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Foreword

The OECD has worked on trade and transport connectivity across the Eurasian landmass since 2017, in
close co-operation with the countries of the region, the International Transport Forum and other partners.
Since February 2022, the connectivity landscape has changed drastically as a result of Russia’s full-scale
invasion of Ukraine. This report looks at one of the important international developments arising in
response to that change: increasing attention to the Trans-Caspian International Transport Route, the so-
called “Middle Corridor”, which connects China to Europe via multimodal transport routes through Central
Asia, the Caspian Sea and the South Caucasus.

Until 2022, the vast bulk of overland freight transport from China to Europe passed through Russia (the
Northern Corridor) using the railways from Russia’s Far East, with branches through Kazakhstan and
Mongolia. However, the Russian invasion of Ukraine and the ensuing sanctions disrupted the Northern
Corridor. This has spurred renewed discussion of potential alternative land routes between China and the
European Union, particularly the “Middle Corridor”.

The additional traffic on the Middle Corridor represents an opportunity for economic development in
countries along the route. Yet congestion has worsened since 2022 at existing bottlenecks, and the route’s
competitiveness is hampered by its challenging geography and its multimodal nature. The Middle Corridor
crosses more land and maritime borders than the Northern Corridor, with diverging regulations, laws and
requirements. Such a corridor requires intense collaboration, though no single co-ordination body currently
exists for the route.

The OECD has prepared this analytical study to understand the challenges and opportunities in developing
the Middle Corridor from the perspective of Tirkiye, Azerbaijan, Georgia, and Kazakhstan. The goal of this
report is to establish the conditions under which the Middle Corridor could represent a competitive and
viable route for regional and trans-continental trade on the long run. In this respect, it maps and sequences
the main reform priorities in relation to regional integration, infrastructure, trade facilitation, and supra-
national co-ordination.

This report complements recent work on the development potential of the Middle Corridor from the
perspective of the private sector and key public actors. To do so, the OECD conducted a policy consultation
with more than 170 respondents to identify bottlenecks and needs in the four study countries. Qualitative
interviews complemented a survey to provide a comprehensive understanding of the challenges faced by
governments and users of the Middle Corridor. These inputs guided the work presented here.
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Executive summary

Realising the Middle Corridor’s potential requires to transform it into a major
trade route

Regional integration: creating traffic and demand on the route will largely stem from
increased regional economic and trade integration

From a private sector’s perspective, the Middle Corridor is currently less attractive than other
alternative routes. Limited traffic on the route largely reflects the absence of demand for goods from
Central Asia and the Caucasus, as well as the relatively low level of intermediate import demand from
these countries. As a result, the corridor is mainly used as an East-West transit route, while regional trade
links and West-East traffic are largely insignificant.

Increased regional economic and trade integration could pave the way for better GVC integration
and the development of the Middle Corridor into a major trade route connecting Asia to Europe.
The disruptions to global trade caused by the COVID-19 pandemic, and subsequently by Russia’s war on
Ukraine, are an opportunity for both Central Asia and the Caucasus to play a larger role in global supply
and value chains. Cost and efficiency gains and increased market size for regional production following
from deepened regional economic integration would create regional demand and incentivise private sector
participation in Middle Corridor development.

While increasing regional economic integration is a long-term goal, governments can support the
creation of regional demand in the short and medium-term. In particular, policy makers, in
collaboration with the private sector, should (i) further improve the overall business climate across the
region to support private sector development and increase regional economic potential; (ii) develop
regional logistics services to better integrate regional markets; and (iii) improve regulatory frameworks to
support the development of transport connectivity contributing to the greening of the region’s economies.

Trade facilitation: reforms should focus on advancing digitalisation and harmonisation
of border procedures and permit requirements

Cumbersome transit and trade procedures add to border point congestion and result in
inconsistent and unpredictable transit and crossing times, further reducing the route’s
attractiveness. Despite trade facilitation reforms in Azerbaijan, Georgia, Kazakhstan, and Tirkiye, a
regional approach to the route’s development is missing. In particular, the Middle Corridor’s attractiveness
for the private sector suffers from an overlay of multiple and unharmonised license and permit
requirements, increasing transit time and cost. Deficient border customs capacity and a lack of co-
operation among customs agencies along the route also lead to repetitive inspections and delays, creating
congestion when traffic increases.

Further advancing trade facilitation reforms at the regional level can increase the Middle Corridor’s
capacity in the short and medium term. Governments along the route can rapidly reduce transit times
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and costs as well as increase predictability of transit times by (i) further harmonising and fully digitalising
transit and border documents for all transport modes; and (ii) improving customs capacity through
enhanced data exchange, modernised border procedures, and training of border officials.

Infrastructure: additional investments are needed to improve multimodality across the
route and port and vessel capacity in the Caspian Sea

Targeted adjustments to the infrastructure network along the Middle Corridor can translate into
increased traffic in the short and medium term. In recent years, Azerbaijan, Georgia, Kazakhstan, and
Tarkiye have been modernising and developing their road, rail, and maritime infrastructure. However,
congestion at border points and seaports remains high, and reduces the route’s attractiveness. In
particular, container and vessel fleet capacity are not in line with railway freight volumes, leading to delays
in seaports reinforced by the low level of port infrastructure automation around the Caspian Sea and lacking
multimodal infrastructure to avoid multiple loading and unloading for ferry journeys. At border points the
issue is similar.

Increasing regional trade flows and supporting the Middle Corridor’s attractiveness will require
targeted infrastructure investments. Given the uncertainty about long-term traffic volumes along the
route, governments should focus in priority, and in parallel to trade facilitation reforms, on addressing
immediate gaps reducing the route’s attractiveness. In particular by (i) developing multimodal (rail-road)
capacity at border crossing points and seaports; (ii) increasing fleet capacity and regularity in the Caspian
Sea; and (iii) developing rail capacity.

Transnational co-operation: a common regional approach is required to implement these
reforms, and deepen regional economic and trade integration

Despite intensified regional cooperation to support the development of the route in recent years,
regional competition and limited co-ordination have prevented a joint approach so far. Reform and
investment efforts to address main bottlenecks have remained largely national so far, and implementation
suffers from limited co-ordination both between levels of government at the national level and across
countries. In addition, while the private sector has been very active in working towards common standards
and addressing recurrent issues along the route, it has been mainly left out from strategic discussions
about the route’s development, both at the national and regional levels.

Developing the Middle-Corridor’s attractiveness will require improved co-ordination across
national government levels and increased regional co-ordination. Achieving sustainable
improvements in trade flows will require a combination of national initiatives and regional co-operation, a
common approach to infrastructure and trade facilitation reform implementation and sequencing, and a
strong political commitment to build and integrate regional markets in Central Asia and the Caucasus. In
particular, governments of Azerbaijan, Georgia, Kazakhstan, and Turkiye should (i) develop common
institutions to support the development of the route; (ii) advance trade facilitation reforms at the regional
level and in line with European standards; and (iii) align national and regional infrastructure plans.
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1 The Context: Growing interest in the
Middle Corridor

Beyond its human toll, Russia’s war of aggression in Ukraine has also
profoundly affected regional and global trade patterns, disrupted global
supply-chains, and transformed trade routes. The Northern Route, bringing
goods from China to Europe through Russia, has seen a significant reduction
in traffic following international sanctions. Traffic shifted to the Middle
Corridor route, also referred to as the Trans-Caspian International Transport
Route (TITR). If the route received renewed political attention to develop it
into an alternative transit corridor, its multimodal nature puts it at a structural
disadvantage compared to other routes. Building the Middle Corridor’s
potential and overcoming its lack of competitiveness lies in its ability to
become a trade route fostering economic and regional integration within
Central Asia and the South Caucasus, as well as between these regions,
Asia, and Europe.
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This chapter sets the stage for the rest of the report. The introduction section defines the Middle Corridor
and the Northern Corridor and explains in which context the latter has been affected by disruptions that
bring attention to the former. Then, the first section details the trade opportunities that could support
demand along the Middle Corridor. The second section explains the challenges that the countries of the
corridor must face in order to enhance the route’s competitiveness and create a viable alternative to the
Norther Corridor. The last section recalls the key issues identified in terms of trade for Central Asia and
the South Caucasus and delivers an overview of the report’'s recommendations.

Until February 2022, the Eurasian Land Bridge Economic Corridor, also known as the “Northern Route”,
was the most-used overland freight route between China and Europe. Transiting through Kazakhstan,
Mongolia, Russia and Belarus, the corridor had been gradually streamlining cross-border trade,
modernising rail infrastructure and easing trade procedures along 12,000km of railroad (Box 1.1 and
Figure 1.1). Since 2011, the Northern Route has gradually become the fastest non-air freight connection
between China and Europe among the different routes available (Table 1.1).

Table 1.1. Cost and time estimates for main EU-China corridors in 2020

Per 40-foot container, from Chengdu, China

Cost range Average time Northern Europe time Central Europe time ~ Balkans time (days)
(USD) (days) (days) (days)
Northern Route 2,800 - 3,200 14-18 16 15-16 20
Middle Corridor 3,500 - 4,500 16-20 18 17 14
Maritime Route 1,500 - 2,000 28-40 28-40 28-40 28-40

Source: (World Bank, 20201

Since Russia launched its full-scale invasion of Ukraine in February 2022, international sanctions
have increased the cost of shipping cargo along the Northern Route. Ensuing logistics disruptions
have affected almost all trade flows between Russia and Europe, causing significant delays and global
freight price increases. As a result, container shipping between the European Union (EU) and China
through Russia is estimated to have decreased by at least 35% (Index, 20232)).

Figure 1.1. Northern and Middle Corridor schematic routes

| Northern Corridor |

!

Belarus

Mongolia

Russia China
Kazakhstan
Middle Corridor |
Georgia | Kazakhstan |<—>
European Union I Azerbaijan
Tiirkiye |Turkmenistan |<->| Uzbekistan |<—>| Kyrgyzstan ‘

<+—> Land connection <—> Maritime connection

Source: OECD analysis (2023)
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Box 1.1. The Eurasian Land Bridge Economic Corridor (or Northern Route)

The Eurasian Land Bridge is a rail transport corridor comprising two main overland rail routes: the
Trans-Siberian Railway and the New Eurasian Land Bridge. It represents the main overland route
connecting China and the EU and carries approximately 3% of total China-Europe container trade.

The Trans-Siberian Railway

Completed in 1916, the Trans-Siberian Railway is a 9,200km-long line from Vladivostok to the EU, with
access to Russian Pacific ports and the North-East region of China. This line can handle up to 200,000
TEU of containerised international transit freight per year.

The New Eurasian Land Bridge

As the southern part of the route, the New Eurasian Land Bridge runs through China and Kazakhstan,
before crossing into Russia and reaching the EU. This section is more recent; the first segments were
completed during the second half of the 20" century. From Kazakhstan, two North-South railways
connect with the Trans-Siberian while another segment goes directly to Western Russia.

Operational connectivity issues remain

While the Eurasian Land Bridge is a network of uninterrupted railways connecting a whole continent,
operational challenges hamper the efficiency of the route. Since the different segments of the route
were established in different countries at different times, technical barriers exist regarding the length of
fleets and trains, and railway electricity infrastructure. Moreover, due to the complexity of documentation
requirements, there are risks and costs related to administrative rules and customs clearance
procedures, which increase transit time.

Source: (World Bank, 2022;3;; UNESCAP, 20224)).

Central Asia, the South Caucasus and Tlirkiye can play a central role in
intensifying regional co-operation and opening new trade routes

Tiirkiye represents a central East-West and North-South trade hub

Tiirkiye is located at the crossroads of Europe and Asia, granting access to the Middle East, North
Africa, the South Caucasus, the Balkans, and Central Asia. The Turkish Straits, two crucial
international waterways that connect the Mediterranean and the Black Sea, make Turkiye an important
player in maritime trade, most recently showcased by the Black Sea Grain Corridor Initiative that facilitated
the transport of Ukrainian grain to international markets. Turkiye is situated on transport corridors between
Europe and Asia, including the Middle Corridor, the Trans-European Transport Network (TEN-T), and
TRACECA, as well as energy corridors from the Middle East and Caspian to Europe, which render it
significant for local and regional trade activities. This strategic location combined with progress in road,
port, airport, and railway infrastructure investments has helped improve inland and cross-border
connectivity. Advances in trade facilitation via simplification and digitalisation of customs procedures and
multiple bilateral and multilateral trade agreements have bolstered Turkiye’'s position as a regional trade
and logistics hub.

As an upper-middle income OECD and G20 country, Tlrkiye is a significant player in regional merchandise
and services trade. In 2022, it ranked as the 19t largest economy globally, with a GDP of USD 906 billion.
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That year it ranked 30" in exports and 19t in imports globally, with a trade volume of USD 618 billion. The
EU is Turkiye’s largest trading partner, amounting to 40.5% of total exports and 25.6% of total imports,
with a coverage ratio of 110.5%. Turkiye is the 5" largest exporter and 7% largest importer in Extra-EU
trade. The Customs Union (CU) established in 1995 has been a significant driver of transformation in
Turkiye's policy environment, including trade policy, helping the country advance in global value chains
and diversify its portfolio from traditional exports of agrifood and textiles towards electrical equipment,
machinery, chemicals, and motor vehicles.

In addition to the EU, Turkiye also maintains strong trade ties with other neighbouring regions It is among
the top five trade partners for the South Caucasus and Central Asian countries except for Armenia, being
the largest source of imports for Georgia and Turkmenistan, and the second largest for Azerbaijan in 2022.
Whereas Turkiye predominantly imports fuels and minerals from the region, it exports machinery,
electronic equipment, textiles and plastic. Turkiye is also active in the neighbouring regions through
services trade, most notably through overseas contracting services, which is a highly competitive sector
with 42 Turkish companies ranking among top 250 firms globally, second only to China. In 2022, Turkish
companies contracted USD 19.1 billion worth of projects in Commonwealth of Independent States (USD
7.1 billion, 37.2%), Europe (USD 4.9 billion, 26.0%), Middle East (USD 3.4 billion, 18.0%), and Africa (USD
3.3 billion, 17.1%) predominantly in housing (USD 4.36 billion, 22.8%) and road-tunnel-bridge
infrastructure (USD 4.30 billion, 22.5%) (Ministry of Trade of the Republic of Turkiye, 2023bs)).

Figure 1.2. Turkiye's merchandise trade profile (2020-2022)
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Central Asia and the South Caucasus could benefit from a possible shift in China’s
regional trade and transit strategy

In recent years, China has become a major trading partner and an important financing source for
Central Asia and the South Caucasus. China has become a major source of imports for all Central Asian
countries except Turkmenistan, as well as for Azerbaijan and Georgia, albeit to a lesser extent than for
Central Asia (Figure 1.3) (OECD, 20237;; OECD, 2022;5)). Room for expanded export opportunities exists,
in particular for non-energy related commodities, as energy and mineral resources constitute the bulk of
both regions’ exports to China. For instance, Kazakhstan’s exports to China are dominated by crude oil
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and petroleum gas, while metals represent the largest share for Georgia, Kyrgyzstan and Tajikistan
(UNCTAD STAT, 2022(9)).

Central Asia and the South Caucasus have grown in importance in China’s trade and transit
strategy to Europe. Over the past decade China has deepened its political and financial presence in
Central Asia, especially with the Belt and Road Initiative (BRI). Throughout 2022 and early 2023, high-
level political co-operation between China and Central Asia has deepened, aiming to increase trade
turnover and investments in particular. The joint China-Central Asia summit in January 2022 called for a
doubling of bilateral trade turnover by the end of the decade and for increased Chinese investment in the
region, while the May 2023 presidential Xi'an Summit showcased China’s development plans for the
region. Recent investments have notably expanded beyond energy supply and transport infrastructure, as
discussions are on-going to open the Chinese consumer market to Central Asia’s food exports. For
instance, Chinese President Xi Jinping announced in January 2022 that China would further open its
market to Central Asian imports with the goal of increasing total China-Central Asia trade turnover to USD
70 billion by 2030 (OECD, 20225; The State Council of the People's Republic of China, 2022(10)). China
also has a strong trade transit perspective in South Caucasus economies, focusing efforts on the
infrastructure and transportation sectors to develop a continuous transit corridor to Europe (World Bank,
2020;11)).

Figure 1.3. Trade dynamics between China and Central Asia and the South Caucasus (2018-2022)
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The current disruptions to Chinese freight on the Northern Route could accelerate the shift in
China’s regional trade and transit strategy in favour of Central Asia and the South Caucasus. The
slowdown of Chinese cargo traffic on the Northern Route has already resulted in China’s increased interest
in the development of the Trans-Caspian International Transport Route (TITR), also called the Middle
Corridor. China committed to the further development of the corridor and the construction of transport and
logistics hubs for China-Europe freight train services at the May 2023 China-Central-Asia summit in Xian.
However, the growth of Chinese manufacturing and exports has slowed in recent years as a result of
weaker global demand. If this slowdown were to persist, prospects for increased exports from Central Asia
would look less promising in the medium-term (IMF, 202313)).
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The Middle Corridor constitutes a promising alternative to the Northern route, but
much remains to be done to realise its potential

The Middle Corridor is a viable, albeit complex, route connecting Asia to Europe through
Central Asia and the South Caucasus

Since Russia launched its full-scale invasion of Ukraine, the Trans-Caspian International Transport
Route, also called the Middle Corridor, has gained renewed attention from governments and firms
as an alternative to the Northern Route. The route is a multi-modal transport network (road,
containerised rail freight and ferry routes) connecting Asia to Europe via Kazakhstan, the Caspian Sea,
Azerbaijan and Georgia before going on to Europe through the Black Sea and/or Turkiye. Itis an alternative
to the Northern Route and the various maritime routes between Europe and Asia, and also offers new
opportunities for the enhancement of regional trade and the economic development of the countries along
the route. The current Middle Corridor is a relatively recent trade route: the two major initiatives to
strengthen it (Trans-Kazakhstan railroad, Baku-Tbilisi-Kars railway) were completed in 2014 and 2017,
following the establishment of the Co-ordination Committee for the Development of the TITR. Hitherto, the
Middle Corridor has carried far less traffic than the “Northern Route” through Russia and Belarus, but trade-
disruptions following Russia’s war of aggression against Ukraine triggered sharp growth along the route
and much discussion of what could be done to develop it further (OECD, 2022s)).

The route could offer the shortest alternative to the Northern Route for freight transport between
Asia and Europe. Recent studies indicate that transporting goods from Chengdu through the Middle
corridor would only take one additional day to Central Europe compared to the Northern Corridor, and two
additional days to Northern Europe. The Middle Corridor even offers a competitive advantage for transit of
goods between China and the Balkans, with a 6 days cut in transit time compared to the Northern Corridor.
Itis also the shortest route for trade from China or Central Asia to North Africa when considering the access
to the Mediterranean Sea from Georgian and Turkish ports. Enhancing the TITR would potentially reduce
transport costs and boost trade among the countries it traverses. Realising this potential would require not
only significant infrastructure investment but also trade facilitation reforms (see below). The Corridor’s
current capacity represents only a fraction (at most 5%) of that of the Northern Route (Rail Freight, 202214j;
ITF, 2022(15)).

In 2022, cargo traffic on the Middle Corridor increased sharply, due to a shift away from the
Northern route. The volume of cargo transportation along the route has increased by 2.5 times (albeit
from a low baseline) to 1.5 million tons in 2022. The route also witnessed an estimated doubling of
container shipments to 50,000 TEU containers (ITF, 202215); Middle Corridor Association, 202216)). Cargo
volumes crossing the Caspian followed the same dynamic. This evolution also creates new trade
opportunities for the countries along the route. For instance, Kazakhstan’s share of cargo increased 6.5-
fold compared to 2021, to about 900,000 tons. Container shipments across the Caspian Sea increased by
33%, reaching 33,600 twenty-foot equivalent units (TEUs) containers, of which 18,000 are estimated to
have transited along the whole Middle-Corridor (Port Aktau, 202317;; Adilet, 2022[1g}). For the five first
months of 2023, cargo traffic growth is estimated to be 64% compared to the same period in 2022, with 1
million tons transported (Prime Minister of the Republic of Kazakhstan, 202319)).

The route also offers a perspective for future trade and transit growth connecting Asia to Europe through
quickly growing economies. Kazakhstan, Azerbaijan, Georgia, and Tirkiye, as well as the other countries
of Central Asia and the South Caucasus, are growing in terms of GDP and population (Figure 1.4).
Kazakhstan offers a trade gateway to a market of about 100 million consumers around the Caspian Sea,
including 76 million in Central Asia, as well as routes to Western China, Turkiye and the European Union
(International Trade Administration, 202220; Presidency of the Republic of Tirkiye, 2023211). A recent
EBRD study finds that transit container volume could increase from the current 18,000 TEUs to 130,000
TEUs by 2040 only attributable to population and GDP growth (EBRD, 202322)).
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Figure 1.4. The Middle Corridor runs through and connects growing regions

GDP and population projections for China, Central Asia, the South Caucasus, and Europe
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Opportunities for trade growth will also expand to the extent that China evolves into a more
consumption- (rather than export-) oriented economy and that the economies of Central Asia and
the South Caucasus manage to move up along value chains. A shift towards more consumption-led
growth in China would generate additional West-East Middle Corridor traffic and intensified trade ties with
Central Asia and the South Caucasus. The development of manufacturing industries in Central Asia and
the Southern Caucasus would lead to increased exports, while the production of higher value-added
technological goods would boost imports of intermediate parts and components.
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Figure 1.5. Composition of intra-regional trade in Central Asia and the South Caucasus (2017-2021)
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This report assesses challenges and identifies reform priorities in relation to
infrastructure, trade facilitation and stakeholder co-ordination along the Middle-Corridor

The purpose of this report is to offer targeted advice to the governments of Azerbaijan, Kazakhstan,
Georgia, and Tiirkiye on how to harness the potential of the Middle Corridor. In particular, the report
complements recent work on the Corridor's development potential by drawing on the perspectives of
private sector actors to help map and sequence main reform and implementation priorities.

Drawing upon original data collected in each of the Middle Corridor countries (Box 1.2), the report
includes an analysis of the main factors that hinder or contribute to the route’s development. In
each project country, the OECD has consulted with representatives of the government, the private sector,
and other development partners through a detailed online survey, complemented by qualitative in-depth
interviews. Based on this analysis, the study assesses reform priorities in relation to infrastructure, trade
facilitation and stakeholder co-ordination along the Middle-Corridor and suggests issue-specific
recommendations to increase the countries’ trade and connectivity potential and at the regional level, to
create the conditions for increased demand and traffic along the Middle Corridor.
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Box 1.2. Realising the Trade Potential of the Middle-Corridor: methodology (2023)

The current report assesses bottlenecks and maps reform and implementation priorities in relation to
(i) transport infrastructure, (ii) trade facilitation, and (iii) national and supra-national stakeholder co-
ordination to develop the potential of the Middle Corridor as a central trade route connecting Asia to
Europe. In particular, the report aims at highlighting the perspective of the private sector and key public-
sector actors in Kazakhstan, Georgia, Azerbaijan and Turkiye to help map and sequence main reform
and implementation priorities. The analysis also considers the effect of the COVID-19 pandemic and
the disruption caused by Russia’s war in Ukraine on regional trade and integration to ground the
analysis of the route’s development potential.

The study relied on two main dimensions:

(i) A series of qualitative online surveys building on the recent ITF Policy Brief (ITF, 202215)
focusing on trade facilitation, infrastructure development and national and supra-national
stakeholder co-ordination in the four project countries.

(i) A series of qualitative interviews with selected public and private stakeholders, as well as
with 10s (EBRD, World Bank, etc.) active in the four project countries to broaden the
perspective on the challenges and opportunities for realising the route.

The analytical work relied on a continuous dialogue between the OECD, the governments of
Kazakhstan, Georgia, Azerbaijan and Turkiye, the private sector, and international partners, including
through several bilateral consultations in the first half of 2023. In particular, the OECD has used a series
of tools, including questionnaires, data requests and collection, analysis of surveys and interviews, to
collect data and information.

The report focuses on the private sector’s perspective on the route to help policymakers map and
sequence reform priorities. Accordingly, whilst many of the most important aspects of the route’s
development are addressed in this report, some, such as the investment and fiscal challenges, are not.
These are covered by other recent studies and remain important aspect to realising the Middle
Corridor’s potential.

Note: The detail of the methodology is available in Annex A.
Source: OECD (2023).

Infrastructure bottlenecks and inadequate trade facilitation increase costs and transit
times along the Middle Corridor

The Middle Corridor’'s multimodal nature challenges its attractiveness from the private sector
perspective. Private sector stakeholders consulted for this study (see below) emphasise the importance
of cost, time, and safety factors in a route’s competitiveness. Currently, the Middle Corridor appears less
competitive than alternatives, chiefly due to the unpredictability of transit times and higher costs arising
from the large number of modal switches and international frontiers along the route (Eurasianet, 2022/2q;;
ADB, 20211271). These structural issues are further exacerbated by limited transport and logistical capacity,
deficient infrastructure, gaps in the operational and trade facilitation environment, and inadequate regional,
national, and supra-national stakeholder co-ordination (OECD, 2023 2s;; OECD, 202329); ADB, 2021 30;;
USAID, 2022p1; ITF, 2022[15)). As a result, despite intensifying trade and transit, and a positive outlook,
the Middle Corridor does not yet provide a real alternative to the Northern Route (Rail Freight, 2022[14)).

Transit capacity constraints have been highlighted by the shift of traffic from the Northern Route
throughout 2022. Russia’s invasion of Ukraine has led to an uptick in Middle Corridor traffic, resulting in
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reduced transit capacities and a rise in cargo shipping and logistics prices. Capacity limitations have visibly
manifested themselves through container shortages and a decrease in available Caspian Sea vessels that
have been mobilised to service traffic stemming from Russian ports rather than servicing their usual
itineraries. This can be explained by Russia seeking to adjust its import inflows through increased trade
with the Southern Caucasus and exploring alternative North-South routes through Iran. Logistics service
prices increased in 2022 following a rise in service costs along the Northern Route reverberating on other
trade routes, as well as heightened risk-premia for goods originating from Russia’s neighbours. Prices
have tended to fall back to their pre-war levels since then.

Turning the Middle Corridor into a robust transit and trade route will require addressing
infrastructure, trade facilitation, and regional co-ordination bottlenecks in Central Asia, the South
Caucasus, and Tiirkiye. Being both a land and sea route, the Middle Corridor requires a complex set of
road, rail, and maritime infrastructures. Despite recent developments in Kazakhstan, Azerbaijan, Georgia,
and Turkiye, two palpable regional integration barriers are insufficient infrastructure, especially multimodal
schemes in ports, and disparities in the legal and regulatory frameworks governing trade and transit
requirements across the route. As a result, bottlenecks at the main seaports and border points increase
transit times by as much as 10-15 days due to congestion, reaching 20-30 days in some cases. For
example, the Kazakh border rail gauge change can last from one to 10 days, followed by two to three days
to discharge at the Baku Alat port, and finally two to 10 days’ waiting in Georgia’s Poti port (EBRD, 2022;32)).
Addressing these issues will require a common approach to infrastructure and trade facilitation reforms at
both the national and regional levels.

Limited regional trade and economic integration in Central Asia and the South Caucasus
further reduce the route’s trade competitiveness

Regional trade represents only a small fraction of trade in Central Asia and the South Caucasus.
Except for some of the smaller economies such as Georgia, Kyrgyzstan, or Tajikistan, regional exports
represent a limited share of total exports. Exports to the region accounted for 15% of the total, on average,
for Uzbekistan between 2017 and 2022; the corresponding figures for Kazakhstan (8%) and Armenia (2%)
were even lower (Figure 1.6). This pattern largely reflects the commodity composition exports, which is
strongly skewed towards mineral commodities, except in Georgia, which relies more on agricultural goods
and some manufactures (OECD, 2020;33)). As a result, export destinations are highly concentrated, mainly
in Europe, Russia, and China. Uzbekistan’s comparatively greater share of regional exports could be linked
to its larger industrial base and the weight of agricultural goods in its export basket, leading to a more
diversified trade partner portfolio (OECD, 2022(34)).

Trade between Central Asia and the South Caucasus is also limited. Trade with the neighbouring
region accounts for an even smaller share of countries’ total exports (Figure 1.6), which can be indicative
of the countries’ low integration in regional and global value chains. Indeed, manufacturing output in the
South Caucasus countries and even more strikingly in Central Asia displays low levels of added value,
reducing exports and requiring only small levels of foreign components as intermediate inputs (OECD,
2022;s;; OECD, 20237)). As a result, the Middle Corridor suffers from an attractiveness gap compared to
other corridors transiting more economically integrated regions, providing for trade opportunities along the
way.
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Figure 1.6. Share of regional trade in countries of Central Asia and the South Caucasus

Average share and weigh of exports to Central Asia and the South Caucasus, by country, 2017-2022
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Unlocking the Potential of the Middle Corridor: Challenges, Opportunities, and
Pathways Forward

Before the war, the Eurasian Land Bridge Economic Corridor (also known as the Northern corridor) was
the most competitive route for rail shipment between China and Europe. Following Russia’s unprovoked
invasion of Ukraine, sanctions have brought logistic disruptions that hampered the corridor’s viability.
Therefore, the Middle Corridor appears as a relevant alternative for the transit of goods across Eurasia,
though its multimodal nature and multiple border crossings make it more challenging to develop.
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The economies of the South Caucasus and Central Asia remain closely integrated with
Russia, leaving them vulnerable to supply risks and secondary sanctions

Russia remains a predominant trade partner for Central Asia and the South Caucasus countries, both for
imports, and exports and as a transit destination. These important ties are strengthened for some countries.
by membership of the Eurasian Economic Union (EAEU). Though the EAEU seeks to create a unified
market, issues remain in terms of the harmonisation of tariffs. Due to the prevailing role of Russia in the
EAEU, the organisation tends to favour Russia’s interests, and its operations can complicate trade relations
with non-member countries (GIS, 20213s)).

Trade in Central Asia and the South Caucasus was less affected than expected following the sanctions
imposed on Russia in 2022. Russia is one of the main markets for the countries of the region, and its
economic downturn could have affected exports. Instead, products from Central Asia and the South
Caucasus appeared as substitutes for European products, and rising metals and hydrocarbon prices
benefited countries like Azerbaijan and Kazakhstan.

However, the disruptions in trade with Russia are still likely to affect supply chains, and the conflict led to
an increase in transport and logistics costs. Moreover, intermediate trade between Russia and third
countries through Central Asia and the South Caucasus adds to the pressure on transport fees and
exposes the region to secondary sanctions.

Countries along the corridor can foster regional co-operation and generate trade
opportunities

At the western end of the route, Turkiye has a strong experience in developing as a logistics hub at the
crossroads of continents and promoting integration to global markets. At the eastern end, China’s interest
in the region is growing and could fuel new trade opportunities. The Chinese authorities have expressed
their interest in developing imports of non-energy commodities and have invested heavily in infrastructure
in the region as an alternative to the Northern Route.

Countries in Central Asia and the South Caucasus are also contributing to the emergence of trade routes.
The intensity of high-level dialogue within the region and with global partners shows that trade facilitation
is a priority topic for policymakers. Governments have been carrying out trade reforms and have invested
heavily in East-West transport infrastructure.

The Middle Corridor has the potential to become a viable route if capacity constraints
and regional co-operation issues are addressed

The Middle Corridor has the potential to become a viable and strategic route between Asia and Europe
through Central Asia and the South Caucasus. Traffic has been strongly growing on the Middle Corridor
following the restrictions on the Northern Route. The route benefits from solid fundamentals, with important
economic and demographic growth, and the possible development of China as a consumption economy,
ensuring the growth of the markets served by the corridor.

This report aims at identifying the priority reforms and enhancements to be made in terms of trade
facilitation, stakeholder co-ordination and infrastructure to improve the competitivity of the route. The
conclusions are based on both a comprehensive survey and qualitative interviews conducted with public
and private stakeholders.

These consultations highlighted the capacity limitations at several bottlenecks along the corridor. The
increase in traffic following the shift away from the Northern Route in 2022 increased waiting times at ports
and border crossings, hampering the competitiveness of the route. Issues preventing the development of
the corridor are not only related to infrastructure, but also to the lack of economic integration in Central
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Asia and the South Caucasus. Enhancing the route’s attractiveness will require facilitating trade to ease
pressure at border crossing and increase demand for transport in a regional perspective.

Table 1.2. Overview of identified reform priorities

Priority
areas

Increasing regional
economic and trade
integration

Improving transport
infrastructure capacity

Advancing trade facilitation

Enhancing national and
transnational co-ordination

Suggested priority reforms

Improve framework conditions
for private sector development
to stimulate demand along the
Middle Corridor

Improve logistics services to
increase the efficiency and
reliability of the route

Improve regulatory frameworks
and planning capacities for
environmental standards

Develop multimodal
infrastructure at ports and
border points

Increase fleet capacity and
regularity in the Caspian Sea

Develop rail capacity

Harmonise transit and transport
regulation, harmonise and
digitalise border and transit
documents for all transport
modes

Build customs capacity at the

national and regional level to
reduce border procedure times

Develop the institutional tools
to support a common approach
to the development of the route

Align national, transnational
and regional infrastructure
plans

Advance trade facilitation
reforms at the regional level
and in line with European
standards

Source: OECD analysis (2023).
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Z Further regional economic and trade
integration is key to the route’s
long-term viability

Increased regional economic and trade integration, especially in the South
Caucasus and Central Asia, will be critical to generating increased traffic and
demand along the Middle Corridor. While this is a long-term goal,
governments advance it now by (i) creating more favourable conditions for
private sector development in Central Asia and the South Caucasus;
(i) developing regional logistics services to support the development of both
trade and transit in the short to medium term; and (iii) fostering common
standards for a more sustainable approach to the development of the route.
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This chapter explains how increasing regional economic integration can contribute to the Middle Corridor’s
competitiveness by stimulating demand for freight transport along the route on the long run, and rather
than seeing it solely as a substitute for the Northern Corridor. First, it sheds light on the low integration of
Central Asia and Southern Caucasus countries in global trade beyond the export of commodities. Then it
looks at the gaps in the logistics sector preventing the development of the route’s potential. Finally, the
chapter formulates recommendations on how to develop private sector demand for the route and increase
the quality of logistics services.

This chapter, as well as in the rest of the report, relies in great part on a policy consultation that the OECD
conducted to identify bottlenecks and reform needs in four countries along the corridor — Kazakhstan,
Azerbaijan, Georgia and Turkiye. The consultation focused on trade facilitation, infrastructure and
stakeholder co-ordination. The OECD collected over 143 responses, mainly from individual companies,
but also from business associations and government entities. The survey questions were adapted to the
respondents’ profiles. They centred on the competitiveness of the Middle Corridor, the constraints and
bottlenecks encountered while operating on the Middle Corridor and possible improvements in terms of
infrastructure and trade facilitation. Qualitative interviews complemented the survey and allowed for a
better overview of the challenges for governments and private sector user of the Middle Corridor.

Limited integration into global trade constrains private-sector demand for the
Middle Corridor

The corridor countries’ trade integration could improve

The participation of the South Caucasus and Central Asia in global trade is limited

Only 45% of companies responding to the OECD survey indicated that they used the Middle
Corridor as a main route for their operations; the chief determinant for their decisions was access
to a regional market. While companies are discouraged by practical issues, such as non-competitive
transport costs, limited digitalisation of services, and lack of infrastructure, the absence of a sufficient
demand for a wide range of goods remains a major factor reducing the private sector’s interest in trading
on the Middle Corridor compared to other trade routes. Indeed, a majority of respondents using the Middle
Corridor as a main route respond to European demand and, therefore, use the corridor for transit only.
Government agencies responding to the survey consider weak regional demand the foremost reason
preventing the use of the Middle Corridor.

The economies of Central Asia and the South Caucasus have both relatively undiversified export
baskets and a limited range of trading partners. Despite significant differences in terms of population,
resource endowments and economic structures, the economies of the two regions are characterised by
export concentration in terms of both products and destinations, chiefly China and Russia in terms of export
markets (see Chapter 1). Even if the region’s economies were to start diversifying, the impact on the
composition of output would be limited for some time (Figure 2.1). For instance, between 2000 and 2021,
all countries of the region significantly increased the range of exported products. Kazakhstan and Georgia
have by far become the most diversified exporters, respectively, in Central Asia and the South Caucasus,
in terms of the number of different export products (diversification of the export basket), and they are
moving closer to OECD countries such as Turkiye. However, the concentration of either country’s exports
in value terms did not change in the same proportions. It increased for Turkmenistan, Uzbekistan and
Armenia, meaning that the overall concentration of their export baskets in terms of volume and value has
increased. Moreover, Kazakhstan is an interesting case: while it followed the same pattern as these three
countries between 2010 and 2019, with an increased concentration of hydrocarbon products in its export
basket, the relative de-concentration of exports between 2010 and 2021 masks a shift in Kazakhstan’s
commodity exports between 2019 and 2021, as the share of metals rose by 20 percentage points in the
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export basket, lowering the share of mineral fuels from 67% to 47% of total exports (OECD, 2023}1;; The
Observatory of Economic Complexity, 20232;). A similar trend of relative de-concentration of exports
(rather than of diversification) can also be observed in Azerbaijan, with the share of mineral fuels in exports
decreasing only slightly from 94% in 2010 to 88% in 2021. This continuing reliance on hydrocarbons
reflects low levels of competitiveness in non-oil sectors and the and persisting connectivity barriers that
firms continue to face in international trade (OECD, 20213;; OECD, 2020y4;; OECD, 2023}1)).

Figure 2.1. Evolution of export diversification in Central Asia, the South Caucasus and Tiirkiye,
2010-2021
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Note: The concentration of exports is measured with a normalised Herfindahl-Hirschman index (HHI) on exported products classified according
to the HS 4-digit system. Diversity is measured as the number of exported products according to the HS 4-digit system. The HHI is an index,
traditionally used to assess the concentration of markets for competition regulators, with a value of 0.15 corresponding to low concentration,
0.15-0.25 a moderate concentration, and above 0.25 a high concentration. When measuring export diversification, a concentration of 0.10 still
indicates a high concentration. The HHI being a non-linear indicator, a 0.1 change does not represent the same gap at different levels of
concentration.

Source: OECD calculations (2023) based on OEC data (The Observatory of Economic Complexity, 20232)).

Exports remain an important growth driver in Central Asia and the South Caucasus. In Armenia,
Georgia, and Azerbaijan, the share of exports in GDP has been increasing between 2010 and 2022; a
similar, though more moderate, trend is observed for Turkmenistan and Uzbekistan.

Yet Central Asia remains in some respects at the margins of international trade. Overall, Central
Asian countries other than Kazakhstan remain less integrated into international trade than their regional
neighbours or many other countries at similar levels of income. Though trade openness ratios can be
relatively high, particularly for Kyrgyzstan, they don'’t reflect an important integration in global trade. Indeed,
Central Asian countries mostly export commodities and import finished investment and consumption
goods, without for the most part being well integrated into Global Value Chains.

This low integration should seen in a larger context, though, as classical trade integration indexes
do not reflect integration in the global economy through labour migration. The Heckscher Olin model
of international trade posits that a country will export goods that are relatively intensive in the factors that
it has in abundance. In this respect, countries of Central Asia and the Southern Caucasus might be
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expected to export labour-intensive goods. Yet, because of the low development of manufacturing sectors,
institutional weaknesses and transport challenges, they “export” labour instead, sending large numbers of
migrant workers abroad, chiefly (but not only) to Russia. As a result, Central Asia and Southern Caucasus
countries, except for Azerbaijan and Kazakhstan, rely greatly on remittances from migrant workers. In
2022, these remittances were estimated to equal 32.1% of GDP in Tajikistan, 31.3% in Kyrgyzstan, 18.9%
in Armenia, 17.1% in Uzbekistan and 16.3% in Georgia (World Bank, KNOMAD, 20225)).

Figure 2.2. Trade openness (total exports and imports as a percentage of GDP) in Central Asia, the
South Caucasus and Turkiye, 3 years average for 2009-2011 and 2022-2022
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Source: (IMF, 2023 UN, 2023p;; OIC-SESRIC, 2023g))

This diverging trend between the two regions can be explained in part by differences in the
evolution of their economic structures and by the South Caucasus countries’ improving GVC
participation. Over the last decades, several Eastern Partnership countries have been investing in the
development of their manufacturing sectors and increasing their participation in GVCs (Box 2.1). As a
result, backward participation has increased for Georgia, even if its absolute participation remains below
the levels observed for more advanced OECD economies such as Turkiye or Germany (Figure 2.3). This
trend is indicative of a persisting gap in the sophistication of their manufacturing output, reducing both
export opportunities and the need for intermediate input imports of foreign components. However, forward
participation has been rising substantially for Armenia and Azerbaijan, while backward participation has
been deteriorating due to the prevalence of primary commodities (hydrocarbons, metals and agricultural
products) in their export baskets. This evolution indicates that increased energy and mineral exports have
reduced the relative contribution of foreign added value, while they represented the countries’ main inputs
in partner countries’ production (OECD, 2023/9)).
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Box 2.1. Defining countries’ participation in global value chains

Global value chains (GVC) have emerged as a defining feature of the world economy

In a globalised and interconnected world, production processes are frequently fragmented and
dispersed across different countries. Therefore, the flows of goods and services with these global
production chains are not always reflected in conventional measures of international trade: a single
country is rarely responsible for the export of a given good, and the analysis of international trade from
the export/import approach becomes insufficient to infer the role of a given country.

Analysing participation in GVCs

While traditional measures of gross exports can be subject to double accounting, new approaches in
terms of value added can distinguish between the domestic and foreign share of value added in each
country’s exports: a given country’s exports are composed of domestically produced value added, but
also of foreign value added previously imported. Therefore, two questions arise: to what extent is a
country dependent on imported foreign production to export? To what extent does a country contribute
to the exports of other economies through its domestic production?

Two indicators are therefore considered when analysing GVCs:

e Backward participation: corresponds to the value added of inputs that were imported to
produce intermediate or final goods/services to be exported. It is computed as the share of
foreign value added of exports in total gross exports.

e Forward participation: represents the domestic value added contained in intermediate
goods/services exported to a partner economy that re-exports them to a third economy
embodied in other products. It is computed as the share of domestic value added sent to third
economies in total gross exports.

Source: (WTO, 201810; UNCTAD-Eora, 201911)).

Kazakhstan’s participation in GVCs has been declining over the last decade, reflecting both a heavy
reliance on commodity exports and higher relative trade costs. Like Armenia and Azerbaijan,
Kazakhstan is substantially forward integrated into other countries’ exports as a supplier of primary and
intermediate inputs, especially raw materials (hydrocarbons and metals), though the country’s backward
integration into GVCs is weak. Since the early 2000s, the share of foreign value added in Kazakhstan’s
exports has halved to 9.7% in 2018, the latest available year, well below the levels of some comparable
resource-rich countries such as Indonesia (14.4%), and far below the levels found in highly integrated
countries such as Mexico (35.9%) (OECD, 2021112;)". Most strikingly, the decrease in use of foreign inputs
is found across all industries in Kazakhstan and seems to reflect higher relative trade costs linked, inter
alia, to transport, logistics, tariff structure, and non-tariff measures (World Bank, 2020;13)).
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Figure 2.3. Participation of Central Asia and South Caucasus countries in GVCs
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Source: (UNCTAD-Eora, 201914)

Central Asia suffers from a significant connectivity gap to international markets, which acts as a
constraint on export growth and integration into GVCs. Geographic remoteness from major global
transport networks imposes distance and transport costs on local manufacturers and reduces the
attractiveness of transport routes running through the region, the latter mainly related to border crossing
and handling costs. Distance and cost each accounted for about a third of Central Asia’s connectivity gap
in 2019, with the estimated cost of accessing market demand equivalent to 20% of world GDP amounting
to USD 300 per tonne for Kazakhstan, compared to USD 50 per tonne for Germany and the United States
— two of the world’s best-connected economies. Moreover, the average distance for a Kazakh
manufacturer to reach markets representing the equivalent of 20% of global GDP is 4000km, twice as
much as for a German or US manufacturer (OECD-ITF, 201915)).
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Intra-regional trade remains under-developed in Central Asia and the South Caucasus

There is limited trade integration between the four countries covered by this report, as economies
of Central Asia and the South Caucasus are bound more by geographical proximity and historical
legacy than by regional intra-industry trade patterns. Table 2.1 displays the IIT index for the four Middle
Corridor countries under study here (Box 2.2). The number of products subject to intra-industry trade is
quite limited. Although there are small fluctuations, there is an increase in the IIT index at the bilateral level
among Middle Corridor countries from 2002 to 2022, especially between Georgia and Tirkiye. The
weighted indices of Georgia and Turkiye for other Middle Corridor economies have also risen over this
period. However, the indices are quite low when compared to intra-industry trade in other partner country
groups such as the EU, as the IIT index for the EU in Turkey was 0.404 in 2007 and 0.442 in 2018 (Nikoli¢
and Nikoli¢, 2023}1)).

The low IIT product share in trade between countries signals a lack of division of labour amongst
them. The sectoral composition of the intra-industry trade is concentrated on a few agricultural and
industrial products. The countries under study may also exchange commodities that can be found
specifically in one country, but there is a lack of specialisation in higher value-added industries that could
foster the development of intra-industry trade.

Table 2.1. Intra-Industry Trade/Regional Trade Potential in Central Asia and the South Caucasus

Trade Among MC Countries (Except Reporter Country)

Reporter Country Variable 2002 2012 2022
Number of [IT* 6 6 13
N [IT Import Share 0.28% 0.16% 0.68%
Azerbaijan
[IT Export Share 3.89% 7.15% 0.28%
Weighted IIT Index 0.016 0.028 0.024
Number of IIT* 18 23 28
. IIT Import Share 1.65% 2.07% 1.71%
Georgia
[IT Export Share 7.90% 2.79% 3.70%
Weighted IIT Index 0.036 0.056 0.064
Number of IIT* 12 12 26
Kazakhstan IIT Import Share 4.50% 0.34% 1.91%
[IT Export Share 2.16% 0.08% 0.55%
Weighted IIT Index 0.052 0.007 0.021
Number of IIT* 7 8 13
. [IT Import Share 0.06% 1.54% 0.49%
Tiirkiye
[IT Export Share 0.14% 1.25% 0.53%
Weighted IIT Index 0.014 0.021 0.050

Note: *: Number of IT indicates the items whose IIT index is equal to or higher than 0.5
Source: OECD analysis.

Table 2.2. Intra-Industry Trade among Middle Corridor countries

Reporter Country Partner Country 2002 2012 2022
Georgia 0.031 0.027 0.020
Azerbaijan Kazakhstan 0.006 0.006 0.017
Tiirkiye 0.017 0.032 0.026
Georgia Azerbaijan 0.062 0.057 0.086
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Reporter Country Partner Country 2002 2012 2022
Kazakhstan 0.001 0.004 0.025
Tiirkiye 0.019 0.061 0.062
Azerbaijan 0.102 0.013 0.094
Kazakhstan Georgia 0.022 0.005 0.004
Tiirkiye 0.029 0.007 0.018
Azerbaijan 0.016 0.027 0.054
Tiirkiye Georgia 0.021 0.043 0.091
Kazakhstan 0.010 0.002 0.019

Note: The indices in the table show the weighted IIT index of each reporter-partner country pairwise. Theoretically, for a given pair of countries,
values should be symmetrical. Here, it is not the case because of reporting inconsistencies for trade values.
Source: OECD analysis.

Box 2.2. Interpretation of the intra-industry trade index (lIT)

Intra-industry trade occurs when two countries both export and import similar goods between one
another. For instance, France and Germany both import and export an important number of cars from
each other. The Intra-industry trade index (ITT), also known as the Grubel-Lloyd (GL) Index, is the
most widely used measure of intra-industry trade in the literature.

There is an ITT for each country pair and specific good. The closer the ITT is to 1, the more intra-
industry trade there is between these two countries for this good. An ITT of 0 means that no intra-
industry trade occurs for this good.

The weighted ITT for a country pair represents the average intra-industry trade of the two countries,
weighted by the importance of each industry in the total trade between the two countries. The higher
the index, the more intra-industry trade occurs between the two countries. Developed countries typically
have higher ITT indexes.

Though Central Asian countries have engaged in regional integration initiatives, they have not
achieved much change in intra-industry trade patterns. This is mainly due to the loose and shallow
nature of engagement aimed at only bonding tariff structures and insufficient implementation of the existing
arrangements but also lack of market-based integration in the region (Box 2.3). In any case, the embryonic
stage at which intra-industrial trade is in Central Asia means that there is considerable scope to increase
it and therefore grow the demand for freight transport in the region.
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Box 2.3. Dynamics of intra-industry trade (IIT) and regional integration in the world

Intra-industry trade represents international trade within industries rather than between industries. Such
trade is argued to have more beneficial spillover effects than inter-industry trade because it stimulates
innovation and exploits economies of scale and of scope. Moreover, since productive factors do not
switch from one industry to another, but only within industries, intra-industry trade is less disruptive than
inter-industry trade. About 60% of U.S. trade or European trade is intra-industry. Around 80% of U.S.
trade with Mexico is intra-industry.

Intra-industry trade in Eastern Europe

lIT is often high for economies where FDI inflows have risen sharply. Among the countries with the
most rapid increase in intra-industry trade over the 1990s were the Czech Republic, Hungary, Poland
and the Slovak Republic. All these countries were characterised by high and increasing inflows of
foreign direct investment (FDI) over the 1990s, especially from Germany. The combination of rising
intra-industry trade and high foreign direct investment inflows is also observed as consistent with the
increasing extent to which multinational firms have located parts of their production operations in these
countries. Partly reflecting the trends in these countries, and the fact that there has been a steady
increase in foreign direct investment outflows over the 1990s, Germany has also experienced a
relatively rapid increase in intra-industry trade over the 1990s.

Intra-industry trade patterns have not developed yet in Central Asia

In Central Asia, the initial conditions were entirely different. The manufacturing matrix and integrated
market did not exist in this region. In addition, Central Asian countries had not established a market-
based resource allocation mechanism, they lacked diverse industrial structures, and they were located
inland, far from the centres of global demand. Therefore, it is uncertain whether, and to what extent,
regional trade agreements among Central Asian countries promoted the intra-regional trade. Byrd et al.
(2006) point out that the current Central Asian economies would achieve dramatic growth in trade and
economic welfare if they co-operated in trading policies, border control, customs clearance, and
transport management.

Most of the countries that have relatively low and stable intra-industry manufacturing trade are also
those that are most heavily dependent on non-manufactured goods in total exports. This indicates that
the low share of intra-industry trade reflects a tendency for a high proportion of these countries’
manufactured exports to consist of relatively simple transformations of the raw materials with which the
country is endowed and that such transformations are not suited to division across different countries.

Source: (Ruffin, 199917;; OECD, 2002;1g}; Byrd et al., 200619;; Baldwin, 200720;; Wang, 2014p217)

In Central Asia road freight traffic is largely concentrated around local markets and population hubs and
does not outline important regional trade flows. Historically, South Caucasus countries have been — and
remain — an important transit corridor, well connected to international routes. Georgia has access to the
Black Sea, Azerbaijan has a coast on the Caspian Sea, and the two countries have solid rail and road
connections with Turkiye. Given Central Asia’s landlocked position and relatively low population densities,
road freight flows are concentrated around local markets and population hubs. Around urban centres, traffic
on the region’s road network is comparable to traffic in OECD countries, dropping by a factor of three
outside these areas and falling at border crossing points (BCPs). As a result, road freight mainly serves
local markets, with 50% to 70% of trucks operating on inter-urban services. Official statistics indicate an
average shipment distance under 100 km, falling to 20 km in Uzbekistan (OECD-ITF, 201915)).
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Weaknesses in the overall business climate in Central Asia and the South Caucasus
constrain private sector development and export growth

In Central Asia and the South Caucasus, the connectivity agenda is directly linked to structural
reform challenges. Lower population densities and longer distances to major markets weaken
competition and reduce productivity and innovation incentives. As a result, smaller goods baskets and
higher prices confront domestic consumers, while domestic exporters face a competitive disadvantage, as
competitive exports require sufficiently high productivity to offset higher transport costs. Weak domestic
business environments undermine local competition, prevent productivity growth, and fail to protect local
producers when enhanced connectivity leads to reduced trade protection (OECD-ITF, 2019p1s); Lopez
Gonzalez and Sorescu, 2019p22;; OECD, 2021y23)).

In Central Asia, the pace of regulatory reforms and implementation gaps hinders confidence and
predictability. Countries across the region have adhered to major international organisations and
instruments that enable and govern foreign trade and developed relatively sound legal and regulatory
frameworks for investment. Kazakhstan, Kyrgyzstan and Tajikistan have joined the World Trade
Organisation (WTO), with Uzbekistan an observer; all have joined the World Intellectual Property
Organisation (WIPO), ratified the Convention of the International Centre for Settlement of Investment
Disputes (except Tajikistan) and signed the New York Convention (except Turkmenistan). More broadly,
over recent years key anticorruption reforms, including increased digitalisation of public services, have
improved the transparency of government and local public authorities and facilitated dialogue with
representatives of the non-governmental sector. However, across all countries, implementation lags,
creating low confidence, uncertainty, and administrative hurdles for domestic and international businesses
alike. In particular, the pace of regulatory change remains a headache for private sector development, as
firms face difficulties in adapting, while public administration lacks the time and capacities to properly
implement changes, creating new barriers to business operations. (OECD, 202123)).

Despite reforms, remaining obstacles prevent the growth of SMEs in South Caucasus Since the
early 2000s, countries across the region have been working to reform their business environments,
focusing in priority on the development of small and medium enterprises (SMEs) and investment, the
reduction of informality and corruption, and levelling the playing field between enterprises of all sizes and
ownership types. However, important gaps remain, such as ensuring business integrity, competitive
neutrality and equal access to inputs and markets for all businesses, all of which impede
internationalisation efforts. In particular, the economic potential of the region’s SMEs, which represent up
to 99% of firms, 57% of private sector employment and 47% of value added, remains largely untapped,
with the vast majority of SMEs being subsistence micro-entrepreneurs operating mainly in low-value added
sectors and with a limited propensity for export (OECD, 20204)).

Restrictions and barriers in tradable services remain in the countries covered here, as illustrated
by the data collected in Kazakhstan and Tiirkiye by the OECD. Despite a relatively open overall
regulatory framework for investment, the OECD Services Trade Restrictiveness Index (STRI) reveals that
Kazakhstan is the seventh most restrictive of the 50 economies covered by the index, even if services
trade restrictions have been somewhat relaxed in recent years following the country’s WTO accession
(OECD, 2023247). Among the most heavily regulated service sectors are those in logistics and related
services, including maritime and rail freight transport, as well as cargo handling (Figure 2.4). This impedes
their ability to deepen regional integration and engage in enter regional and global value chains. While
above the OECD average on nearly all logistics and trade services indicators, Tlrkiye scores better on rail
freight transport and distribution services and performs better than Kazakhstan on maritime and rail freight
transport, as well as cargo handling. However, Turkiye performs less well than both Kazakhstan and the
OECD average on freight forwarding.
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Figure 2.4. Kazakhstan and Tiirkiye’s performance in the OECD Services Trade Restrictiveness
Index (2022)
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Note: The maximum score of 1 represents the highest level of regulation, often in relation to a total state monopoly, which is for instance the
case for rail freight transport in Kazakhstan. Data for other countries of Central Asia and the South Caucasus is not available (not part of OECD
database)

Source: (OECD, 202225

Regional logistics services remain underdeveloped along the Middle Corridor
reducing transit efficiency and reliability

High prices and low capacity along the Middle Corridor weigh on its competitiveness

Companies surveyed declared that non-competitive logistics prices and the low capacity of fleets
hamper the Middle Corridor’s ability to represent an alternative to the Northern Corridor.
Respondents stress that Middle Corridor economies need to develop an offer for integrated national freight-
forwarding and logistics services in the region to enhance the route’s viability. Moreover, surveyed firms
consider that the under-developed logistics sector is another serious challenge that hinders the
development of regional markets in Central Asia, the South Caucasus, and Turkiye. According to
respondents of all kinds (individual companies, business associations, and government agencies), a major
consequence of Russia’s war in Ukraine was the rise in logistics service prices in the region and a shortage
of containers. In reaction, a plurality of businesses was forced to change their logistics network and work
with new actors, upsetting the stability and reliability of flows.
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Figure 2.5. Logistics and services trade performance of Central Asia, South Caucasus, and Turkiye
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Box 2.4. Overview of the logistics sector in Tiirkiye

Tiirkiye in the World Bank Logistic Performance Index (LPI)

Turkiye is an upper-middle income country that has witnessed rapid economic growth and export
expansion over the past decade, combined with keen attention to related policy actions including
transport policy. In addition, Turkiye has shown a rather coherent development in the World Bank
Logistic Performance Index (LPI) on several accounts until 2016 when the country's performance
declined until returning to an upward trajectory by 2023. Tirkiye ranks 38" out of 139 countries in 2023
with a score of 3.4, indicating a relatively strong logistics performance compared to peer countries in
the Middle Corridor (Kazakhstan and Georgia’s equal scores of 2.7 place them 79t). Tirkiye increased
its ranking in all dimensions except the quality of trade and transport infrastructure. It performs rather
well in ease of arranging competitively priced shipments jumping from 53 in 2018 to 26t in 2023, and
in quality of logistics services. Customs, scoring the lowest, still improves performance compared to
2018.

The logistics industry in the economy

Especially in emerging and developed economies, the main driver of logistics services is the quality of
services. In logistics-friendly countries, shippers already outsource much of their logistics, in particular
transport and warehousing operations, to third-party providers. The Turkish logistics market has grown
rapidly and has attracted many international players through joint ventures. The share of transport
services in GDP ranges from approximately 6% to 12% in developed countries. In Turkiye, the average
share of transport and storage services in total GDP between 1998 and 2019 is around 9.0%; it reached
8.8% in 2021 after declining to 7.9 % in 2020. The share of transport and storage services in GDP ranks
third in the Turkish economy after the "manufacturing industry" and "wholesale and retail trade and
repair of motor vehicles and motorcycles”.

Turkish logistics performance is primarily strengthened by the development of the private sector, which
has evolved significantly in the last decade. It constitutes a growing number of international companies
with overseas offices and the industry has experienced a transition from independent logistics service
suppliers to integrated logistics service providers. However, many manufacturing companies still run
their logistics operations in-house without extensive use of third-party logistics (3PL) providers.
Turkiye's extensive network of chambers of commerce and industry associations are also strong
promoters of the logistics industry; The Union of Chambers and Commodity Exchanges of Turkiye
(TOBB) has financed the building of new Turkish border crossing points for instance.

Trade and logistics

Trade, and predominantly merchandise trade, has been a major driving force behind Turkiye’s overall
connectedness. Maritime transport dominates Turkish foreign trade by value accounting for 55.7%,
followed by road transport (22.4%), air transport (9.6%) and railways (1%). Sea transport is projected
to remain the dominant transport mode for international trade in 2025, measured in tonne-kilometres.
The average share of rail transport is estimated to remain at around 1% between 2010 and 2025,
according to ITF’s projections. The Ministry of Trade has started to extend its support program for
improving the quality and quantity of logistical services in the country. Trade in Transport and logistical
services account for 40.3% of trade in services in Turkiye reaching 51.7 billion USD in 2022.

Source: (ITF, 20157), (ITF, 20192s), (UTIKAD, 20229)), (Ministry of Transport and Infrastructure of the Republic of Tirkiye, 20233,
(UNCTAD, 2022;31)), (Zhang, 202332) (R.T. Ministry of Industry and Technology and UNDP Ttirkiye, 2021s3))
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Rail and maritime tariffs and schedules are unpredictable and often poorly accessible

The Middle Corridor International Association annually sets the tariff schedules for rail and
maritime cargo transport along the route. Established in 2017, the Working Group of the TITR
Association is composed of the representatives of the national railway companies of Azerbaijan, Georgia,
and Kazakhstan, of the ports of Aktau (Kazakhstan), Baku (Azerbaijan), and Batumi (Georgia), and of
Azerbaijan Caspian Shipping (ASC), the main Caspian Sea ferry operator. In co-operation with associate
members and partners, including the chief port management and transport companies, the Working Group
sets the freight tariff rates for cargo transport along the rail and maritime segments of the route (ADB,
202134; Middle Corridor Association, 202335). Azerbaijani railroads JSC, Kazakhstan Temir Zholy JSC
and Georgian Railway JSC have signed an agreement to create a single logistics company to deal with
issues of tariff policy, cargo handling and transport process simplification on the TITR (Prime Minister,
2023361). The 2022-27 TITR Roadmap refers to carrying out a stable and competitive tariff policy in the
railway sector and compliance with established through rate for transport along the Middle Corridor.

However, despite such co-ordination efforts, interviewees report unpredictable and poorly
accessible rail and maritime tariff schedules. During interviews conducted by the OECD, transport and
logistics companies raised the issue that actual rail and maritime tariff schedules often differ from the TITR
agreed rates, in some cases with substantial amounts. These findings also seem to concur with a
forthcoming World Bank study hinting at a substantial gap between agreed TITR association tariffs and
the actual ones paid by transport companies along the route. In addition, interviewees raised the issue of
an absence of clear communication on tariff schedules and their changes, reporting many instances where
the cargo transporter is only informed of the actual tariff when arriving either at the rail or the maritime
loading terminal. Sharp increases in transport costs, often at short notice, reduce the predictability of
shipment costs for freight forwarders and thus the attractiveness of the route.

Overall, quasi-monopolies hamper the development of this sector

These issues point to a wider issue of price competitiveness along the route due to quasi-
monopolies in rail and maritime freight services. Even if actual data are difficult to obtain, OECD
interviews suggest that the cost of cargo delivery along the route from China to Europe is more than twice
as high as on the Northern Corridor and amounts to about USD 5500 per TEU. Interviews conducted by
the OECD indicate that tariff levels result in part from the quasi-monopolistic behaviour of the dominant
railway and shipping companies. For instance, although Kazakhstan opened railway freight to competition
since January 2021, allowing for the creation of private freight carriers, the cargo branch of the national
operator KTZ retains a monopoly over freight traffic. Indeed, while the Ministry of Industry and
Infrastructural Development of Kazakhstan delivers licenses to private freight carriers allowing for
operations across the country, KTZ being the infrastructure operator retains the right to grant access to
the network. Interviewees reported that in many instances, if access to the network is granted, it is only for
small segments, preventing the development of a real private rail freight market. For Georgia, interviewees
reported that cargo handling prices and tariffs are among the highest in Europe, mainly due to the
monopoly situation of the operator in Poti port. For Azerbaijan, interviewees report that limitations on
container usage for shipping to certain destinations imposed by the largest maritime shipping companies
reduce the route’s competitiveness. For instance, firms must return containers within a maximum of 14
days when shipping directly to Central Asia. However, Azerbaijan-Central Asia roundtrips are reported to
last 25 to 35 days on average due to multiple bottlenecks along the route (see Chapters 3 and 4), with high
maritime shipment tariffs doubling due to high downtime payments, amounting to up to USD 50 per day of
delay.
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Recommendations

Further reforms to improve framework conditions for private-sector development can
enhance the region’s trade potential and stimulate demand along the route

Develop national and regional export promotion strategies through SME and
entrepreneurship development

The challenges related to the development of the Middle Corridor go beyond the purely technical
aspects relating to the construction of modern infrastructure or trade facilitation procedures. It is
vital to focus on the conditions of economic development in the countries concerned, particularly the
development of diversified and complexified production activities and industries, that would then allow
trade with other countries of the region. Indeed, if the increased activity along the Middle Corridor currently
benefits from a substitution effect from the Northern Corridor due to the war in Ukraine, the longer-term
sustainability of the route requires sufficient demand, as well as enhanced regional economic ties. If the
impetus for the development of the Middle Corridor is, for the moment, prompted by the war, it nevertheless
represents a real opportunity for the region to develop and benefit from enhanced trade and co-operation.
Governments should continue to work to promote innovation and entrepreneurship (innovation hubs,
research centres, and entrepreneurship programs to foster innovation and technology-driven growth) and
to support SME development (access to financing, technology, and market information, etc).

Governments can also collaborate to formulate comprehensive export promotion strategies tailored to the
comparative advantages of each country. These strategies should encompass targeted incentives, market
diversification efforts, and capacity-building programmes to help local industries tap into regional and
international markets. Governments should support linkages between local SMEs and national or
international multinational enterprises (MNEs) to boost GVC integration through know-how and technology
spillovers. Government-led regional integration initiatives are more likely to facilitate a level playing field
where the countries would be exposed to competition necessary to develop their economies through
benefiting from enhanced and deeper integration in larger markets like the EU (Wang, 201437).

Address remaining gaps in the operational environment for firms, particularly in relation to
trade and investment

Governments should prioritise addressing barriers that hinder businesses from fully capitalising
on the Middle Corridor. This includes streamlining cross-border trade procedures, reducing bureaucratic
hurdles, and providing efficient dispute-resolution mechanisms. Additionally, transparent and investor-
friendly investment policies should be formulated to attract foreign direct investment and nurture local
entrepreneurship. This could include digitalisation of procedures with online single windows for setting up
business, targeted toward foreign investors.

The implementation of trade agreements and/or economic areas to promote trade among the
countries along the Middle Corridor and their neighbours would enhance the development of
regional trade by providing firms a better environment to trade with other countries. ADB (202134))
concludes, “In the long run, a trans-Central Asia—Caucasus—TUrkiye trade area would enable participating
countries to engage more effectively with the EU and China on trade policy, practices, standards, and
technical and legal developments. For Middle Corridor economies, transparent pricing, openness to foreign
investment, and transparent international agreements all point to a greater level of economic integration
across the Middle Corridor economic area, with possibilities for future multilateral trade bloc integration.
Creating a uniform transport bloc that could better facilitate trade with both Europe and the PRC is the best
possible policy solution for these regional economies.” Such areas would eventually promote intra-regional
trade and investment but also attract foreign traders and investors.

REALISING THE POTENTIAL OF THE MIDDLE CORRIDOR © OECD 2023



46 |

Improved logistics services can increase the efficiency and reliability of the Middle
Corridor and contribute to more integrated regional markets

Incentivise the development of logistics centres along the route, especially in Central Asia
and the South Caucasus

Governments should incentivise private sector participation in establishing modern logistics
centres strategically located along the corridor. These centres can act as hubs for efficient cargo
handling, storage, and distribution, thus reducing transit times and costs. Improved logistics services would
help mitigate the costs arising in connection with the multimodality of the route. Alongside the development
of logistics centres, policymakers should support professional training and higher education in the field of
logistics and transport. They could also give the private sector a greater voice in the design of national
logistics policies.

Harmonise, and clearly communicate, rail and maritime tariffs along the route

The authorities should aim for stable tariffs and predictable and transparent pricing policy. Clarity
and transparency would be reinforced by a unique way of communicating these tariffs and other associated
issues. These actions could be performed by a single regional oversight body, allowing an easier
transmission of the necessary data. The UNECE lists the evaluation of a reliable corridor-wide tariff policy
in its priority actions, though it notes the operational difficulties of achieving it. TRACECA is also working
on the harmonisation of methodology for tariff calculations on railways and looking for partners who can
work with them and finance this research.
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Box 2.5. Policies to build a country’s industrial base and export profile: the case of Turkiye

Foreign direct investment policies

Since the 1980s, Turkiye has substantially liberalised its investment regime. One significant milestone
was the Foreign Direct Investment Law No. 4875 in 2003. This law allowed foreign investors to establish
wholly owned subsidiaries or form joint ventures with local partners, under national treatment. It also
prompted stronger protection of investment against expropriation and nationalisation. The OECD FDI
Regulatory Restrictiveness Index for the country, which stood at 0.283 in 1997 (far higher than the
OECD average of 0.127) declined to 0.059 in 2019 (lower than the OECD average of 0.064). The total
FDI stock of Turkiye, which stood at USD 15 billion in 2002, reached USD 253 billion by the end of 2022
(The Investment Office of the Presidency of the Republic of Turkiye, 20233s)). In 2022 Tiirkiye ranked
as the 28th most attractive FDI destination (World Bank, 202339)).

To attract foreign capital, the Turkish government implements a range of investment incentives. These
incentives encompass tax benefits, customs duty exemptions, reduced corporate tax rates, and grants
tailored to specific industries or regions. Additionally, the government has introduced sector-specific
investments, engaged in Public-Private Partnerships (PPP), and designated free trade zones to further
facilitate foreign investments. “Turkiye’s Foreign Direct Investment (FDI) Strategy (2021-2023)”, aims
at increasing the share of knowledge-intensive and high-value-added investments and high-quality jobs.

Industrial policies

The acceleration of industrialisation of Turkiye went hand in hand with liberalisation of trade and
investment, which created a more market-oriented and business-friendly environment for firms. Turkish
exporters benefited from efficiency gains through foreign competition, as well as acquiring new
technology through foreign investments. Firm efficiency and overall production also benefited greatly
from overall improvements in transport and energy infrastructure, accomplished especially through PPP
investments over the past two decades. Specialisation through industrial clusters notably in automobile,
textiles, electronics, and most recently the defence industry has increased industrial production,
regional employment, and SME development. Tirkiye’s 10th and 11th Development Plans put a higher
emphasis on increasing the share of R&D and scaling up in global value chains.

Customs Union

The Customs Union (CU) agreement signed between Tirkiye and the European Union in 1995
eliminated customs duties and other barriers in industrial and processed agricultural goods, creating a
single customs territory between the EU and Turkiye for the free movement of these goods without
tariffs or quantitative restrictions. Going beyond a typical FTA, the CU allowed Turkiye to enjoy the
same level of tariff protection from third parties, while levelling the playing field between Turkish and
EU companies. Simplification of rules of origin coupled with the elimination of other bureaucratic barriers
facilitated trade beyond what would have been the case with a conventional FTA. World Bank estimates
that under an FTA, exports from Turkiye to the EU would have been 3.0-7.2% lower, with EU exports
to Turkey as much as 4.2% lower compared to what has been achieved under the CU (World Bank,
2014407). Mandating Turkiye to harmonise its domestic legislation with EU standards for goods and
adopt EU rules on commercial, competition policy, and intellectual property rights, the CU has facilitated
the integration of Turkiye’s industrial sector into EU value chains. It has allowed Tirkiye to diversify its
exports to the EU from traditional sectors of agrifood and textiles towards motor vehicles, chemicals,
metals, electronics, and machinery (Figure 2.6).
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Figure 2.6. Composition of Tuirkiye’s exports to the EU27 (1995-2022)

@ Agriculture, food products, beverages, tobacco O Textile O Metals O Machinery and equipment O Transportation & Other
100% : : :
90%

80%

0%

60%

50%

40%

30%

20% |

10%
0/.------

1995 2000 2005 2010 2015 2020 2022

Data source: (Turkish Statistical Institute, 2023(41)) for 1995 and 2000, and (ITC Trade Map, 202342))
Source: (The Investment Office of the Presidency of the Republic of Tirkiye, 20233s)) (World Bank, 2023;39)) (World Bank, 2014p0) (Ministry of
Trade of the Rebublic of Tirkiye, 2021p3))

References

ADB (2021), Middle Corridor - Policy Development and Trade Potential of the Trans-Caspian [34]
International Transport Route, https://www.adb.org/publications/middle-corridor-policy-
development-trade-potential.

Aslam, A., N. Novta and F. Rodrigues Bastos (2017), “Calculating Trade in Value Added”, IMF [44]
Working Papers, https://www.imf.org/en/Publications/WP/Issues/2017/07/31/Calculating-
Trade-in-Value-Added-45114.

Baldwin, R. (2007), Managing the Noodle Bowl: The Fragility of East Asian Regionalism, [20]
https://www.adb.org/sites/default/files/publication/28464/wpQ7-baldwin.pdf.

Byrd, W. et al. (2006), Economic Cooperation in the Wider Central Asia Region. [19]

IMF (2023), World Economic Outlook Database, April, (6]
https://www.imf.org/en/Publications/\WWEO/weo-database/2023/April.

ITC Trade Map (2023), Trade Map Database, https://www.trademap.org/Index.aspx. [42]

ITF (2019), Enhancing Connectivity and Freight in Central Asia, |TF/OECD. [28]

ITF (2015), Drivers of Logistics Performance A Case Study of Turkey, ITF/OECD. [27]

Lépez Gonzalez, J. and S. Sorescu (2019), Helping SMEs internationalise through trade [22]

facilitation, OECD Trade Policy Papers, No. 229, OECD Publishing, Paris,,
https://doi.org/10.1787/2050e6b0-en.

REALISING THE POTENTIAL OF THE MIDDLE CORRIDOR © OECD 2023



Middle Corridor Association (2023), Middle Corridor Association, https://middlecorridor.com/ru/.

Ministry of Trade of the Rebublic of Turkiye (2021), Gdmriik Birliginin Glincellenme Siireci,
https://ticaret.gov.tr/dis-iliskiler/avrupa-birligi/gumruk-birliginin-guncelleme-sureci.

Ministry of Transport and Infrastructure of the Republic of Tlrkiye (2023), 2053 Transport and
Logistics Master Plan, TR Ministry of Transport and Infrastructure.

Nikoli¢, G. and I. Nikoli¢ (2023), “Can Structural Indicators of Trade Explain Why EU Candidate
Countries Are Integrating Slowly?,”, Eastern European Economics, pp. 1-23.

OECD (2023), Assessing the Impact of Russia’s War against Ukraine on Eastern Partner
Countries, https://doi.org/10.1787/946a936¢c-en.

OECD (2023), Insights on the Business Climate in Kazakhstan,
https://www.oecd.org/publications/insights-on-the-business-climate-in-kazakhstan-bd780306-
en.htm.

OECD (2023), Insights on the Business Climate in Kazakhstan.

OECD (2022), Kazakhstan (2022), OECD Services Trade Restrictiveness Index (STRI), OECD
Publishing, Paris, https://www.oecd.org/trade/topics/services-trade/documents/oecd-stri-
country-note-kaz.pdf.

OECD (2021), Beyond Covid-19: Prospects for Economic Recovery in Central Asia, OECD
Publishing, https://www.oecd.org/eurasia/Beyond%20COVID-
19%20Advancing%20Digital%20Transformation%20in%20the%20Eastern%20Partner%20Co

untries%20.pdf.

OECD (2021), Improving the Legal Environment for Business and Investment in Central Asia,
OECD Publishing, Paris, https://www.oecd.org/eurasia/lmproving-LEB-CA-
ENG%2020%20April.pdf.

OECD (2021), Trade in Value Added database (TiVA), OECD Publishing, Paris,
https://stats.oecd.org/Index.aspx?DataSetCode=TIVA 2021 C1.

OECD (2020), SME Policy Index: Eastern Partner Countries 2020: Assessing the
Implementation of the Small Business Act for Europe, OECD Publishing,
https://doi.org/10.1787/8b45614b-en.

OECD (2002), Economic Outlook 71, OECD.

OECD-ITF (2019), Enhancing Connectivity and Freight in Central Asia, https://www.itf-
oecd.org/sites/default/files/docs/connectivity-freight-central-asia.pdf.

OIC-SESRIC (2023), OIC Statistics Database, https://www.sesric.org/oicstat.php.

Prime Minister (2023), Heads of Kazakhstan and Georgia Government discuss TITR
development and increase of mutual trade, https://primeminister.kz/en/news/heads-of-
kazakhstan-and-georgia-government-discuss-titr-development-and-increase-of-mutual-trade-
24521 (accessed on 28 August 2023).

R.T. Ministry of Industry and Technology and UNDP Turkiye (2021), Logistics Sector Analysis
Report and Guidelines TR63 Region (Hatay, Kahramanmaras, Osmaniye), R.T. Ministry of
Industry and Technology General Directorate of Development Agencies.

REALISING THE POTENTIAL OF THE MIDDLE CORRIDOR © OECD 2023

| 49

[35]

[43]

[30]

[16]

(9]

(1]

[24]

[25]

(3]

(23]

[12]

[4]

(18]

(18]

(8]

(36]

(33]



50 |

Ruffin, R. (1999), The Nature and Significance of Intra-industry Trade - Economic and Financial [17]
Review.

The Investment Office of the Presidency of the Republic of Tiirkiye (2023), FDI in Tiirkiye, [38]
https://www.invest.gov.tr/en/whyturkey/pages/fdi-in-turkey.aspx.

The Observatory of Economic Complexity (2023), Countries Profile, The Observatory of (2]
Economic Complexity, Cambridge MA, https://oec.world/.

Turkish Statistical Institute (2023), Foreign Trade, [41]
https://data.tuik.gov.tr/Kategori/GetKategori?p=dis-ticaret-104&dil=1.

UN (2023), UN Comtrade Database, https://comtradeplus.un.org/. (7]

UNCTAD (2022), Review of Maritime Transport, Navigating Stormy Waters, UNCTAD. [31]

UNCTAD-Eora (2019), Global Value Chain Database, https://worldmrio.com/unctadgvc/. [14]

UNCTAD-Eora (2019), Improving the analysis of global value chains: the UNCTAD-Eora (11
Database, https://unctad.org/system/files/official-document/diaeia2019d3a5 en.pdf.

UTIKAD (2022), Lojistik Sektérii Raporu (Report on Logistics Industry), UTIKAD. [29]

Wang, W. (2014), “The Effects of Regional Integration in Central Asia”’, Emerging Markets [21]

Finance & Trade, pp. 219-232.

Wang, W. (2014), “The Effects of Regional Integration in Central Asia.”, Emerging Markets [37]
Finance & Trade, Vol. 50, http://www.jstor.org/stable/24475713.

World Bank (2023), Logistics Performance Index, https:/Ipi.worldbank.org. [26]

World Bank (2023), World Development Indicators, https://databank.worldbank.org/source/world- (39
development-indicators.

World Bank (2020), Kazakhstan - Trade Competitiveness and Diversification in the Global Value 13l
Chains Era, World Bank Group,
http://documents.worldbank.org/curated/en/274611580795362180/Kazakhstan-Trade-
Competitiveness-and-Diversification-in-the-Global-Value-Chains-Era.

World Bank (2014), Evaluation of the EU-Turkey Customs Union, [40]
https://documents.worldbank.org/en/publication/documents-
reports/documentdetail/298151468308967367/evaluation-of-the-eu-turkey-customs-union.

World Bank, KNOMAD (2022), Remittances Brave Global Headwinds. (5]

WTO (2018), Trade in Value Added and Global Value Chains, [10]
https://www.wto.org/english/res_e/statis _e/miwi_e/explanatory notes e.pdf.

Zhang, G. (2023), Turkey’s place in the Asia-Europe logistics reconfiguration, https://market- [32]
insights.upply.com/en/turkeys-place-in-the-asia-europe-logistics-reconfiguration.

REALISING THE POTENTIAL OF THE MIDDLE CORRIDOR © OECD 2023



| 51

Notes

' The report prioritises the use of OECD data, and therefore the OECD TiVA database (2021) when it
comes to analysing the participation of countries in global value chains. However, among the countries of
the present study, the OECD TiVA database only covers Kazakhstan and Turkiye. For the needs of our
analysis, the UNCTAD-Eora database (2019) has also been used. Results across the two databases may
differ but an overall consistency is observed (UNCTAD-Eora, 201911)). In an IMF working paper, Aslam et
al. (2017) compared for different years the foreign value-added shares of UNCTAD-Eora and OECD TiVA
databases and concluded that: “Overall, the scatterplots reassure us that Eora and the OECD-WTO TiVA
statistics are generally consistent with one another. Given this, we can feel somewhat more comfortable
using Eora for countries for which the OECD-WTO TiVA data are not available” (Aslam, Novta and
Rodrigues Bastos, 20174)).
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§ Facilitating trade: harmonisation
and digitalisation for traffic
development

The attractiveness of the Trans-Caspian route is reduced by the presence of
cumbersome transit and trade procedures, which add to congestion at border
crossing points and result in inconsistent and unpredictable transit and
crossing times. In particular, the coexistence of multiple and unharmonised
license and permit requirements for each country along the route is
exacerbated by deficient border procedure co-operation, reducing network
performance, competitiveness, and attractiveness. This chapter thus
explores opportunities for harmonising and digitalising transit and border
requirements.
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Trade facilitation has progressed for each country along the route, but regional
efforts so far remain limited

Stakeholders have identified the need for better trade facilitation and governments have
advanced reforms to increase the Corridor’s attractiveness

Stakeholders consulted by the OECD in the scope of this study have emphasised the need to
implement trade facilitation reforms to increase the traffic capacity and attractiveness of the Middle
Corridor. Respondents to the survey highlighted several actions that could facilitate trade along the route.
First, introducing and developing electronic data exchange could accelerate and simplify border
procedures. Indeed, digitalisation goes hand in hand with the automation of procedures and the
standardisation of customs documents, which could be centralised on a single digital platform. To support
such measures, respondents consider it necessary to improve capacities and skills of customs border
personnel and harmonisation of freight-related regulatory standards through a common regional legal
framework. It is noticeable that private-sector representatives and government agencies offer similar
assessments of the main priorities here. These results concur with recent studies highlighting the
importance of soft trade measures in improving transit and trade operations in Central Asia and the South
Caucasus (OECD-ITF, 2019p1;; ADB, 20232;; Wang, 20143)). Higher trade costs associated with customs
documentation and procedures, such as clearance and inspections, also slow down the international
growth of firms, thereby reducing the development of intra-regional trade (Lopez Gonzalez and Sorescu,
20194)).

Progress has been observed in each Middle Corridor country, albeit from different starting points.
Since 2017, Azerbaijan, Georgia, Kazakhstan, and Tirkiye have consistently improved their performance
across all areas covered by the OECD Trade Facilitation Indicators (TFls) (Figure 3.1). Kazakhstan has
made the largest relative and absolute improvements in its performance, followed by Azerbaijan, though
both performed less well in 2022 than Georgia and Turkiye. Kazakhstan has advanced the most in its
governance and impartiality, internal border agency co-operation, streamlining of procedures, and
information availability. Azerbaijan has also advanced in streamlining its procedures, internal border
agency co-operation, and involving the trade community. Tirkiye and Georgia have made strides in the
streamlining of documentation and automation of procedures, respectively.

At the national level, countries along the Middle Corridor have advanced trade and customs regulation and
digitalisation of border documents and procedures in recent years. Turkiye is one of the most advanced
countries in the region in digitalising customs. Kazakhstan, Azerbaijan, and Georgia have been improving
the transparency and predictability of trade-related information, streamlining documentation requirements,
increasing the use of digital tools, and intensifying internal border agency co-operation. For instance,
Kazakhstan has launched several online trade portals and single windows, such as the Single Window for
Export-Import Operations, the Kazakhstan Trade Portal, the Trade Facilitation Information Portal, and the
Automated System of Customs and Tax Authorities (ASTANA-1) customs border portal, providing firms e-
permits, information, references, and documents related to exports (Atameken, 20195). The effects of
these reforms have been most visible in the country’s seaports, where cargo transit time has been halved
from 12 to six days and is expected to fall to five days by end-2023 (The Astana Times, 2023j)). Georgia
and Azerbaijan have also introduced customs one-stop shops (OSS) to ease customs for businesses and
improve inter-agency data exchange through integrated border management measures with agencies
responsible for granting transit and trade licenses and permits (Georgia Revenue Service, 20197;; World
Bank, 2020s)). Georgia has also transformed its OSS into a customs Single Window, making its customs
service one of the most efficient and technologically advanced in the CAREC region (CAREC, 2021g).
Like Kazakhstan, Georgia has reduced the number of ministries and agencies involved at the border, which
previously included the Customs Department (under the Ministry of Finance), the Border Police (under the
Ministry of Internal Affairs), the Sanitary and Phytosanitary entity (under the Ministry of Agriculture), and
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the Transport Administration (under the Ministry of Transport). Now just the Georgia Revenue Services
and the Patrol Police are involved (CAREC-ADB, 2022/10}). TUrkiye has increased the number of automated
customs procedures, reduced the number of required trade documents, improved customs administration
and negotiated border co-operation agreements.

Figure 3.1. Evolution of Azerbaijan, Georgia, Kazakhstan, and Tiirkiye’s performance in the OECD
Trade Facilitation Indicators, 2017-2022

Kazakhstan Azerbaijan
2017 2019 2022 2017 2019 =——2022
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Legend: A - Information availability, B - Involvement of the trade community, C - Advance rulings, D - Appeal procedures, E - Fees and charges,
F - Documents, G - Automation, H - Procedures, | - Internal border agency co-operation, J - External border agency co-operation, K - Governance
and impartiality.

Source: (OECD, 202311))
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Yet, the persistence of bottlenecks at borders highlights the need for soft measures to
improve the route’s competitiveness

Border delays are a major impediment to the Middle Corridor’s development. The 2023 survey and
interviews conducted by the OECD have highlighted the prevalence of issues relating to unharmonised
cross-border customs procedures and administrative formalities resulting in border point and port
congestion, delays that can amount to several days, and increased transit and transport costs. According
to the respondents, such difficulties arise at each border along the route: China-Kazakhstan, the Caspian
Sea, Azerbaijan-Georgia, and Georgia-Turkiye. Companies frequently spoke of congestion at border
crossing points, making crossing times inconsistent and unpredictable. The case of Kazakhstan shows
that despite investments in improving average rail transport speed without delays — rising from 40.5 km/h
in 2010 to 65.2 km/h in 2020 — longer border-crossing delays were significant enough to slow the overall
delivery of goods over this period (CAREC-ADB, 2022(10}). While infrastructure issues have a direct
physical effect on traffic (such as the low number of lanes at border crossing points or inefficient
multimodality management — see Chapter 4), unharmonised and complex border procedures lead to
similar consequences on freight flows. Moreover, freight volumes have continued to grow, so that even
improved infrastructure and processes may not be enough to maintain — let alone improve — transit times.
At times, trade growth can outstrip investment and reform. Survey respondents underlined the need for
simplified and standardised documents and procedures, as well as a streamlining of border regulations for
more consistency, to eventually reduce border crossing times and traffic congestion.

The absence of automation and cross-border agency co-operation contributes to cumbersome
procedures and long queues at border points. On average, Central Asia and the South Caucasus still
lag Turkiye and the OECD average on internal and external border agency co-operation, harmonisation of
documents and procedures, automated border points, information availability, and involvement of the trade
community in trade facilitation policy, while border and customs fees exceed OECD average (Figure 3.2).
While Central Asia is the least advanced on these matters, even Georgia and Tlrkiye — the regional leaders
— also show higher fees and rates, lower automation rates, and lower cross-border co-operation than the
OECD average. The combination of multiple and unharmonised document requirements for each country
along the route with deficient border procedure co-operation reduces network performance. The surveys
conducted by the OECD which show that the lack of co-operation between national governments on the
regulatory framework and limited consultations with the private sector measurably reduce the
attractiveness of projects for investors.
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Figure 3.2. Performance of Central Asia, the South Caucasus, and Tiirkiye in the OECD Trade
Facilitation Indicators, 2022

Tiirkiye

Caucasus

Central Asia

--------- Upper middle-income
economies

G F

Legend: A - Information availability, B - Involvement of the trade community, C - Advance rulings, D - Appeal procedures, E - Fees and charges,
F - Documents, G - Automation, H - Procedures, | - Internal border agency co-operation, J - External border agency co-operation, K - Governance
and impartiality.

Note: Due to data availability, “Caucasus” is the average for Armenia, Azerbaijan, and Georgia; “Central Asia” is the average for Kazakhstan,
Kyrgyzstan, Tajikistan, and Uzbekistan; “OECD” is the average for all 38 OECD member countries.

Source: (OECD, 2023(11)).

Multilateral efforts exist but are scattered

Middle Corridor countries have started engaging in multilateral initiatives on trade facilitation. A
Preliminary Data Exchange Agreement for Facilitating Customs Transit Procedures was signed between
Azerbaijan, Georgia and Turkiye for the BTK, though implementation is still on-going. (UNECE, 202312)).
Georgia and Tirkiye have signed a data exchange agreement on the joint use of land customs crossing
points to accelerate border crossing times, with Azerbaijan and Tlrkiye having established a preliminary
electronic information exchange system, as well. Turkiye and Azerbaijan and Tirkiye and Georgia have
signed separate simplified customs corridor agreements to facilitate faster customs procedures by enabling
data exchange. As mentioned, Azerbaijani Railroads, Georgian Railway, and KTZ have signed an
agreement to create a single logistics company to simplify TITR cargo handling and transport processes,
among other goals (Prime Minister, 202313)).

Nevertheless, no initiative yet covers all Middle Corridor countries, which may lead to gaps and
overlaps. Efforts to harmonise and digitalise customs documents and procedures have recently
progressed in Central Asia and the South Caucasus. For instance, Armenia signed the Framework
Agreement on Facilitating Cross-Border Paperless Trade in the Asia-Pacific Region (CPTA) in 2017,
aiming at easing the implementation of digital trade facilitation measures, while Azerbaijan joined in 2018,
and Turkmenistan and Tajikistan in 2022 (UNESCAP, 202314)). As United Nations Economic and Social
Commission for Asia and the Pacific (ESCAP) member countries, Georgia, Kazakhstan and Tirkiye are
qualified to become parties to the CPTA agreement. In the framework of the Conference on Interaction
and Confidence Building Measures in Asia (CICA), co-ordinated by Turkiye, Central Asian countries have
signed a regional legal instrument on the interaction of National Committees for Trade Facilitation in April
2023 to expand cross-border information exchange and help the participating states fulfil their WTO Trade
Facilitation Agreement requirements — though Armenia and Georgia are not CICA members. Moreover,
the Central Asia Regional Economic Co-operation Programme (CAREC) Customs Co-operation
Committee (CCC) serves as the regional platform for enhancing customs co-operation. It helped bring
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about the adoption of the Revised Kyoto Convention in Central Asia, South Asia, and the South Caucasus,
though Turkiye is not a member. Additionally, the CAREC members have also collaborated on sanitary
and phytosanitary (SPS) matters and agreed to the common use of electronic Phyto certificates (CAREC-
ADB, 2022/10]), even though they are yet to be implemented in most countries of the region.
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Box 3.1. International organisation trade facilitation projects in Central Asia, the South
Caucasus, and Tiirkiye

International Trade Centre (ITC) Ready4Trade in Central Asia (R4TCA)

The ITC launched the four-year EU-funded R4TCA project in 2020 to help develop intra-regional and
international trade by promoting soft measures on trade facilitation, administrative management,
trainings, and support to exporting SMEs in Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, and
Uzbekistan. It is designed to enhance the transparency of cross-border requirements, remove
regulatory and procedural barriers, strengthen businesses capability to comply with trade formalities
and standards, or enabling cross-border e-commerce. (International Trade Center, 2022(15)

United Nations Economic Commission for Europe (UNECE)

With 56 members including all Middle Corridor countries, the UNECE has a co-ordination committee
dedicated to the Trans-Caspian and Almaty-Istanbul Corridors that convenes regularly to discuss
progress on five clusters: (i) evaluating transport infrastructure renewal requirements as well as
identifying missing links; (ii) digitalising, harmonising, and standardising transport documents in use on
the corridors; (iii) evaluating availability of reliable corridor-wide agreed timetables and tariffs and other
issues hampering regular rail freight services; (iv) evaluating the en-route border crossing efficiency
identifying, prioritising and implementing border crossing facilitation initiatives; and (v) strengthening
the economic viability and resilience of the corridors as well as their environmental performance.
(UNECE, 2023;12))

Central Asia Regional Economic Co-operation (CAREC) Programme

Supported by six multilateral institutions, the CAREC programme helps to develop six transport
corridors, including one from China through the South Caucasus to Europe, aiming to speed up passage
for people and firms across borders and reduce the costs of crossing borders. For trade, it focuses on
five priority areas: (i) simplification and harmonisation of customs procedures; (ii) information and
communication technology development and data exchange, (iii) risk management and post-entry
audit; (iv) joint customs control; and (v) regional transit development. All Central Asian republics and
South Caucasus countries are members (CAREC, 20231¢))

Transport Corridor Europe-Caucasus-Asia (TRACECA)

TRACECA is an EU-led intergovernmental programme that aims at developing international transport
and trade communication across the Black Sea basin, South Caucasus, and Central Asia. The four
Middle Corridor countries and many of their neighbours are part of the programme that aims to develop
multimodal transport routes across the region. (TRACECA, 202317)

BSEC

The Black Sea Economic Co-operation, regrouping among others Azerbaijan, Georgia and Turkiye*,
aims at enhancing trade and economic development between its Member States. Within the workstream
promoting regional trade and investment co-operation, the BSEC Working Group on Trade and
Economic Development finalised two reports: 1. Regional Trade Facilitation Strategy for the BSEC
Region and 2. Framework for BSEC Single Window Co-operation. Some trade facilitation tools were
already implemented in the past, such as the BSEC permit. (BSEC, 2023[1g))

Note: *BSEC member countries include Albania, Armenia, Azerbaijan, Bulgaria, Georgia, Greece, Moldova, North Macedonia, Romania,
the Russian Federation, Serbia, Ttirkiye, and Ukraine.
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Other organisations have also advocated, and developed pilot programmes for, trade facilitation
and customs interoperability. Private firms and state-owned enterprises such as the international
association Trans-Caspian International Transport Route (IATITR), have contributed to trade facilitation
efforts along the Middle Corridor (Box 3.2).

Box 3.2. the South Caucasus International Association Trans-Caspian International Transport
Route

Initially established in 2014 to increase the flow of goods along the TITR, since 2017 the international
association Trans-Caspian International Transport Route (IATITR) aims to ensure the competitiveness
of the Middle Corridor by developing logistical soft and hard infrastructure, unify transport processes,
reduce administrative barriers, and implement an effective tariff policy. It has eight regular members,
including the national railway companies of Azerbaijan, Georgia, Kazakhstan, Turkiye, and Ukraine as
well as the ports of Aktau and Baku and the Azerbaijan Caspian Shipping Company. There are 11
associate members, including Kazakhstan’s Aktau Marine North Terminal, Kazmortransflot, and Port
Kuryk, as well as regional logistics and port partners. These stakeholders frequently meet through
working group sessions where they discuss the current state of the route and determine strategies to
increase its efficiency.

Source: (TITR, 20231g)).

Cargo traffic remains subject to multiple and unharmonised regulatory, license,
and permit requirements along the Middle Corridor

Unharmonised legal framework conditions, especially for rail and road standards, result
in interoperability issues along the route

Multiple legal frameworks regulating freight transit increase the unpredictability of transport times
and add to border crossing complexity. Despite recent efforts to increase co-operation and
harmonisation between regions and countries along the Middle Corridor, the lack of standardisation of
rules and standards governing road and rail transit and transport procedures holds back intraregional trade.
From the private sector’s perspective, the differences in transport and customs laws between the countries
of the Middle Corridor lead to arbitrary transport documentation and border crossing procedures, slowing
down transit time and affecting service reliability (ADB, 20222)). OECD interviews indicate that regulatory
differences affect both formal procedures and rules for entering and crossing each country, and road and
rail vessel and equipment standards, adding to border crossing time and costs for shipments. When asked
about national and regional policies that could enable the implementation of trade facilitation measures,
various actions were considered to be pivotal, especially regarding the regulatory frameworks for transport
modes and customs. Most prevalent among surveyed individual companies was the suggestion that
governments deepen regional co-operation through the establishment of supranational transport and trade
oversight bodies. These co-ordination platforms could introduce common standards for customs legal
frameworks and transport modalities, and to a larger extent improve the regulation of rail, road and shipping
sectors and reduce border crossing complexity (see also Chapter 5).

The development of road freight is complicated by the absence of truck requirement
standardisation and the existence of a patchwork of rules applying to truck and driver transit
(Table 3.1). Surveys and interviews conducted by the OECD further suggest that competing standards for
road transport are holding back the development of a competitive freight forwarding market along the
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Middle Corridor, especially for companies headquartered in Central Asia and the South Caucasus.
Interviewees indicate that compliance with weight and dimensional parameters for trucks can be a
challenge along the route: while standards exist, they are not yet enforced. Transferring freight between
trucks is time-intensive and costly. In Central Asia, parameters are mainly set on a national basis and can
conflict with regulations of neighbouring countries. Axle load restrictions are implemented for several
months a year to prevent accelerated deterioration of roads, but weight certificates are not always mutually
recognised, so trucks must stop at weighing stations in transit countries to attain the required documents.
Road transit permits such as TIR cannot waive the need to transfer shipments because they do not obviate
the need for vehicle passes. Moreover, protectionist measures to impose cabotage rules and protect local
trucking industries from foreign competition are widespread (CAREC-ADB, 202210)). Finally, additional
national requirements have been reported to cause compliance difficulties and increase shipment costs,
including fuel limits for foreign trucks entering Georgia.

Table 3.1. Weight dimensions for goods transport vary significantly across the Middle Corridor

Azerbaijan Georgia Kazakhstan Tiirkiye

Per non-drive axle 10t 10t 10t 10t
Maximum axle Per drive axle - 11.5t - 11.5t
weight Other (tandem/tridem, trailer, 23 categories ) 24 categories

semi-trailer, single/dual tyres...) (11-24¢) (5-26.5t)
Maximum permitted weight 8 ??giggges ! c?:zgory 10 asist?fscgles 8 ??gigzges
Maximum height 4m 4m 4m 4m
Maximum width 2.55m 2.55m 2.55m 2.55m
Maximum Motor vehicle 12m 12m 12m 13.50m-15m
length Articulated vehicle 20m 20m 20m 18.75m (bus)

Note: m=metre, t =tonne.
Source: OECD analysis based on IRU documentation.

The legal regime for rail cargo carriage creates interoperability issues

Governments along the Middle Corridor have been working to enhance transit facilitation and
predictability for rail transport. Cargo carriage is subject to two different legal regimes along the route.
In China and Central Asia, rail freight is subject to the SMGS agreement developed by the Organisation
for Co-operation of Railways (OSJD), whereas Turkiye and Western Europe apply the CIM Uniform Rules
established by the Intergovernmental Organisation for International Carriage by Rail (OTIF). Azerbaijan
and Georgia are at the crossroads, accepting both standards, though SMGS reportedly prevails. The lack
of a single legal framework puts rail operators at a considerable competitive disadvantage vis-a-vis other
transport modes, as a reconsignment of the goods is necessary at the handover point between the CIM
and SMGS freight law systems (Box 3.3). This frequently requires consignment notes to be transferred
from CIM to SMGS, resulting in additional costs and delays. Moreover, two freight law conventions means
that customers face hurdles identifying and enforcing claims in case of cargo losses (UNECE, 2022p21)).
Additionally, 35 UNECE members including Azerbaijan, Kazakhstan, and Tirkiye, as well as non-UNECE
members Mongolia and Pakistan have signed the Joint declaration towards Unified Railway Law (URL) to
overcome the two legal frameworks — though Georgia is notably absent (UNECE, 202221)).

Acknowledging the coexistence of these regimes as a major bottleneck for rail freight
development, governments, in co-operation with the International Rail Transport Committee,
established a combined CIM/SMGS consignment note for the countries traversed by the Middle
Corridor (Box 3.3). In May 2023, a memorandum was signed between the railway administrations of
Azerbaijan, Georgia, Kazakhstan, Turkiye, and Ukraine on piloting of the CIM/SMGS electronic
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consignment note (UNECE, 2023[12). While the legal framework exists, though, de facto implementation
lags: OECD interviews indicated that the joint note is not systematically used nor recognised in practice,
leading to a duplication of procedures.

Yet, different legal requirements complicate rail freight transport between Asia and Europe and
create rail-road interoperability issues. The coexistence of two different legal regimes governing
carriage of freight featured prominently in interviews conducted by the OECD. Though the consignment
notes under both the CIM and SGMS systems contain the same information, their scope of application
differs, especially in multimodal transport across maritime routes, creating interoperability issues. For
instance, SMGS is only applicable to international railway-ferry traffic where the parties to the Convention
“Agreement on International Goods Transport by Rail” (SMGS Agreement) have explicitly declared the
waterway sections to be open for such carriage. In contrast, CIM Uniform Rules apply a broader “rail+”
approach extended to road transport when international carriage includes carriage by road for national
traffic (International Ral Transport Committee and World Transport Organisation, 201622;; International
Rail Transport Committee, 202323)).

The 2022-2027 TITR Roadmap has identified these interoperability issues and includes an action
to simplify multimodal border crossing procedures. By 2024, the signatories aim to use the unified
CIM/SMGS railway consignment note. They also seek to use SMGS, CIM, or CIM/SMGS railway
consignment notes on the Caspian Sea maritime sections using rail ferries. Finally, both notes pose a
translation issue, as the SMGS consignment note is issued only in Russian or Chinese, whereas the CIM
one is issued in the country of dispatch’s language with a translation into French, German, or English. As
aresult, businesses surveyed by the OECD report frequent instances of duplication of documents as cargo
needs to be registered under both systems.
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Box 3.3. Harmonised railway trade and transit systems

A combined CIM/SMGS consignment note

Europe-to-Asia traffic is managed through two distinct legal regimes: (i) the CIM Uniform Rules,
administered by the Intergovernmental Organisation for International Carriage by Rail (OTIF)*; and (ii)
the SMGS Agreement, also known as the Agreement on International Traffic by Rail, administered by
the Organisation for Co-operation between Railways (OSJD)**. Due to the coexistence of the CIM
Uniform Rules and the SMGS Agreement, the carriage of freight between China and Europe is subject
to different languages and requirements, including two consignment notes. In Tirkiye, Western and
Central Europe, rail freight transport abides by the CIM rules, while the SMGS law applies for China,
Russia, and Central Asia. In Georgia, Azerbaijan, Ukraine, and other Eastern European countries, both
frameworks exist.

To facilitate the transit of goods along the Middle Corridor, a common CIM/SMGS consignment note
was created in 2006 by a joint International Rail Transport Committee-OSJD initiative to allow legal
interoperability. The CIM/SMGS consignment note simplifies and accelerates rail cargo transport by
being a CIM consignment note in the CIM area and, simultaneously, a SMGS consignment note in the
SMGS area. It contains the necessary standardised information for goods consignment, provides
greater legal certainty on the entire carriage process, and authorities recognise it as a customs paper.
Such a harmonised document avoids any reconsignment at geographical points of intersection between
CIM and SMGS regimes, reducing border crossing times and costs. (CIT, 201324;; UNECE, 201925))

Unified Railway Law

The Unified Railway Law (URL) has been developed from the CIM and SMGS systems as well as other
international conventions for other modes of transport. For the most part, the CIM and SMGS provisions
have been included, except for where these two differ (i.e., carrier’s liability) resulting in URL
compromises. To simplify and clarify the URL and make it easier to use than the CIMS or SMGS
systems, provisions of lesser importance have been excluded (i.e., declarations of value, interest in
delivery, cash on delivery, rail-sea traffic and nuclear incidents). The URL has not yet been formally
adopted and consequently, has not entered into force.

The contract of carriage is accompanied by a single URL consignment note subject to one legal regime.
URL establishes a uniform international legal framework for rail freight transport between the
participating states falling otherwise under the CIM or SMGS regimes, including Azerbaijan and
Georgia. The URL provisions take priority over their national laws and apply to each single international
contract of carriage between those states if the parties to the contract of carriage opt to apply URL to
their contract. URL is a voluntary choice for the contracting parties. It will continue to be possible to
apply CIM and SMGS systems for carrying goods between Europe and Asia if the parties choose not
to apply URL for a specific consignment. In this case, it will once again be necessary to conclude two
contracts of carriage, one under CIM and another under SMGS systems, and the consignment needs
either two consignment notes or a single CIM/SMGS consignment note. (UNECE, 2019p25; UNECE,
2022;21)

Note: * CIM including 51 States, of which 25 are EU Member States, and the EU **29 States, of which 9 EU Member States from eastern
Europe, Russia, China, and most of the Central Asian countries
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Road cargo transport documents and procedures

OECD survey respondents and interviewees have both named the harmonisation of regulatory
requirements and permits for road freight transport as a major priority in developing the Middle
Corridor. Road traffic is reported to be heavily regulated, with overlapping permits and requirements
resulting in high transit costs. Interviewees indicated that in the absence of a regional legal framework for
freight forwarding, cargo transport is subject to varying national requirements for truck transit permits and
driver transit visas depending on the country of transit. In addition, they reported that prior information on
required documents or the duration of their validity is hard to obtain, requiring trucks to carry a vast array
of mainly paper documentation and to purchase similar permits in each country of the route. The Georgian
“transit card” has been often cited as a case in point, as its price and scope have changed considerably in
a short time period: while the transit card used to apply to a truck’s roundtrip through the country, it is now
only one-way, while the price has increased from 200 lari (round-trip) to 350 lari per single fare.

The Middle Corridor countries have worked to streamline road border crossing document and
procedure requirements, though implementation lags and efforts are fragmented. Kazakhstan,
Azerbaijan, Georgia, and Turkiye have all ratified the TIR Convention to simplify and harmonise the
administrative formalities of international road transport (Box 3.4). The TIR Convention facilitates cross-
border trade using a standard, internationally recognised customs document and transit guarantee (TIR
Carnet). China also joined the TIR Carnet transit framework in 2017, increasing the scope of end-to-end
transit operations along the Middle Corridor. OECD interviewees reported that the degrees of
implementation and scope of acceptance of TIR carnets for shipments vary greatly across the four
countries, and even between customs posts within countries. As a result, in most cases each road freight
driver needs to fill out, pay for, and carry a national transit permit certifying their cargo within each country.
In addition, cargo documentation varies in each country, from a single one-page transit document for the
entire cargo load, to multiple documents to be filled out for each single cargo load category. UNECE stated
TIR is only operational and used by a part of the contracting countries, and that it does not appear fit for
intermodal transport (UNECE, 20212g)).

Moreover, the TIR Carnet system does not appear to respond to private sector needs in the region,
including harmonisation with EU standards or digital processes (Figure 3.3). UNECE (20212¢)) states
that “the TIR Convention is outdated, is not a modern tool adapted to current business requirements but
rather an old legal instrument that failed to foresee the future business requirements and need”. Some
CAREC countries have recorded a decline in the number of TIR carnets due to the Russian Federal
Customs Service's decision to implement its own transit regime in 2014 and to discontinue paper
procedures in 2020 (UNECE, 2021p2¢]). Since shipments from Central Asia were often headed to Russia,
this affected decisions to use TIR. Moreover, the EAEU membership of Kazakhstan and Kyrgyzstan further
reduced interest in using TIR in these countries. The UNECE stated that a significant reduction in sales
from 2013 onwards was due to a reduction in Russian, Ukrainian, and Turkish permits. It attributed
declining sales to the delay in implementing the e-TIR system (see below), as well as increased competition
with other customs transit systems (UNECE, 20212¢)). TIR is also perceived to be costly, especially for
shorter hauls (CAREC-ADB, 2022;10)).
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Figure 3.3. Number of issued TIR Carnets, 2012-2022

a) Number of issued TIR permits, 20022 b) Relative evolution of issued TIR permits compared to 2012
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Source: (UNECE, 2022p7)

Other road trade facilitation initiatives exist. Kazakhstan, Azerbaijan, Georgia, and Turkiye have all
also ratified the CMR Convention, with the CMR consignment note providing information about shipped
goods and the transporting and receiving parties. All four countries also use the European Conference of
Ministers of Transport (ECMT) permit, though its uptake throughout Europe is limited. The ATA Carnet,
used by Kazakhstan and Turkiye and widespread in Europe, is not used in Georgia or Azerbaijan. Only
Georgia and Turkiye use the BSEC permit developed by BSEC PERMIS and BSEC-URTA, though
Azerbaijan is a BSEC Member State. Central Asian states are not yet part of the conversation and the
number of allocated BSEC permits appears to be below the annual quotas, further limiting its suitability.
Similarly, even if Azerbaijan and Kazakhstan are TRACECA Members, TRACECA'’s permit is used only
by Georgia and Turkiye, and its reach is limited to just 200 permits per country. The 2022-27 TITR
Roadmap for Azerbaijan, Kazakhstan, and Turkiye includes an action to encourage the liberalisation of
transit permits for goods transported by road, although it lacks details.

Finally, the changing and unpredictable nature of trade and transit requirements not only increases
official shipment costs but also leaves room for grey practices, the more so in the absence of
integrated digital systems (see below). For instance, international freight transportation between China
and Turkiye can fall under the category of “cabotage” (transport of goods within a territory by a transporter
from outside the territory) under EAEU rules in certain cases in Central Asia, imposing additional permits
requirements. The absence of harmonisation exacerbates border crossing congestion and therefore
queuing and shipment times, while imposing multiple and overlapping requirements and costs upon
transportation.
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Box 3.4. Efforts to harmonise road trade and transit systems

Transports Internationaux Routiers (TIR) Carnet

Concluded in 1975, the multilateral TIR Convention aims to simplify and harmonise international road
transport formalities. The United Nations Economic Commission for Europe (UNECE) in partnership
with the IRU implements the convention using TIR Carnets. Transport operators holding a TIR Carnet
can move goods without replicating border requirements and border checks at intermediate borders.
Through mutually agreed customs controls and exchanging shipment data, transport operators using
TIR can be exempted from repeated customs guarantees and inspections in each transit country. In
2021, the TIR Convention was adopted by 77 parties, including all Middle Corridor and CAREC
countries, representing 33,000 international transport operators and 1 million TIR Carnets per year.
(CAREC-ADB, 2022}10;; UNECE, 2021 2g))

International Carriage of Goods (CMR) consignment notes

Signed in 1956, the United Nations (UN) Convention on CMR standardises road freight conditions and
regulates transport of goods by road contracts or a bill of lading. CMR documents are primarily used
for commercial transport contract purposes; they are also often used by law enforcement and customs
authorities to check goods and information in cross-border trade. The convention includes Azerbaijan,
Georgia, Kazakhstan, and Tirkiye as well as EU member states (MS) and other countries (ADB,
20212¢7; ADB, 2022;30))

European Conference of Ministers of Transport (ECMT) permits

Introduced in 1974, ECMT permits allow mutual freight transport access to the markets of 43 mainly
European countries, including Azerbaijan, Georgia, Kazakhstan, and Turkiye. Subject to a quota, the
ECMT permit is valid for a specific time for an unlimited number of journeys. In 2017, the ECMT permits
accounted for 4% of international road freight in Europe. ECMT aims to liberalise road freight transport,
rationalise vehicle use to reduce empty running, and harmonise competition. (NI Business Info, 202131;)

Black Sea Economic Co-operation (BSEC) permits

Implemented in 2014, the BSEC permit is a multilateral permit delivered to transport operators allowing
vehicles to transit for goods carriage by road for a single trip. Valid for one calendar year, it does not
exempt the carrier from other requirements related to the carriage of exceptional loads. In 2023, BSEC
permit’s quota has increased from 20,800 to 40,800 permits year-on-year, representing 5,000 for each
Member State except for Armenia (800 permits), though actual uptake is lower. Efforts are made to
expand the geographical coverage and to digitalise the process. (BSEC-URTA, 202232))

Transport Corridor Europe-Caucasus-Asia (TRACECA) permits

In 2016, Armenia, Georgia, Moldova, Romania, Turkiye and Ukraine joined the Multilateral Permits
System TRACECA. Seeking to replace multiple permits among MS, TRACECA permits enable
international carriage of goods by road, with 200 permits allocated per MS (TRACECA, 2023[17)).

Temporary Admission (ATA) Carnet

Part of the 1990 World Customs Organisation (WCO) Istanbul Convention, the ATA Carnet is an
international customs document that permits duty-free and tax-free temporary import of goods for up to
one year and serves as a guarantee to customs duties and taxes. ATA Carnets cut red tape by
simplifying and unifying customs border crossing regulations. ATA Carnets are used in the EU, Turkiye,
and Kazakhstan but not in Georgia or Azerbaijan (ATA Carnet, 202333)).
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Countries are still working to address the partial and unharmonised digitalisation of
transit and border documents

In 2022-23, cross-border co-operation talks have progressed in relation to harmonisation and
digitalisation of documents, but implementation remains a challenge. During the interviews
conducted by the OECD, the governments of Azerbaijan, Georgia, and Kazakhstan indicated that they
reached an agreement early 2022 on the principle to implement single transit windows for cargo transport
by road and rail between their territories. However, the practical implementation of such a system still
needs to be carved out. OECD interviews and surveys also seem to indicate that maritime transport so far
is not part of regional discussions, although individual countries have started prospecting harmonisation of
maritime regulations. For instance, Turkiye’s port Single Window system functions in a similar vein for
traders and port authorities as the customs Single Window, while the Container and Port Tracking System
enables electronic information exchange for all seaport customs operations. Georgia started developing a
maritime Single Window for its Black Sea ports in April 2023, while Azerbaijan and Kazakhstan are working
on a joint document to implement a single permit for freight transiting between the ports of Aktau and Alat.

The incomplete nature of transit and border document digitalisation efforts further complicates the
unharmonised regulatory landscape and mosaic of overlapping permits and regional associations
for businesses and governments alike (Box 3.5). For instance, Kazakhstan implements customs efforts
oriented towards the EAEU through its ASTANA-1 project, whereas Georgia’s standardisation efforts focus
on the EU (UNCTAD, 202234;). As one of the most digitally advanced countries in the region, Turkiye has
fully implemented an automated customs system, e-payment system for customs duties, and electronic
submission of documents, eliminating the need for paper-based document submissions. Traders can also
declare all export declarations and warehouse declarations electronically without any requirement for a
paper-based document since 2019 and 2023, respectively (WTO, 2023i35)). Likewise, the Georgian
customs service is one of the most efficient in the CAREC region due to recent digitalisation efforts,
including the use of big data to manage risks related to customs control and electronic data exchange, and
the creation of a Single Window. The Georgia Revenue Service updated the Single Window for taxpayers
in 2015 in line with the UN ASYCUDA system. This allowed the paperless processing of most customs
operations such as customs declaration, transit declaration, and the introduction of automated risk
management (CAREC, 2021)). International organisations developed cross border initiatives to address
interoperability issues, such as UNCTAD’s ASYCUDA system or UNECE/IRU’s e-TIR system. However,
the partial harmonisation results in complex interoperability issues for governments, including the digital
interconnection of national customs systems and the ensuing electronic exchange of data along the route.
Interviews conducted by the OECD indeed indicated that the coexistence of different e-customs systems
across the region, mainly the e-TIR and the UN ASYCUDA systems, prevent easy electronic exchange of
data between user countries.

Governments are working to digitalise transit documentation and procedures, though none cover
the entire Middle Corridor. Businesses and government agencies interviewed by the OECD highlighted
that the partial harmonisation of documents is exacerbated by incomplete digitalisation efforts resulting in
a duplication of digital and physical papers and procedures. TIR Carnet sales to Turkiye have dropped by
88% since it joined the New Computerised Transit System (NCTS) in December 2012, indicating the shift
of operators’ preferences from TIR to NCTS. Georgia is already using NCTS domestically and plans to
expand it in 2024; Azerbaijan, and Moldova are taking steps towards joining NCTS as well. Azerbaijan,
Georgia, and Kazakhstan are in the process of implementing the CAREC Advanced Transit System
(CATS) which is based on the NCTS. Azerbaijan and Turkiye have also acceded to the digital e-CMR
protocol, while Azerbaijan, Georgia, and Kazakhstan have signed an e-TIR letter of intent and the e-TIR
main principles (IRU, 2023ej; UN, 202237)). In 2022, Azerbaijan, Georgia, and Uzbekistan connected their
national customs systems to the e-TIR international system with the remaining contracting parties along
the Middle Corridor expected to follow (UNECE, 2023;3s;; UNECE, 20212¢)). At the regional level, the
digitalisation of transit documents is prevented by the absence of Kazakhstan in the digitalisation pilot, de
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facto cutting the road transit connection. Azerbaijan, Kazakhstan, and Tirkiye have all conducted e-TIR
pilots, but only with Iran or other Central Asian countries rather than among each other. Azerbaijan and
Kazakhstan pioneered the Global Transit Document (GTrD) pilot with other Central Asian countries in
2022, though the pilot results are not yet known, and it does not yet cover all Middle Corridor countries
(UN, 2022377). Tirkiye and Uzbekistan trialled the first BSEC e-Permits in their efforts to combine e-CMR
and BSEC e-Permit in one project. Though at a trial stage with few permits allocated, the goal is for the e-
Permits to work bilaterally between the BSEC countries or in a common network (BSEC-URTA, 202339)).
Finally, the ECMT digital platform for licence management in place, though the full digitalisation of the
quota system is still underway, with paper licenses still being used (ITF, 20210)).

Box 3.5. Information customs exchange efforts

New Computerised Transit System (NCTS)

The European New Computerised Transit System (NCTS) allows traders to submit electronic transit
declarations online and minimise the number of required documents through the electronic exchange
of information along the transport route. NCTS allows actors to monitor in real time/avoid fraud, ensure
real-time IT information exchange, and communicate between involved offices (i.e., departure,
destination, transit). Launched in 2003, it covers the 27 EU countries, the European Free Trade
Association (EFTA) countries, the UK, Turkiye, the Republic of North Macedonia, and Serbia (Irish Tax
and Customs, 202341;). NCTS deployment to Azerbaijan, Georgia, Moldova, and Ukraine is in progress
with technical assistance of the Twinning project provided by the EU. (EU4Digital, 201942))

UNCTAD Automated System for Customs Data (ASYCUDA)

ASYCUDA is a customs management system for trade and transport operations. It aims to accelerate
customs clearance via computerisation and simplified procedures, to increase customs revenue, and
to produce reliable and timely statistics. ASYCUDA TIR is an international transit solution aligned with
TIR-EPD/SafeTIR requirements. Within ASYCUDA, the ASTANA-1 integrated system between
Kazakhstan and EAEU member states became operational in 2018 to modernise customs clearance
procedures and provide a single window. ASYCUDA systems are running or being implemented in 102
countries, including Georgia and Kazakhstan (UNCTAD, 2019u3;; UNCTAD, 2022(44)).

CAREC Advanced Transit System (CATS)

CATS, initially piloted between Azerbaijan, Georgia, and Kazakhstan, aims to create a single
harmonised electronic regional transit system that is more cost-effective than TIR and integrated with
regional procedures. It streamlines and harmonises transit documentations and promotes the
development of a modern, risk-based affordable guarantee mechanism that rewards compliant
economic operators. The CATS technical specifications including software to use an alternative digital
transit system based on the EU’s NCTS. (CAREC-ADB, 202210, CAREC, 2019u5))

Integration of ports information into national customs systems

In 2020, the three-year OSCE Promoting Green Ports and Connectivity project covering Azerbaijan,
Kazakhstan, and Turkmenistan was launched to improve sustainability, security, and connectivity of
trade flows in the Caspian Sea region. One of its three workstreams, the Digital Route, is dedicated to
connectivity with the aim to improve transport, trade, and border-crossings. The project establishes a
common digital data transmission system for cargo transportation between the ports of Baku, Aktau,
Kuryk and Turkmenbashi (OSCE, 2021¢); Port of Baku, 202247)).
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Insufficient border customs capacity and lacking co-operation among customs
agencies along the route lead to congestion when traffic increases

Difficult co-operation between customs along the route lead to repetitive inspections
and delays

OECD surveys and interviews indicate that lagging cross-border customs co-operation
considerably increases shipment delays. In all four surveyed countries, the private sector cites border
point congestion as the single most important bottleneck contributing to the Middle Corridor's
unpredictability in terms of shipment time. This tendency is confirmed in the performance of Central Asian
and Caucasus customs in the World Bank’s Logistics Performance Index (LPI) (Figure 3.4). Both regions
score below EU average and Turkiye on all indicators related to customs administration as well as the
overall score, while progress in the past 15 years has only been modest.

Figure 3.4. Performance of customs administrations in Central Asia, the South Caucasus, and
Turkiye

Number of allocated TIR permits, 2012-2022
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Note: 5 is the maximum score on each indicator. “Central Asia” includes Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, and Uzbekistan;
“Caucasus” includes Armenia, Azerbaijan, and Georgia. For Georgia initial data is 2010, and for Azerbaijan end data is 2014.
Source: (World Bank, 2023pg)).

Businesses interviewed by the OECD point especially to cargo, vehicle, and driver inspection
duplication in each transit country. The TIR carnet in theory guarantees the seamless flow of road cargo
from the origin to the destination country, with transit customs recognising the results of inspections carried
out in the origin country. In practice, though, businesses report controls and inspections at each border
crossing point. Beyond cargo inspections, firms also report burdensome controls and inspections of trucks
and drivers’ visas, for which standards display a large variability between countries and for which no single
permit system so far has been established. Given limited customs capacity along the Middle Corridor (see
below), this translates into considerable congestion. Issues are reported to be most acute at the
Kazakhstani-Chinese and the Azerbaijani-Georgian borders, where trucks are said to be queuing between
two days and a week, if not even longer. Governments are taking measures to address this issue, including
the construction of a joint BCP between Azerbaijan and Georgia (Box 3.6).

The absence of generalised electronic exchange of data between the countries of the Middle
Corridor further aggravates the problem. Interviewees indicated that freight shipments frequently repeat
the same procedures when shipping goods between China and Turkiye due to the duplication of digital
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and physical border procedures. The issue is reported to be especially acute in Kazakhstan and Georgia.
Truck drivers need to carry a large volume of paper documentation with them and undergo lengthy border
queuing times and controls that could be avoided if electronic exchange of data were to function properly.
Beyond additional time imposed on businesses, and overburdening of customs capacity (see next section),
this situation is also reported to favour instances of corruption, leading to increased costs for businesses
and revenue losses for customs and government authorities.

Box 3.6. Azerbaijan-Georgia Joint Border Control

Azerbaijan and Georgia are undertaking efforts to handle road traffic. First proposed in 2017, the joint
border control at the Tsiteli Khidi or “Red Bridge” border control point (BCP) would be the first in the
region. The joint BCP will enable import and export customs controls to be conducted simultaneously
within a common area including customs offices of both administrations. It would also contribute to
harmonised and mutually recognised customs formalities in Azerbaijan and Georgia. Though not yet
launched, the authorities have analysed BCP traffic, assessed existing border crossing procedures,
identified problems, and proposed improvement measures. Moreover, the joint BCP architectural
concept and procedures have been developed and the two governments have signed a bilateral
agreement on the BCP’s implementation. The project’s development still requires reducing customs
formalities, harmonising customs control, improving risk management systems, and intensifying co-
operation among customs authorities.

Under joint customs control, the authorities are proposing a new BCP at Abreshumis Gza—Ipek Yolu. A
shipment crosses only one BCP instead of two (one entry and one exit) at the border, resulting in
efficiency gains under joint management. If successful, such an experiment may offer lessons for a
more streamlined and efficient border crossing. The Azerbaijan-Georgia joint BCP aims to streamline
customs and border procedures, reduce crossing time, and develop new and modernised BCP, road,
and logistic infrastructure.

Source: (CAREC, 2023p9;; CAREC-ADB, 2022[10))

The BCPs in the region chiefly conduct control activities, such as inspections of drivers, goods,
and vehicles, and high-level documentary checks lengthening border-crossing times. When
entering the BCP, different border authorities conduct checks on the driver and vehicle, usually starting
with starting with border security officers before sanitary and phytosanitary measures, immigration,
transport controls, and customs. As customs officers are often the final authority to complete the procedure,
they can detain the shipment if any unsatisfactory matters arise even if the issue is not customs-related
(i.e. vehicle license problem, driver visa error), with border-crossing delays attributed to customs when the
reason is beyond customs’ direct responsibility (CAREC-ADB, 2022}107). In addition to being a lengthy
series of actions, such a process complicates improvement in BCP functioning as it may be difficult to
determine the root cause of border crossing issues. In contrast, Georgia’s customs service follows the
OSS principle, making it one of the most efficient and technologically advanced in the region (CAREC,
20219)). In Turkiye, the vehicles are released to a separate inland facility for customs clearance if
compliance is, detected to relieve border congestion. However, OECD interviews indicate that this can be
an expensive operation with additional risks as trucks to be tracked or accompanied by customs officials
to the second location, resulting in the de facto implementation being largely suspended with all operations
conducted at the border. As no OSS for imports or exports exist on Turkiye’s land borders, vehicles are
required to visit two perrons at the border entrance (police and customs) and another at the exit border,
compared to a single OSS for all operations in Georgia.
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Border customs lack the capacity needed to handle increased traffic

OECD interviews and surveys indicate that border crossing points in Kazakhstan, Azerbaijan, and
Georgia seem to have difficulties in handling increased traffic, especially for roads. From the private
sector’s perspective, border crossing times and predictability are key indicators of successful customs
policies and attractiveness indicator for a given route — even more than costs. Shippers tend to value
consistency in crossing times more than the overall travel time as high transport time variability complicates
inventory management (OECD-ITF, 20191;). However, firms consulted by the OECD reported that border
crossing times in Kazakhstan, Azerbaijan, and Georgia have drastically increased since early 2022 due to
increased traffic on the Middle Corridor route. Businesses reported congestion issues to be the most
pronounced for the Kazakhstani-Chinese Khorgos as well as the Azerbaijani-Georgian Red Bridge border
crossing points despite efforts to renovate and improve BCPs. For rail transport with structurally higher
crossing times, interviewees report that border crossing delays are mainly caused by technical issues,
such as rail gauge changes and transhipments (see previous section) and wagon unavailability (see
Chapter 4), rather than border inspections (OECD-ITF, 2019;1)).

Poor efficiency of customs clearance processes is both a cause and a consequence of delays.
Interviewees reported that increased border delays and queues are mainly attributable to the low humber
of border points and passing lines, the mismatch of border capacity across countries, and the limited
capacity of customs officials to perform all required inspections. The combination of an absence of
automated or even digitalised customs systems and control facilities with understaffed and at times
insufficiently trained customs personnel seems to lie at the centre of the issue. As road cargo inspections
are a difficult and time-consuming task, the lack of harmonised transit procedures and the limited
availability of infrastructure helping to sort road traffic by level of risk (i.e., green lanes or control facilities)
complicates vehicle inspections and transforms into long delays. These results are in line with Kazakhstan,
Azerbaijan, and Georgia’s relatively low performance on customs clearance processes in the LPI, for which
Kazakhstan’s score even slightly decreased between 2018 and 2022, from 2.66 to 2.60 (World Bank,
202348)).

Border crossing times and costs vary significantly across the region (Figure 3.5). Though border
crossing costs had decreased for Kazakhstan in 2019 compared to 2011, average costs remain higher
than in the South Caucasus (Table 3.2). Azerbaijan has faced increasing costs in recent years — though
from a comparatively low base. Interestingly, border crossing time in a given BCP can also face severe
annual fluctuations. For instance, border crossing times significantly decreased in Khorgos starting from
2013 on the Kazakhstani side, and 2015 on the Chinese side, following investments in the construction of
warehouses and separate vehicle inspection zones to facilitate border crossing (OECD-ITF, 2019;1).
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Figure 3.5. Border crossing costs and times along main border points of the Middle Corridor
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Note: *Rail transport. Otherwise specified, data refers to road transport. Data is for 2019 (and not 2020) considering the circumstantial impact
of COVID-19 on border processing. Data is missing for the crossing times at Khorgos, the inbound crossing at Dostyk, crossing costs at the Red
Bridge in Georgia, crossing costs at Khorgos, inbound crossing costs at Dostyk and outbound crossing costs at Khorgos.

Source: (ADB, 2021p29)).

Table 3.2. Average border-crossing time and costs in Azerbaijan, Georgia, and Kazakhstan

Indicator Direction 2011 2019 2020

Time taken to clear a BCP Outbound 2.1h 1.9h 6.3h
Azerbaijan (hours) Inbound 13.8h 3.6h 10.2h
Cost incurred at a BCP Outbound $30 $34 $71

(USD) Inbound $30 $57 $97
Time taken to clearaBCP  Outbound - 12.9h 14.2h

. (hours) Inbound - 2.6h 4.8h

Georgia

Cost incurred at a BCP Outbound - $69 $45

(USD) Inbound - $49 $78

Time taken to clearaBCP  Outbound 6.2h 7.9h 8.0h

Kazakhst (hours) Inbound 8.2h 10.0h 9.2h
azakhstan Cost incurred at a BCP Outbound $155 $67 $58
(USD) Inbound $256 $139 $157

Note: “-* indicates data is not available for that year.
Source: (ADB, 202250

The effects of the pandemic on trade in Central Asia and the South Caucasus have heightened
border-crossing costs and times (ADB, 2022;50). For instance, compared to the previous year,
Azerbaijan’s average outbound and inbound times in 2020 increased by 231.6% and 181.3%, respectively;
Georgia’s indicators increased by 10.1% and 84.6%. In contrast, Kazakhstan’s times and costs decreased
in 2020 — though clearance times in 2019 and 2020 remained higher than in 2011. Moreover, businesses
consulted by the OECD indicated that the trend of rising border-crossing costs and times had taken hold
or accelerated across the region since Russia’s full-scale invasion of Ukraine in 2022.
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Recommendation: develop a regional approach to border and transit documents,
and build the capacity of border crossing points

Develop a single regional legal framework regulating all transport modes and ensure
standardisation and implementation of requirements

Governments should focus on enhancing uptake and ensuring the practical implementation of the
joint CIM/SMGS consighment note. To a large extent, the CIM/SMGS contributes to the objective of
unification of legislative frameworks for trade, which significantly reduces transport costs and accelerates
trade flows. Though countries are still subject to two legal regimes and thereby incur certain time and
financial costs, the joint CIM/SMGS consignment note significantly simplifies cargo operations. In co-
operation with the OTIF, OSJD, and UNECE bodies, Azerbaijan, Georgia, Kazakhstan and Turkiye should
work towards implementing and developing a uniform CIM/SMGS consignment note application and
towards the creation of legal, technical and technological conditions for the application of the electronic
uniform CIM/SMGS consignment note (OSJD, 2023s1)). Firms should be free to choose whether they use
the joint consignment note or whether they will re-consign goods at the handover point between the CIM
and SMGS freight law regimes, but if they choose the former, the participating countries should ensure the
relevant regulatory application is respected and applied. The 2023 memorandum on the pilot project should
be accompanied by concrete implementation. Though the legal framework exists in Turkiye, it should focus
its efforts on the implementation according to OECD interviews with private sector representatives, while
Kazakhstan should introduce the joint consignment note too (UNECE, 2023(12).

Governments should support the stepwise Unified Railway Law (URL) development. The authorities
should consider forming an interface law for contract for international carriage of goods by rail between
CIM and SMGS, as an opt-in solution. The development of the Agreement on the Contract for International
Carriage of Good by Rail between Europe and Asia (CMR) would constitute a first URL Convention, which
is more suited than the CIM/SMGS systems for multimodal container transport — a mode that is becoming
increasingly important across the Middle Corridor. Without replacing the CIM/SMGS consignment note,
this helps fill a gap in the international regulations for international rail freight carriage as neither CIM nor
SMGS applies over the entire journey between Europe and Asia (UNECE, 202221;). Georgia should join
the other Middle Corridor countries and sign the URL declaration. Though the practical use of the URL is
subject to its adoption and subsequent entry into force, all countries could consider being more active in
the URL discussions and, especially, Azerbaijan and Kazakhstan, which did not participate in the 2022
UNECE discussions nor questionnaire. As two well-established regional legal regimes for international
railway traffic exist (OTIF, OSJD), unifying international railway law must be incremental and co-ordinated
by both OTIF and OSJD. Moreover, the URL is generally preferred by industry representatives as it
addresses their problems of operating in two regulatory regimes, while OTIF adopted an official position to
develop the URL (Council of the European Union, 202252)).

The Middle Corridor countries should create a transit system in-line with EU standards. A unified
transit system is one of the cornerstones of regional integration and can be created through bilateral,
multilateral or regional agreements. It facilitates the free flow of goods by eliminating duties and taxes
during transit, suspends duties and commercial policy measures, and thereby supports smooth trade flows
in a region (WTO, 2012;s3)). The EU is expanding its trade and transit policy to broader EU neighbourhood,
including the Eastern Partnership countries, and shows a renewed interest in the Middle Corridor's
development. Azerbaijan, Georgia, Kazakhstan, and Turkiye should capitalise on this and work to
harmonise their standards with those of the EU, including its Union transit system, which allows for the
movement of goods under customs control (Box 3.7). Both Azerbaijan’s and Georgia’s accessions to the
Common Transit Convention and implementation of the NCTS have been ongoing since 2018. Both
countries should ensure continued collaboration and implement proposed reforms to align their standards
with the EU and Tirkiye, among other participating countries (UNECE, 2021261). Though not an Eastern
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Partner country, Kazakhstan could pursue the CATS implementation as a suitable and interoperable
alternative system. Compared to TIR, the Common Transit Convention involves a more comprehensive
guarantee scheme open to all modes of transit with unlimited loading and unloading and a digitalised
system through NCTS (UNECE, 2015;54)).

Box 3.7. Common Transit Convention and the Single Administrative Document

The Common Transit Convention established a common transit procedure, while the Single
Administrative Document provided for the simplification of formalities. Combined, the simplified rules
(i.e., mutually recognised financial guarantees for customs transit, fewer controls) help to cut down on
costs for EU and partner country businesses, while facilitating and boosting trade. SAD standardised
the import, export and transit declarations and other customs procedures in the European Union (EU).
The standardisation was accepted and mainstreamed when the New Computerised Transit System
(NCTS) was developed in the 1990s. The first NCTS movements took place in 2000 and the roll out
started in 2003. The form standardisation has paved the way for the standardisation of data elements
and the EU data model, which itself is based on the global World Customs Organisation (WCO) data
model. Contracting parties are the 27 EU member states, the four European Free Trade Association
(EFTA) countries, Turkiye, North Macedonia, and Serbia.

Source: Adapted from (European Commission, 2023ss;)

Countries can also look at the accession to, and implementation of, other conventions. For instance,
the ECMT model bilateral agreement offers provisions that can be accepted by most countries; they do
not necessarily need to be best practice. The ECMT is indirectly supported by a progressive multilateral
permit and quota system that allows free access to bilateral, transit, and third-country transport market
segments for transport operators in other ECMT participating states. It has been successful in developing
an efficient European road transport environment and promoting regional convergence (World Bank,
2021s61)). Middle Corridor governments could consider the Convention on International Multimodal
Transport or the FIATA Multimodal Bill of Lading, though they should ensure to do so in consultation with
partners to avoid unnecessary and unharmonised initiatives.

The relevant authorities should expand the usability of permits and promote their uptake to
government and business to reinforce security and trust. Regional integration processes entail the
creation of common transit and trade areas, as can be seen in the worldwide TIR, the European Union’s
Common Transit Convention and the EAEU’s transit systems. There has been an important decline in the
use of the TIR system since 2014 in countries that were the main users of the TIR carnets, including
Turkiye, as they switched to the European NCTS system. These developments have impeded regional
integration (UNECE, 20212¢)). As TIR is in place, countries should continue its use, but they should look
at alternative solutions in parallel. For instance, as Azerbaijan is already a BSEC member, it should
consider ramping up efforts to implement the BSEC permit system. Though not a BSEC member,
provisions should be considered for Kazakhstan’s inclusion, especially to boost regional trade rather than
China-Europe transit through the Middle Corridor, for which the rail regulatory harmonisation my prove a
more suitable initiative. With Kazakhstan and Turkiye already ATA Carnet system members, Azerbaijan
and Georgia could evaluate their need to join the system. Similarly, Azerbaijan and Kazakhstan can
analyse their use cases in joining the TRACECA permit system. In general, governments should promote
any permit and their electronic version to build trust and boost trade, though the objective should be to
establish single transit document on corridor. This should subsequently be developed to allow for the
electronic exchange of data between transit countries on all maritime, rail and road transport operations
and the acceptance of pre-submitted transit declarations as a transit document.
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Streamlining and rationalisation of permits and documentation are essential if digitalisation is to
deliver real benefits. Turning the current mosaic of paper-based permits with deficient operational
implementation into a patchwork of digital permits that are insufficiently interconnected along the Middle
Corridor should be avoided.

The relevant bodies should develop a minimal agreed standard for truck requirements.
Governments can comprehensively review all transport and vehicle standards and build a minimal
standard for truck dimensions, axle loads, safety standards for vehicles and drivers, road signs, and
navigation rules. The authorities should consider harmonising weight bridge certificates to avoid repeated
weight inspections. The Middle Corridor countries can subsequently consider increasing the road quotas
for one another and raise the number of road permits (CAREC-ADB, 2022(10). Moreover, standardised
requirements would help reduce the need to tranship from foreign trucks to local ones at country border,
as eastern South Asian countries have done (Box 3.8). Finally, though Kazakhstan joined the ITF in 2017,
it is not member of ECMT yet, and therefore didn’t respond to the ITF’s questionnaire on road weights and
dimensions in 2022. It should consider joining the ECMT to help centralise requirements in a single space
together with other ITF members, including Azerbaijan, Georgia, and Turkiye, which already contribute to
the survey (ITF-OECD, 202257)).

Box 3.8. South Asia’s Motor Vehicles Agreement

In 2015, the Eastern South Asian countries - Bangladesh, Bhutan, India, and Nepal (BBIN) - signed the
Motor Vehicles Agreement (MVA) to replace various bilateral and bilateral agreements and facilitate the
unrestricted cross-border movement of cargo, passenger, and personal vehicles between BBIN
countries. Under MVA, trucks carrying export, import, or transit cargo can move inside the territories of
other countries without transhipping to local trucks at border land ports. The MVA is a framework
agreement; legal instruments and operating procedures still need to be agreed upon by the countries.
Moreover, implementation of the MVA has been delayed as the countries work to clarify some of the
provisions that are supposed to be elaborated in protocols, portraying the difficulty in aligning
regulations.

Source: (World Bank, 2021;5¢))

Simplifying and standardising driver visa requirements across countries would address another
industry pain point. Azerbaijan, Kazakhstan, and Tlrkiye are members of the Economic Co-operation
Organisation, which has signed an agreement to simplify visa procedures for businesspeople in 1995 and
extended this to transit drivers of ECO member states in 2009 (Box 3.9). Though this provides a framework,
the need for an introductory letter and an endorsement by the Ministry of Foreign Affairs may pose a
significant barrier, while the agreement’s de facto implementation is not clear. The countries could consider
a simplified procedure as implemented by the Asia-Pacific Economic Co-operation (Box 3.9).
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Box 3.9. Visa simplification initiatives

Economic Co-operation Organisation (ECO)

The 1995 Agreement on Simplification of Visa Procedures for the Businessmen of ECO Countries
states that ECO member states will issue entry visas within 72 hours to businesspersons who have an
introductory letter from the relevant commercial affairs national authorities and are endorsed by the
Ministry of Foreign Affairs. In 2009, this was extended to transit drivers of goods and passengers and
other relevant transport crew to include a seven-day transit visa at the border of each member state if
the individual has a valid visa for the destination.

Asia-Pacific Economic Co-operation (APEC)

The Asia Pacific Economic Co-operation (APEC) Business Travel Card facilitates short-term business
travel within the APEC region by streamlining the entry process into APEC economies. The ‘apply once,
information used for multiple purposes’ approach enables applicants to make one application for
permission to enter participating economies. Successful applicants receive a five-year card to
economies that have granted pre-clearance for short-term business travel of up to 60 or 90 days.

Source: (ECO, 2023;58;; APEC, 202359))

Digitalise border and transit documentation and intensify electronic exchange of data

Countries can further operationalise their national Single Window systems and integrate them with
all relevant agencies to remove process duplication at borders (ADB, 20220)). Ideally, bordering
countries would integrate existing systems on either side of the border on a common digital platform along
with development of requisite regulatory framework to enable trade, transport, commercial and SPS data
to be exchanged electronically among various government agencies and other key stakeholders. For
instance, the absence of a single window system on Azerbaijan’s side exacerbated already substantial
wait times at the Red Bridge BCP (CAREC, 2023u9). In general, Georgia’s OSS principle at its BCPs
should be replicated in other countries. Turkiye should consider establishing an OSS at the Sarpi-Sarp
BCP with Georgia (BSEC-URTA, 2023s07)). Funded by the EU and developed by the International Trade
Centre, the Central Asia Ready4Trade program launched the Info Trade Central Asia Gateway — a single
point of contact for all national Single Windows within Central Asia that includes guidance and online
trainings (ITC, 20231;; Info Trade Central Asia, 202362)). A similar approach could be taken for the Middle
Corridor countries, to stimulate regional trade and transit.

Countries should develop the CAREC Advanced Transit System (CATS), which appears to be a
suitable stopgap initiative for all countries of the Middle Corridor that cannot swiftly implement the
European New Computerised Transit System (NCTS). Though it is only for CAREC countries, thereby
excluding Turkiye, CATS is based on the NCTS, which has been implemented by Tirkiye since 2005 and
is operational since 2012. CATS can align CAREC transit procedures with other regional transit procedures
such as the Common Transit Convention, enhance customs-to-customs information exchange, and
advance customs risk assessment of transit movements (ADB, 20193)). This makes CATS uniquely
positioned within the Middle Corridor countries to provide a harmonised electronic system that uses
information customs exchange to facilitate transit. CATS could also provide an alternative to the existing
TIR system and could be suited to short hauls within the region at a more cost-effective rate (ADB, 2021}29)).
The ADB provides technical and financial assistance in developing CATS, whereas the EU does so for
NCTS. By engaging multilateral development banks and local programs like CAREC and TRACECA to
help implement best practices the Middle Corridor states countries can build upon existing frameworks and
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initiatives rather than start anew (ADB, 20214)). Kazakhstan’s participation can help expand CATS to
other countries in the CAREC region and, especially, Central Asia to help facilitate both intraregional and
international trade and transit.

Since TIR remains in use in the Middle Corridor, the countries along the route should develop e-
TIR and other digital procedures. The 2022-27 TITR Roadmap indicates countries aim to digitalise the
railway transport passing system and apply e-permit systems in international road transport. A starting
point could be the pilot interconnection of national customs systems with the e-TIR system, which has been
fully implemented by Azerbaijan, Georgia, and Uzbekistan in co-operation with IRU and UNECE (UNECE,
2023e51). Even if the pilot is not yet a full customs-to-customs digitalised information exchange system, it
provides a basis for paperless cargo trade and transit and represents a progress compared to the existing
outdated TIR carnets. Countries can consider setting up Middle Corridor-specific e-TIR working groups to
ensure its implementation, as is being done already in Central Asia (IRU, 2023s6)). They should also
consider developing e-Visas, e-certificates, and e-Permits (i.e., BSEC e-Permits, e-CMR, CATS, etc.), all
of which enhance the security, transparency, and flow of goods.

Any multilateral, regional transit system would need an insurance guarantee chain and the
recognition of customs authorities to be successful (CAREC-ADB, 202210;).CMR provides insurance
to road transport operators, so a digitalised version could complement TIR and CATS. As Azerbaijan and
Turkiye have already acceded to e-CMR and Kazakhstan's accession is on-going, Georgia should also
start the accession process, as it has already identified e-CMR as a potential next step (Revenue Service,
2023671). Moreover, Kazakhstan’s national TIR association KazA could design an e-CMR implementation
road map to align the e-CMR convention with the transit regime and liability guarantees mechanism as
part of the EAEU (ADB, 202129)).

The authorities should provide incentives and raise awareness to enhance the digital uptake of
certificates and the submission of documents. For instance, as OECD interviews with Port Aktau
indicate that some shippers and firms prefer offline administration, governments could provide fiscal and
nonfiscal incentives to encourage digital filing of certificates by the traders to reduce dwelling time for cargo
at the trading gateways. Workshops for sensitisation and awareness creation among both traders and
customs officials can encourage the online submission of all documents and the advance filing of
declarations (ADB, 202230)).

Improve information exchange and expand customs capacity through intensified cross-
border co-operation

The authorities should modernise and improve the underdeveloped infrastructure and layout at
BCPs to address time-consuming delays at high-traffic BCPs. For instance, countries can use digital
weight bridges to reduce time and eliminate corruption opportunities. Azerbaijan has recently automated
truck and wagon weighing in the Port of Baku, which it should replicate at other BCPs; other countries
should do the same (UNECE, 2023s). Governments should construct cross-docking stations to
temporarily store goods that need to be transloaded and temperature-controlled storage for perishable
agricultural goods, an important import and export sector (CAREC-ADB, 202210;). Authorities should
consider replicating Tirkiye’'s success in public-private partnerships (PPPs) to develop its (joint) BCPs
(Box 3.10).
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Box 3.10. Public-private partnerships to improve Tiirkiye’s BCPs

Turkiye selected the Build-Operate-Transfer (BOT) model to renovate its border control points (BCPs)
as described in the “Law of Undertaking Some Investment and Services within the Scope of Build-
Operate-Transfer Model” in 2002. BOT contracts are signed between government and operator
company. The Ministry of Trade ensures service sustainability given by other governmental bodies
located in the BCP, approves the operator technical projects, executes new demands with the operator
company during the operation period, and audits the operator company for administrative and technical
issues to ensure contract liabilities, among other activities. The operator company prepares process
analysis at the BCPs and offers improvement suggestions, develops the architectural and other
technical projects at BCP according to the requirement analyses and physical limitations, submitting
them for approval, reconstructs the BCP facility and operates the facility within the contract (operational
activities such as lightning, heating, cleaning, maintenance as well as operating the duty-free shops,
gas stations, restaurants, markets and other commercial places in the facility). Turkiye has renovated
12 BCPs so far, including Sarp-Sarpi, through which 85% of road exports pass through. The BCPs led
to reduced freight costs and waiting times for trucks, while the government saved on expenditures while
receiving additional trade-related revenue.

Source: (TOBB, 2023;9;; Yiicel, 2015p0)

Governments should increase the number of passing lines and differentiate lines according to
goods type, priority, and risk assessment levels. TIR Carnets already represent a step towards the
streamlining and harmonisation of required documents. However, significant and rising traffic pressure
produces long border queues across the Middle Corridor borders, notably due to inspections for the rising
number of vehicles. Though there is not yet a legal provision in the TIR convention requiring separate TIR
lanes or prioritised treatments, the contracting parties can consider establishing separate TIR lanes at
borders and develop risk-based controls for TIR operations (UNECE, 2021y2¢)). For instance, the relevant
authorities at the Georgian-Turkish Sarpi-Sarp BCP should create a TIR park facility on the Turkish side
and a dedicated TIR lane, as Georgia has already constructed its dedicated lanes (ADB, 201771;; BSEC-
URTA, 2023s0)). Kazakhstan and Uzbekistan have opened green lanes for digital TIR transits in 2021, so
they could build upon this experience with Azerbaijan (Silk Road Briefing, 2022(72;).Where they exist, only
authorised economic operators are eligible to use Tirkiye's green lines, but with only 550 of such
operators, the authorities should consider expanding both the number of lines and the number of
authorized economic operators.
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Box 3.11. TIR Green Lanes

The transition from paper-based to digital procedures can help to drastically reduce times and costs
associated with border passages. Before the complete implementation of the e-TIR system as a fully
digitalised border-crossing system, the IRU created TIR-EPD (Electronic Pre-Declaration) Green Lanes
in 2012. TIR-EPD Green Lanes are dedicated lanes on both sides of a BCP. The transmission of
electronic pre-declarations allows customs authorities to assess risks and determine in advance which
truck should be subject to controls. TIR trucks permitted by customs to use TIR-EPD Green Lanes will
only be subject to the scanning and stamping of their TIR Carnet, thereby significantly reducing border
waiting times and transport costs, increasing risk assessment efficiency, and improving customs
controls. By dedicating lanes at both sides of the BCP, customs authorities can assess risks and
determine specific controls in advance. Dedicated TIR-EPD Green Lanes can save up to 40% transport
time and costs, cutting border crossing times from two to three days to eight to nine hours.

Source: (IRU, 2023173; IRU, 201674); IRU, 2012(75)).

Governments should build capacity and skills of their border officials. For instance, with support of
the EU, Azerbaijan and Georgia conducted extensive capacity building activities at the Red Bridge BCP.
The EU and UNDP provided training using EU’s best practices on customs control procedures,
phytosanitary, sanitary, veterinary and food safety border control issues to State Customs Committee
representatives; EU experts from Latvia, Lithuania and Poland delivered 10 training programmes to BCP
inspectors; and 20 knowledge sharing events were organised in both countries (UNDP, 2018(7¢)). The
Organisation of Turkic States (OTS) with the support of international organisations has held workshops on
Post Clearance and Risk management, Authorised Economic Operator systems, Customs Transit
Facilitation, and the e-TIR System throughout the region. The relevant bodies should pursue similar
activities across the route with support from the EU, UN, CAREC, ADB, TRACECA, OTS, ECO, or other
organisations where necessary. The authorities could require border officials to take online courses, such
as “Fundamentals of Freight Transport Connectivity in Asia and the Pacific” or “Rail Digital Transformation
in Asia and the Pacific Region” available on the UNESCAP e-learning platform (UNESCAP, 202377)).

Azerbaijan, Georgia, and Tirkiye should consider developing joint BCPs. This is a complex
undertaking requiring co-ordination and collaboration between policy makers and border agencies from
both countries. Co-ordinated border-crossing management involves standardising and extending the
border-crossing operating, establishing green lanes (i.e., TIR shipments, perishable and time-sensitive
cargoes), facilitating advanced shipping notification or declaration that allow risk management, and offering
OSS services. Georgia has improved its internal agency co-ordination by involving just two agencies at
BCPs — the Patrol Police and the Revenue Service who, respectively, control passengers and conduct
truck driver and customs controls (Revenue Service, 202367]). In contrast, Azerbaijan should look to reduce
the number of agencies involved at its borders. Moreover, the two countries should expand their efforts at
the Tsiteli Khidi or “Red Bridge” BCPs and the under discussion Abreshumis Gza-Ipek Yolu BCP, perhaps
taking inspiration from the one-stop shop road border crossing in Albania, North Macedonia, and Serbia
(Box 3.12). Georgia and Turkiye should also look to create a joint BCP one on the Sarp-Sarpi crossing,
though this concept is not possible in seaports.
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Box 3.12. Joint border crossing points in the Western Balkans

The government Serbia and North Macedonia signed an agreement to establish joint controls at the
border crossing point for international road traffic Presevo (Serbia) and Tabanovce (North Macedonia)
in July 2019. 24/7 joint controls and checks at the border crossing point (BCP) started in August 2019.
North Macedonia has also established a joint BCP with Albania at the Kjafasan border, and the Customs
Administration is preparing to establish one with Kosovo at the Blace border crossing, allowing entry
into Kosovo and movement to Serbia, Montenegro and then to the Adriatic Sea. Efforts are ongoing to
apply joint controls with EU-member Greece, which would facilitate movement between an EU and non-
EU member country, queues at the EU borders queues are frequently observed in the region.

Source: (The Republic of Serbia, 2019s;; BSEC-URTA, 202379;; Republic of North Macedonia Customs Administration, 2023so)

The authorities in Azerbaijan, Kazakhstan, and Tiirkiye should consider replicating the CCZs
piloted by Georgia nearby external BCPs. The CCZs are well run and efficient and largely self-sufficient,
with facilities and equipment not requiring further major assistance from CAREC (ADB, 201771). Since
2006, Turkiye conducts its customs clearance in separate inland facilities away from BCPs, reducing
congestion at borders. Governments could explore such a solution elsewhere, even if it is a not a true one-
stop shop.

Box 3.13. Customs Clearance Zones in Georgia

CCZs are a single facility located near Border Control Posts (BCPs) and strategic locations to offer
rapid customs documentation and clearance, shortening cargo clearance time for cross-border trade.
Shippers visit a CCZ and use the e-Customs, where all cargo clearance is completed within 30 minutes
or less compared to at least three-four hours before. Moreover, clearance of red channel shipments
extends for another few hours, compared to a few days before. Georgian legislation also guarantees
that cargo transit is duty-free, and no customs guarantee, nor bond is required. The Georgian
experience has resulted in the following CCZ learning points:

e Centralised location shippers only need to go to one central location for cargo clearance and
shipment/collection, resulting in double time savings. First, permits and import, export or transit
approval from government agencies can be completed in one location. Second, external service
providers (i.e., logistics companies, customs brokers, and banks) are present in each CCZ,
making it easy to get quotes and engage the services;

¢ Risk Management Customs: officers use ASYCUDA World that are connected to other BCPs
and CCZs in Georgia. The system recommends the treatment based on the customs
declaration, with a low rate of cargo examination; and

e« Well-designed layout: every CCZ has a standard conspicuous signage outside the building
along the main road, making it easy for driver to locate the CCZs.

Source: Adapted from (ADB, 2017js1))

In parallel with improving capacity, governments can look to enhance the transparency and
predictability of border crossing times and costs. While creating a fixed timetable for trains or Caspian
Sea ferry crossings may not be necessary, communicating schedules in advance would help alleviate an
industry pain point and would accompany well the planned expansion of the Caspian Sea fleet (see next
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chapter). Modernised BCPs could share estimated border crossing times as close to real time as possible,
further contributing to operational planning capabilities. To bridge the gap between the official tariffs and
actual payments experienced by logistics firms, which respondents during OECD interviews cited as being
significantly higher at times, governments could make sure to share the actual costs for Caspian Sea
crossings, permits, and so on to improve transparency along the route. Over the longer term, Middle
Corridor countries can continue efforts to set unified tariffs by rail, despite the operational difficulties to
achieve (i.e., economic conjuncture, transfer and handling procedures, customs fees, additional charges,
and transport costs of individual railway undertakings), as referred to in the 2022-27 TITR Roadmap and
the UNECE’s priority action of evaluating a reliable corridor-wide tariff policy (UNECE, 2023(12).
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4 Improving the Middle Corridor’s
attractiveness requires investing in
port and rail infrastructure, with a
focus on multimodality

Decisions concerning large infrastructure investment depend greatly on
expectations about traffic growth, as they require long-term financial and
political commitment. Given the uncertainty about the scope of the Middle
Corridor’s long-term traffic volumes, current road and rail infrastructure,
supported by ongoing reforms could prove sufficient to absorb increased
traffic in the short term. However, governments should prioritise the
resolution of existing capacity gaps that reduce the route’s attractiveness by
generating long and variable delays. In particular, developing multimodal
(rail-road) capacity at border crossing points and ports, and building fleet
capacity in the Caspian Sea would support developing regional trade flows.

REALISING THE POTENTIAL OF THE MIDDLE CORRIDOR © OECD 2023



90 |

Governments across the region have invested in road, rail, and maritime
infrastructure in recent years

Azerbaijan, Georgia, Kazakhstan, and Tiirkiye have been developing their seaports

Historically, Azerbaijan’s port of Baku has been the largest on the Caspian Sea, handling about
80% of freight in transit owing to the port’s capacity of 15mt of bulk and 10mt of dry cargo. In 2007,
the government launched the construction of the new port of Alat (Baku International Sea Trade Port),
80km south of Baku, to host all freight activities and decongest the port of Baku. Port construction is to be
done in three phases, with the first having been completed in 2018 when the port was opened for traffic
with an annual capacity of 15mt (million tonnes) and 100,000 TEUs (Twenty-foot Equivalent Units) in
containers. At the completion of the second phase, cargo handling capacity is expected to reach 25mt of
general cargo, including 500,000 TEU in containers, though a precise date has not been communicated
so far. Both ports are well connected to the country’s railway network, allowing for easy multimodal
connections (CAREC, 20211).

On the eastern side of the Sea, the development of the Kazakh ports of Aktau and Kuryk has
followed a similar dynamic. Kazakhstan’s main Caspian Sea port of Aktau, with an annual throughput
capacity of 15mt, has been complemented by the port of Kuryk, which started ferry operations in 2018.
The latter was conceived to handle bulk commodities with the addition of new dry cargo carriers, and
improve multimodal connections in Kazakhstan, although its multi-modal marine terminal (MMT), with a
transhipment capacity of 10mt, will only be completed by 2030 (Kuryk, 20232)). By early 2023, both ports
had a combined annual throughput capacity of 21mt and are part of the government’s new plans to
transform the Middle Corridor into one of the country’s major trade routes (Adilet, 2019; OECD,
forthcominga)).

Table 4.1. Comparison of capacity of main Caspian, Black Sea, and European ports (2021)

Region Throughput Container capacity Container
Country Port Capacity (mtlyear) (mtlyear) (thousand TEU/ throughput
year) (thousand TEUlyear)
Caspian Sea Aktau 15 32 25 14.3
Kazakhstan
Kuryk 6 24 100 0
Turkmenistan Turkmenbashi 17 8.3 400 19
Iran Bandar - Anzali 7 1 40 3.3
Azerbaijan  Baku - Alat 15 4.6 500 35.1
Russia Astrakhan 121 22 10 2.6
Black Sea Georgia Poti 63 6.3 550 510
Batumi 20 29 200 116.1
Tiirkiye Ambarli (Istanbul) 205 108 16,000 8,500
Romania Constanta 100 66 1,800 666
Bulgaria Varna 15 9.5 300 139
Ukraine Odessa 50 21.7 1,400 650
Russia Novorossiysk 200 154 1,600 755

Source: (CAREC, 20211;; CAREC, 2021is;; CAREC, 20215e;; ADB, 2021p7y).

Georgia’s Black Sea ports serve as a gateway for trade between the South Caucasus and Europe,
connecting to the Mediterranean Sea through the Bosporus. The Poti Sea Port is the largest port in
Georgia, with an annual capacity of 550,000 TEU, handling freight transit traffic between the South
Caucasus and the European ports of Constanta in Romania and Varna in Bulgaria, as well as a connection
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to the Mediterranean Sea. While the port is also well connected to the country’s rail network, its capacity
is limited due to depth limitations (it cannot handle container vessels larger than to 1,500 TEUs) and
frequent closures due to bad weather. The government therefore launched in 2016 a public—private
partnership (PPP) scheme to build a deep-water port and a special economic zone at Anaklia about 35 km
north of Poti, but due to a lack of funding the project was cancelled in 2020 (CAREC, 2021)). In 2020, the
operating company of the port of Poti, APM Terminals Poti, announced its plan to expand the port by
creating a deep-water port in two successive phases. The first phase is currently under construction and
is to be completed in the coming years, allowing for an increase in capacity of about 150,000 TEUs, and a
berth able to accommodate container vessels of up to 9,000 TEU (APM terminals, 2023g)). The second
phase, mainly about infrastructure development, is expected to double annual container capacity to about
im TEU.

Rail networks have been expanded and modernised along the route

In the 1990s, state-owned enterprises (SOEs) were created to manage and operate railway networks
and successive partial liberalisation measures increased private sector participation in
Kazakhstan, Azerbaijan, and Georgia. After the collapse of the Soviet Union in 1991, Kazakhstan,
Azerbaijan, and Georgia established, respectively, Kazakhstan Temir Zholy (KTZ), Azerbaijan Railways
(ADY), and Georgian Railway (GR) — national railway companies to manage and maintain each national
rail network. Faced with rolling stock fleet issues linked to underinvestment, age, and insufficient fleet
numbers, governments took steps to partially liberalise railway service provision and increase efficiency.
For instance, the private sector was permitted to own and supply wagons in Kazakhstan in the early 2000s,
and by 2013 the number of privately-owned freight wagons exceeded KTZ-owned wagons. In Georgia a
similar reform was implemented in 2015 (CAREC, 20215; CAREC, 2021(5; CAREC, 20211). In January
2021, Kazakhstan’s opened rail freight transport to private companies, although some companies report
that KTZ effectively retains a monopoly over freight transport (see Chapter 2).

Kazakhstan’s railway network was historically built along the North-South direction, but efforts in
the early 2000s have completed the network on the East-West segment. Kazakhstan’s railway network
was born in the late 19t century to connect the country’s vast territory and transport its raw materials over
large distances, and the centrally planned model of the Soviet economy in the 20"-century led to an
orientation of the network towards Russia. Between 2001 and 2016, the government undertook a major
development programme, adding 2,500km to the East-West section of the network, allowing for better
connections to China, other Central Asian countries, and the South Caucasus. This programme also
encompassed the renewal of 4,700km of railway tracks, representing about 25% of the network’s length
(Table 4.2), and an asset modernisation programme with the upgrade of 1,000 locomotives and 37,500
freight wagons. As a result, just over a quarter of the network is electrified and has double track lines,
reducing capacity bottlenecks. However, businesses interviewed by the OECD reported that bottlenecks
remain and are exacerbated during traffic peaks, preventing the transport of additional freight, and further
reducing speeds (CAREC, 2021;5). Moreover, at least 70% of the locomotive fleet is outdated in
Kazakhstan, though interviewees report that the uncertainty surrounding access to the freight network
constrains their renewal - especially for private rail freight.
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Table 4.2. Road and rail networks in the countries of the Middle Corridor (2021)

Kazakhstan Azerbaijan Georgia Tiirkiye

Road = Network (km) 96,167 24,981 21,110 426,906
Density (m/km?) 354 288.5 302.9 544.8
Freight (mt) 231.8* 1125 >300

Rail Network (km) 16 500 2140 1363 12 532
Density (m/km?) 6.1 247 19.6 16.0
Freight (mt) 410.3 15.1 12.1 38.2

Note: *Due to a change in the methodology of the calculation of road freight volume by the Kazakhstan Bureau of National Statistics in January
2023, the corresponding number for 2021 was estimated.
Source: OECD analysis based on data from national statistical agencies.

The South Caucasus railway network has been developed to link the Caspian Sea to Tiirkiye, and
recent reforms have modernised and expanded the network, greatly increasing freight traffic
capacity. In the second half of the 19t century, Azerbaijan and Georgia’s railway networks were developed
East-West as part of the Russian Empire’s Trans Caucasus Railway, to allow for the easy transport of oil
from the Caspian Sea (Baku) to the Black Sea (Poti), before being completed by a North-South segment
linking Russia to Iran. OECD interviews indicated that reforms over the past decade targeted rail track
development, especially electrification and upgrade of the rail network to double tracks, resulting in a solid
segment for heavy freight traffic on the Middle Corridor. For instance, 60% of Azerbaijan’s 4,285km network
is electrified and 38% is doubletracked, including the Azerbaijan-Georgia East-West segment; freight traffic
represented 70% of the networks’ utilisation in 2019. Georgia’s railway network was already electrified in
1967 and is mainly oriented towards freight traffic, with twice as many stations for goods (100) as for
passengers (51) along its 1,443km network. Nearly 20% of the network’s main East-West line is
doubletracked and uses automatic block signalling allowing to increase traffic capacity (CAREC, 2021,
CAREC, 2021}g)).

Azerbaijan and Georgia have comprehensively refurbished railway infrastructure and rolling stock.
In 2014, Azerbaijan started renewing its rolling stock, with particular attention to the development of freight
traffic. It has purchased 40 new freight locomotives, refurbished and upgraded older ones, and leased new
engines under a partnership contract with Kazakhstan. It had also renewed most of its 4193 freight wagons
(including 3101 new ones) by 2021. Until 2015, the rolling stock in Georgia suffered from underinvestment
and old age, with more than half of freight wagons older than 35—45 years and a significant portion of the
fleet close to the end of its normal economic life. The rolling stock fleet decreased by 30% in the preceding
decade before the government launched a comprehensive program to refurbish its rolling stock, investing
in fleet modernisation and encouraging the private sector to expand its role in rolling stock provision. By
the end of 2018, just over half of freight transport used Georgia railway company’s 5001 freight wagons,
with the rest carried by other railways and private companies (World Bank, 2020p);; CAREC, 2021(1;
CAREC, 2021}g)).

In 2017, Georgia, Azerbaijan, and Tiirkiye completed the construction of a direct rail connection
allowing freight to avoid crossing the Black Sea. The construction of the Baku—Thbilisi— Kars (BTK)
Railway provides a direct rail connection between Azerbaijan and southern Turkiye via Georgia. It is the
shortest rail link between Europe and Asia and connects freight transport from the Caspian Sea to
international markets via the Turkish Mediterranean Sea port of Mersin. The network uses the existing rail
link between Baku and Thbilisi, connects with the Turkish railway network at Kars, and contains a
transhipment terminal in Georgia (Akhalkalaki) to allow containers to change platform wagons between
the broad gauge used in Central Asia and the South Caucasus and the standard gauge used in Tirkiye.
Since the opening of Istanbul’'s Marmaray Tunnel to freight trains in 2019, BTK allows for uninterrupted
freight train traffic between Europe and the Caspian Sea by-passing Bosporus and Black Sea ferries, -
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though firms interviewed by the OECD do indicate that bottlenecks at the Akhalkalaki Intermodal Station
exist (CAREC, 2021p1;; CAREC, 2021(g)).

Box 4.1. Connecting the Black and the Mediterranean Seas: Istanbul’s Marmaray Tunnel

Connecting Europe and Asia’s rail networks

The Marmaray Tunnel (also referred to as the Marmaray Tube Crossing or Bosporus Rail Tube
Crossing) is a 13.6-kilometre-long railway tunnel, of which 1.4 kilometres is submerged under the
Bosporus Strait. It is among the largest immersed tunnels in the world and is the deepest, at 60 metres
below the sea level.

The first phase of the Marmaray Project, which started in 2004, was completed in 2008 and was
inaugurated in 2013, involved construction of the immersed tunnel by the Turkish-Japanese consortium
led by Taisei Corporation. With the completion of this first phase, uninterrupted standard gauge railway
connection between Europe and Asia has been maintained. Marmaray was financed by Japanese
Official Development Assistance (ODA) loans through Japanese Bank of International Co-operation
(JBIC) and soft loans from the European Investment Bank (EIB) and the estimated cost stands at USD
4.5 billion.

A new tunnel serving both local commuter and inter-continental freight services

With the primary focus on easing commuter congestion, Marmaray improved the connectivity of the
public transport network of Istanbul by integrating metro line to metrobus, tram and ferry lines. The
commuter line is further connected to the High-Speed Train that operates between Ankara-Istanbul as
well as mainline, regional and international trains. According to the Ministry of Transport, 1 billion
passengers have used Marmaray since its inception in 2013. Albeit limited to 00:00-05:00 am, the
timeframe out of passenger commute, Marmaray also has a freight transport capacity of 21 pairs of
trains per day although an average of 2-4 freight trains are reported to be using it daily. The first
commercial train to use Marmaray was a container carrying magnesite from Cukurhisar (Eskisehir) to
Austria in October 2019. This was followed by the highly publicised Chinese freight train from Xi'an to
Prague that used both the Baku-Tiflis-Kars line and Marmaray, eventually completing its journey in 12
days. In 2022, 402 thousand tonnes of freight were transported through 1018 trips via the Marmaray
Tunnel. Improving freight capacity of Marmaray would increase the volume of uninterrupted freight
transport from West (London) to East (Beijing), further reinforcing the significance of the “"Middle
Corridor”.

Eventually, rail traffic through the Bosporus strait will be transferred to the future high-speed rail running
on the newly built Yavuz Sultan Selim bridge. This new rail link will ease congestion on the Marmaray
tunnel and will allow for daytime crossings.

Source: (TCDD Tasimacilk, 2022107) (ADB, 2021;11))

Tiirkiye aims to increase the share of railways in freight transport to 22% by 2053. Tirkiye has
gradually shifted the bulk of investment in transport to railway infrastructure (the announced target for 2023
is 63% of investment). The country currently has a total of 13 896 km of railway network, including 11 668
km conventional, 2009 km high-speed and 219 km rapid railway lines. Some 49% of the lines are signalled
and 51% are currently electrified, with an important increase planned in the coming years (UNECE,
2023[127). In 2013, a new rail liberalisation law entered into force allowing private companies to construct
new infrastructure and run trains on public tracks apart from TCDD (Turkish State Railway Authority).
TCCD, as the main provider of infrastructure and equipment, also rents rolling stock to private sector
companies. According to private sector interviewed by OECD, still much needs to be done to renew the
locomotives and rolling stock. As of 2022, 21% of locomotives and 10% of freight wagons were over 40
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years old. Private sector operators also request financial support to increase their share of rolling stock.
Currently 41 private firms carry freight through owned wagons, accounting for 33.6% of total rail freight
transport (TCDD Tasimacilik, 202210j).

For transport operations on the BTK line and the Middle Corridor, seasonal difficulties appear
between Kars and Akhalkalaki during heavy winter conditions. The Akhalkalaki transfer station is
being upgraded to meet rising demands for conventional and bulk cargo. Transport operations to Europe
are performed via the Kapikule-Svilengrad crossing on the border with Bulgaria and via the Uzunképri-
Pityon crossing on the border with Greece. The double-track Ispartakule-Cerkezkoy section, part of the
electrified Halkali-Kapikule railway line (3 phase of construction as July 2023) is co-financed by European
Union (EU) Instrument for Pre-accession Assistance (IPA) funds. Tirkiye currently aims to increase the
railway connections to ports and manufacturing sites; 21 ports and piers are connected to railways in the
country, including Mersin, Izmir and Iskenderun ports while 13 organised industrial zones have direct
access to railways. Increasing the number of logistical centres is also among the targets of the ambitious
plans for infrastructure investments in the rail sector. (TCDD Tasimacilik, 202210;), (Ministry of Transport
and Infrastructure, 2022;13)), (AA, 2023(14)).

Box 4.2. Modal shares for transport in the Middle Corridor countries

Central Asia and the South Caucasus have seen a rapid development of international road transport,
though the former, in particular, remains below its potential. Tenfold more trucks cross Central Asian
borders now than in the early 2000s where this number stood at 10 to 30 trucks a day per border
crossing point, though the relative share of international road transport is still limited (OECD-ITF,
2019p15)). Historically, rail freight has served international demand and flows are high along the main
economic corridors.

Kazakhstan accounts for over 80% of all rail freight activity in Central Asia, equalling to 200bn tonne-
kilometres per year. The country’s strategic location on the East-West corridor mainly accounts for this
situation, as most of freight to other Central Asian countries transits through its territory.

In Azerbaijan, road transport represents the main mode of freight transport, totalling about two thirds in
2018, and even reaching 88% of goods transported if oil and gas pipelines are excluded. Road freight
transport even increased its share between 2014 and 2019 by 17%, while transport via rail and sea
decreased over the same period to reach respectively 8.6% and 3.4% in 2018 (OECD-ITF, 20201g)).

A similar trend can be observed for Georgia, where rail freight traffic declined since the early 1990s to
the benefit of road transport. In 2018, almost half of the country’s exports were transported by road,
compared to 3.6% by rail. Despite a decline in the total share of freight transport, rail freight
containerisation rates almost doubled between 2014 and 2018 to reach 9.5%, reflecting improvements
following recent reforms to address major bottlenecks on the network (CAREC, 2021).
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Figure 4.1. Decomposition of transport and shipping modes in Azerbaijan, Kazakhstan, and Turkiye
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Note: Georgia is not indicated as data for pipelines are not available.
Source: (ITF, 2023p17)

Road networks have been expanded in the South Caucasus and Tiirkiye but remain
problematic in Central Asia

Since the early 2000s, Azerbaijan and Georgia have been modernising their road networks with a
focus on the East-West highway corridor. In both countries, roads play only a secondary role in freight
transport, but the East—-West highway linking the Caspian and Black Sea remains the most important
regional corridor for international trade and has been a priority for public investment and loans from
international financial institutions (IFls). It runs over 500km in Azerbaijan and 400km in Georgia and is
complemented in both countries by a North-South highway running from the Russian Federation to Iran.
Azerbaijan and Georgia undertook large road asset renewal programmes in the mid-2000s, as roads and
highways were in poor condition due to inadequate funding and vehicle axle overloading, which resulted
in high transport costs and long delivery times (ADB, 2014p1s;; ADB, 2017[19). In Azerbaijan, a 2006
assessment revealed that approximately 70% of the country’s road infrastructure required urgent
maintenance, but most roads and highways, and especially the country’s section of the East-West
highway, had been rehabilitated by 2010 (CAREC, 2010p0;; ADB, 2017119)). These upgrades have been
matched by similar efforts on the Georgian side, which targeted the development of international trade
corridors as part of the TRACECA and CAREC initiatives (ADB, 20141g). In particular, the East-West
highway benefits from a 10-year development plan, with different phases financed by IFls. OECD
interviews indicated that out of the 430km of highway scheduled to be upgraded to four lanes, 230km have
already been completed and further 180km are under construction, and work is expected to be completed
by the end of 2023. However, some businesses indicated their concerns that the newly constructed
sections of the East-West highway do not support the transport of heavy loads.
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Figure 4.2. Road, rail, and port infrastructure quality in Central Asia, the South Caucasus, and
Turkiye
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Note: Quality of infrastructure is assessed on a scale from 1 (low) to 7 (high) for the year 2019. Ranks are given out of 144 countries. For
Azerbaijan, WEF data for railroad infrastructure quality and ranking is only available for 2018.
Source: (World Economic Forum, 2020p1)).

While Tirkiye continues to make significant investments in its road network, the country plans to
reduce the share of roads in freight transport from 72% to 57% by 2053. Turkiye lying at the centre of
three continents, serves as the intersection of numerous transport arteries. The length of the international
road corridors through Turkiye is about 13,000 km. The country's entire length of dual carriageway as of
2022 was 28 816 km, of which 3633 km were highways. In order to provide comprehensive logistics
services, roads are built with a view to provide connection to ports and border gates by the authorities.
Turkiye has traditionally invested heavily in road transport; a total of $112.4 billion over the past 20 years.
Road transport has been one of the top priority modes of transport both in freight and passenger transport
in the country accounting for 88.3% in total inland freight. Over the next five years (2024-2029), Turkiye
plans to invest $16 billion in road transport to improve regional connectivity. At the same time, the Ministry
of Transport operated a shift towards increasing the share of investment on railways in the last decade
(Box 4.3). Turkiye's main target has been to enable and improve uninterrupted transit traffic through the
country leading to much of the investment devoted to this end. Three bridges on Bosporus Strait connect
Asia to Europe since 2016. Yavuz Sultan Bridge, inaugurated in August 2016, allows vehicles to pass
through Istanbul without being subject to city traffic and more importantly without restrictions on drivers as
opposed to other two bridges on the Bosporus. The 1915 Canakkale Bridge, opened on March 18, 2022,
connects the two continents by road from the south of the country.

Despite improvements in recent years, the low quality of roads across Central Asia remains a major
impediment to the region’s freight connectivity. Road infrastructure development projects across the
region have been carried out in recent years with substantial support in the context of framework initiatives
such as CAREC and TRACECA. However, businesses reported to the OECD that on average the quality
of road infrastructure remains low as a result of an inadequate investment environment, leading to high
transport costs, and reducing the countries’ attractiveness for international freight transport. For instance,
without taking into account rising traffic stemming from the development of the Middle Corridor, meeting
increased freight and maintaining the current level of network performance by 2030 is estimated to require
road capacity increases varying from 84% In Mongolia to almost 500% in Uzbekistan, while Kazakhstan
stands in a middle position, with a needed rise of 151% (OECD-ITF, 201915)). Kazakhstan has initiated an
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ambitious programme of investments for its domestic road network, which comprises six international
transit routes with a total length of about 8250km aimed at improving the connectivity and quality of road
transport both across the country and with regional neighbours. It further aims to repair over 11 000km of
roads by the end of 2023 (International Trade Administration, 202222).

However, infrastructure bottlenecks lead to congestion, especially at border
points and ports, and reduce the route’s attractiveness

Despite increased investment in transport infrastructure, Middle Corridor economies’
investments remain low in absolute terms

Figure 4.3. Total inland transport infrastructure investment (2015-2019 annual average, in EUR)
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Note: Countries with a low density and an unequal distribution of population, such as Russia or Canada, have very low figures for their investment
per square kilometre, due to much of their territory being uninhabited. Thus, it is not always representative of a weak effort in transport
infrastructure investment. Data not available for Kazakhstan.

Source: OECD calculations based on ITF database

The current level of transport infrastructure investment remains below projected needs. The
region’s annual financing need in early 2020 was estimated at 7.8% GDP or USD 1.7tn for Central Asia
and the South Caucasus over 2016-30. Investments in inland transport infrastructure in the countries of
the corridor are substantial relative to GDP. However, commitments amounted to USD14-19bn per year
from 2006 to 2011 and have been on a declining trend since (ADBI, 2021123) (University of Central Asia,
2023p24)). Investment per capita and per square kilometre remain insufficient in absolute terms to address
the infrastructure gap (Figure 4.3). While these data predate Russia’'s war in Ukraine and renewed
commitments to improving regional connectivity, more recent assessments also point to a persisting
financing gap (EBRD, 2023p25)). For instance, for Kazakhstan the investment gap amounts to 1.11 % of
GDP across all sectors if the country’s infrastructure needs are to increase in line with its expanding
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economy and growing population — not mention the need to develop new infrastructure. The gap is most
prevalent in cross-border infrastructure, energy, and road transport, with 75% of existing transport
infrastructure requiring replacement or rehabilitation, necessitating infrastructure investments amounting
to 3.9% of GDP until 2040 (OECD-ITF, 201915)).

Box 4.3. Investment in transport infrastructure in Tlrkiye

Inland connections are relatively underdeveloped in Tirkiye due the hilly landscape and poor
infrastructure in remote areas. Despite sufficient capacity of terminal facilities for loading and unloading
containers, port infrastructure of Turkiye still suffers from poor connections to high-quality roads and
railways. In order to overcome these physical obstacles and to increase the accessibility of landlocked
Anatolian manufacturers to European markets with low transport costs and high traceability, Turkiye
launched several transport and logistics projects devoting large funds.

The Ministry of Transport and Infrastructure expects to increase the share of rail freight to 22% by 2053
reflecting this vision. Share of road infrastructure in public investment plans declined from 72% in 1999
to 35% in 2019, while railway spending increased its share from 7% to 37% in the same period. In 2023,
government devoted highest share (27%) to transport and communications sector in the budget, with a
145% rise compared to 2022. The flagship projects in the investment program include the Ankara-Sivas
High-speed train project, part of the Middle Corridor as an access to Europe from the Thbilisi-Kars
railway. Turkiye also plans the establishment of 26 logistical centres. The target is linking up all industrial
zones in the country to ports through railway.

The EU and some development partners also take part in financing some major railway projects. The
double-track Ispartakule-Cerkezkoy section, part of the electrified Halkali-Kapikule railway line, is co-
financed by the European Union (EU) Instrument for Pre-accession Assistance (IPA) funds. The line is
part of the EU Trans-European Transport Network (TEN-T). The European Bank for Reconstruction
and Development (EBRD) has extended a €150 million loan to the Turkish government for co-financing
the construction of a 67 km section of the high-speed railway line from Istanbul to the Bulgarian border.
The loan will further support Tirkiye’s transition to a low-carbon economy.

On the other hand, in the last decade, the share of public investments made for air and maritime
transport decreased, owing to the liberalisation and privatisation trends in these sub-sectors. As a result
of the transfer of the operating rights of a very large part of the ports belonging to the private sector and
application of Build-Operate-Transfer method for the construction of some airports, public investment
in the maritime and air transport sectors have declined over time.

In April 2022, the Turkish government unveiled its 30-Year Transport and Logistics Master Plan, aimed
at enhancing logistics infrastructure across various modes of transportation. As part of this initiative,
Tuarkiye aims to allocate USD 153 billion by 2053 to facilitate substantial improvements in its
infrastructure and become an international logistics hub.

Source: (Ministry of Transport and Infrastructure of the Republic of Tiirkiye, 20232s))

Container and Caspian Sea vessel fleet capacity is not in line with current and projected
needs and leads to congestion issues

Governments and businesses surveyed by the OECD indicated that increased traffic on the Middle
Corridor has exacerbated pre-existing bottlenecks, such as a shortage of port capacity, containers,
and vessels in the Caspian Sea. For instance, Poti was one of the 20 ports in the world were the average
arrival times increased the most between 2021 and 2022 (World Bank, 202227)). Interviewees indicated
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that addressing these bottlenecks should be a priority for infrastructure updates and development, as the
corridor’s reliability and ultimately its attractiveness relies on the ability of each segment to provide the
level of service expected by users.

Despite capacity increases in Azerbaijan’s and Kazakhstan’s Caspian ports in recent years, they
remain below the capacities needed to handle increased traffic. Current throughput capacity of
Kazakhstan’s main Caspian Sea port of Aktau is estimated at 15mt (rising to 21mt when combined with
the nearby port of Kuryk), slightly above Azerbaijan’s freight port Alat annual capacity of 15mt and 100,000
TEUs (Table 4.1) (CAREC, 20215; CAREC, 2021(1;). However, current capacities of the Middle Corridor’s
main seaports of Aktau, Kuryk, Baku-Alat are estimated to be able to absorb only up to 6mt of cargo,
including up to 4mt of bulk cargo and up to 100 thousand TEU, from the traffic of the Northern Corridor.
(USAID, 202212¢;)). This can be explained by the lack of modern transhipment and freight handling
equipment in ports, which leads to congestion despite low utilisation rates (see below). In addition, because
of depth limitations, ports can only accommodate small container feeder vessels, resulting in high shipping
rates and limited service frequencies (CAREC, 2021(g)). Finally, businesses indicated that the imbalance
of port capacity between both shores of the Caspian Sea, with Baku-Alat being the only operational port
on the Western bank, leads to congestion there too.

Businesses report that the Caspian Sea crossing is a major bottleneck, as ferry vessels and
services are insufficient to balance throughput capacity on either side. Though ferry and vessel
limitations on the Caspian Sea are not a new issue, they have been dramatically exacerbated by the
increase in traffic observed in 2022. Businesses report insufficient ferry fleet capacity and unpredictable
schedules, contributing to long loading and crossing times and port congestion, as the loading and
unloading of vessels can take up to 24 hours on either end (World Bank, 2020)). Indeed, there are only
two companies operating routes across the Caspian Sea: Azerbaijan Caspian Shipping Company (ASCO)
and KazMorTransFlot (KMTF). ASCO connects the port of Alat to Aktau, Kuryk and Turkmenbashi through
rail ferry and RoRo services with a fleet composed of thirteen ferries, 25 years old on average, and two
RoRo vessels, 36 years old on average (UIC and Roland Berger, 202129;; CAREC, 20211;; CAREC,
2021i5). KMTF is specialised in oil transport but diversified its activity with a sub-fleet of three container
ships and 2 dry cargo ships operating between Aktau, Kuryk and Alat. Businesses reported that the fleet
was not able to cover their needs following increased traffic since early 2022, the more so that the ferry
services do not have a fixed schedule. The frequency of services between Azerbaijan and Kazakhstan is
reported to vary depending on weather conditions and demand, as vessels generally wait until fully loaded
before departing, which averaged between three and five days before 2022, while the crossing itself takes
about 1.5 days (World Bank, 2020(g; UIC and Roland Berger, 202129;; PMCG, 2023307). Firms report that
waiting times stayed the same and even increased in some instances due to increased traffic, while
ASCOQO’s near-monopoly situation also contributed to relatively high prices, further reducing the
competitiveness of the crossing.

Interviews and surveys also highlighted that these issues are further exacerbated by container
shortages. Respondents report shortages of both containers and container rail platforms. The lack of
containers in the region can be explained by the imbalance between Westbound and Eastbound freight
flows, and the low coverage of major shipping companies in terms of offices and container terminals.
Consequently, shipping companies lend the containers to clients at ports (Poti for instance), but demand
their return within 10-14 days, when containers shipped to Central Asia from Georgia take 25-35 days to
return, exposing the client to important delay penalties. As an alternative option, clients are allowed to buy
their own containers, which represents an additional cost. Regarding container rail platforms, companies
indicated that they tend to get stuck at Akhalkalaki, the rail gauge change terminal at the Georgia-TUrkiye
border.

Finally, businesses reported that while rail fleets are less problematic, inefficiencies in wagon fleet
management are nevertheless creating additional constraints. Businesses reported in OECD
interviews and surveys that the shortage of locomotives and wagons, a long-standing issue especially in
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Azerbaijan and Georgia, has added to border point congestion since early 2022. Kazakhstan faced a
similar issue a few years ago on the Kazakh-Chinese border, but seems to have been able to address
most of the gaps since, notably by allowing private ownership of freight wagons to attract private investment
to the sector (OECD-ITF, 2019151). The Kazakh railway company NC KTZ has even been able to provide
Azerbaijan with about 200 assembly platforms as wagon loading assistance (German Economic Team,
2022311). Governments also indicated that part of the issue arises from inefficiencies in the management
of wagon fleets due to an absence of real-time tracking and online information about the rolling stock.

Deficient multimodality, lack of equipment and limited automation of ports lead to
important congestion despite low utilisation rates

OECD surveys and interviews indicate that the Middle Corridor’s existing infrastructure capacity
is overall in line with traffic flows, though the route’s main infrastructure components need more
efficient interconnection to improve travel time predictability. Interviewees indicated that while the
reliability of all transport modes along the route increased in recent years, the surge of traffic on the Middle
Corridor following Russia’s war in Ukraine has translated into bottlenecks at port and border crossing
points. In particular, the lack of multimodal rail-road and rail-port infrastructure at these key junctures has
been singled out as the most pressing infrastructure issues.

Figure 4.4. Assessment of multimodality-related bottlenecks in the survey
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Source: OECD Middle Corridor survey

Lacking interfaces between land transport and ferry crossings in Caspian Sea ports are reported
to be a major obstacle to predictable travel times. Businesses surveyed and interviewed by the OECD
indicated that the lack of intermodal facilities to connect the Caspian maritime route with Azerbaijan and
Kazakhstan’s railways and roads is creating major bottlenecks for freight traffic. For instance, discharge
and waiting times have been reported to amount to up to ten days both at Kazakhstan’s Aktau and
Azerbaijan’s Alat ports, while an ideal port processing time should be two hours between the moment
containers arrive by train to the moment they are loaded onto the ship (World Bank, 20209;; ADB, 20217).

Caspian Sea port congestion mainly follows from insufficient or ageing loading equipment. East-
West inland container traffic along the Middle Corridor is carried either on trucks or on railway flatbeds
before reaching the ports of the Caspian Sea. Once containers reached the ports, two transhipment
methods exist: roll-on/roll-off (RoRo) and lift-on/lift-off (LoLo). RoRo requires specifically built ships with an
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integrated truck ramp or an integrated rail path to directly access the ship cargo loading platform. LoLo
involves vertical loading, requiring either on-board cranes in ships or large cranes at the ports’ docking
stations. Despite the recent expansion of the RoRo vessel fleet in the Caspian Sea (see next section),
transhipment equipment is reported to be lacking, though Alat port built a connection to the railway network
and a rail terminal within the port (ADB, 2021[7). Even if less pressing, similar issues have also been
reported for the rail terminal of the Georgian Black Sea port of Poti (PMCG, 202330)).

Businesses report that the lack of modern container equipment and terminals at the ports of
Kuryk/Aktau and Baku/Alat slow down traffic and increase transit costs and time. Rapid, secure,
and sustainable container traffic along the Middle Corridor routes requires robust container handling
infrastructure in each segment to ensure swift unloading, sorting, and reloading. However, in OECD
surveys and interviews, businesses indicated that the lack of modern container infrastructure represented
a major bottleneck at ports on both sides of the Caspian Sea. For instance, while container loading and
unloading time in international ports such North Europe’s Hanseatic ports takes on average five minutes
per container thanks to the use of automated multimodal cranes or container terminals, in interviews
conducted by the OECD, businesses indicated durations between 30-60 minutes for the same operations
in the ports of Azerbaijan and Kazakhstan. Similarly, the feasibility study for the automation project of the
port of Baku estimated that the additional costs incurred because of outdated infrastructure equipment
amount to a total of about USD 5m per year, including USD 3m in ship waiting costs, USD 1.1m in truck
waiting costs, and USD 0.4m in round-trip unloading costs (KSP, 2020;32)).

In particular, firms report a low transhipment productivity of Azerbaijan’s port of Alat due to a lack
of dedicated container equipment and terminal, and outdated infrastructure in Kazakhstan’s ports.
Interviewees indicated that because of the multi-purpose nature of the port of Alat, its equipment is
intended for bulk operations rather than container operations, with containers handled at general cargo
berths, without adapted infrastructure such as ship-to-shore cranes, reach stackers, and gantry cranes. As
a result, the handling of containers lacks standardisation and results in additional delays, which is also
confirmed by recent studies of the matter (World Bank, 20209;; KSP, 2020;32)). In Kazakhstan, businesses
indicated that the loading equipment in the port of Aktau is outdated and lacks sufficient large cranes to
meet modern standards, while the new port of Kuryk lacks the necessary loading equipment and is
constrained to servicing only rail cargo from foreign ferries, though it can service both hinterland rail and
automobile (USAID, 2022;2¢;; OECD, forthcomingia;; ADB, 20217). Interlocutors during an OECD field visit
to the port of Aktau also pointed to Kazakhstan'’s relative inexperience in dealing with containerised freight
as a challenge. Firms have suggested to develop intermodal platforms allowing for container loading and
unloading as well as storing containers waiting to be transhipped (currently lacking), as well as to improve
empty container management. Taken together, these bottlenecks reduce the speed of cargo handling,
increase the difficulty of operational planning, raise costs and transport times, and reduce the
attractiveness of the Caspian transit corridor.

As aresult of deficient equipment, utilisation rates of Kazakh ports are low despite congestion. On
the eastern shore of the Sea, the lack of intermodal infrastructure and vessels of Kazakhstan’s ports of
Aktau and Kuryk have translated in an acute transit capacity limitation, where both ports cannot meet rising
railway freight trade originating from China (Rail Freight, 2022;33)). This issue seems to follow from a wider
trend within the Caspian Sea, where port utilisation rates are systematically below capacity, in part due to
higher costs of connectivity, and where actual capacity is below potential due to widespread
underinvestment in infrastructure expansion and renewal. For instance, in 2021, the average capacity
utilisation of Kazakhstan's seaports was just 31% in 2021, dropping to 25% and 20% for dry cargo and
ferry terminals; utilisation is likely to have increased in 2022, but it does not meet the needs of increased
traffic (Adilet, 2022j34]) (USAID, 20222g)).
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Border crossings and inland transport also suffer from a lack of multimodality

Railway gauges along the Middle Corridor are governed by two different standards, resulting in
interoperability issues and increased transit times and costs. The most often cited issue by OECD
interviewees referred to the difference in railway gauge standards between the former Soviet states of
Central Asia and the South Caucasus, using the broad-gauge of 1520mm, and China, Turkiye, and
Western Europe using the standard gauge of 1435mm. As a result, freight trains crossing from China into
Kazakhstan and to Tlrkiye face at least two track interruptions and transloading of containers at border
control points (BCPs), either to wagons with the correct gauge size or onto trucks. Both have been reported
to be time-consuming and labour-intensive tasks adding to customs and border point infrastructure
capacity limitations, especially at the China-Kazakhstan border crossing of Khorgos and the Kazakh
Caspian Sea port of Kuryk. Since automatic change-of-gauge technologies are not yet widely used across
the region, interviewees reported that trains stop for about five hours at each change of railway gauge —
without accounting for the additional queues. Non-perishable and non-hazardous freight is also often
transhipped onto trucks at Khorgos and at the borders between Azerbaijan and Georgia, which is
complicated by frequent delays due to deficient multimodal infrastructure.

At dry border crossing points, infrastructure to support connectivity between rail and road freight
transport is lagging. Businesses state that high border crossing times and congestion mainly result from
technical issues created by inadequate infrastructure. For instance, the lack of proper transhipment
facilities to handle containers from trucks to rail platforms or vice-versa, or to handle the marshalling of
wagons leads to long queueing for both trucks and trains at loading terminals while waiting to be loaded
and unloaded. This issue is reported to be particularly stringent at the border points requiring a change of
railway gauge, such as between China and Kazakhstan, where containers can wait for up to ten days, as
well as at the Turkish border. Even outside these border crossing points, the rotation of wagon fleets across
the national railway networks of Kazakhstan, Azerbaijan, Georgia is reported to be suboptimal, lengthy,
and costly, mainly due to a lack of block container trains’ (World Bank, 2020g)).

In Central Asia the issue is reinforced by the poor quality of last-mile connectivity as well as the
small and aging truck fleets preventing efficiency improvements via freight bundling. Despite recent
reforms, rail-road multimodality lags in Central Asia, resulting in a non-negligible amount of cargo being
transported by trucks. For instance, public and private sector representatives reported during OECD
interviews that domestic trucks are often overloaded in Kazakhstan, accelerating the deterioration of roads,
especially those outside international corridors. Such secondary roads are usually poorly maintained. This
accelerates the deterioration of already relatively old truck fleets and increasing fuel consumption up to 50
litres per 100km, as opposed to 20-30 litres in normal operating conditions (OECD-ITF, 2019p15)). As a
result, many trucks active in Kazakhstan and in Central Asia are not fully compliant with international
standards regarding safety, operational efficiency, and environmental impacts. For instance, in
Kazakhstan, interviewees indicated that most trucks are still operating under levels 1 to 4 of European
Emission Standards, while in Europe all fleets need to be at least compliant with level 5. The negative
impact on environmental performance is further exacerbated by the small size of companies, preventing
bundling of cargo transports and impeding fleet upgrades (OECD-ITF, 2019p15)). Overall, the trucking
industry’s competitiveness is hampered in Central Asia by important maintenance and fuel costs related
to the age of the fleet, and important labour costs due to the small size of companies and lack of freight
bundling.

While increased traffic has challenged border infrastructure all along the route, businesses report
particular bottlenecks at the Red Bridge border crossing between Azerbaijan and Georgia. Public
and private entities alike indicate that despite recent border crossing point infrastructure improvements in
Kazakhstan, Azerbaijan, and Georgia, its capacity remains limited, which creates congestion when traffic
increases. Among the main capacity limitations cited, the insufficient number of passing lines and the lack
of secure customs clearance areas with dedicated inspection facilities are the most frequent. On these
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matters businesses reported in particular the lack of capacity of the Red Bridge border crossing facility that
lacks sufficient border entry points, logistics centres, and custom warehouses to efficiently service
increased transit capacity on Azerbaijan’s side of the border. On the Georgian side, the main reported
issue relates to the lack of a secure customs area and dedicated control areas, which translate into queues
of shipments waiting to be inspected. The absence of co-located Azerbaijani and Georgian inspection
facilities as well as of differentiated passing lines by type of cargo or level of risk further adds to this
situation, as it prevents a pre-sorting of traffic and processing for all shipments is hold up. However, both
governments are aware of the issue, and reform discussions are ongoing to jointly improve infrastructure
capacity at the border point (World Bank, 2020g)).

Recommendations

Develop multimodal infrastructure

Enhance the transhipment of goods at border crossings

Government should develop and improve multimodal facilities at border crossings. Respondents of
the survey indicated that inadequate transhipment infrastructure were the cause of important delays. At
the borders between Kazakhstan and China, and Georgia and Turkiye, where gauge trains impose
transhipment, operators must improve both bogie exchange and transhipment facilities. Containerisation
could ease this process as modern cranes can rapidly ship a container from a train to another one.

Efficient multimodal hubs at the borders could also allow the transfer of goods from trucks to
trains. Such new terminals located close to the border could integrate custom procedures and ease
congestion at the road border crossings. This configuration would be particularly interesting between
Azerbaijan and Georgia as an alternative to the congested Red Bridge border crossing. Another compelling
aspect of these multimodal terminals at borders is that they can be combined with Special Economic Zones
to develop into wide logistic and industrial complexes (CAREC, 201835))

Improve the multimodality of ports

Port authorities in Aktau, Kuryk, Alat and Poti should enhance the multimodality of their operations
by prioritising the construction of transhipment facilities for containers. This includes container
berths, container storage facilities and container cranes. Transferring containers more efficiently between
trucks, trains and ships could reduce waiting times at ports. Though RoRo ferries are an efficient way to
transfer wagons across the Caspian Sea, only the use of container ships will bring enough additional
capacity to meet demand growth. This implies accelerating on the construction of container handling
facilities, as planned for instance in the second development phase of the port of Baku-Alat, with five
container berths.

Create dry ports and containerisation infrastructure

To enhance multimodality and develop containerisation of freight transport along the corridor,
governments should develop inland container handling facilities. These logistic centres, sometimes
called “dry ports” include container yards and Container Freight Stations (CFS). While container yards
store containers and dispatch them between different transport modes, a CFS combines loose cargo into
containers or separates cargo for pickup. This process can occur under the watch of customs authorities
and offers shippers a cost-efficient method to employ containerisation for shipping goods to their ultimate
destinations (CAREC, 20213¢)). Freight forwarders, shipping lines, and third-party logistics providers
typically operate CFS. Demand for CFS could be important as the use of containers rises on the corridor,
so governments should seek to attract international CFS operators to develop such infrastructure and
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share their expertise with local companies through partnerships. A containerisation master plan could be
crafted to address legislative, regulatory, and operational issues, and improve the capacities in container
handling in the region.

At the national level, advance last-mile connectivity to better connect local growth poles
along the route

Efforts should be directed towards bolstering transport networks that connect regional growth
centres to the Middle Corridor. Governments can invest in road and rail infrastructure to bridge the last-
mile gaps, ensuring smooth movement of goods from production hubs to the trade route (OECD-ITF,
2019ns)). This connectivity enhancement will enable local economies to leverage the corridor's potential
for export and import activities. India's "Golden Quadrilateral" project, which aims to connect major cities
with modern highways, showcases the impact of enhanced last-mile connectivity. Similar projects in
Central Asia and the South Caucasus can connect production hubs to the Middle Corridor efficiently,
boosting trade.

Increase vessel fleet capacity and regularity in the Caspian Sea

Kazakhstan and Azerbaijan should endeavour to extend the fleet of cargo ships in the Caspian Sea,
with a focus on container ships. Alongside the extension of the existing ferry and RoRo fleets, operators
should introduce more container ships. Container ships have a higher capacity than ferry and RoRo ships
of equal dimensions and can contribute to significantly increasing the throughput of the link once
multimodal infrastructure to handle containers is commissioned at the ports. Indeed, according to one of
the respondents, KMTF’s container ships can carry up to 1000 containers, when RoRo ferries can load 40
platforms, implying a load of just 40 containers. This capacity growth should rely on both the Azerbaijani
and Kazakh national maritime operators, namely ASCO and KMTF. Kazakhstan’s operator being a smaller
player than Azerbaijan’s ASCO, the fleet growth should be even more important for KMTF in order to have
a healthy competition between two companies of a similar size and market power.

The route’s competitiveness would gain from the implementation of fixed timetables for ferry
operations between the Kazakh ports and Alat. Departures at fixed hours and important frequencies
allowed by the growth of the fleet would contribute to shorter waiting times at Aktau and Kuryk.

Develop rail capacity to improve the route’s throughput and sustainability

To ensure the Middle Corridor’'s competitiveness, rail companies should increase capacity along
the route. Potential bottlenecks must be identified ahead of time to plan infrastructure enhancements such
as double tracking on critical sections. Railway companies should aim for the corridor to be entirely
electrified, to avoid locomotive changes and to ensure the sustainability of the route, with reduced CO2
emissions compared to road or maritime transport. This would require important investments in
Kazakhstan, in particular, in addition to the planned electrification of the Dostyk-Mointy section (CAREC,
2021s)).

Rail operators should address the insufficient number of locomotives and wagons on the trans-
Caucasian section. While all countries along the corridor will have to make important investments to
replace aging fleet and keep up with traffic growth, the situation is particularly difficult in Georgia. Therefore,
the Georgian government should seek to increase the fleet of locomotives and wagons among Georgian
Railways and the other private operators. Countries along the corridor could conduct procurement jointly,
leveraging on Kazakhstan’s industrial capacity with the presence of international manufacturers. Railway
operators should also use digital monitoring to increase the availability of freight wagon (Box 4.4)

To support the required investments, governments should establish a framework to involve the
private sector in the development of the corridor. The use of Public-Private-Partnerships should be
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increased for railway infrastructure projects. Higher private investment in the rolling stock could be
achieved by deepening reforms of the railway sector. The European initiative Shift2Rail (S2R) can
represent an example of a region-wide initiative seeking focused research and innovation (R&l) and
market-driven solutions to double the capacity of the European rail system and improve its reliability and
service quality by 50%.

Planners should bear in mind that enhancing the throughput of rail freight should not be
detrimental to local passenger connectivity. For instance, city bypasses can be an efficient way to
increase freight capacity and reduce noise and risk of accident without diverting passenger traffic from the
city centres. Tbilisi’'s halted railway bypass project is an illustration of this challenge. In this case, freight
should be diverted outside of the city centre, but passenger trains should remain on the existing right of
way to serve local demand and offer an alternative to road traffic.

Box 4.4. Digital freight train monitoring tools: the case of Fret SNCF

In 2017, the French rail network SNCF launched the “Digital Freight Train”, in a partnership with
Traxens, a French company developing shipping container tracking solutions. The Digital Freight Train
uses an on-board network of interconnected sensors that can deliver multiple remote tracking and
monitoring services. These tools are flexible and can depend on the willingness of stakeholders.

The digital train sends useful data to freight stakeholders, increasing the reliability and predictability of
shipments. For instance, it is possible to monitor train mileage, precisely determine the train’s
geographic placement in real time, and receive alerts when shipments reach strategic locations, such
as loading and unloading sites.

It also increases the safety and quality of shipments: sensors allow the monitoring of transport
conditions for sensitive cargo, with numerous parameters such as pressure and humidity inside tank
wagons. In terms of security, various functions such as the wagon load status recognition or the
detection of operating incidents increases rail transport safety. The digital train can also detect abnormal
shocks and automates test brakes before transport. Finally, these sensors optimise the necessary
maintenance of wagons, since it allows to monitor the mileage, shocks and the wear of the equipment.

Source: (SNCF, 202037;; SNCF, 2019;38))

Set up adequate environmental standards and incentives to develop a low-carbon
transport offer

The Middle Corridor development provides an opportunity to mainstream sustainable transport
infrastructure planning, which can boost the route’s attractiveness significantly. During interviews,
public and private stakeholders alike have highlighted the importance of integrating environmental
sustainability into the route’s planning and regretted the small scale of reforms and subsidies in that
direction so far. Interviewees noted that developing freight transport via rail can bring both efficiency gains
and a more climate-friendly transport network, while allowing the route to align with the EU taxonomy and
supply chain legislation, creating greener and more sustainable ways of doing business. Network
electrification efforts along the corridor can only contribute to the route’s sustainability if the share of rail
freight increases considerably and the electricity originates from low-emitting sources. To make the route
truly sustainable in environmental terms, planners should move away from coal and develop greener
sources of electricity to power the railway electrical grid.

An enabling environment to develop a more sustainable trade and transport network is missing in
the countries along the Middle Corridor. More generally, interviewees highlighted that despite
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heightened attention towards the design of sustainability strategies by both the public and private actors,
no comprehensive environmental standard setting strategy has been implemented at national or regional
level (Box 4.5). The majority of existing sustainability strategies consider either a modal shift from road to
less polluting modes of transport like rail or targets to reduce greenhouse gas emissions. However, sectoral
energy efficiency standards, carbon footprint calculators, or subsidies to kickstart greener transport or pilot
projects for alternative fuel options in the road transport sector especially are yet to be implemented. Clear
sectoral decarbonisation plans for transport including GHG emission reduction targets are also lacking.
The absence of robust Measurement, Reporting and Verification (MRV) systems and carbon accounting
systems contributes to the low development of environmental planning.

Tiirkiye and Georgia are largely exposed to the Green Deal agenda and its implications. The 2021
Green Deal Action Plan published by the Ministry of Trade of Turkiye includes priority actions for the
government institutions with respect to carbon border adjustment mechanisms (CBAM), circular economy,
green finance, clean energy, sustainable agriculture, and smart and sustainable transport systems. The
Action Plan sets the basis for future regulatory changes as regards the logistics industry in Turkiye.
Adherence to the Green Deal will certainly encourage the already existing trend in the country to switch
from road transport to railway, improve inter-modal transport and usage of zero emission vehicles as well
electrification and development of alternative fuel capacity in all modes of transport. In the case of Georgia,
the context of EU membership aspirations makes transport decarbonation goals even more important to
reach.

Complementary reforms to modernise ports and develop environmental plans in the maritime
sector can further support this trend. Azerbaijan, Kazakhstan, and Georgia have been modernising and
expanding their main seaports and have introduced international environmental standards, including ISO
certifications on energy usage, environmental impact and waste management. Azerbaijan and
Kazakhstan’s Caspian Sea ports also received the EU “green port” certification. Azerbaijan’s port of Baku
has developed a “Climate Strategy 2035” accompanied by a concrete Action Plan to mitigate the port’s
contributions to climate change and achieve its full decarbonisation by 2035 (WPSP, 2023). Kazakhstan’s
port of Aktau has become the first in the country to receive the Ports Environmental Assessment System
certification and EcoPorts status from the European Sea Ports Organisation (ESPO) in July 2022, a global
standard for environmental management certifying ports working to reduce their negative impact on the
environment (OSCE, 2022;39)). Additional expansion projects of the port are to follow the same standards
and will benefit from EBRD financing.

Successive modernisation and expansion plans of Georgia’s port of Poti have systematically followed
environmental and social impact assessments (ESIA) since 2010 and have been compliant with IFC
standards (ADB, 2010u0;). OECD interviews also indicated that the port also aims to attain 75% carbon
neutrality by 2030 and reach full carbon neutrality by 2040, while investing in new technologies for handling
bulk cargo by minimising negative environmental impact. However, room for improvement exists, as a
recent study indicates that the port has been the second most important contributor to air pollution in
Georgia, after the port of Batumi, over the period 2010-2018, with emissions from container and general
cargo ships amounting to more than 85% of total emissions (Tokuslu, 202141)).

Address intensified road freight traffic through targeted incentives to avoid greater negative
externalities While an increase in road transport can bring considerable productivity gains in the short
term, in the longer run, negative environmental externalities such as local pollution and CO2 emissions are
high. For instance, the emission impact of transport in the countries of the Belt and Road Initiative (BRI),
of which the Central Asian and the South Caucasus countries are members, finds that transport-related
emissions are set to increase by 150% in the business as usual (BAU) scenario over the next 35 years,
well above the targets set by the Paris climate accords. Emissions would still increase by 80% by 2050
compared to 2015 if all countries were to invest in best-in-class transport infrastructure technologies, while
a two-degree scenario would require an emission reduction of at least 20% (UNESCAP, 202242).
Measures to limit the emissions of the road freight sector and incentivise a shift towards rail transport could
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include fuel taxes or targeted road pricing. But a more sustainable way to reduce transport emissions would
be to adopt a comprehensive policy framework, including coherent interventions across freight-transport
modes, with emission reduction target for each transport mode adapted to the local context (ITF, 2022u3)).

Infrastructure planning should include resiliency as part of its sustainability agenda. In addition to
climate mitigation strategies, climate adaptation and resilience have gained importance when planning
important transport infrastructure. In France for instance, the future Montpellier-Perpignan high-speed rail
line is being planned as a response to the current rail line’s vulnerability to climate change and floodings
along the Mediterranean coast. Potential climate-related vulnerabilities occurring on the entire life cycle of
the infrastructure have been addressed in the planning of the new line. The life cycle approach to
infrastructure planning is particularly relevant for the Middle Corridor, with climate change affecting the
reliability of transportation in the future, from lower Caspian Sea levels to heat waves. The notion of
resilience should also incorporate resistance to geopolitical or social shocks, and market evolutions with
evolving energy prices for instance.
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Box 4.5. Sustainable transport strategies in Central Asia and the South Caucasus

The infrastructure gap in the region is already substantial and widened by climate change

The region’s investment needs in infrastructure are estimated to reach USD 492bn for the period 2016-
2030, while climate change-adjusted estimates® increase estimated investment needs to USD 565bn
(ADB, 2017). Among infrastructure projects planned and under construction in Central Asia and the
South Caucasus, transport projects represent 17% of total investment (USD 94bn), and concern mostly
road (60%) and railways (32%) (OECD, 2019). Given the transport sector’'s major role in greenhouse
gas emissions, investments in sustainable transport infrastructure are a priority for the region’s climate
commitments.

Numerous investment plans related to sustainable transport infrastructure are planned

In Azerbaijan, sustainable development projects were initiated with the “Azerbaijan 2020 — A Vision of
the Future” plan, covering various topics including the modernisation of transport infrastructure. Planned
and current transport infrastructure projects account for USD 7.5bn (6% of total infrastructure projects),
mostly budgeted on roads and railways development. A major ongoing project is the Railway Sector
Development Programme, aiming to rehabilitate the track of the Sumgayit-Yalama rail line — a key link
in the North-South Railway Corridor within the CAREC network. Moreover, the construction of a road/rail
corridor between Torgundi (Afghanistan) and Istanbul (Tlrkiye), crossing Turkmenistan, the Caspian
Sea and Baku (Azerbaijan), and linking Tbilisi and Georgian ports, will require USD 2bn of investment,
divided equally between the five countries involved.

Georgia’s 2030 Agenda for Sustainable Development provides for the development of economic
corridors through the enhancement of transport and logistics networks. Planned and current transport
infrastructure projects amount to USD 16.4bn (45% of total infrastructure projects), with a focus on the
East-West highway.

With the Kazakhstan 2030 Development Strategy, the country launched major infrastructure projects to
modernise the country’s facilities. The sixth priority of this strategy is the development of transport
infrastructure, aiming to improve rail, road, air and water infrastructures. Planned and current projects
account for USD 39.9bn (20% of total infrastructure projects). However, rail projects only concern 16%
of total transport projects, while the planned “Almaty-Aktogay Rail Electrification” or the “Railway
Modernisation Improvement” projects will require USD 2bn, and increase regional connectivity.

Note: *Climate change-adjusted estimates account for additional infrastructure investment needs to mitigate carbon emissions and to

increase resilience to climate change.
Source: (OECD, 2019u4)).
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Notes

' Block or unit trains refer to freight trains transporting a single commodity bound for the same destination,
without switching cars or stopping for storage purposes along the way.
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5 Effective implementation: strategic
planning, private sector
involvement and regional co-
operation

In the short-to-medium term, addressing both trade facilitation needs and
infrastructure bottlenecks will require a combination of national initiatives and
regional co-operation. The creation of regional oversight bodies could
facilitate effective implementation, along with the deepening of regional and
international agreements. In the longer term, if these reforms are to
contribute to the development of the Middle Corridor into a central regional
trade route, there must also be a strong, sustained political commitment to
build and integrate regional markets in Central Asia and the South Caucasus
and to connect them with Europe and Asia.
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Regional dialogue on the Middle Corridor has intensified, but greater co-
ordination will be needed to develop it

A regional inter-governmental dialogue on an action plan to develop the route has
started to formalise

Azerbaijan, Georgia, Kazakhstan and Tiirkiye have reinforced their co-operation to develop the
Middle Corridor as a credible and attractive trade route. 2022 saw an intensification of political re-
engagement between the governments in Central Asia and the South Caucasus, as well as a deepening
of their ties with the European Union (EU) in a joint effort to develop the Middle Corridor as an alternative
trade route (PMCG, 2023}1)). In March 2022, Kazakhstan, Azerbaijan, and Georgia established the joint
venture (JV) Eurasian Joint Alliance to automate logistical services to provide efficient administration of
transit operations and facilitate customs and border crossings. Together with Turkiye, they signed a
quadrilateral declaration to improve transhipment capacity and encourage global trade integration. In April,
the public railway firms of Kazakhstan and Azerbaijan signed a logistics co-operation document, while the
following month governments and leading logistics agencies of Azerbaijan, Kazakhstan, Georgia and
Turkiye agreed to close co-ordination (Geopolitical Monitor, 2022[2) the South Caucasus. At the ministerial
meeting on Trans-Caspian connectivity in Aktau in November 2022, all four countries signed a Roadmap
and Action Plan to enhance the Middle Corridor's competitiveness, with the aim of increasing its throughput
capacity to 10m tons per year by 2025 (see Box 5.1) (Government of Kazakhstan, 20223). This was
followed in June 2023 by the signature of a trilateral co-operation protocol to establish an intergovernmental
working group on the development of trade along the Middle Corridor between Kazakhstan, Azerbaijan,
and Turkiye. The development of new transport routes and logistics projects has also been at the centre
of high-level political discussions with China and the EU, as witnessed by the first ever European Union-
Central Asia leaders’ summit in October 2022, the May 2023 Xi’an Summit between China and Central
Asia, the May 2023 EU-Central Asia Economic Forum, and renewed talks between the EU, Azerbaijan,
and Georgia.

Box 5.1. The 2022-27 TITR Roadmap dimensions and implementation

The road map consists of seven pillars of work on which the Governments of Azerbaijan, Georgia,
Kazakhstan and Turkiye agreed to focus:

e development of commonly prioritised transport and logistics infrastructure;

e operational optimisation through the attraction of additional cargo flows;

e implementation of a unified tariff policy;

e development of a commonly agreed network of logistics centres;

e sustainable development of multimodal transportation; and

e implementation of a unified digital transport corridor.

The Roadmap delineates each dimension into sub-actions, each with a deadline, completion output,
and the responsible parties (i.e., ministries, national companies, railway companies, ports, private firms,
and authorities).

Source: (UNECE, 2023y4; Azerbaijan Railways, 2023js))

Progress has been made in creating a TITR co-ordination body. The Economic Co-operation
Organisation (ECO) and the United Nations Economic Commission for Europe (UNECE) convened the
First Co-ordination Committee Meeting (CC) on the Trans-Caspian and Almaty-Istanbul Corridors in
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September 2022, with the second and third meetings taking place in June and July 2023 (ECO, 2022j)).
In addition to government representatives, these meetings included representatives from international
organisations, non-governmental organisations, and the private sector — though customs authorities and
railways firms are the dominant participants, with rail capacity being the central topic (UNECE, 20234)).
They are complemented by more frequent discussions, such as on multimodal inland transport routes
between Asia and Europe. Kazakhstan has also improved domestic co-ordination: every quarter, a working
group with relevant vice ministers, managers and local administrations is chaired by the Ministry of Trade
and Integration to report on the five CBC hubs progress, identify issues and decide on solutions and next
steps to deblock potential bottlenecks.

Collaboration between Middle Corridor countries is increasing but could be further
improved

Examples of transnational infrastructure co-operation in the region exist. For instance, the
construction of the Baku—Tbilisi—-Kars (BTK) Railway was initially financed by the governments of the three
participating countries. Azerbaijan’s State Oil Fund ultimately provided loans to cover Georgia’s section of
the track, though all three national railway companies retain ownership (Eurasian Research Institute,
201717). Funded by the two national governments and international financial institutions (IFls), Georgia’s
and Azerbaijan’s East-West Highway has helped reduce travel times significantly and resulted in dozens
of new small and medium enterprises (SMEs) being set up along the route, while it also contributed to the
development of agriculture and other non-hydrocarbon sectors in Azerbaijan (CAREC, n.d.is;; World Bank,
2022j9}). Moreover, as indicated in Chapter 1, the two governments are discussing reforms to jointly
improve the Red Bridge border crossing facility infrastructure capacity beyond improvements in previous
years (World Bank, 2020p107). Finally, Kazakhstan is developing five cross-border co-operation (CBC) hubs
to boost its trade, transport, and transit connectivity with its neighbours, including some bilateral co-
operation (Box 5.2). Turkiye has undertaken several bilateral initiatives with countries along the Middle
Corridor route, which can lay the foundation for multi-country initiatives. A data exchange agreement was
signed between Georgia and Turkiye, within the framework of the Baku-Thbilisi-Kars railway (BTK), on the
joint use of land customs crossing points to accelerate border crossing times. Azerbaijan and Turkiye have
also established a preliminary electronic information exchange system. Simplified customs corridor
agreements exist between Tirkiye and Georgia and between Tirkiye and Azerbaijan enabling data
exchange to facilitate faster customs procedures.
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Box 5.2. Kazakhstan: developing cross-border co-operation hubs

Kazakhstan’s National Entrepreneurship Development Project for 2021-2025 seeks to diversify sectors
of the economy. It aims to develop a roadmap for the creation and modernisation of five cross-border
co-operation hubs delineated in the 2030 Transport and Logistics Potential Development Concept
approved in 2022. Under the Ministry for Industry and Infrastructure Development (MIID), Concept 2030
expands Kazakhstan’s existing cross-border co-operation hub (CBC) concept in Khorgos with China to
four new ones: the Caspian Knot maritime hub in Aktau, as well as Central Asia, Alatau and Eurasia,
bordering Uzbekistan, Kyrgyzstan, and Russia, respectively. Together they seek to foster connectivity
with neighbouring countries, with Khorgos and the Caspian Knot aiming to address Middle Corridor
bottlenecks:

¢ Khorgos: a joint project between Kazakhstan and China implemented under the previous Nurly
Zhol strategies to develop Kazakhstan’s transport infrastructure within China’s Belt and Road
Initiative. It serves road, rail, and pipeline traffic and consists of facilities on the Chinese-Kazakh
border developed in the last decade, including a Special Economic Zone (SEZ), checkpoints, a
railway station and terminal, and an International Centre for Cross-Border Co-Operation (ICBC)
Free Trade Zone. The ICBC is a Free Trade Zone that enjoys a special legal and tax regime
within its own borders, divided into a Chinese and a Kazakh block. Access and exit to the ICBC
are independently regulated by both country’s customs offices. Chinese or Kazakh individuals
can remain visa-free on either side for 30 days.

e Caspian Knot: seeks to improve internal co-operation with Caspian Sea littoral neighbours and
develop trade and logistics infrastructure development. It chiefly focuses on building
containerisation capacity for trade and transit of goods in Aktau and Kuryk ports, though parts
will also be included in SEZ Port Aktau to stimulate investment.

Source: (Adilet, 202211

Reform efforts also largely remain within the domestic scope

The lack of co-ordinated effort between countries on infrastructure projects does not guarantee
continuous traffic flows. Kazakhstan’s Caspian Knot aims to significantly expand the containerisation
of trade and transit, though this can only succeed if other Middle Corridor countries boost their own
container capacities — especially Azerbaijan. Firms report low transhipment capacity of Azerbaijan’s Alat
port due to a lack of dedicated container equipment and terminal, where equipment is intended for bulk
operations rather than container operations. As a result, container handling results in additional delays,
regardless of Kazakhstan’s efforts to modernise its equipment or Georgia’s containerisation expansion
project in Poti. Kazakhstan’s Concept 2030 states that it will develop road infrastructure to Turkmenistan’s
western border within the North-South Corridor. Though there is low traffic today, the government forecasts
an increase in traffic, but the hard infrastructure links, as well as a border logistics centre on Turkmenistan’s
side, would need to be improved for the trade and transit link to be of enhanced practical use (EBRD,
202312;; OECD, 202313)). The absence of a single co-ordinating body or multilateral mechanism further
hinders regional integration, as governments focus on bilateral and trilateral discussions that risk failing to
integrate all points of view.

Governments tend to focus on large infrastructure development plans at the national level with
only limited regional integration. Georgia has developed its side of the Sarpi-Sarp border control
point (BCP), but without corresponding dedicated TIR lanes on the Turkish side, its impact on
transit costs and times is limited. Both Azerbaijan and Georgia are developing the Red Bridge BCP, but
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Azerbaijan’s Single Window development lags that of Georgia, resulting in limited efficiency gains for
drivers. While Kazakhstan’s CBC hubs fit into its broader national infrastructure strategyi, it risks developing
isolated cross-border initiatives ill-suited to Middle Corridor needs. For instance, the Khorgos hub lacks a
regional vision beyond limited bilateral co-operation with China, and the Caspian Knot development
appears devoid of any other country’s involvement. Azerbaijan and other economic partners are mentioned
at times in Kazakhstan’s Concept 2030, there are measures to co-operate or align TITR development
plans. The Concept 2030 appears to have been designed without consulting foreign governments or
integrating their development strategies with Kazakhstan’s own infrastructure strategies. Similarly, the
capacity in million tons of Georgia’s two Black Sea ports is significantly beyond that of Azerbaijan’s Caspian
Sea port, while its utilisation rate was just 10% (see Chapter 4), pointing to a mismatch in needs.
Containerisation capacity and utilisation are high, but the Poti ATM Terminals’ expansion plans will need
to be aligned with forecasts in container traffic and infrastructure development in Azerbaijan and
Kazakhstan. Both Azerbaijan and Georgia embarked on rail and road modernisation and expansion around
the same time (see Chapter 4), though they have not systematically co-ordinated their approach.
Streamlining the existing conventional and single-track Kars-Akhalkalaki rail network into electrified and
double-track, as supported by Tirkiye, has not been agreed by the Georgian side yet. Turkiye’s public
investment plans reflect the ongoing shift to railway investments supporting the Middle Corridor route.
However, in some cases, the location and capacity of the logistical centres do not match the expectations
of the private sector in terms of efficiency as expressed to OECD.

Trade facilitation strategies are mainly implemented with only a national scope. While international
organisations have supported the Central Asian countries in setting up a regional Single Window (see
Box 5.3), the gateway was an EU-led initiative and does not cover the remaining Middle Corridor countries.
Kazakhstan’s Concept 2030 states that non-physical barriers in international transport communication,
including the long and complex cycle of customs administration of the process of multimodal transport of
goods in international traffic are a significant barrier, though attention to the Caspian Sea is limited. OECD
interviews indicate that though Kazakhstan and other Caspian littoral countries are working on digitalisation
of customs information, as well as harmonising and simplifying requirements, most software solutions are
developed only with the domestic market in mind. This hampers the exchange of data and reduces the
tangible benefits for traders, shippers, and other actors (OECD, 2023;13)). Only part of the signed and
ratified agreements is enforced as there is no mechanism for overseeing their implementation. Countries
have different standards for the maximum weight and axle loads of heavy goods vehicles and different
formal procedures and rules for entering and crossing each border, exacerbating co-operation and
harmonisation problems. The situation is further complicated by the substantial border-crossing times (See
Chapter 3). (OECD-ITF, 201914))
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Box 5.3. The Info Trade Central Asia Gateway for Single Windows in Central Asia

Developed by the International Trade Centre (ITC) and funded by the European Union’s (EU)
Ready4Trade Central Asia (R4TCA) project, the Info Trade Central Asia Gateway (Central Asia
Gateway) aims to provide greater transparency in cross-border trade and remove regulatory and
procedural barriers. Launched in 2023, the Central Asia Gateway provides direct access to step-by-
step guides on licenses, pre-clearance permits and clearance formalities for most traded goods within,
to and from Central Asia. It automatically extracts information from national trade facilitation portals in
Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, and Uzbekistan that present national export, import
and transit formalities step-by-step by mode of transport.

From each step, the Central Asia Gateway informs users on where to go, who to meet, what documents
to bring, what forms to fill, what cost to pay, what law justifies the step and where to complain in case
of problem. ITC also designed free courses which it provides for small and medium-sized enterprises
(SMEs) in each participating country to encourage regional and international trade. The courses vary
from global trade rules to export procedures, transit routes, quality and compliance standards, and EU
market standards. The Central Asia Gateway also links to partner helpdesks (i.e., EU, United States,
China, ASEAN) as well as the trade capacity-building and knowledge training websites of each of the
five countries, thereby bringing relevant trade information into a single point of contact.

Source: (ITC, 2023;15))

Co-ordination and collaboration in trade facilitation remain a difficult point. All four countries perform
worse on external border agency co-operation than any of the other TFI dimensions. Internal agency co-
operation is the second poorest performance area in the four countries, though Georgia and Ttrkiye score
well in this area and could likely provide good practices to Azerbaijan and Kazakhstan. Kazakhstan has
intensified domestic co-ordination and harmonisation of data requirements and documentary controls
among agencies involved in cross-border trade, including increased real-time availability of pertinent data
among domestic agencies. Progress is also being achieved in setting the basis for the co-ordination of risk
management systems implemented by various agencies, including through shared results of inspections
and controls (see Chapter 3). However, according to OECD interviewees, the lack of co-ordination among
international organisations, development banks, and development agencies on facilitation initiatives
contributes to an uneven and unaligned trade facilitation landscape that already suffers from the absence
of a single regulatory authority (OECD, forthcomingj1e)).
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Figure 5.1. Middle Corridor country trade facilitation indicator performance, 2022
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Legend: A - Information availability, B - Involvement of the trade community, C - Advance rulings, D - Appeal procedures, E - Fees and charges,
F - Documents, G - Automation, H - Procedures, | - Internal border agency co-operation, J - External border agency co-operation, K - Governance
and impartiality.

Note: 2 is the maximum score.

Source: OECD TFls database, 2022.

At the national level, the lack of an integrated strategy and limited co-ordination
between levels of government constrain reform

Co-operation and co-ordination among various authorities, as well as between the public
and private sectors at the national level, is still insufficient

Middle Corridor organisation takes place largely through the railroad and port institutions of the
constituent economies — as seen by the TITR international association membership. National-level
state development of the Middle Corridor is highly dependent on the rail freight development plans of the
state-owned railroads and associated port infrastructures (ADB, 202117)). For instance, the Ministry of
Regional Development and Infrastructure of Georgia appears to be absent in Middle Corridor discussions,
despite being responsible for the East-West Highway development. OECD interviews indicate that a new
regional working group or committee on connectivity, digitalisation, and border procedure issues in the
region is being set up, while the Transport Corridor Europe-Caucasus-Asia and IRU hold sporadic
meetings on combining transport modes across the Middle Corridor (IRU, 20231g)). Such initiatives are a
step in the right direction but remain far removed from a holistic institutional framework to address all
issues. Moreover, a fragmented landscape of regional initiatives could fail to address the common
challenges in making the TITR more competitive.

The absence of a public- or private-sector body supervising all modes of transports is detrimental
to multimodality. In Kazakhstan, KTZ Express JSC is the single authorised transport operator that
provides unified logistics services for multimodal transport. While this helps facilitate flows and attract cargo
traffic, a transnational player is notably absent (OECD, forthcomingiis)). Moreover, the absence of an
administrative body in charge of multimodal transport planning in Kazakhstan hampers connectivity, as
road and railway agencies often do not work closely together (ITF-OECD, 2019}19;). The national railway
company KTZ owns most of Aktau’s port as well as Kuryk’s ferry operations, and its strategies and handling
may differ from those of an independent multimodal actor. The rest of Kuryk port is the property of Semurg
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Invest, and the co-operation between the two port owners is primarily based on exchange of information
instead of structural co-operation. Collaboration exists, as interlocutors state that sufficient cargo exists to
be handled, though the ports show continued underutilisation and compete for largely similar cargoes
(ADB, 2021207). The changing geopolitical context could make volumes decline, and competition increase
simultaneously. Without minimum volume guarantees or a framework to plan for such eventualities,
Caspian Sea port strategies may misalign in the future, especially if they do not intensify domestic and
multinational co-ordination among themselves (OECD, 202313)). Additionally, Caspian shipping operations
are dominated by Azerbaijani firms, which adds a layer of complexity in the collaboration with Kazakh port
authorities.

Public-private co-operation also remains at the margins and limits private sector
involvement in the planning and financing of the route’s development

Public-private partnership frameworks for infrastructure financing and development
exist, yet remain at an early stage of development

Private sector participation in the development and financing of transport infrastructure,
essentially in the form of PPPs remains at an early stage in Central Asia and the South Caucasus.
Despite being a widespread tool for long-term transport infrastructure financing across OECD countries
(Box 5.5), PPP schemes have indeed been either introduced only recently, as in Azerbaijan or Georgia, or
rarely used, as in Kazakhstan, to maintain and expand transport infrastructure (Box 5.4). Despite having
pioneered PPPs in the region, Kazakhstan has used them only in a limited way for transport infrastructure
initiatives. The 2006 Law on Concessions opened the way to private sector participation in the development
of the transport sector, whose scope has been later formalised and expanded by the 2015 PPP Law and
more recent amendments (UNESCAP, 2018p1; ITF-OECD, 2019p19; ADB, 2022322). Businesses
interviewed by the OECD indicated that though the framework has eased the PPP process, the transport
sector represents only 3% of the country’'s 1,357 PPP projects (ADB, 2022p22;; KZPPP, 202323)). In
particular, the government’'s current infrastructure development strategy Concept 2030, unlike its
predecessors, does not contain precise financial allocations for individual items, nor a list of projects which
the private sector could bid. The Concept 2030 however consecrates PPPs as a major tool to develop the
infrastructure of seaports and attract private investment to create specialised terminals, while entrusting
private investments to finance transport and logistics infrastructure (Adilet, 202211)).

Azerbaijan and Georgia have also aimed at increasing private sector participation in infrastructure
development by elaborating PPP frameworks. Since 2013, PPPs have been promoted in Georgia as
an alternative means of financing infrastructure projects. This has been reemphasised in 2016 and led to
the 2018 PPP law which authorises the tool. However, so far only 33 PPP projects seem to have been
effectively developed, with the transport sector being the second beneficiary after the energy sector (ADB,
2020p24;; World Bank, 202325)). In Azerbaijan, no PPP in the transport sector has been reported so far,
largely due to the novelty of the framework, initiated in 2016 and formalised only in December 2022 with
the Law on PPP (Public Private Partnership Development Centre, 202226); World Bank, 202325)).

After Brazil and China, Tiirkiye was the third largest recipient of PPl (Private Participation in
Infrastructure) investments in 2021, and infrastructure investments have been gaining momentum
with larger projects in the pipeline. The first structured legal framework regarding PPPs, specifically
Build-Operate-Transfers (BOTs, a project delivery method where the private entity builds the infrastructure
and obtains the right to operate it to cover the construction costs) was introduced as early as 1994.
However, the major boost to transport infrastructure investments came through 2011 amendments to this
law and 2005 amendments to the Transfer of Operating Rights (TOR, a model in which operating rights of
existing facilities are transferred from the state to a private entity) provisions with regards to airports. These
two changes have contributed significantly to an increasing share of infrastructure PPPs in Turkiye’s
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investment portfolio. While from 1990-2011 the largest PPP investments were reported in the electricity
sector, from 2012-2022 airports took the highest share with significant increases in roads and ports as
well. The aggregate PPI in transportation (airports, ports, roads, railways combined) stands at USD 79.3
billion as of 2022 (World Bank, 202325). Tlrkiye has ambitious transport projects in the pipeline, most
notable ones being Canal Istanbul, a constructed sea-level water passage from the Black Sea to the
Marmara Sea and the Gebze-Halkali railway over the 3rd Bosporus Bridge (Investment Office, 202327))

Box 5.4. Public-private partnership (PPP) frameworks and Traditional Public Investment (TPI) in
transport infrastructure in Central Asia, the South Caucasus, and Tiirkiye

Azerbaijan

Since 2016, PPPs have been regulated by the “Law on the Implementation of Special Financing for
Investment Projects in Connection with Construction and Infrastructure Facilities (“Build-Operate-
Transfer/BOT Law” ) and the Order on the establishment of conditions of the realisation by investors of
investment projects with respect to construction and infrastructure objects with the “BOT” order. A PPP
Unit has been established in 2018 that develops and implements PPPs. Nevertheless, beyond the first
PPP in 2021, only three PPP projects have been initiated since 2016 (The World Bank, 20222g)).
Azerbaijan’s PPP framework requires a substantial upgrade to comply with internationally recognised
standards, which could enhance the development and implementation of more PPPs (EBRD, 202129)).

Georgia

The decrees on the “Approval of PPP Policy” and “Approval of Investment Projects Management Guide”
were adopted in 2016, setting out the principles organising the institutional and legislative framework of
PPPs and the outlines of evaluation, approval and implementation procedures for public investment
projects including PPPs, followed by a 2018 “Law on Public-Private Partnership”. Created in 2018, the
Public and Private Co-operation Agency — a dedicated government entity — identifies possible PPP
projects, ensures their selection and coordinates the development and implementation of the projects.
Since 1993, 15 PPP projects have been initiated, including one after the adoption of the new law in
2018 for the Port of Poti marine terminal (The World Bank, 20222s)).

Kazakhstan

Two main laws regulate PPPs: the 2015 Law “On Public Private Partnership” and the 2006 Law “On
Concessions”. Created in 2008, the Center for Development of PPPs is a specialised government entity
dedicated to facilitating PPPs. It conducts research to develop recommendations on PPPs, examines
PPP projects, evaluates their implementation, and trains specialists. Since 1997, 36 PPP projects were
initiated, including 15 after the implementation of the PPP law in 2015 (The World Bank, 20222s)).

Tiirkiye

Legislation does not have a single and unified legislative framework for PPPs. Depending on sectors
(i.e., infrastructure projects in transportation, energy...) and the PPP model, numerous laws can apply.
Since 2018, the Department of PPP of the Presidency of Strategy and Budget has been building PPP
capacity, approving projects, and overseeing their implementation. The Ministry of Treasury and
Finance is also involved in the facilitation of the PPP program. Since 1990, 222 PPP projects have been
initiated (The World Bank, 2022[2s)).

Source: (World Bank, 202030)).
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Table 5.1. Performance of PPP and TPI systems in Central Asia, the South Caucasus, and Tiirkiye

Dimension Azerbaijan Georgia Kazakhstan Tiirkiye
Preparation of PPPs 30 65 49 37
Procurement of PPPs 43 74 63 69
PPP Contract management 51 79 62 75
Infrastructure asset management under TPI 73 61 n/a 46

Note: Selected scores (out of 100) from the 2020 World Bank PPP and TPI surveys

Despite improved dialogue at the regional level, the private sector is largely excluded
from strategic discussions about the route’s development, at the national level

At the regional level, the private sector has been working towards common standards and
addressing recurrent issues along the route. National business associations as well as regional and
international organisations covering the different business activities along the Middle Corridor logistics
route have been actively mapping infrastructure and trade facilitation bottlenecks and developing dialogue
platforms to address them. In particular, the interplay of business representatives and international
organisations in the framework of BSEC, IRU, or TRACECA has allowed the elaboration of common transit
standards, and the development of pilot projects, in particular about trade facilitation aspects (see Chapter
3). At the regional level, the TITR association has also been instrumental in triggering public-private
discussions about the necessary adaptations to raise the route’s attractiveness. The association’s
structure, combining membership of major state-owned enterprises as well as other private key players in
the rail, road, port, and logistics sectors, has contributed to initiating discussions with governments in
Central Asia, the South Caucasus, and Europe, as witnessed in the association’s contribution to the
November 2022 TITR Development Roadmap.

However, at the national level, the private sector is consulted only occasionally by governments
on infrastructure and trade facilitation issues and policies. Some of the business associations
interviewed by the OECD in the countries of the Middle Corridor said they had been consulted by their
governments to contribute to national strategies for transport infrastructure development and trade
facilitation, providing expert opinions on proposed measures or suggesting additional or alternative ones.
In some rare cases, such a dialogue is formalised in the framework of joint action plans, as for instance
between the Union of Transport Workers of Kazakhstan and the Ministry of Industry and Infrastructure
Development. However, interviews conducted by the OECD suggest that this type of formal arrangement
and consultation remains an exception, while most interactions apply to specific laws rather than the
development of strategies. Tlrkiye has a strong private sector with effective lobbying capacity through
various sector-specific business NGOs, including those in the transport and logistics sector. These NGOs
are consulted on regular basis during the preparation of nation-wide strategic development plans (e.g. so
called “Development Plans”) at macro level; while the private sector stakeholders consulted by OECD refer
to lack of effective consultation during the preparation and implementation of micro-level infrastructure
plans. Consultations for Trade Facilitation, on the other hand, are institutionalised in view of Trkiye's
status as a party to the WTO Trade Facilitation Agreement, which stipulates the establishment of a country-
wide coordination committee for trade facilitation encompassing all related public and private stakeholders.

In each country, businesses consulted by the OECD highlighted the lack of an institutionalised
public-private dialogue (PPD) on infrastructure development as a major impediment to the route’s
development. Beyond the occasional consultation of representatives of the main transport sectors (road,
rail, ports) or major business activities on the logistics chain (e.g., freight forwarders), interviewees
indicated that PPD remains limited. In particular, interviews indicated an absence of strategic consultations
of the private sector by governments when developing the regulatory framework for transport infrastructure
expansion or trade facilitation strategies. It appears that Kazakhstan has not systematically consulted non-
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public stakeholders, while designing the Port Aktau Special Economic Zone (SEZ) or during its operations
following the 2003 launch or the planned expansion in 2023. The involvement of private company DP
World in Port of Aktau and its intended participation in ownership of SEZ Aktau may have improved
operational and governance performance, but with its departure and the absence of other business
representatives, such dialogue remains mostly absent (OECD, forthcomingye)). If such consultations
happen, it is mainly in the framework of international sectoral business associations or organisations, such
as UIC, IRU or TITR.

Box 5.5. The OECD Principles for Public Governance of Public-Private Partnerships

Overview of the OECD framework for Public-Private Partnerships

Private investment has the potential to supplement public investment to meet investment needs.
Investors, particularly long-term ones, expect governments to be competent and reliable partners and
to promote a stable business climate for investment. The use of PPPs in OECD countries calls for
capacities in government in terms of skills, institutional structures and legal framework to address the
complexity of PPPs. Policymakers are encouraged to adopt a robust system of assessing value for
money that involves classifying, measuring and contractually allocating risks to the party best able to
manage them. Good governance of PPPs requires the alignment of public sector areas such as
institutional design, regulation, competition, budgetary transparency, fiscal policy and integrity at all
levels of government.

e Establishing a clear, predictable and legitimate institutional framework supported by competent
and well-resourced authorities is essential for the good governance of PPPs. Regulations
affecting the operation of PPPs should be clear, transparent and adaptable to changing
conditions.

e The selection of PPPs should be grounded in value for money principles and based on a whole
government perspective. The decision to choose the delivery mode should be separate from
how to procure and finance the project to avoid institutional, procedural or accounting bias,
either in favour or against PPPs.

e Transparency in the budgetary process is essential to minimise fiscal risks and ensure the
integrity of the procurement process. This will help ensure the affordability and sustainability of
the overall investment envelope.

Source: (OECD, 2012p31)

Current infrastructure projects therefore remain mainly publicly financed, with limited
interest from private investors

Private sector participation in the financing of infrastructure projects remains limited. OECD
interviews indicated that the low use of PPPs in the transport sector combined with the prevalence of the
state in the rail and road sectors have limited the scope of private sector financing. Port development in
Azerbaijan, Georgia, and Kazakhstan seems to be a somewhat notable exception, as despite difficulties,
recent construction and expansion projects have attracted some investor interest. Kazakhstan’s Sarzha
multimodal marine terminal in Kuryk is being financed by Semurg Invest, a private company owned by a
single anonymous individual. However, across both Central Asia and the South Caucasus, public funds,
donor financing and concessional loans by major international financial institutions, key among which the
EBRD or the ADB, remain the major sources of infrastructure financing while the operation and
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maintenance of infrastructure assets are mainly covered by public funding (World Bank, 2020;30; ADB,
2020124)).

Figure 5.2. Private sector participation in transport and infrastructure projects financing in Central
Asia, the South Caucasus and Tirkiye

a) Number of infrastructure projects with private b) Total private investment in infrastructure projects (in
participation (1994-2022) million USD, 1994-2022)
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Note: The figure takes into account “active” or “concluded” projects from the PPI database, and not “cancelled” or “distressed” ones.
Source: (The World Bank, 2022p2s))

Part of this trend seems to result from limited investor interest in developing segments of the
Middle Corridor. OECD surveys and interviews indicated that, despite believing in the potential of the
route, the private sector is rather reluctant to commit to projects that could develop some of its segments.
Indeed, the uncertainty about future traffic flows is considerably reducing investor interest and willingness
to engage in development projects requiring long-term financial engagements (OECD, 2023(13;). The non-
fulfilment of the PPP scheme for the development of Georgia’s Anaklia deep seaport in 2020 due to
outstanding issues between the project consortium and the government is indicative (CAREC, 2021(32)).
However, increased private sector interest in the development of the route since early 2022 could change
the situation. Businesses interviewed by the OECD indicated their willingness to engage more closely in
the development of the route, addressing key infrastructure bottlenecks, but they also indicated that this
would require a change in government practices towards greater consultation of the private sector, use of
PPPs, and increased dedicated capacity in relation to both topics.

OECD surveys also indicate that low awareness of PPPs among government officials and the
business sector is limiting private sector involvement in infrastructure financing or maintenance.
The relative novelty of PPPs in the transport sector especially in Azerbaijan and Georgia, resulted in a low
awareness of the tool's opportunities and benefits among responsible government departments and the
private sector and was not yet integrated as a core element of infrastructure planning strategies (ADB,
2020p24)). For instance, while in Turkiye the regulatory framework provides for the inclusion of PPPs in the
national budgetary framework and details a specific procedure to ensure the consistency of PPPs with
other public investment priorities, such provisions are absent in Azerbaijan, Georgia, and Kazakhstan. In
Georgia and Kazakhstan, the regulatory framework only prescribes the need for PPPs to be consistent
with all other investment priorities, without establishing a specific procedure to achieve that goal (World
Bank, 202030)).

More broadly, government bodies responsible for managing infrastructure face major capacity
constraints in relation to financial risk analysis, screening, and implementation of infrastructure
projects. In particular, risk analyses, ranging from financial to social and environmental aspects, are not
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yet widespread practices among government agencies when developing infrastructure projects. Capacity
constraints also exist in relation to the maintenance and improvement of existing infrastructure assets. For
instance, while in Turkiye, Georgia, and Azerbaijan, governments developed routine maintenance and
improvement plans for such assets and maintained a related database, no regular surveys of stocks,
conditions, and quality of the infrastructure assets were carried out (World Bank, 202030)).

Defining a co-ordination framework and building capacity for efficient and
transparent planning to enhance regional co-operation

Develop the institutional tools to support a common approach to the development of the
Middle Corridor

Set up a formal coordination framework for the Middle Corridor

Partner countries should clarify the Middle Corridor co-operation framework to avoid overlap.
Compared to individual country actions, co-operation and common approaches at the Middle Corridor level
can leverage mutual expertise in capacity building, research, information and data gathering. Coordination
organisations and mechanisms already exist for the Middle Corridor, but there is important overlap in their
scope, and competition logics can exist between the different institutions. In certain cases, they cover a
bigger region than the four project countries, and in other cases such as the TITR roadmap, they are not
formalised. The more formalised the management body will be the more important visibility and
enforcement power it will have. This would pave the way for an improved project prioritisation process
(EBRD, 2023;12)).

Azerbaijan, Georgia, Kazakhstan and Tiirkiye should formalise the dialogue between stakeholders
involved in the development of the Middle Corridor. Rather than creating from scratch a new
management body for the Middle Corridor, governments should formalise the dialogue between the
existing international and regional organisations and the relevant administrations in each country. This
framework could take the form of regular meetings between representatives of regional organisations and
initiatives (TRACECA, CAREC, BSEC, OTS, TITR Association), relevant ministries in each country and
National Trade Facilitation Committees. Both high-level ministerial committees and technical committees
should be gathered. The participation of private stakeholders in working groups could also be relevant,
replicating at the regional scale what is already done in some countries, like in Georgia with quarterly
meetings organised with the Business Association of Georgia. Relevant private stakeholders could include
business associations, freight forwarders, manufacturers and investment funds. For this framework to be
efficient, governments should entrust institutions with clear and consistent mandates, preventing to the
extent possible any overlaps in responsibilities both in terms of infrastructure sectors and functions
(policymaking, planning and execution). They must also provide entities with ample decision-making
powers and allocate sufficient financial resources to ensure their ability to react more promptly to evolving
situations (ADB, 202233)) (IRU, 2017[34)).

REALISING THE POTENTIAL OF THE MIDDLE CORRIDOR © OECD 2023



126 |

Box 5.6. Regional Trade Facilitation Committees in Africa

There are currently two Regional Trade Facilitation Committees (RTFCs) in operation within Africa. One
was established by the Economic Community of Central African States (ECCAS) in 2018. This platform
aims to coordinate efforts related to transit facilitation and to implement the World Trade Organization
(WTQ) Trade Facilitation Agreement. the Economic Community of West African States (ECOWAS) also
set up a similar structure in June 2021. The purpose of this initiative is to enhance trade facilitation in
the region by fostering co-operation and coordination among ECOWAS National Trade Facilitation
Committees (NTFCs). The goal is to achieve a harmonized implementation of trade facilitation reforms
at the national, regional, continental, and international levels. A roadmap has also been drafted for the
creation of a Regional Trade Facilitation Committee for the Horn of Africa (HoA).

These Regional Trade Facilitation Committees aim is to provide a regional platform for the exchange
of expertise, to harmonise the implementation of international trade facilitation reforms and to provide
recommendations to the member states regarding the simplification of trade procedures.

Source: (Initiative, 2022;35))

Define and publish a long-term infrastructure development plan

Governments should draft a long-term infrastructure plan in coherence with the priorities
established through coordination mechanisms. These types of plans establish long-term time horizons
and generally range between 10 and 20 years. The plan should frame the choice of what to build with a
cross-sectoral approach to the region’s future, considering synergies and trade-offs. It should have
measurable goals and targets to be achieved through the infrastructure investment programme. The
document would present a pipeline indicating priority projects, for each one with an explanation of the
purposes and objectives and their alignment with the overarching infrastructure strategy. It should also
include a timeline illustrating the different project phases and milestones. Planners should publish the long-
term plan and ensure transparency of the strategy.

The authorities should monitor and update the plan regularly. They should define specific indicators
to monitor and evaluate the implementation of the long-term plan, such as overall traffic and capacity on
the route, waiting times at border points, or the carbon footprint of the corridor. The plan should also be as
adaptable as possible. Experts should conduct on a regular basis a technical assessment of infrastructure
needs and take stock of existing infrastructure. They should keep track of rapidly evolving technologies,
environmental or climate change hazards and behavioural changes in society to adapt strategic plans
accordingly. From the beginning, the strategic plan should be formulated in a way that is flexible enough
to adapt to changing contexts. A formal process should be established to update the long-term
infrastructure plan, ensuring this update is undertaken at fixed time intervals.
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Box 5.7. Single Trade Corridor Management Authorities in Africa

CMAs established through government-to-government agreements

Most of the Corridor Management Authorities (CMASs) in Africa are set up through governmental co-
operation. They usually follow a structure with a council of ministers from the countries’ key ministries,
as well as a senior officials committee and sector-level technical committees. The authority is usually
administered by a secretariat and relies heavily on support from international cooperating partners.
Such CMAs include:

e Northern Corridor Transit and Transport Coordination Authority (Burundi, DR Congo, Kenya,
Rwanda, Uganda, South Sudan)

e Central Corridor Transit Transport Facilitation Authority (Burundi, DR Congo, Rwanda,
Tanzania, Uganda)

e Dar es Salaam Corridor (Tanzania, Zambia, Malawi)
e North-South Corridor (South Africa, Zimbabwe, Botswana, Zambia, DR Congo)
e Abidjan Lagos Corridor (Benin, Ghana, Ivory Coast, Nigeria, Togo)

Private sector initiatives

Private-sector Corridor Management Authorities are less common. An example is the Maputo Corridor
Logistics Initiative (MCLI). The aim of this corridor is to provide a link between the industrial region of
Gauteng in South Africa and the sea, through the port of Maputo, in Mozambique). The MCLI was
initiated in 2004 by users of the corridor, infrastructure investors, cargo owners and freight forwarders
seeking to improve transport conditions on the corridor. The MCLI was composed of 170 members at
its peak and was very successful at conducting infrastructure enhancement, by assisting with the
broking of road and port concessions, leading to some of the most successful PPPs on the continent.
Yet, the MCLI failed at tackling border crossing improvements, because its private sector nature
prevented it from influencing public administrations in the two countries of the corridor.

Source: (UNCTAD, 2022;36))

Ensure sustainability and consensus around the corridor through a transparent and
qualitative planning process

Conduct a solid data-supported assessment of infrastructure needs

Countries of the corridor should adopt a methodology to collectively assess current and future
infrastructure needs. To avoid an imbalance in capacity on different segments of the corridor, and
address efficiently the most pressing bottlenecks, governments should identify infrastructure requirements
at a regional scale rather than at the national level. This will require liaising with line ministries and agencies
responsible for different infrastructure sectors to take into account complementarities, promote synergies
and limit possibilities for overlap. Informing the assessment through a rigorous analysis of evidence and
data would help maximise the efficiency of investments and avoid projects ending up as white elephants.
To project needs into the future and consider future risks and uncertainties, planners could resort to
strategic foresight tools.

Governments should facilitate the access to trade and transport data. Efficient infrastructure planning
can rely on quantitative assessment tools, such as the International Transport Forum’s International Freight
Model. These models require access to transport and trade data to be refined and adapted to local and
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regional contexts. Therefore, countries of the corridor should enhance the collection and dissemination of
data. Among the possible measures, authorities should define standards for data sharing and establish
common platforms. The Middle Corridor's coordination body could also consider including a “regional
observatory for data collection” (ITF-OECD, 20191¢)). Ensuring interoperability between public and private
data systems and promoting open data could also benefit the private sector and its involvement in logistic
and connectivity challenges.

Box 5.8. The coordination framework of the NAFTA/USMCA corridors

The North American Free Trade Agreement (NAFTA) created a free-trade area between Canada,
Mexico and the United States. The combination of a free trade agreement with the development of
infrastructure corridors has resulted in the birth of a network of economic corridors. In 2018, NAFTA
was succeeded by the United States—Mexico—Canada Agreement (USMCA), sometimes known as
“‘NAFTA 2.0".

NAFTA resulted in the creation of a Free Trade Commission (now the USMCA Free Trade
Commission), bringing together cabinet-level representatives from the United States, Canada and
Mexico, as well as NAFTA working groups dedicated to specific subjects with a focus on trade
facilitation, investments, subsidies and standards, and a NAFTA secretariat (now the USMCA
Secretariat), responsible for the administration of the dispute settlement provisions of the Agreement.

Various stakeholders were involved in the corridor’'s development, including national governments,
provincial and state governments, local authorities, private companies and regional development
associations. The NAFTA/USMCA corridors were shaped by market forces, and there was and is no
official coordination body. Yet, interested parties have gathered in various coalitions, such as the North
American Supercorridor Coalition (NASCO).

The North American Supercorridor Coalition (NASCO)

NASCO is an association of elected officials and private companies who were concerned with the
NAFTA increasing congestion along the [-35 Highway. They decided to act together to improve
transport infrastructure and accommodate trade growth on a North-South corridor. NASCO was
originally focused on road transport, but expanded its focus on all modes of transport, including rail and
sea. NASCO members provide guidance to authorities on multiple subjects, include supply chain
integration or workforce. The publication of border action plans is a major outcome of NASCO'’s work,
with recommendations from local and national officials, and private sector stakeholders, to improve
border crossings and international trade between Mexico, the United States and Canada.

Source: (CAREC, 201137;) (NASCO, 202335))

Finance jointly the investments required for the route’s development

Middle Corridor partners should consider joint investments for the enhancement of the route.
Similar to what was done for the Baku-Tbilisi-Kars Railway, where Azerbaijan’s State Oil Fund funded the
Georgian section of the project, countries could collectively take part in the financing of projects. This would
be especially relevant for the Middle Corridor as the different countries don’'t have the same financing
abilities, with Azerbaijan and Kazakhstan’s public budget benefitting from revenues related to the extractive
sector. Joint investment in infrastructure is a crucial source of funding for the Trans-European Transport
Network (TEN-T) and is achieved through the European Investment Bank or the Connecting Europe
Facility (CEF) program. Similar schemes could be set up within the Middle Corridor’'s coordination body,
whether it be through subsidies or a common lending institution.
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Ensure transparency and affordability in the planning of the Middle corridor

Governments should involve the private sector to improve the affordability and the fiscal
sustainability of investments. When applicable, planners should identify alternative sources of financing,
including Public Private Partnerships (PPP). This would mean continuing to enhance the PPP framework
in the countries of the corridor. The resort to PPP should not prevent authorities from conducting a solid
cost-benefit analysis for projects. The decision to invest in a specific project should be made separately
from the decision to procure it through the private sector. Governments should conduct a Value for Money
(VfM) assessment for all projects, based the whole life cycle (i.e., design, construction, operation,
maintenance, adaptation, and decommissioning). (OECD, 201231;; ADB, 2022[22;; Zhao et al., 20223g;;
Watermeyer, 20130).

Planners should involve all institutional and community stakeholders to seek consensus around
the Middle Corridor-related projects. At the institutional level, governments should present the long-term
infrastructure plans to parliament to ensure political approval over the definition of the strategic vision.
Regional co-operation shouldn’t diminish the importance of involving subnational governments in the
process of identifying infrastructure needs, making sure to address concerns related to regional disparities
and urban-rural gaps. Authorities should also establish a detailed process for public consultation on the
strategic vision and subsequent plans. To do so, they should map thoroughly the key stakeholders
involved, identifying and addressing participation barriers faced by under-represented and vulnerable
populations.

Box 5.9. OECD Framework for the Governance of Infrastructure

The Recommendation was adopted by the OECD Council on 17 July 2020. The OECD Framework for
the Governance of Infrastructure to plan and prioritise investments, manage PPPs and procurement,
design effective regulatory environments and manage integrity risks. It consists of ten
recommendations:

e Develop a long-term strategic vision for infrastructure

e Guard fiscal sustainability, affordability, and value for money

e Ensure efficient and effective procurement of infrastructure projects

e Ensure transparent, systematic and effective stakeholder participation

e Co-ordinate infrastructure policy across levels of government

e Promote a coherent, predictable, and efficient regulatory framework

e Implement a whole of government approach to manage threats to integrity

e Promote evidence-informed decision making

e Make sure the asset performs throughout its life

e Strengthen critical infrastructure resilience
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Annex A. Country chapters

Azerbaijan

Economic overview

With respectively 0.4% and 0.5% of the world’s proven oil and natural gas reserves for approximately 10
million inhabitants, Azerbaijan has undergone an important oil-based economic expansion since its
independence. The country’s economy is highly dependent on the oil prices, and therefore GDP growth is
erratic and fluctuates with its variations. Since 2010, Azerbaijan’s real GDP has grown at an average
annual rate of 1.7%, with negative growth rates in 2011, 2016 and 2020. Year-on-year inflation reached
13.8% in 2022. The unemployment rate was equal to 5.9% in 2022 (IMF, 2023;1)).

The significant remaining reserves of oil and, above all, natural gas ensure important export revenues for
the future, but the country is trying to address the challenge of diversification to reduce its vulnerability to
external shocks. Indeed, Azerbaijan’s share of oil in exports reaches 90%. The main sectors in terms of
contribution to GDP in 2022 were mining and quarrying (35.8%), transportation and storage (16.9%) and
wholesale and retail trade (8.6%).

The government launched a strategic plan for the diversification of the economy in 2016, identifying 11
sectors to develop in priority. For now, most efforts have been dedicated to agriculture and tourism. As
part of this strategy, authorities opened industrial estates in several regions and a free trade zone dedicated
to non-oil activities in the port of Alat.

Trade profile

Azerbaijan’s exports of goods and services accounted for 60.0% of GDP in 2022, while imports accounted
for 27.0% in the same year.

Between 2017 and 2021, Azerbaijan’s main exports partners were ltaly, with 33.3% of total exports, Turkiye
(12.6%) and Israel (5%). Europe represents 60% of total exports, while Asia represents 32% of total
exports. Azerbaijan’s exports are not diversified, as 90% of total exports are mineral fuels. It should be
noted that Russia is Azerbaijan’s first export partners for non-oil products, with an important share of food
products.

On the other hand, Azerbaijan’s mostly imports machinery and equipment (34.1% of total imports), but still
imports raw materials (24.0%). Between 2017 and 2021, the three main imports partners were Russia
(17.3%), Turkiye (16.1%) and the United Kingdom (8.5%). The country imported a significant quantity of
goods from Europe (32.1%) during this period (OEC, 2023(2)).

In 2022, Azerbaijan’s exports skyrocketed due to an increase in oil and natural gas prices. In the coming
years, natural gas will account for most of the growth in exports, given the important remaining reserves.
In this respect, the country signed a Memorandum of Understanding with the European Union on a
strategic partnership in the field of energy, including the commitment to double the capacity of the
“Southern Corridor pipeline”.
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Figure A A.1. Azerbaijan’s trade composition
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Survey overview

For Azerbaijani businesses interviewed, the main reasons preventing them from using the Middle Corridor
as their main transit route are non-competitive transport costs, limited digitalisation of services and limited
rail and port infrastructure. The main infrastructure-related delays are located at the border crossings
between Azerbaijan and Georgia and between Tirkiye and Georgia, and on the Azerbaijan-Georgia
section of the route. At these border points, the main bottleneck encountered was the lack of standardised
customs documents. It comes as no surprise that Azerbaijani businesses cited “streamlining border
regulations for consistency” and “simplifying and standardising border procedures” as the most important
actions to be taken to facilitate trade along the Middle Corridor.

The Middle Corridor represents a solid alternative to other routes as Azerbaijani businesses stated that
“political stability” was one of the main reasons why they were choosing to operate on the Middle Corridor.

Georgia

Economic overview

Thanks to important economic reforms between 2003 and 2014, Georgia successfully transitioned to a
free market economy. Since 2010, Georgia’s real GDP has grown at an average annual rate of 4.7%, with
a constant evolution (IMF, 2023(1;). The country’s economy revolves around tourism, agriculture and mining
(manganese and copper). The main sectors of the economy in 2022 were Wholesale and retail trade
(15.2% of GDP), Manufacturing (11.1%) and Real estate activities (9.9%).

Though the Georgian economy is very vulnerable to external shocks, Russia’s invasion of Ukraine
unexpectedly boosted the country’s activity, with a 11% year on year GDP growth in 2022. The appreciation
of the lari should allow for a reduction of inflation, which reached a peak in 2022 with 11.9%.

The effect of Russia’s war of invasion on the long run is still unknown. The prolongation of the conflict
could affect the Georgian economy through exports, tourism or transfers from emigrants. On the other
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hand, the return of Russian immigrants could put an end to the financial windfall they brought. The
unemployment rate remains high (18.7% in 2022) and the country must attract well paid jobs to address
the demographic challenge caused by an important emigration.

Trade profile

Georgia’s exports of goods and services accounted for 52.8% of GDP in 2022, while imports accounted
for 63.0% in 2022. The country has a structural trade deficit.

Between 2017 and 2021, Georgia’s main exports partners were Russia (11.8% of total exports), Azerbaijan
(11.1%) and China (9%), followed closely by Bulgaria, Turkiye, Armenia and Ukraine. The exportations are
diversified, with copper ore being the first contributor, followed by second-hand cars, ferroalloys and wine.

The importations are also very diversified. Between 2017 and 2021, the two main commaodities imported
were refined petroleum (8.23% of total imports) and cars (8.17% of total imports, due to Georgia developing
as a car reselling hub for the region). During the same period, Georgia’s main suppliers were Tlrkiye
(16.4%), China (11.1%) and Russia (9.6%) (OEC, 20232).

In 2022, The European Union made up 20.5% of Georgia’s foreign trade, representing the country’s main
partner when considered as a whole. The Association Agreement signed in 2014 between the EU and
Georgia introduced a preferential trade regime, the Deep and Comprehensive Free Trade Area.

Georgia’s foreign trade has been steadily growing since 2016, with an acceleration of the dynamic after
the pandemic. In 2022, exportations grew by 31.5% compared to 2021, reaching $5.6B, and importations
grew by 33.8% to reach $13.5B. The arrival of immigrants with a high purchasing power from Russia,
Belarus and Ukraine contributed to the rise of interior demand and the growth of importations.

Figure A A.2. Georgia’s trade composition

Composition of trade (2017-2021, bin. USD) Composition of trade with MC countries (2017-2021, bin.
UsD)
@ Raw materials OFoodstuffs O Other manufactured goods O Chemicals, plastics and rubbers OMachinery and equipment
60 14

50 b 12

10
40

30

20

10 - 2t
0 0

Exports Imports Exports Imports

Source: OEC (2023)

Survey overview

Georgian businesses surveyed indicated that the main reasons preventing them from using the Middle
Corridor as their main transit route were the lack of rail infrastructure, weak demand from clients compared
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to other routes and limited digitalisation of services. As for Azerbaijani businesses, the main infrastructure-
related delays are reported at the two border crossings with Azerbaijan and Turkiye. Georgian respondents
also point out a lack of coordination between rail and port infrastructure. For them, the most important
actions to take to improve the competitiveness of the Middle Corridor are on the infrastructure side to grow
and improve the rail rolling stock in the Southern Caucasus, and on the trade facilitation side to harmonise
freight related regulatory standards and to develop electronic exchange of data.

Despite the challenges cited above, Georgian businesses interviewed decided to operate on the Middle
Corridor mainly to access to the growing domestic markets in the Southern Caucasus and in Central Asia.

Kazakhstan

Economic overview

With approximately half of Central Asia’s GDP for 19 million inhabitants, Kazakhstan is the region’s biggest
economy both in absolute terms and per capita. The country’s important reserves of oil, minerals and
metals endured a solid economic growth since 2000. After a 10% average real GDP growth between 2000
and 2007, the annual expansion has declined just under 4% since 2008. Though Kazakhstan’s growth
fluctuates depending on oil prices, 2020 was the only year since 1999 with a contraction of GDP. The
unemployment rate is low, equal to 4.9% in 2022 (World Bank, 20233)).

Kazakhstan’s economy is still very dependent on the extractive sector. In 2022, the most important sectors
of the economy were Wholesale and retail trade (16.4% of total GDP), Mining and quarrying (14.5%) and
Manufacturing (13.4%).

High commodity prices and new projects in the hydrocarbons sector will ensure a solid growth of GDP,
between 3.5% and 4% from 2023 to 2025. In the coming years, agriculture should represent an opportunity
for diversification, with the country’s geography and the high prices of grain ensuring a potential for
important non-oil exportations. Despite this, the country will have to address the challenge of high inflation
(15.0% year on year in 2022) and low productivity to avoid a tendential slowdown of GDP growth.

Trade profile

Kazakhstan’s exports of goods and services accounted for 42.1% of GDP in 2022, while imports accounted
for 26.6% the same year.

Between 2017 and 2021, Kazakhstan most important export partners were China (14.2% of total exports),
Italy (12.6%) and Russia (9.6%). During the same years, mineral products and metals represented 84% of
the country’s exportations. Crude petroleum alone corresponded to 52.7% of exportations, and its weigh
can be more important in bilateral trade, representing 94.4% of exportations to Italy for instance).

Importations are more diversified in terms of types of goods. Among the main categories of products
imported by Kazakhstan between 2017 and 2021, the three most important one were Machines (29.4% of
importations), Metals (14.5%) and Transportation (14.5%). On the other hands, importation partners are
less diversified than export partners. Russia and China are by far the 2 most important suppliers of
Kazakhstan, with respectively 34.9% and 27% of importations (OEC, 20232)

Exportation have been growing strongly in value in 2022, due to a rise in the prices of commodities. In
2023, exportations slightly decreased following oil prices, while importations were growing strongly due to
the global inflation and important investments in the country (QazStat, 2023)).
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Figure A A.3. Kazakhstan'’s trade composition
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Survey overview

The main reasons preventing the surveyed Kazakh businesses from using the Middle Corridor as their
main Transit Routes are non-competitive costs and long, unreliable and unpredictable transport times. For
them, the most important infrastructure-related issues are located at the border crossing between China
and Kazakhstan and on the Caspian Sea crossing. Kazakh private stakeholders consider that the most
important actions to be taken in terms of infrastructure enhancement is to increase the Caspian vessel
fleet, and in terms of trade facilitation to introduce and develop the use of automated border procedures.
Given the size of its territory, Kazakhstan is the only country where businesses mention the limited speed
of certain segments as an important setback. They indicate that they operate less on the West-East route
(from Europe to Central Asia and China) because of an underdeveloped regional market in Central Asia.

Nevertheless, the main reasons motivating the operations of these businesses on the Middle Corridor are
the access to regional and international markets, in particular the access to the Turkish market, and the
existence of sufficient rail links.

Turkiye

Economic overview

With a GDP of about $906 billion in 2022, Turkey is the 19th-largest economy in the world. Services and
Industry are the main driver sectors of the Turkish Economy. Between 2018 and 2022 services sector has
contributed to 23.7 % of the GDP whereas industry sector has contributed 19.5%._Since 2010, Turkiye's
real GDP has grown at an average annual rate of 5.9%, with a slight decreasing trend. Following a strong
COVID-19 pandemic-related recovery, in 2022 the Turkish economy grew by 5.6% where private
consumption and export of goods and services were the main drivers.

Manufacturing sectors contributed to 22.1% of the GDP in 2022. The second largest sector is “wholesale
and retail trade” (13.5%) followed by “transportation and storage” (10.0%).

Year-on-year inflation reached 72.3% in 2022. The unemployment rate was equal to 10.5% and the share
of the working age population was 68.1% in 2022.
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Trade profile

Turkiye’s exports of goods and services accounted for 38.6% of GDP in 2022, while imports accounted for
42.6% the same year. The average trade growth has been recorded as 9.7% over the 5 last years. The
average growth of export and import for the same period were recorded 9.8 and 10.0% respectively.
Significant increase was observed in total international trade in 2021 (27.6%) and in 2022 (24.4%) following
Covid 19 Pandemic. The export growth was 12.9% in 2022 while the import growth was 34.0% in 2022.

Since the country has highly diversified manufacturing basis and strong know-how on production, its export
market is also diversified. Manufacturing products are the main driver of the Turkish exports. In 2022 the
share of manufacturing industries products was 94.2% in total export. The country mainly exports basic
metals (10.5%), motor vehicles, trailers, and semi-trailers (10.4%), and food products (8.0%) in 2022. The
share of high technology and medium-high technology industries export in total export is 36.9% in 2022.

The main import product group is intermediate goods which has 80.4% share in total import recorded as
363.6 billion USD in 2022. The country mainly imports manufactured products (71.6 %) like basic metals
(15.6%), chemical and chemical products (12.6%), and machinery and equipment (7.3%) in 2022. Energy
imports account for a significant proportion of total import, with oil, natural gas and coal representing 10.1%
of imports in 2021 (OEC, 20232).

Tarkiye’s main trade partner is by far the European Union. The share of EU in total export is 40.5% while
25.6% of total imports originate from the EU in 2022. Tirkiye mainly export industrial products to European
Union. The main export partners excluding EU; are United States (6.6%), Iraq (5.4%), United Kingdom
(5.1%), and Russian Federation (3.7%) as of 2022. The main import partners are Russian Federation
(16.2%), China (11.4%), Switzerland (4.2%), and United States (4.2%) in 2022.

Tarkiye exported 10.8 billion USD worth of goods to Central Asia and Caucasus countries whereas Turkiye
imported 8.1 billion USD worth of goods from the region in 2022. Turkiye’s export to Middle Corridor
countries and import from MC countries were 6.5 billion USD and 5.2 billion USD respectively. Tirkiye
mainly exported machinery and mechanical appliances (13.7%), electrical machinery and equipment and
parts thereof (8.3%), and plastics and articles thereof (6.4%) while mainly imported mineral fuels, mineral
oils and products of their distillation (39.8%), copper and articles thereof (25.4%), and aluminum and
articles thereof (4.7%). The top destination for trade among MC countries for Turkiye is Kazakhstan (5.1
billion USD) followed by Azerbaijan (3.3 billion USD) and Georgia (3.2 billion USD).

Figure A A.4. Tirkiye’s trade composition

Composition of trade (2017-2021, bin. USD) Composition of trade with MC countries (2017-2021,
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Survey overview

According to the interviewed Turkish businesses, the main setbacks in using the Middle Corridor as their
main transit route are non-competitive transport costs and transport times, and limited digitalisation of
services. The surveyed Turkish businesses encountered the most delays due to infrastructure issues at
the border crossing between Azerbaijan and Georgia and on the Caspian Sea crossing. They reported that
the most important bottlenecks were related to delays in transloading at border points, and inconsistent
and unpredictable crossing times. For them, the priority actions to be taken in the infrastructure field are
the growth of vessel fleet in the Caspian Sea and the enhancement of multimodality in Caspian ports. On
the trade facilitation side, the most important measure for Turkish private stakeholders is to improve
capacities and skills of customs and border personnel.

Despite these constraints, the businesses surveyed in TUrkiye indicated that they had chosen to operate
on the Middle Corridor because of sufficient road connections, and to access regional and international
markets, particularly in the Southern Caucasus.
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Realising the Potential of the Middle Corridor

Russia’s full-scale invasion of Ukraine and the ensuing sanctions greatly complicated overland freight transport
between Europe and China via the so-called Northern Corridor, which runs through the Russian Federation.
This has prompted renewed attention to the development of the Trans-Caspian International Transport

Route, a multimodal route running through Kazakhstan, Azerbaijan, Georgia, and Tirkiye — the so-called
“Middle Corridor”. The present report looks at the Middle Corridor’s potential and at the challenges that must be
overcome to realise it, drawing on the perspective of relevant private-sector actors in the four Middle Corridor
countries. Governments along the corridor have invested heavily to improve transport infrastructure, yet
important bottlenecks remain due to the geography of the route, the number of border crossings and the lack
of regional trade integration. This study, based on surveys from and interviews with the private sector, maps
and sequences main reform priorities in relation to regional integration, infrastructure, trade facilitation

and supra-national coordination. It suggests that the primary aim should be to develop the corridor not solely
as a transit route for actors from outside the region but as an engine of integration and trade integration

in Central Asia and the South Caucasus.
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