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Connectivity is a strategic value for the landlocked countries of Central Asia and the South Caucasus. The

energy and general cargo transit between the Caspian Basin and Central Asia and the Black Sea and Europe

is already significant and plays an important role in the functioning of the regional economy. But the transit

potential of the region is still not fully utilized, affected by geopolitical and infrastructure constraints.

Strong leadership and continuous intense coordination between state and private actors will be required

to address existing bottlenecks in the transportation system, and to increase commercial attractiveness of the

transit corridor.

eographic location is an important ele-

ment of the political and economic secu-

rity of any country. For the landlocked

but resource-rich countries of Central
Asia and the South Caucasus, access to markets
has a critical importance for their economic and
political survival as sovereign states. Thus, con-
nectivity has a strategic value for the region
stretched from the Black Sea to Western China.
All but one country of the region, Georgia, are
landlocked and need to transit neighboring states
to reach open seas and markets. Historically,
however, the region enjoyed significant eco-
nomic benefits from its trade and transit function.
At the same time, the intensity of trade was al-
ways influenced by global and regional political

developments.

The strategic landscape of Eurasia is greatly af-
fected by the Russian invasion of Ukraine and the
ongoing military operations, increasing the im-
portance of Black Sea-Caspian connectivity for
multiple actors ranging from Western China to
Central Europe. The war resulted in the cutting
of transport corridors across Russia and Belarus
from Kazakhstan. In addition, instability in Af-
ghanistan and sanctions on Iran also complicate
access to and from Central Asia. In this new real-
ity the South Caucasus is the only way the Cen-
tral Asian commodities and products can access
Europe, as well as for Western products to access
markets via the land corridor. At the same time,
Europe has a great interest in the diversification
of its sources of energy and other resources, and
to have alternative access options to trading part-
ners in Asia. This determines the U.S. and EU
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strategic interest to ensure stability and predicta-
bility of the political and economic environment
in Central Asia. Ultimately, this interest leads to
Western support for the sovereignty of the na-
tions of the South Caucasus and Central Asia.
Turkey, as a growing power with energy import-
dependent economy, also has a special interest in
the process of promotion of the regional trade

and connectivity.

strengthening of the political and economic sov-
ereignty of its neighbors. Instead of benefiting
from growing economic success and participat-
ing in the improved regional transit and trans-
portation, Russia saw the process as a threat to its
own dominance. The first major step towards the
destruction of the rules-based security system in
Europe, born from the Helsinki process in 1970s,
was the 2008 invasion
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of Western political, strategic, and economic in-
terests in the Black Sea-Caspian region at the
time. The U.S. supported the so-called Multiple
Pipeline Policy, based on the assumption that
shared access to resources and markets by many
actors is a more efficient way of managing global
energy security needs than control over territo-
ries and resources. This concept of shared access
and collaborative effort of many countries
brought about the development of vibrant energy
transit connections between the Black Sea-Cas-
pian region and the Mediterranean, delivering
huge economic and political benefits to all the
producing and transit countries of the region: Ka-
zakhstan, Turkmenistan, Azerbaijan, Georgia

and Turkey

But Russia under President Putin was increas-

ingly unhappy with the process of the

This was followed by
the annexation of Crimea in 2014, which allowed
Russia to exponentially increase its military pres-
ence in the Black Sea region and to establish a
platform for power projection aimed at not only
the Black Sea, but at the Mediterranean as well.
Inadequate responses to Russian actions in 2008
and 2014 by the international community, and
the West in particular, were seen by President
Putin as an invitation for even greater Russian

aggression in Ukraine.

The Russian invasion of Ukraine in February
2022 created new geo-political realities, when the
war itself, as well as the resulting sanctions, re-
moved Russia from the transit options for Eu-

rope-Asia trade. This led to increased interest to
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so called Middle Corridor,! connecting Western
China to Europe via Central Asia, the Caspian
Sea, and Azerbaijan and Georgia to the Black Sea,
the Mediterranean and Europe. But lack of infra-
structure and inefficient management of the en-
tire transportation system through multiple
countries and modes of transportation never at-
tracted global traders at a large scale in the past,
and still remains a constraint for greater transit
today. The Trans-Caspian shipments remain the
major bottleneck as natural barriers — the shallow
waters of the Caspian Sea with limited depths re-
quire a creative approach for transshipment with
a special shuttle flotilla of container, bulk and Ro-
Ro ships which can move cargos between eastern
and western shores of the Caspian faster and
cheaper. The other issues include harmonization
of tariffs, customs procedures, border crossings,
readiness of ports to handle variety of bulk car-
gos, and availability of the railway rolling stock

throughout the corridor.

In order to further advance Black Sea-Caspian
connectivity and maximize transit and other eco-
nomic opportunities for the South Caucasus and
Central Asia, there is a need for greater coordi-
nated efforts between key transit countries of the
region to establish higher efficiency and low-cost
transportation, which would attract regional and

global trading and shipping companies.

! The alternative routes are: Northern Corridor, crossing
from China to Russia, or from China to Kazakhstan and
then to Russia and Belarus to the EU; and the Southern Cor-
ridor, from China via Pakistan and Iran to Turkey and the
Mediterranean to the EU. Before the war the dominant route
was the Northern Corridor. In 2021 a total of 15,183 express
container trains and 1.46 million TEUs moved through the
northwest region of Kazakhstan into Russia, and then trav-
ersed through Belarus and Poland before entering Germany.

Responding to this need multiple meetings of
Georgian, Azerbaijani, Turkish and Kazakh gov-
ernment representatives resulted with the adop-
tion of the Road Map for the development of the
Middle Corridor for 2022-2027.2 The objective is
to develop the Trans-Caspian International
Transit Route, focusing on connectivity between
Western China and Central Asia via Kazakhstani
ports of Aktau and Kuryk to Azerbaijan and then
Georgia and Turkey.

This analysis argues that energy and transporta-
tion will remain drivers for greater regional po-
litical-economic integration between the South
Caucasus and Central Asian countries, as well as
with their European, Mediterranean and Black
Sea neighbors. But the success of the South Cau-
casus transportation system cannot be taken for
granted: countries need to work together proac-
tively with their international partners and pri-
vate companies to attract cargos based on effi-
ciency and competitiveness of the transit corri-
dor. This will require capital investments in soft
and hard infrastructure, and organizational and

governance reforms.

Success Stories of Building Energy Connec-
tivity: Oil and Gas

Thanks to the regional collaboration between

Azerbaijan, Georgia, and Turkey, as well as very

The Middle Corridor has a capacity to handle only about 5
percent of this volume.

2 “Kazakhstan, Azerbaijan, Georgia and Turkey signed
a Roadmap for the development of the Middle Corri-
dor for 2022-2027,” New Silk Road Discovery, Novem-
ber 28, 2022.
(https://www.newsilkroaddiscovery.com/kazakhstan-azer-
baijan-georgia-and-turkey-signed-a-roadmap-for-the-de-
velopment-of-the-middle-corridor-for-2022-2027)
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active U.S. support for energy infrastructure de-
velopment in the Caspian region, Azerbaijan be-
came a major energy supplier for Turkish and Eu-
ropean markets, and by 2007 Georgia achieved a
much higher degree of energy security, moving
away from almost total dependence on oil and
gas imports from Russia. The decision to use
Georgian territory as a transit route for major oil
and gas pipelines originating from the Azerbai-
jani section of the Caspian Sea allowed Georgia
to access diversified sources of energy. There are
still some challenges in terms of the dependency
on electricity imports from Russia, which is
caused by growing demand of electricity not
matched by the same scale of growth in produc-
tion. But plans for greater investments in hydro-
power generation and other renewable sources,
as well growing regional collaboration on elec-
tricity trade, should allow Georgia to avoid en-
ergy dependency on unreliable and politically

motivated Russian providers.

As a legacy of almost three decades of efforts
from policymakers and private companies, a sig-
nificant volume of oil and natural gas flows from
the Caspian region via land pipelines to the Black
Sea and Turkey and then onward to Mediterra-
nean/European markets. Three main energy
pipelines cross the region today: 1) The earliest
built, and relatively smaller, 100,000 barrel per
day capacity Baku-Supsa pipeline, connecting
Baku with Georgian Black Seaport Supsa; 2) the
larger, million-barrel capacity Baku-Tbilisi-
Ceyhan (BTC) pipeline, connecting Baku via
Georgia to Turkish Mediterranean port Ceyhan,

3 About one percent of daily global energy supplies transit
the South Caucasus, the majority being Azerbaijani crude
oil. Considering that oil is a global commodity, traded based

sending oil to Turkish, Israeli, and other Mediter-
ranean refineries; and 3) the so-called South Cau-
casus Gas Pipeline, also known as the Baku-Tbi-
lisi-Erzurum natural gas pipeline. It began as a
smaller, 8 billion cubic meters (bcm) capacity
pipeline aimed at Georgian and Turkish markets,
and evolved as part of the system of pipelines
called the Southern Gas Corridor, which includes
an upgraded South Caucasus Pipeline, the Trans-
Anatolian Pipeline (TANAP) in Turkey and
Trans-Adriatic Pipeline (TAP). TAP stretches be-
tween Greece, Albania, and Italy. This new sys-
tem has a maximum capacity of 25 bcm in Tur-
key, and will send 10 bem of natural gas to Tur-
key and 10 bem to Italy in 2023, with the poten-
tial to be increased by 2027.

While supply of Caspian oil has some signifi-
cance for the global energy balance,® the natural
gas supply to European markets has larger geo-
political importance. The volumes of export to It-
aly at 10 bcm looked modest in comparison to
Russian supplies of natural gas to Europe at
about 175 bem in 2021, but in the context of col-
lapsing Russian exports to Europe due to sanc-
tions and European desire to reduce dependency
on Russian gas imports, the significance of the

Southern Gas Corridor for Europe is increasing.

That explains the warming up of EU relations
with Azerbaijan. The President of the EU Com-
mission, Ursula von der Leyen, visited Baku on
July 18, 2022, and signed an energy memoran-
dum between the EU and Azerbaijan on in-
creased natural gas supplies to Europe via the

Southern Gas Corridor. This energy corridor has

on supply and demand equilibrium, this volume still plays
a role in the global energy security.
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the potential for substantial expansion based on
increased volumes from other fields in Azerbai-
jan, currently under exploration by BP and other
companies, as well as from Turkmenistan. Turk-
menistan has the world’s fourth largest deposits
of natural gas and an opportunity to become an
important player in the European energy market.
However, political and commercial considera-
tions prevented the development of Trans-Cas-
pian energy connectivity between Turkmenistan

and Azerbaijan in the past.

Skeptics regarding the future of the hydrocarbon
economy would say that Turkmenistan has
missed its chance to become a significant supplier
to European markets due to EU policies oriented
toward green energy. But the opening of the new,
larger-scale pipeline connecting Azerbaijan to
Europe will create an additional incentive for
Turkmenistan to send some of its gas from rela-
tively smaller Western fields to Europe via Azer-
baijan. The Convention on the Legal Status of the
Caspian Sea, signed in August 2018 by leaders of
the Caspian littoral states, provides a framework
for Azerbaijan and Turkmenistan to arrange for
joint exploration and drilling, as well as long-
stalled pipeline projects. On Jan. 21, 2021, Azer-
baijan and Turkmenistan reached a preliminary
agreement on the joint exploration of a once-dis-
puted section of an undersea oilfield, signaling
progress in this direction. In a symbolic gesture
of the spirit of partnership, both parties signed a
memorandum on the mutual intention to jointly
explore and develop the Dostluq (Friendship)
undersea field, which was previously called Ka-
paz by Baku and Serdar by Ashgabat(RFE/RL).
This is seen as a major step forward in building
the Trans-Caspian energy partnership, allowing

larger volumes of energy to flow toward the

Black Sea and Mediterranean. Connecting Cen-
tral Asian energy resources to Europe via the
Black Sea and Turkey should remain a geopoliti-
cal priority for the regional countries and their
partners in the EU and the US.

It is important to mention that some volumes of
Caspian oil were moving toward Eastern Europe
via Georgian Black Sea ports and the rail system
of Azerbaijan and Georgia as well. Kazakhstan,
through state-owned KazTransOil, owns the Ba-
tumi oil terminal, and plans to increase transship-
ments of oil via barges and Azerbaijani and Geor-
gian rail systems to 1.5 million tons in 2023,
which is about 2 percent of the Kazakh annual ex-
port, the majority of which reaches world mar-
kets via the CPC pipeline, crossing from Kazakh-
stan to Russia to the Black Sea port of No-
vorossiysk. Before the Russian invasion of
Ukraine, oil shipments from Azerbaijan to
Ukraine grew in 2020 and 2021, sending oil to the
Ukrainian ports of Odessa and Pyvdenny (Yu-
zhnyi). Azerbaijan became one of the key suppli-
ers of crude oil and oil products to Ukraine before
the war, but exports via the Black Sea have fallen
drastically since the Russian invasion of Ukraine
in February 2022.

Next Big Project: Electricity Transit

The EU’s policy to move away from a hydrocar-
bon economy toward green and sustainable en-
ergy will impact the decision-making of the indi-
vidual members of the Union regarding their
own energy mixes. Down the road, this will have
a significant impact on the prioritization of re-
gional energy projects. However, the energy se-
curity of Eastern European and Black Sea coun-

tries will depend, for the foreseeable future, on
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reliable sources of hydrocarbons and improved
exchange of natural gas and electricity power via
interconnectors, allowing greater efficiency in
utilization of regional resources. In this context, a
new initiative to build a submarine power line
between Georgia and Romania opens a new op-

portunity.
On December 17, 2022, the leaders of Azerbaijan,

Georgia, Romania, and Hungary signed an
agreement on the construction of an undersea
power line between Georgia and Romania to
transmit green energy from the South Caucasus
to Europe. The President of the European Com-
mission, Ursula von der Leyen, attended the
signing ceremony in Bucharest. The agree-
ment initiates the construction of the world’s
longest and deepest undersea power and digital
cable line connecting the South Caucasus coun-
tries with Romania as part of the wider European

Union energy diversification plan.

The EU’s decision to support the submarine
power line between Georgia and Romania will al-
low electricity produced in the South Caucasus to
be delivered directly to the European power mar-
ket. This power line will also help countries pro-
ducing clean energy to attract more foreign direct
investments in hydropower, wind, and solar
power generation. According to the Ministry of
Energy of the Republic of Azerbaijan, the tech-
nical potential of the country's onshore renewa-
ble energy sources is 135 GW and offshore is 157

GW. The economic potential of renewable energy

4 “The Use of Renewable Energy Resources in Azerbaijan,”
Ministry of Energy of Azerbaijan, June 14, 2023.
(https://minenergy.gov.az/en/alternativ-ve-berpa-olunan-
enerji/azerbaycanda-berpa-olunan-enerji-menbelerinden-
istifade)

sources is estimated at 27 GW, with wind re-
sources of Caspian Sea being dominant potential.
Azerbaijan plans to drastically increase produc-
tion of electricity from renewable sources and has
already attracted significant investments to im-

plement those plans.*

While electricity from Caspian Sea wind farms in
Azerbaijan may be the leading source of electric-
ity for the power line, preliminary economic anal-
ysis has demonstrated that the participation of all
the South Caucasus countries in the project will
be important its ultimate commercial success.
Georgia plans to double its installed electricity
production capacity by 2033, by building addi-
tional hydropower generation facilities, as well
as other facilities based on both renewable and

non-renewable sources of energy.

The idea of a submarine power line between
Georgia and Romania was born during the Geor-
gia-EU partnership discussions in 2018. The ini-
tial idea was based on Georgia's interest in boost-
ing economic integration with the EU and in the
potential opportunity to export hydro energy to
Europe. The availability of the Black Sea power
line could also attract greater investment in Geor-
gia’s hydropower generation. This poten-
tially led Georgia to request the World Bank to
fund a prefeasibility study, which was completed
in 2020 and is now publicly available as the Eco-
nomic Analysis of Georgia-Romania Intercon-
nector.5 The latter project received a new boost

with Azerbaijan's interest in developing its vast

5 World Bank, “Economic Analysis of Georgia-Romania In-
terconnection,” June 2020. (https://docu-
mentsl.worldbank.org/cu-
rated/en/442791598001931856/pdf/Methodology-Note.pdf)
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wind power generation potential in the Caspian
Sea. With the greater regional interest, Georgia
moved forward with funding from the World
Bank for the feasibility study of the project, which
should confirm its commercial viability, optimal
transmission capacity, exact routing, etc. This
study, which is currently underway, will also
look at some of the technical challenges, includ-
ing the difficult geography of the Black Sea, as
well as the need to cross two undersea natural
gas pipelines connecting Russia and Turkey. In
addition, the feasibility study will also assess the
need for additional power infrastructure on
Georgian and Romanian sides to ensure stable

operation of their power grids.

The initial cost estimate of the project is around
2.5 billion euros, and one of the potential sources
of funding is the EU’s funding from the Euro-
pean Economic and Investment Plan, allocated
for Eastern Partnership countries in the form of
grants, blending, and guarantees. Other potential
funders may involve the EBRD, DFC and others.
Due to the involvement of Romania and Hun-
gary, two countries from the Three Seas Initiative
(39]), it will be natural to have the 3SI Investment

Fund also involved.

The idea of an energy bridge between the Eastern
and Western shores of the Black Sea is not new.
Two of the most prominent proposed projects are
the White Stream natural gas pipeline project, in-
itiated more than a decade ago to ship Turkmen
gas to Europe via Azerbaijan and Georgia,
and the Azerbaijan-Georgia-Romania LNG inter-

connector project, based on the idea of

6 Galt & Taggart Research, ”Georgia's Energy Sector: Elec-
tricity Market Watch,” May 1, 2023.

liquefaction of Azerbaijani and other Caspian
natural gas for deliveries to Europe. Neither of
these projects have materialized yet, due to a
spectrum of political, economic, and technical
problems. With the current momentum, the un-
dersea power cable project has a very realistic
chance for implementation, potentially opening a
pathway for other projects leading to greater
Black Sea connectivity.

The growth in electricity consumption in Georgia
during the last decade coupled with limited in-
creases in generation sources, has led to an in-
crease of imported electricity, and the installation
of more gas-fired thermal power plants (“TPPs”),
which work on imported gas. The relatively good
news is that Georgia has well developed infra-
structure allowing electricity exports and imports
with all four immediate neighbors with high volt-

age transmission lines.

Georgia already serves as an electricity transit
country between Azerbaijan and Turkey. The
newest Akhaltsikhe-Borchka transmission line,
also known as Meskheti power line (which links
Georgia's electricity grid to Turkey) started oper-
ating at full capacity in May 2022 and as a result,
Turkey received 4.2 terawatt-hour (TWh) of elec-
tricity from Georgia in 2022, with 0.9TWh being
exported from Georgian producers, and 3.2TWh
being transited through Georgia from neighbor-
ing countries, primarily from Azerbaijan. For
context, Georgian consumption reached 14.2TWh
in 2022, according to Galt & Taggart.® It is im-
portant to emphasize that even without the sub-

marine power line to Europe, high voltage

(https://api.galtandtaggart.com/sites/default/files /2023-
03 /report/electricity-market-watch-fy22 eng .pdf)
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transmission lines between Georgia and Turkey
allow both export of electricity from Georgia, as

well as transit of electricity to Turkey.

The Untapped Potential of Black Sea-Cas-
pian Transit

The South Caucasus is a significant historic ele-
ment in bio-geographical, cultural, geo-political
and trade system, linking Asia and Mediterra-
nean and Europe. So, the transit potential of
Georgia and Azerbaijan is not limited to the
transit of energy resources only. Ports, railways,
highways, and air space present a great oppor-
tunity to connect Asia with Europe and to bring
key actors of the Eurasian region closer. The
South Caucasus Corridor is a key link in the
transportation corridor between the landlocked
Central Asia, and the Black and Mediterranean
Seas, and already provides transit for millions of
tons of liquid, bulk, and container cargos by rail
and highways. But this is far from utilizing the
full transit potential of the region.

In 2022, the Georgian transportation system in-
creased its transit of containers and bulk cargos
by about 20 percent, in comparison to 2021 and
2020, but still fell behind volumes it transited in
2019, when the ports of Poti and Batumi pro-
cessed a record number of mostly inbound con-
tainers: 531,735 TEUs processed in Poti and
116,081 in Batumi.” There was a 20 percent in-
crease of transshipments via Baku’s Sea Port at

Alat in 2022, reaching an annual turnover of 6

7 This is mainly explained by expected regulatory changes in
the Russian led Eurasian Customs Union at that time, and
decision of the regional importers/traders of used cars from
Armenia, Kazakhstan and others to stock inventory in ad-
vance of changing customs tariffs.

million tons, still far below its projected capacity

of 15 million tons.

It is very important to mention that the combined
traffic volume from Turkey and the Georgian sea-
ports for transit goods moving to Central Asia is
larger than the cargo flow in the opposite direc-
tion, according to USAID.® The functioning of the
Middle Corridor at this stage serves mostly needs
of the Central Asian and the South Caucasus
countries for imports of cars, industrial products,
consumer goods, food products; and for export of
commodities such as fertilizers, coal, sulfur etc.
and inbound cargo volume exceeds outbound
cargo volume. The corridor has a very limited use
for transit of Chinese cargos, destined to Europe
or Mediterranean. An interesting detail is that
Chinese imports of goods to the South Caucasus
comes via sea, or Georgian export of commodi-
ties and wines to China goes via sea routes as
well, bypassing the Middle Corridor. The big
idea of the Middle Corridor is to make sure that
portion of cargos from China destined to Europe
~to travel Kazakh railway, to cross Caspian, and
continue to Black Sea or Mediterranean ports to
Europe.

For context, China-EU trade in goods is almost
900 billion annually and great majority of goods
travel via sea routes, which is cheapest, but
lengthiest option. In addition, before the Russian
war in Ukraine, a total of 15,183 trains and 1.46
million TEUs moved through the northwest re-

gion of Kazakhstan into Russia, and then

8 USAID Central Asia Mission, "Rapid Re-Assessment
of the Central Asian Caspian Sea Transit Corridor”,
June 22, 2022.
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traversed Belarus and Poland before entering
Germany. The estimate is that just a 4 percent di-
version of this volume to the Trans-Caspian
could fully utilize the existing transit capacity.
While this may seem small volume in the context
of China’s exports, it is still significant for the
Middle Corridor to attract that volume at an ini-
tial stage, and to increase it going forward with
improvements in infrastructure and manage-

ment.

There are multiple organizational, infrastructure-
related, governance, and commercial reasons ex-
plaining the limits of the Middle Corridor. The
key regional bottleneck is Trans-Caspian trans-
portation. The lack of vessels and subsequent
slow speed of movement between Eastern and
Western shores of the Caspian limit the ability of
the transit corridor to operate at full capacity. The
previously mentioned USAID report outlines the
various constraints, which include addressing
short-term capacity maritime limits (e.g., of ves-
sel fleets and seaports), strategic decisions on
longer-term capacity (e.g., ship building and im-
proved water draft), and access to capital to real-
ize the above factors. There are country-specific
issues, as well as regional issues, which include a
complicated fare structure, disconnected infor-
mation systems, insufficient road permits for
transit, shortage of truck parking and disor-
ganized queue management, and inefficient rail
operations. All of these affect shipments along
the entire Trans-Caspian route. But the function-
ing of the transportation corridor also depends
on various modes of transport and how well
these are integrated with the maritime sector

both in Caspian Sea and in the Black Sea.

Going forward, there are expectations of grow-

ing economic activities in Central Asia, and these

landlocked countries also need efficient long-
term export transportation solutions. The Rus-
sian war in Ukraine and the cutting of transport
corridors across Russia and Belarus from Ka-
zakhstan, as well as instability in Afghanistan
limits trade options for Central Asian producers
of commodities. For example, the most signifi-
cant increase in transit in 2022 was in fertilizers —
the Georgian and Azerbaijani railways and ports
transshipped cargos exported by Turkmenistan,
Uzbekistan and Azerbaijan. The war-related re-
strictions of transit via the Volga-Don canal from
the Caspian to Azov Seas and beyond to the Black
Sea made this export route no longer viable for
Turkmen and other Central Asian producers,
opening more possibilities to transit more car-

goes via Azerbaijan and Georgia.

The growth of transshipments via the Middle
Corridor in 2023 and beyond will depend on sev-
eral factors: global prices of commodities and
raw materials produced in Central Asa, deci-
sions by Kazakhstan and Turkmenistan to ship
part of their crude oil and oil products via Geor-
gian sea terminals, as well as the decisions of pro-
ducers of some consumer goods in Western
China, and traders of those goods, to ship more
products in containers via the South-Caucasus

Transit Corridor.

In terms of infrastructure development, there are
significant improvements in last decade: there
are port facilities on both the eastern and western
shores of the Caspian Sea, funded and built by
the governments of Kazakhstan, Turkmenistan,
and Azerbaijan. The ports of Aktau and Kuryk in
Kazakhstan and Turkmenbashi in Turkmenistan
are linked with the newly developing terminals
at the Baku Port. The USAID study demonstrated
that the Trans-Caspian route should be able to

© 2023 Central Asia-Caucasus Institute & Silk Road Studies Program, Joint Center
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handle a total throughput of about 15 million
tons and 100,000 TEUs® per year, significant in-
crease from the current 6 million tons and 70,000
TEUs. Based on the official capacity of seaports
and the actual cargo and container throughput in
2021, the seaports on the Caspian Sea have ade-
quate capacity. There is also sufficient capacity in
railways and at the Georgian seaports at the
Black Sea to process this cargo flow. In fact, Geor-
gian ports currently have spare capacity for all
types of cargoes, and it will require a significant
increase of cargo shipments in some categories to
reach limits of capacity for both container and
bulk cargos. In terms of liquid cargos, like oil and
oil products, Georgia has a significant spare
transshipment capacity in ports.!® (See Appendix
1,2, 3)

The regional governments are making a special
efforts in order to address issues related existing
bottlenecks in infrastructure and management of
the transit corridor. Multiple meetings of Geor-
gian, Azerbaijani, Turkish and Kazakh govern-
ment representatives resulted with the adoption
of the Road Map for the development of the Mid-
dle Corridor for 2022-2027, signed by Ministers
of Foreign Affairs and Transport of these states in
Aktau on November 25, 2022.!" The priority is to
develop the Trans-Caspian International Transit
Route, focusing on connectivity between Central

Asia and Western China via Kazakhstani ports of

° Twenty Foot Equivalent Unit, which is same as 20-foot con-
tainer. This is standard used in shipping.

10 USAID Central Asia Mission, “Rapid Re-Assessment of
the Central Asian Caspian Sea Transit Corridor,” June 22,
2022.

Aktau and Kuryk to Azerbaijan and then Georgia
and Turkey.

Upgrades are also being made on highways and
rail systems linking Baku to Georgian ports. And
while Georgian ports are capable of handling cur-
rent and expected volumes of cargos allowed by
the constraints in the Caspian described above,
Georgia is still considering the construction of a
deep-water port facility in Anaklia in order to ad-
dress future needs. APM Terminals, the Danish
owner of the main Poti Sea Port, is planning its
own new deep-water terminal to the north of the
current port. Meanwhile, a major new develop-
ment took place in Poti at the former shipyard
harbor, where the U.S. Development Finance
Corporation funded the privately owned Poti
New Sea Port with two new terminals. One of the
terminals was commissioned in 2022, allowing
port service for 50,000 ton ships — so far the larg-
est size vessels Georgian ports can handle. Once
fully completed, Poti New Sea Port will be able to
handle more than 4 million tons, thus signifi-
cantly increasing annual transshipment capacity

for bulk cargos and containers in Poti.

Russia’s aggression toward Ukraine and the im-
pact of the war on Black Sea maritime operations
slowed down positive trends of growing cargo
tlow between Georgian and other Black Sea ports
in Ukraine, Romania and Bulgaria. However, it is
obvious that once military operations are over,

and with Ukrainian reconstruction needs, this

1 Kazakhstan, Azerbaijan, Georgia and Turkey signed
a Roadmap for the development of the Middle Corri-
dor for 2022-2027. https://www.newsilkroaddiscov-
ery.com/kazakhstan-azerbaijan-georgia-and-turkey-signed-
a-roadmap-for-the-development-of-the-middle-corridor-
for-2022-2027/
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intra-Black Sea trade will receive an additional
boost. To replace the suspended ferry line be-
tween Poti and the Ukrainian port city of Cher-
nomorsk, a new line between Poti and the Roma-
nian port of Constanta started operations in June
2023, 12 thus facilitating direct trade between
Georgia and its landlocked neighbors, and the
EU.

An important recent addition to the transporta-
tion infrastructure of the South Caucasus is the
Baku-Tbilisi-Kars (BTK) railway line which con-
nects Azerbaijani and Georgian railways to the
Turkish railway system. It creates a functioning
rail link between Central Asia (and China) and
Europe. In 2022, BTK transited almost half a mil-
lion tons of cargos, which is significant, but still
far below the original design capacity of five mil-
lion tons. Achieving the designed capacity will
require some additional $100 million in invest-
ments in engineering solutions, which is under-
way, bringing the railway to full capacity by
2024.

It is interesting that despite the much-publicized
Chinese Belt and Road Initiative, and related in-
frastructure investments, there are limited invest-
ments from China in transit infrastructure in the
Trans-Caspian/South Caucasus Corridor. Most of
the transit infrastructure development in the re-
gion is funded by national governments directly,
or through loans from International Financial In-
stitutions. In the case of the Baku-Tbilisi-Kars
railway, it was funded by a loan from the Azer-

baijani government. Developments in Poti are

12 “New Black Sea Ferry Service Links Romania With Geor-
gia,” Palirapan, June 16, 2023. (https://palipa-
ran.com/2023/06/16/romania-georgia-ferry/)

driven by private investments, attracting Foreign

Direct Investment for Georgia.

A potentially significant development impacting
regional transit may be the re-opening of the di-
rect railway line between Azerbaijan, Armenia,
and Turkey as a part of the post-conflict settle-
ment over Karabakh. Obviously, it will take time,
investment, and significant political will to im-
plement this element of the agreement. But if and
when fully implemented, this route may attract
some volumes from Central Asia. While very im-
portant for Azerbaijan, and potentially for the
normalization of the Armenia-Azerbaijani-Turk-
ish relationships going forward, the real transit
potential of the Nakhichevan corridor will be lim-
ited for the foreseeable future due to political, ge-
ographic, infrastructural and financial reasons.
Linking Nakhichevan directly to Turkey with the
new railway seems unrealistic due to the geogra-
phy of the narrow border area and the link to
Kars. Difficult terrain means the need for greater
investments and limited capacity of railway
transshipments. The more viable alternative is a
restoration of the old Soviet railway from Azer-
baijan, via Armenia, to Nakhichevan, then again
back to Armenia to Gyumri, and onward to Kars
in Turkey. This railway is completely destroyed
and requires reconstruction. The question is if
cargo volumes coming to Azerbaijan can justify
large-scale investments in the full reconstruction
of this railway. In theory, if this railway is rebuilt,
it may compete with Baku-Tbilisi-Kars. But the

potential scale of Black Sea trade and the growing
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Central Asia/Central and Eastern Europe trade
will keep existing Azerbaijan-Georgia link, and
Georgian railway, highways and ports busy, as
long as they are managed efficiently.

Strategically, more competition for the South
Caucasus Corridor, i.e. the Middle Corridor for
the wider Asia-Europe trade, is expected from
the so-called Southern Corridor, connecting Tur-
key to Iran and beyond to Asia. This land corri-
dor for rail and highway connectivity has a po-
tential to link to the Indian subcontinent, in addi-
tion to China. It has its political and infrastruc-
ture constraints as well, but this is an ancient nat-
ural trade route, and it will most probably gain

some attraction going forward.

In addition to East-West trade and transit, both
the Azerbaijani and Georgian transportation sys-
tems are also actively enabling trade between
Iran and Russia, Turkey and Russia, and Arme-
nia and Russia. Lines of trucks with cargoes (not
included in the list of sanctioned goods) stretch
for tens of kilometers on Georgian territory, wait-
ing in line to move to Russia. This truck-based
transportation was significant in the past, but has
increased drastically since the start of the war.
The need for greater transportation between Ar-
menia, and potentially Iran, with Russia, may
lead to increased pressure on Georgia to look at
the option of the re-opening of rail transportation
via Abkhazia. But developments on this issue,
like many others, will depend on wider strategic

13 Alexandra Hill and Sandra Gross, “EU plans Black Sea in-
ternet cable to reduce reliance on Russia,” Financial Times,
May 12, 2023, https://www.ft.com/content/d07dbd19-5e8b-
4543-85f6-bbfla6a0858d

14 Land Suez is a term introduced by Dr. Fred Starr, Chair-
man of the Central Asia-Caucasus Institute. The idea is to

issues, including the outcome of the war in
Ukraine and the degree of Russian failure in the

war.

Going forward, Georgia and Azerbaijan will also
play a significant role in data connectivity,
providing an alternative route to cables which
currently cross Russian territory, linking Europe
with Asia. Georgia itself needs its own secure in-
ternet access that bypasses Russian territory.
Russia is one of the important digital links be-
tween Asia and Europe and is integral to connec-
tivity in some parts of Asia and the Caucasus,
which is a source for concern under the current
Russian regime. Georgia and its partners in the
Caucasus and Central Asia need reliable and se-
cure digital connectivity with European partners.
Responding to this need, the EU plans to fund a
submarine project in the Black Sea which will

serve that purpose. *

Overall, the role of the Middle Corridor and the
South Caucasus transit system is increasing. But
greater coordination is needed between all the
states of Central Asia and the South Caucasus to
turn the South Caucasus transit corridor into a re-
liable, efficient and commercially attractive trans-
portation link. Only in that case will stability and
security of the South Caucasus Transportation
Corridor become a concern of the global powers
with different interests, turning it into the Land
Suez'*. The transit function for Georgia, Azerbai-

jan, Kazakhstan and others is not only a trigger

create an efficient, competitive and transparent transporta-
tion corridor in the South Caucasus, serving interests of
global trade, similar to the Suez. The growing economic in-
terest in the functioning transportation corridor by multiple
state and non-state actors should ensure growing stability
and security of the corridor. Georgia is already benefiting
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for economic development and source of income,
but also a significant national security tool, serv-
ing as deterrent for potential external threats as

well.

Conclusions and Recommendations

Connectivity is a strategic value for the land-
locked countries of Central Asia and the South

Caucasus.

The energy and cargo transit between the Cas-
pian Basin and Central Asia and the Black Sea
and Europe is already significant and plays an
important role in the functioning of the regional
economy. But the transit potential of the region is
still not fully utilized, affected by geopolitical and
infrastructure constraints. The continuous in-
tense coordinated effort with all the trade and
transit partners will be required to address exist-
ing bottlenecks in the transportation system, and
to increase commercial attractiveness of the
transit corridor. In the past, the most successful
infrastructure projects in the energy sector be-
came possible with leadership and strong diplo-
matic facilitation from the U.S., backed by Turkey
and other regional leaders. The countries of the
region need to make extra efforts to reengage
with all the major political and commercial actors
who have an interest in the successful function-
ing of the transit corridor. Particular attention
should be paid to the EU, which may be a major
beneficiary of the additional access routes to re-

sources and trading partners.

The EU needs to make political support to the
South Caucasus transportation corridor and the

from the transit function of the country not only economi-
cally, but also from political-security perspective.

Black Sea-Caspian connectivity a policy priority.
The EU also needs to enhance coordination of
projects and initiatives that improve connectivity
of the Black Sea-Caspian region with Europe, in-
cluding with the Three Seas Initiative of EU. The
EU needs to provide financial and organizational
support to the energy and transportation projects
affecting EU interests, including development of
the Black Sea submarine power and data trans-
mission cables. And finally, the EU cannot ignore
maritime security of the Black Sea and needs to
engage with planning and implementation of the
strategy for maritime security, in coordination
with NATO, U.S. and Turkey, as well as allied lit-
toral states like Bulgaria, Romania, Ukraine and
Georgia.

The non-static, unsettled nature of the geopolitics
of Eurasia with many unpredictable actors will
also require developing the ability to adapt to a
changing environment. The countries of the re-
gion need to have more vigorous intra-regional
process of coordination of the national security
and economic policies, helping the political lead-
ership of regional countries to conceptualize po-
tential development scenarios and have solutions
for different trajectories of the geopolitical devel-
opments. In this context it is a major priority to
plan on post-war development scenarios, includ-
ing for the post-war reconstruction of Ukraine.
The Black Sea-Caspian countries, with their nat-
ural and human resources, may be actively in-
volved in the process and must develop appro-
priate strategies in the priority areas where they
may present competitive advantages vis-a-vis

other interested actors.
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Appendix 1: Volume of Cargoes Shipped by all Means of Transportation (million

tons), 2017-2022
Civil aviation (thousand tons) 32.0 25.5 249 19.6 18.0 17.5 -2.8%
Automotive 30.7 31.1 314 31.8 321 32.5 1.3%
Railway 10.7 10.0 10.9 11.1 121 148 21.8%

Volume of cargo processed in seaports and terminals of Georgia (million tons)

Poti seaport 6.7 6.3 5.6 74 71 7 9.0%
Batumi seaport 4.2 3.7 3.3 3.5 3.9 47 19.7%

The number of containers (TEU) processed in seaports of Georgia

18.3%
20.5%

Poti seaport 318,762 363,936 531,735
Batumi seaport 76,025 90,002 116,081

387,368
103,002

302,213
99,173

357,623
119,471

Source: Ministry of Economy and Sustainablle Development

Appendix 2: Annual Capacity and Throughput Along the Trans-Caspian International
Route (2021, Units in Million Tons)

Seaports And Railways Annual Capacity Annual Throughput/Utilization
Aktau 17.7 4(22.6%)

Kuryk 6 1(16.9%)

Alat (Baku) il 5.6 (37.1%)

Poti 15 7.1 (47.3%)

Batumi 18 3.9 (21.6%)
Azerbaijani Railways 17 14.6 (85.8)

Georgian Railways 27 12.1 (44.4%)

Source: USAID Study

Appendix 3: Container Traffic Along the Trans-Caspian International Route (2021,
Units in TEU)

Annual
Seaports Annual Capacity Throughput/Utilization
Aktau 100,000 30,000 (306%)
Kuryk 30,000 7,378(24.5%)
Alat (Baku) 100,000 45,000 (45%)
Poti 550,000 302,000 (55%)
Batumi 200,000 99,195 (49.5%)

Source: USAID Study
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