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Abstract

The historical routes from the People’s Republic of China (PRC) and India to the Middle East
or Europe ran north of, south of, and across the Caspian Sea. Since 1500, maritime transport
has dominated trade between Europe and East Asia. Central Asia became an economic
backwater, incorporated into the Russian Empire and later forming part of the Soviet Union
from 1917 to 1991. Practically all the trade links ran north to the Russian Federation. In the
21st century, with the increasing significance of Central Asia as an energy producer, countries
have constructed several oil and gas pipelines. However, for trade in other goods, new
transport corridors opened up more slowly until, in the 2010s, the PRC—-EU rail links began
operating through  Kazakhstan. This paper examines the establishment
of new trade corridors in the form of pipelines and railway lines, focusing on trans-Caspian
links. It also discusses the impact of the COVID-19 pandemic on international trade. The
disruption resulting from lockdowns and quarantine requirements has negatively affected
maritime, air, and other types of transportation. The COVID-19 pandemic, coupled with
substantially depressed energy prices, is putting additional financial pressure on the Caspian
governments, which are struggling with the major medical challenges that the pandemic has
created.

Keywords: trade, Caspian region, Trans-Caspian International Transport Route, energy, oil
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1. INTRODUCTION

The historical silk roads from the People’s Republic of China (PRC) or India to the Middle
East or Europe ran north of, south of, and across the Caspian Sea. Cities flourished in
Central Asia; Merv, Bukhara, and Samarkand all had periods of glory between the 1100s
and the 1400s. Since 1500, however, maritime transport has dominated trade between
Europe and East Asia. Central Asia became an economic backwater, incorporated into
the Russian Empire and forming part of the Soviet Union from 1917 to 1991. Almost all
trade links ran north to the Russian Federation.

The situation has started to change in the 21st century. With the increasing significance
of Central Asia as an energy producer, countries constructed oil and gas pipelines to the
Black Sea and to the PRC in the 2000s and exported oil across the Caspian Sea to link
up with the Baku—-Thilisi—-Ceyhan pipeline to the Mediterranean. For trade in other goods,
new transport corridors have opened more slowly, but, in the 2010s, rail links between
the PRC and the EU began operating through Kazakhstan. This paper examines the
establishment of new trade corridors in the form of pipelines and railway lines, focusing
on trans-Caspian links.

2. ENERGY AND PIPELINES

In the 1990s, eight countries in the Caspian region became independent, and many
people named some as new potential rivals to the Middle East in the production of oil
and gas. Without doubt, the region possesses sizable energy reserves, around 2.7% of
the total proven oil reserves and 7% of the proven natural gas (Kalyuzhnova et al. 2002),
with a complicated geopolitical situation and an interesting location between the Russian
Federation, the PRC, Iran, and Turkey. The region is a magnet for foreign countries (the
neighbors as well as the US, Europe, Saudi Arabia, Pakistan, Japan, etc.) and their
businesses. Political, economic, and business interests intersect here. All this creates
competition and cooperation but sometimes even leads to conflicts, making this region
attractive and, at the same time, challenging. Historical factors play a crucial role along
with commercial interests competing with political settings.

For the last two decades, the newly independent countries in the Caspian region have
been building new institutions and creating their own national identities. Atthe same time,
the countries have been suffering from economic hardship (Kalyuzhnova et al. 2002;
Kalyuzhnova 20011; Pomfret 2003, 2019b). The countries were attempting
to reform backward and very inefficient industries as well as reducing their
overdependence on trade with the Russian Federation. Unfortunately, all the Caspian
region’s countries had a low level of economic development with concentration on the
raw material sectors. A common theme of all the Caspian countries is the dependence
of their economies on mineral wealth. “The last 20 years have brought significant
changes to their economic development, with the hydrocarbons sector in particular giving
these economies a new shape, for example in the strategic importance of Russia,
Kazakhstan and Azerbaijan in world energy markets” (Kalyuzhnova and Patterson 2006:
6).

The size and distance played an additional negative role in economic growth. Being a
landlocked area with a low GDP and population density, the region had limited domestic
markets. The extremely large distances of the Caspian hydrocarbon reserves from the
international energy-consuming regions were a real obstacle to the full development of
the energy sector. Realistically, only hydrocarbon resources could give a quick financial
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return at that time to the countries struggling with economic transition. However, the
landlocked geography created logistical obstacles to exploration and production (Soligo
and Jaffe 2002).

Soon, increasing competition, as well as co-operation, for the control of hydrocarbon
resources emerged among several of the geopolitical actors (the Russian Federation,
Iran, Turkey, the PRC, India, Pakistan, Afghanistan, the United States, the European
Union and its particular member states, ethno-religious groups, transnational
corporations, crime groups, etc.). In the academic literature, this is also known as the
New Great Game (Kalyuzhnova et al. 2002; Amineh 2003; Bayramov 2020).

It was already clear in the 1990s that, to gain control of the Caspian region’s hydrocarbon
resources, it was necessary to construct transport routes. The question
of where to construct pipelines created conflicts (including ethno-religious conflicts)
between the interested actors, which often caused problems and obstacles to the
building of the most economically viable and secure pipelines (Yenikeyeff 2011).

The Caspian nations faced problems such as the legal status of the Caspian Sea, which
created uncertainty in pipeline construction (Karataeva 2020), and the lack of
infrastructure, technology, and finance. The Caspian basin has a reputation as the most
challenging “oil prospecting territories in the world” (Soligo and Jaffe 2002: 110). In
addition, the region wanted to avoid overdependency on the Russian Federation, so the
concept of using multiple export routes became the preferred option (Lee and
Kalyuzhnova forthcoming).

The complexity of all these issues around energy resources in the Caspian region have
settled down slightly over the years. The economies became stronger due to the high oil
prices over a long period (1999-2014). The interests of the main actors also became
more pragmatic and, from the “New Middle East,” the region quickly gained a new name
as the “region with substantial hydrocarbon resources,” the exploration and production
of which are expensive and technologically difficult.

The legacy of the Soviet era was the oil pipeline system (Atyrau—-Samara and
Baku—Novorossiysk) to transport oil from the Caspian region, which the Soviet Union
designed to serve its energy needs. These pipelines passed through the Russian
Federation. During the first two decades after its independence, the region developed a
new oil export infrastructure with a focus on diversification of the pipeline routes
to reach new markets. The Caspian pipeline infrastructure includes the following
pipelines: Baku—Supsa—1999; the Caspian Pipeline Consortium (CPC)—2003; and
Baku-Thilisi-Ceyhan (BTC)—2006.

At the same time, the cooperation between the PRC and Kazakhstan (the major
oil producer in the region) developed significantly. “The PRC's first steps into
Kazakhstan's oil and gas sector came with the Chinese National Petroleum
Corporation’s (CNPC) purchase in June 1997 of a 60% stake in Aktobemunaigas,
then the country’s fourth-largest oil producer” (Kalyuzhnova and Lee 2014: 209). It
constructed the pipeline that linked the Aktobe and Douth Turgay regions as well as a
line connecting Aktobe and Aturauy (Lee and Kalyuzhnova forthcoming). Gradually, the
PRC became one of Kazakhstan's most important trade partners. The Sino-Kazakh
energy and economic cooperation created good potential for further development of
beneficial links for both countries.

Kazakhstan was not the only country in the Caspian region in which the PRC possessed
great interest. From Turkmenistan (the major gas producer), the PRC built natural gas
pipelines through Uzbekistan and southern Kazakhstan. Undoubtedly, at the present
time, the PRC has filled its strategic oil reserves with crude at low prices, tapping into the
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Caspian region’s vast energy resources. This might change, but only if other actors
decide to work proactively in the region. For example, the EU needs the Caspian region’s
natural gas as much as the PRC does. A conflict of interests and competition are clear
here. In this light, the soon-to-be-completed Southern Gas Corridor (SGC), a hew source
and route of the gas supply to Europe, has led to renewed interest in constructing a
Trans-Caspian Pipeline (TCP). The proposal for a new pipeline along the seabed of the
Caspian Sea has been the subject of discussion for several decades. By 2018, countries
had reached an agreement on the delimitation of the Caspian Sea, which reduced the
legal obstacles to a TCP. The only economical way to move natural gas from one side
of the Caspian to the other is via pipeline.

From time to time, there have been intermittent efforts to revive this project. The
importance of a TCP is due to its possibility of strengthening European energy security
and linking the region with the EU. At the present time, some of the current arguments
about the construction of the TCP are about lower construction costs and higher returns
when energy prices increase (for further information on the TCP, see Lee and
Kalyuzhnova forthcoming).

3. THE EURASIAN LANDBRIDGE

In 2000, several rail lines connected the PRC and Europe; none were competitive with
sea freight. International traffic made little use of the TransSiberian Railway after the
1960 Sino-Soviet split. A rail line between Kazakhstan and Xinjiang, completed in 1990,
mainly took Kazakh coal, steel, iron ore, and other minerals to the PRC in return for
Chinese manufactured goods. After a Turkmenistan—Iran railway opened in 1997, a line
south of the Caspian Sea from Turkmenistan through Iran and Turkey to Europe featured
on UN maps as a TransAsian main line, but the line operated far below capacity due to
burdensome regulations for crossing Turkmenistan and Uzbekistan, a cumbersome
change of gauge operations at the Turkmen-Iran border, poor track maintenance in
western Iran and eastern Turkey, and the need for a ferry across Lake Van. As its
flagship aid program to Central Asia, starting in 1993, the EU promoted the Transport
Corridor Europe—Caucasus—Asia (TRACECA) route from Central Asia across the
Caspian Sea to Baku and then across the Black Sea from Georgia to Europe, but the
changes of mode (rail-sea—rail-sea—rail) made the TRACECA route commercially
unattractive.

In 2008-9, German car companies commissioned block trains to carry components via
the TransSiberian Railway to their joint venture assembly operations in the northeast of
the PRC (VW/Audi in Jilin and BMW in Shenyang). Similar services were provided for
Daewoo, which sent components by sea from the Republic of Korea to Lianyungang and
then by rail to the company’s car assembly operations in Uzbekistan. These trips showed
that overland rail transport was feasible, but other potential customers did not use them
because the trains did not run to a schedule and they still believed that overland freight
was uncompetitive with sea transport, apart from special cases. The situation changed
dramatically between 2011 and 2016.

The stimulus for change was the decision of major electronics firms (Foxconn, HP, Acer,
and others) to build large assembly facilities for laptops, printers, and other electronic
equipment in Chongging. The initial intention was to export the products via the Yangtze
River and Shanghai, but the Yangtze River route soon became congested. An alternative
was to send the goods by train to Europe. In 2011 and 2012, individual trains connected
Sichuan Province and Chongging Municipality with Europe, much like the block trains on
the TransSiberian Railway. An important additional development was the establishment
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of aregular rail service between Chongging and Duisburg in 2013, the frequency of which
increased to three times a week in 2016 and daily
in 2018.

The Chongging-Duisburg route was so successful that other cities in the PRC and
Europe trialed rail connections. Some routes were successful, with regular established
services (e.g., Yiwu—Madrid), and some termini would become hubs; for example, £6dz
(Poland) became an Eastern European hub and Klaipéda (Lithuania) a hub for southern
Sweden, while other routes would be unprofitable. By May 2017, China Railway Express
trains were connecting 37 cities in the PRC to destinations in 11 EU countries. China
Railway reported over 6,000 trips in 2018 and 5,266 in the first eight months of 2019
(Global Times 2019).

The creation of the Eurasian Landbridge was market driven as rail companies responded
to the demand by coordinating services and agreeing on transit procedures (Pomfret
2019a). The revenues for Deutsche Bahn and China Railway Express and
the transit fees to Kazakhstan, the Russian Federation, Belarus, and Poland were
substantial. Freight forwarders and couriers responded by offering more services, for
example arranging multimodal connections and improved tracking, consolidating part-
container loads, organizing clearance for goods subject to EU-Russian Federation
mutual sanctions, and including refrigerated containers in trains. Through this service
provision, hubs such as Duisburg, £6dz, and Yiwu have become popular termini. Traffic
on the PRC-Kazakhstan—Belarus route grew from 46,000 TEUs in 2015 to over 100,000
TEUs in 2016 and 175,000 in 2017 (Railfreight.com 2018).

Customers valued the speed and reliability of rail traffic compared with the cheaper but
slower sea transport or faster and much more expensive air transport. Major customers
were car and electronics customers that produced along international value chains and
for which inventories are anathema, whether to allow for variations in delivery times
or in the form of goods in transit. The rail times between the PRC and Europe of
12-16 days compared favorably with the maritime shipping times from Shanghai to
Rotterdam of 35-45 days and longer times between inland termini. Moreover, the rail
track prioritizes freight trains and the arrival times are reliable, whereas ships can be
delayed by poor weather, piracy around the Horn of Africa, and congestion in the
Suez Canal.!

Although the Kazakhstan—Russian Federation—Belarus—Poland route is the most
popular, volumes are also increasing on other routes between Europe and the PRC.
Between January and August 2018, the TransSiberian route from the PRC through the
Russian Federation shipped 590,000 containers, already more than the 262,000
containers in 2017, according to Oleg Belozerov, CEO and Chairman of the Board of
Russian Railways (Railfreight.com 2018). However, it is not clear whether this figure for
TransSiberian traffic includes bilateral PRC—Russian Federation traffic as well as trains
between the PRC and Europe.?

In an October 2013 speech in Astana, the PRC’s President Xi Jinping announced the
Silk Road Economic Belt, an overland connection with the support of funding from the
Asian Infrastructure Investment Bank. Chinese maps showed the Belt following a route
south of the Caspian Sea through Iran and Turkey, in contrast to the Landbridge routes
through the Russian Federation. Together with the Maritime Road that the PRC

1 In March 2021, the 200,000-tonne Ever Given container ship ran aground in high winds and a sandstorm,
blocking the Suez Canal for a week and highlighting the potential for delays.

2 There is a general problem of inconsistent data depending on the source; compare Table 1 in Watanabe,
Shibasaki, and Arai (forthcoming). However, all the estimates of freight traffic along the landbridges north
of the Caspian Sea tell similar stories of continuous rapid growth since 2011.
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announced soon afterwards, this would become the Belt and Road Initiative (BRI). In
May 2017, representatives of over 130 countries attended the Belt and Road Forum in
Beijing for the formal launch of the BRI.

Although the BRI often appears to be a grand overarching plan, the PRC’s actions can
be opportunistic. One week after the lifting of the UN sanctions on Iran in January 2016,
President Xi visited Tehran.® On 28 January, the first train left Yiwu for Tehran with 32
containers; the train bypassed Uzbekistan by crossing Kazakhstan before following the
Caspian coastal rail line from Kazakhstan to Turkmenistan and Iran, which had opened
in 2014 (Pomfret 2019b: 270). A Yinchuan-Tehran train service began operation in
September 2017, and, by the end of 2017, two trains per month were running to a regular
schedule. The establishment of a route from Bayannur
in the PRC’s Inner Mongolia Autonomous Region to Tehran took place in May
2018. Reports circulated that the PRC, Iran, and Turkey were discussing an extension
to a Tehran—Europe service.

A rail link between Kashi (Kashgar), the most western point on the PRC’s rail network,
and Andijan via the Kyrgyz Republic is under active discussion.* That would complete a
continuous line from the PRC, via Uzbekistan, Turkmenistan, Iran, and Turkey, to
Europe. Uzbekistan is actively supporting this southern route, which, since the election
of President Mirziyoyev in December 2016, no longer seems like a transit-unfriendly
bottleneck. Turkey’s rail tunnel under the Bosporus (the Marmaray Tunnel), which
opened in 2013, added an important piece to the southern route to Europe as it means
that transferring to a ferry across the Bosporus may no longer be necessary.

Meanwhile, traffic along the old TRACECA multimodal route via Baku, which people now
refer to as the Middle Corridor, has started to increase. The westbound traffic along this
corridor amounted to 200 TEUs in 2017 and 15,000 TEUs in 2018, with expectations of
60,000 TEUs in 2019 (RailFreight.com 2019).

4. THE MIDDLE CORRIDOR

During the 2010s, interest in the Middle Corridor connecting Central Asia to Europe via
a Caspian Sea crossing revived. Despite the resumption of the TRACECA project, the
EU has not participated directly but has been a facilitator on the western side by
extending its Trans-European Transport Networks (TEN-T) to include Armenia,
Azerbaijan, Belarus, Georgia, Moldova, and Ukraine with a view to connecting the TEN-
T with networks in Asia. The completion of two long-standing projects formed an
important background: the 988 km Trans-Kazakhstan railway between Zhezkazgan and
Beyneu in 2014, which greatly reduced east—west travel times between the PRC and the
port of Aktau,®> and the much-delayed Baku-Thilisi—Kars line in 2017, linking the Caspian
port to the Turkish rail network.

3 The PRC’s $1.5 hillion loan for the electrification of the Meshed-Tehran rail line was the first loan to Iran
after the lifting of sanctions, although it did not sign the contract to start work on electrifying the line until
August 2019.

4 However, the Kyrgyz Republic is wary of contracting debt, even on concessional terms, from the PRC;
the proposed line passes through sparsely populated regions and would be unlikely to generate sufficient
transit revenue to service a loan (Pomfret 2020: 79-83). At the Second BRI Forum in April 2019, the PRC
promised to address concerns about the original concept by establishing a BRI Debt Sustainability
Framework and a panel of international mediators from BRI countries to resolve disputes arising from BRI
projects.

5 Watanabe, Shibasaki, and Arai (forthcoming) document other Kazakh government initiatives across
Kazakhstan and at Caspian Sea ports intended to improve the PRC—Caspian region rail links.
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Kazakhstan signed the Trans-Caspian International Transport Route (TITR) Protocol
with Azerbaijan and Georgia in April 2017, establishing the TITR Headquarters in Astana
(now Nur-Sultan) and opening a TITR Istanbul office later in the year. The PRC also
promoted the Middle Corridor. In November and December 2018, it launched services
between Venlo (the Netherlands) and Xian and from Lianyungang to Istanbul, both of
which used the Middle Corner and the Baku—Kars railway.®

Links between Eastern Europe and Iran via the Caspian region have also undergone
testing. In May 2018, a train from Slavkov in Poland to Bandar Abbas in Iran via
Ilyichevsk (Ukraine), Batumi (Georgia), Baku, and Turkmenistan took 12 days to cover
the 5,311 kilometers. In October 2019, a 42-container train from Xian crossed the
Caspian Sea to Baku and then ran via the Marmaray Tunnel to Prague, highlighting the
potential complementarities between the Middle and the Southern Corridor.” There are
also complementarities with the TSR route. In May—June 2020, a shipment of forty-one
40-foot containers took 15 days to travel from Yantai in Shandong province to Kyiv via
Mongolia, the Russian Federation, and Kazakhstan, loading the cargo onto ships at
Aktau to cross the Caspian Sea and back onto a train in Baku before crossing the Black
Sea from Georgiato Ukraine. A second train from Wuhan in June 2020 used the northern
route via Mongolia and the Russian Federation, avoiding sea crossings.

Kenderdine and Bucsky (forthcoming) examined the viability of the Middle Corridor
in detail. While acknowledging the major improvements in the rail segments during
the 2010s and the less dramatic improvements in the Caspian Sea crossing, they
emphasized that the Black Sea leg is still the Achilles heel of the route, which makes it
less popular among logistics providers. Boat services from the Georgian ports to Ukraine,
Romania, or Bulgaria are slow and have outdated equipment.® Using the Baku—Thilisi—
Kars railway avoids the need for a Black Sea crossing but involves congestion around
Ankara and difficulties crossing the Bosporus due to problems scheduling access to the
Marmaray Tunnel.

5. COVID AND THE LANDBRIDGE:
OUTLOOK FOR THE 2020S

COVID-19 is spreading economic suffering worldwide, and the Caspian region is no
exception. The virus is contagious medically as well as economically. There are sources
with connections to the economic shocks, namely medical shocks, which prevent
workers from working (ill workers) and producing the GDP; the economic impact on the
social infrastructure, for example the closure of educational institutions (schools,
universities, etc.); quarantine; travel restrictions; and so on.

The COVID-19 pandemic has seriously disrupted international maritime trade. Even as
lockdowns eased and factories started up, containers and ships were in the wrong
location as managers dealt with crew safety issues and dockside biosecurity.
Manufacturers, distributors, and logistics agents, which had previously relied on maritime

6 The train from Venlo in the Netherlands departs to the PRC twice a week via the Middle Corridor. On 26—
27 November 2019, Venlo hosted the European Silk Road Summit, a two-day international event
dedicated to the New Silk Road.

7 ADY Container LLC (a subsidiary of Azerbaijan Railways) and the PRC's Xian Continental Bridge
International Logistics Co. signed an agreement at the 2nd BRI Forum in Beijing in April 2019; both
companies agreed to launch a total of 30 container trains by the end of 2019.

8 The attraction of entering the EU via Bulgaria or Romania is offset by the poor state of the railway track
in both countries and by the need to cross Serbia, which requires customs checks, en route to other
EU countries.
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transport between East Asia and Europe, turned to overland freight routes. Although
initially disruptive for many operators, the overland alternatives often turned out to be
easier and more profitable than anticipated as users experienced reliable delivery
schedules at a time when the air freight alternatives had become increasingly expensive.
In May 2020, at the height of the crisis in Europe, 52,500 TEUs were shipped on the
Landbridge, the highest ever figure for a single month. The Middle Corridor via Turkey
has been Dbusier than ever, with the frequent announcement of
new flows.®

The year 2020 capped a decade of growth in rail connectivity across Eurasia (Table 1).
The initial steps responded to specific requirements of car and electronics companies
trying to link their European and Chinese operations. However, the growth in traffic has
been remarkable as more services have encouraged greater traffic, which has allowed
further specialization among service providers and competition for routes. The original
routes ran north of the Caspian Sea, either via Kazakhstan or along the TransSiberian
Railway. Their success has encouraged the exploration of alternative routes either south
of the Caspian to Iran or along the Middle Corridor with a sea crossing.

Table 1: Volume of Traffic on PRC-EU-PRC Container Trains, 2015-20

Year Number of Twenty-Foot Equivalent Containers (TEUs)
2015 46,000
2016 100,500
2017 175,800
2018 280,500
2019 333,000
2020 546,900

Source: UTLC website at www.utlc.com (accessed 22 February 2021).%°

Using a variety of modeling techniques, the prospects for the Middle Corridor are
examined in greater depth. Kumagait, Tusbota, and Gokan use a spatial computable
general equilibrium model to estimate the impacts at the
sub-national level. Azhgaliyeva, Mishra, Yoshino, and Karymshakov use enterprise data
to identify the impact of variables such as customs efficiency and internet access on
different types of firms (e.g., SMEs and large firms).

9 This paragraph draws on the report posted on 20 August 2020 at https://www.railfreight.com/
business/2020/08/20/new-silk-road-work-practices-are-a-success-story/. Watanabe, Shibasaki, and Arai
(forthcoming) made similar observations about the comparative advantage of overland versus ocean
freight with respect to the Middle Corridor, although it is unclear whether biosecurity measures increased
the transit times across the Caspian.

10 Belarus, Kazakhstan, and the Russian Federation have equal shares in the joint stock company United
Transport and Logistics Company (UTLC), which provides services for the transportation of containers
via regular container block trains on the PRC—Europe—PRC route through the three countries.
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Crises always affect oil, be they financial crises or pandemics. In such situations, it is
important to distinguish the duration and the effect. Short-term disruption is inevitable,
but people will quickly forget this. The COVID-19 pandemic is having immediately visible
effects on economic activity. The rapid contraction in economic activity, the collapse of
trade, and the dramatic increase in the unemployment rate are without precedent. The
more fundamental question concerns the long-run consequences. It is possible to
resolve this crisis only if the global oil demand picks up once lockdowns ease and
economies recharge. A crisis such as the COVID-19 epidemic serves as a stress test for
the system—a dye inserted and circulated to highlight its functioning in terms of efficiency
and capacity.

The facts for the oil industry in 2020 speak for themselves: the oil price is collapsing, and
the demand has vanished. In April 2020, West Texas Intermediate (WTI) cost minus
$37/barrel for the first time. Arguably, our energy future will no longer be business as
usual. Indeed, the short-run health, economic, social, and psychological impact of the
disease has been unprecedented since the end of World War .

Why has this happened? The possible answer lies in the issues of flexibility and storage.
Some storage providers are benefiting from the current oil market state. The upside
potential is quite limited as the world is close to reaching storage capacity. Storage
expansion is a costly and lengthy process.

An alternative way to stabilize the market is to reduce the supply. Leaving aside
the geopolitical and strategic questions, we concentrate on the economics of this
approach. It is understandable why oil companies are reluctant to cut their production.
Such a process could become extremely costly. At the same time, there is a danger that
closing the oil wells could permanently damage them, which could make the losses
greater than the profitability damage incurred by temporarily selling oil at a price below
the marginal costs or even below zero. In such a situation, at least some producers
are ultimately less flexible as they do not have the ability to change production
when necessary.

Another emerging question concerns the chance for the oil prices to become negative
again. In the current storage situation, this possibility is limited. The supply and demand
are becoming quite inelastic, and a large oversupply is temporarily present. There are
good reasons to believe that negative oil prices might reappear.

Most of the time, finding storage availability is easy for the suppliers. According to
Puranik of GlobalData, “Lack of demand is weighing on liquid storage, which is now
edging towards full capacity. Consequently, oil producers and traders are turning to
oil tankers as floating storage, thus leading to a surge in tanker chartering rates”
(GlobalData 2020).

The COVID-19 pandemic has had a severe impact on air travel (Reed 2020). At the
beginning of pandemic, individual behavioral changes took place, such as fear-induced
aversion to workplaces and other public gathering places as well as people stopping
driving. However, when the lockdown eased, an increase in traffic congestion was
apparent. As soon as Wuhan (the PRC) lifted its 76-day lockdown, traffic jams returned
to normal. In fact, roads are even more congested since people are wary of using public
transport. The disruption is persistent and depends on people’s attitude: do people want
to travel on planes and so on?

If the oil demand cycle remains low for longer, that means a longer-term impact and a
huge impact on investments in exploration and production. Royal Dutch Shell is cutting
dividends for the first time since World War Il. The depth of the crisis is showing that
there is no return, but the situation also depends on how people behave. In addition, the
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oil supply chain will change. Some firms will not survive. There is a critical risk for supply
chains.

Oil experts have stated that there will be no return to normal (Barbosa et al. 2020).
Clearly, the present time is a defining moment of “restructuring.” The supply chain will
gain a new shape, and new opportunities for large oil companies and private equity firms
will arise. However, oil service providers as well as refineries will face exposure
to the worst of the crisis. “The current disequilibrium in global energy markets is a signal
that the post-COVID-19 new energy normal would be characterised by a more uncertain
future for the oil and gas industry. To a certain extent, the COVID-19 Pandemic has and
will reshape of our energy future. The oil and gas industry will experience short and long
term impacts from the crisis to which it will have to adjust, with the potential for future oil
demand to be significantly reduced from pre-pandemic forecasts” (Kalyuzhnova and Lee
2020: 174).

The Caspian region remains a key transportation and logistics route. The COVID-19
pandemic coupled with substantially depressed energy prices is putting additional
financial pressure on the Caspian governments, which are struggling with the deep
medical challenges that the pandemic has created. The reality confronting the region
is that medical threats do not recognize borders; nevertheless, overcoming the
challenges that the pandemic has created requires cooperation and ability from the
leaders of the region. The collateral engagements and honesty in recognizing the
problem of the pandemic will be preconditions for victory.

6. CONCLUSION AND POLICY RECOMMENDATIONS

To make the Central Asian economies more diversified and competitive, good
transportation routes are necessary. Thirty years ago, all roads, railways, and pipelines
from Central Asia ran north to the Russian Federation. Since the 1990s, new pipelines
and transport routes have become available, increasing the trade partner options for
Central Asian producers and consumers. The Caspian region has reached a critical
crossroads in politico-economic terms, and now it must decide which transportation
directions to take. The future success of the countries in the region will depend on
whether they can take advantage of the opportunities.

The economic impact of COVID-19 has been significant, and it will reverberate for
the next few years. Some Caspian countries, like Iran, are among the hardest-hit
economies; however, the fallout is also already apparent among all the Caspian states.
Since the end of the resource boom (2014), the Caspian countries have banked on trade
with their immediate neighbors as a stopgap remedy for their economic needs. This
policy of prioritizing trade and other economic ties with immediate neighbors
came under even more pressure due to COVID-19. Therefore, the issue of the
establishment of new trade corridors in the form of pipelines and railway lines, focusing
on trans-Caspian links, is even more important at present.

Central Asian countries recognize the desirability of economic diversification. The
improved Eurasian connectivity with new pipelines from the Caspian countries to the
PRC and to the Mediterranean and new rail services from the PRC to Europe, Iran, and
other destinations provide a window of opportunity for achieving this goal. To take
advantage of the new transport options, including the trans-Caspian corridor, Central
Asian countries need to implement domestic policy reforms that will make it easier to
start new businesses and to trade across borders. Additionally, the region will benefit
from common approaches to international trade, embodied in WTO and WCO
commitments, and from regional cooperation through organizations such as CAREC.
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