” several US agencies and think tanks tend to favour the plurinational
framing of cooperation between the Organisation of Turkish States (OTS).

Within Europe, Washington puts its weight behind Poland’s Three Seas Initiative (3Sl), also referred
to as Trimarium (Tromorze) rather than Ten-T.® Trimarium is the reanimation of Josef Pilsudski’s
Intermarium idea of uniting nations threatened by Soviet rule through an entente of nation-states
between the Baltic, the Mediterranean, and the Black Seas. This connectivity vision seeks to bridge
the economic gap between Eastern and Western Europe and regiment opposition to Russian
imperial aspirations.>” The policy framework now includes Ukraine and there is speculation it may
acquire a Caspian dimension.>®

For local actors this investment in the Middle Corridor has its own significance. For Turkey, the
Middle Corridor is an opportunity to consolidate its own sphere of influence through the OTS, filling
the Russian geopolitical vacuum without necessarily antagonising the Kremlin.>® For Central Asian
states, particularly Kazakhstan, the Middle Corridor is a piece in the puzzle in its broader ‘Bright
Path’ multi-vector policy, which seeks to counterbalance the overwhelming economic and political
influence of Russia and China by creating an anchor to the West, via a Turkic union.® For Azerbaijan,
the Middle Corridor is both as an economic opportunity and a foreign policy framework, which
enables Baku to rally Western support behind national interests. For instance, Turkey and Azerbaijan
have been advocating for the creation of the ‘Zangezur corridor,’ linking Western Azerbaijan and the
Nakhichevan exclave via Armenian territory, thereby creating a new route along the Middle
Corridor.®! These prospects are conditionally endorsed in Europe and echoed in Washington as
policymakers seek a sustainable post-Russian vision for the region.5?
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In the present tense, the question of the Zangezur corridor brings to the fore the impact of Russia’s
engagement in Ukraine. Prioritising short-term pressure, Russian diplomacy is ready to entertain the
Azerbaijani vision for a transport corridor through Armenia, to the extent this affirms Moscow’s role
as a diplomatic broker.% In effect, the Kremlin’s ability to shape the communications map in the
South Caucasus and determine “who gets what, when, and where” is diminished.®* With Azerbaijani
troops positioned both in the Armenia South and along the Lachin Corridor, Yerevan is forced to
weigh the significance of the autonomous territory against control over its sovereign territory. In this
context, Yerevan has been pressured to concede control over the Lachin corridor.®® Affirming control
over the territory, Azerbaijan has set a checkpoint along this critical communication route and
disrupts the flow of people and goods while Russian peacekeepers stand aside.®® Baku has the
initiative in a crushingly asymmetrical negotiation with Yerevan that takes place against the
background of a six-month blockade of Nagorno-Karabakh.®’

In effect, if not in principle, Russia forgoes the role of the ‘security provider’ not least because it
depends on Baku as a logistical hub. Moscow’s new position mounts pressure on Armenia to reach a
peace agreement by year’s end and for Prime Minister Pashinyan’s government to restore with
transit routes through Armenia, endorsing the narrative of regionalisation.®® It appears the two
parties are now closer to reaching an agreement on railway transit through Armenia with the
potential of bolstering the Middle Corridor.®°
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Ukraine and Russia’s Global South Express

Iran’s role in this bilateral negotiation leans towards supporting Armenia. Baku and Tehran signed a
MoU in March 2022 for the construction of a transport corridor, which would run in parallel to the
Armenian border through Iran. This agreement envisaged the development of a parallel route
available to Azerbaijani citizens since the early 1990s, in the immediate aftermath of the First
Karabakh War. Through Iran, Azerbaijan retains a safe overland route to its exclave, and is more
resilient vis-a-vis rising levels of tension with Armenia.”® Reverting to a Zangezur Corridor via
Armenia would deprive Tehran from a diplomatic lever vis-a-vis Baku, cut Iran off from an emerging
regionalisation process and, potentially, decrease transit revenue for tracks from Turkey.”* Iran is
therefore motivated to be a spoiler of the Zangezur project, not least because Tehran is sceptical of
Azerbaijan’s ties to its minority in Northern Iran, not to mention Israel.”? Increasingly, Yerevan
counts on Tehran as a strong ally in the region, particularly in Syunik (the southernmost province of
Armenia), although Tehran has not yet assumed the role of a security guarantor to fill the vacuum
left by Russia.”® There are steps towards a Yerevan-New Delhi-Tehran alliance to mirror the Baku-
Ankara-Islamabad partnership, but this is a trend rather than a crystallised reality.”

When it comes to freight and logistics, the war in Ukraine creates a fragile balance between
Azerbaijan and Iran. Theoretically, Tehran can apply pressure in Syunik, undermining Baku’s ability to
consolidate the gains of the Second Karabakh war in 2020. Baku can, in turn, disrupt Tehran’s
emerging partnership with Russia. The latter partnership is becoming increasingly significant as Iran
teaches Russia how to live under sanctions. Since December 2022, Russia can only export crude oil
to EU and G7 countries under a $60/bl price cap. This has tilted the balance of Russian exports from
short to long-haul, as tankers need to reach India, China, and Africa rather than the UK or the EU.”
In this context, Iranian experience is valuable as the country has developed a so-called ghost-fleet of
tankers as well as financial networks that are designed to effectively bypass sanctions.’®

For Iran, the benefits are tangible. Trade with the Eurasian Economic Union (EEU) Area has been
surging and by September 2023 Iran will accede to a fully-fledged Free Trade Agreement, reducing
tariffs to zero for 90% of traded goods.”” In this broader economic context, there is scope for Tehran
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to go beyond short-term opportunities and attract Russian investment in transport infrastructure, in
line with Iranian President Ebrahim Raisi’s Look East policy vision.”

Thus far, Baku has stood by, rather than in the way of this, emerging partnership. Tehran is not
reliant on Azerbaijan and is instead invested in revitalising Trans-Caspian trade. Freight volumes in
the north-south axis of the Caspian Sea have more than doubled. This rising trend precedes the
invasion of Ukraine, but a turning point was reached in May 2022 with the introduction of Ro-Ro
cargo vessels, and joint ventures in Trans-Caspian shipping are gaining traction.” Iran is investing in
the Makhachkala port, in Dagestan, creating a ring of influence around Azerbaijan that increases
tension.® Overall, the war in Ukraine is imbuing Tehran’s partnership with Moscow with a new sense
of symmetry: Iran is reportedly assisting Russia to dredge the Volga River, and vessels of the Islamic
Republic gained the exclusive privilege of access to the Volga-Don Canal system connecting the
Caspian to the Black Sea.®! Complementing Iran’s ambition, Russia is investing in overland routes via
Iran to India. That makes part of a broader narrative for the reanimation of the International North-
South Transport Corridor (INSTC), beginning with the Dagestan-Baku-Astara route.

It is in this context Iran needs to work with Azerbaijan as the stakes are growing increasingly higher.
Vali Kaleji, an expert with the Middle East Institute, reports that a truck crosses the overland border
at Astara every seven minutes as the war in Ukraine raises the demand for transit via the Caucasus.®?
Russia clearly sees room for incremental investment in railway, transiting from intermediate to
trans-continental routes that accelerate its market reorientation. A Russian train with 39 containers
reached Iran in July 2022, piloting a new connection between St. Petersburg in Russia to Nhava
Sheva in India, via Azerbaijan and Iran.2® That was not the first freight delivery of its kind from Russia
to India, but hype was created around its significance by Iranian Vice President Mohammad
Mokhber, as well as the ministers for technology and agriculture, waiting at the station to wave at
the train in transit. This level of political attention resonated with the Iranian Government’s ‘Look
East’ foreign policy narrative and Russian promises of creating a parallel monetary and market
system that will undermine Western dominance. According to two independent sources with a firm
grip on Baku’s foreign policy narrative, Azerbaijan will not stand in the way as long as its own
expectations for the Zangezur corridor are respected.

For Iran, the stakes are nevertheless high. In the context of Washington’s persistent maximum
pressure policy vis-a-vis Tehran, Russian led initiatives cannot, on their own, address chronic
underinvestment, unemployment, and galloping inflation in Iran.®* However, Russia is delivering on
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its commitments and emerged in 2022 as Iran’s foremost foreign investor surpassing the UAE and
China.®® A Eurasian Development Bank report, published in October 2022, envisions investment
across the INSTC to the tune of $38bn by 2030, of which $10.7bn is designated as ‘Priority 1’
projects.® Critically, the completion of the Rasht-Astara (Iran — Azerbaijan) railway section is
designated as a ‘Priority 1’ project, creating an uninterrupted train link between the Russian and
Iranian rail networks. In May 2023, Moscow committed $1,3bn to this project, assuming the entire
cost of developing the 350km of new track required to address the route’s biggest bottleneck. In the
short run, there are further bilateral commitments for infrastructural investment to the tune of
$3,5bn.%’

While the Rasht-Astara project was initially to be funded by Azerbaijani loans, Baku withdrew the
offer in the context of renewed international sanctions in 2018. Russia is filling the gap, but both
Tehran and Moscow need to entertain Baku’s foreign policy agenda. During the first INSTC trilateral
meeting between Iran, Russia, and Azerbaijan in September 2022, Baku committed to the vision of
the Caspian Sea as a transport hub handling 30 million tons of freight per year by 2030. Addressing
the question of who would be selling what, to whom,’ the Chief Economist of the Eurasian
Development Bank, Evgeny Vinokov, has stated that he sees INSTC as a conduit for grain, wood, bulk
oil, ferrous metals, mineral fertilisers from Belarus and Russia to Iran and India.2® The economic
benefit for Azerbaijan and regional trade dynamics is evident.
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The Russian INSTC master plan unfolds in the context of an explosion in Indian-Russian trade directly
fuelled by the sanctions against Russia. Over the course of 2022, Indian exports to Russia have
soared with pharmaceuticals, car parts, textiles, and food products leading the trend;® India has
emerged as a major market for discounted Russian oil and energy-intensive fertilisers, surging year-
on-year trade volumes from $7.71bn to $37.21bn. Reversing historical north-south trade dynamics,
India is able to reap added value from its Russian imports, producing food at competitive prices and
refining crude oil to re-export diesel and jet fuel to Europe.*® Similar trends have been observed in
fisheries and the diamond industry.’* According to Ameya Pratrap Singh, CEO of the Yogayatan
Group, India has been able to sell to Russia products that were not regarded internationally
competitive. Although this surge in bilateral trade has not been entirely shielded from international
sanctions, India and Russia have been effective in circumnavigating financial and other restrictions.%?

Russia is now seeking to consolidate a Free Trade regime that will include India, the Middle East, and
the Central Asian members of EEU.% The United Arab Emirates (UAE) and India are already signing
free trade agreements with the EEU, and Iran is about to join this single economic space by
September 2023.%* In the context of this regulatory consolidation, Russia, and to a lesser extent
India, are investing in Iranian transport infrastructure that can credibly advance trans-regional trade
between Central Asia, the Persian Gulf, and the Indian subcontinent.® Taking a bird’s eye view of the
INSTC, the geopolitical significance of a logistics corridor connecting the European and Pacific
economies is hard to contest. That became clear in March 2021, when a container ship ran aground
at the Suez Canal blocking traffic between the Red Sea and the Mediterranean, creating a $60bn
logistical bottleneck of global consequence.®® However, Russia’s full scale invasion of Ukraine was a
catalyst in reframing India’s engagement in Eurasian logistics.
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India’s main infrastructural investment along the INSTC route is the Chabahar port in the Gulf of
Oman, an Iranian asset acquired in 2016 in coordination with the United States with a view to
creating a route that would reduce Pakistani-Chinese leverage over the landlocked nation. That is
why the Trump Administration exempted the port from the ‘maximum pressure’ sanctions regime
reintroduced in 2018. Following NATO’s rapid retreat from Afghanistan in 2021 India has remained
committed to the port. However, the development of a 700km rail network connection to
Afghanistan is stuck on its last 200 km section, not least due to the ties of the contractor with the
Iranian Revolutionary Guards.” India has been striking a balancing act between Washington and
Tehran, limiting oil imports from the Islamic Republic and joining a US-led initiative that aspires to
develop a multimodal transport infrastructure that will circumvent Iran and counter China BRI.%®
However, the American initiative is reliant on UAE and Saudi financial backing and Indian
commitment is thus far theoretical. New Delhi is actually reviewing the geopolitical significance of
Chabahar as an anchor to Iran and Central Asia. In an interview the former regional cooperation
advisor of the Indian Government on Afghanistan, Gulshan Sachdeva, stated that as Islamabad and
the Taliban regime come closer, Indian cooperation with Iran may be important to maintain regional
balance.®® Given deepening Emirati ties to Russia, and the Chinese-mediated peace treaty between
Riyadh and Tehran, loyalties are split and the US proposition has not, thus far, been convincing.®

Is the West losing the war on logistics?

While focusing on Russia’s capability to accommodate the fallout of international sanctions, the
elephant in the room is China. For more than a decade the focus was on the BRI and its flagship
project —the Northern Corridor. BRI projects have been broadly framed as promoting ‘connectivity’
and are bankrolled through commercial banks and state-owned corporates, with several strings
attached.'® Following Russia’s full scale invasion into Ukraine, China appears to be taking a back
seat, although there is evidence to suggest there is tacit support for Russian diplomatic initiatives,
particularly when it comes to the INSTC.1%2 The BRI brand may still be relevant if China finds projects
that directly resonate with its own strategic objectives and without assuming the risk of a direct
clash with the West. At the moment, it is Russian diplomatic initiative that sets the agenda on freight
transport in Eurasia.

Russian policy effectively addresses the interests of its trading partners, extending a plethora of
economic and political concessions to Turkey, Iran, Azerbaijan, India, and the UAE. In doing so,
Russia has kept its military and industrial complex operational. The new logistical routes developed
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in Eurasia have a cumulative diplomatic effect that the West has been unable to either compete with
or disrupt. One of the reasons why is the inability of Europe and the United States to create and
implement master plans that require the alignment of corporate policy across several sectors:
freight handling, banking, insurance, and infrastructure development. Outside the context of a war
effort, building macro-policies that develop on several levels only happens at glacial pace by the EU.
The West is able to erode Russian revenue in the short run but unable to carve an alternative
political vision for the future of economic cooperation in the Caucasus and Central Asia.
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