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Introduction

The Belt and Road Initiative (BRI) announced
in 2013 by President Xi Jinping has been
widely acclaimed. However, in some quar-
ters the support has been tempered by wor-
ries as to China’s underlying geostrategic
ambitions, uncertainty regarding longer-
term economic benefits, and a concern that
BRI would burden participating countries
with debt. Five years later with many
billions of dollars committed, the initial
euphoria has partially dissipated. Several
participating countries are taking a closer
look at the potential gains from BRI projects
and weighing them against the financial,
political, and social costs that are becoming
more apparent.

While few Asian policy makers doubt
that additions to transport, telecommuni-
cations, and energy infrastructures could
enhance economic performance and social
welfare, there is an increasing realization
that not all projects generate a positive re-
turn. In order to service loans from Chinese
institutions, infrastructure services must
give rise to tradable activities that stimulate
growth and enlarge export earnings. As
BRI-related spending gathers momentum,
a much closer scrutiny is warranted both of
projects entering the pipeline and of projects
that have been completed to determine how
they can contribute to sustainable growth.

The purpose of this paper is to identify
the factors that will affect outcomes from
BRI for China and participating countries
and suggest how the overall benefits from
infrastructure could be maximized. The
paper focuses on the Central Asian countries
that lie along the Silk Road Belt connecting
China with the European Union to explore
the spillovers from BRI and to illustrate how
additional spending on infrastructure can
be most advantageously woven into devel-
opment strategies.

East Asia’s Infrastructure Gap

Economists and policy makers have been
worrying over Asia’s infrastructure gap
for almost two decades. A 2005 report co-
sponsored by the Asian Development Bank
(ADB), the World Bank, and the Japan Bank
for International Cooperation (2005) called
for spending in East Asia alone of $200 bil-
lion annually through 2010. According to a
more recent ADB (2017) report, Asia should
invest $1.7 trillion in infrastructure each
year through 2030 if growth is to remain on
track. Power and transport could absorb 52
percent and 35 percent respectively (Chan
2018). This amount is more than twice the
estimate that ADB announced in 2009 ($750
billion) and also far in excess of the $881
billion that Asian countries are currently
investing. Presumably the numbers will
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keep rising in reports to come. While these
are ballpark figures and may be pitched a
little too high, there can be little doubt that
the demand for infrastructure services in
many Asian countries exceeds supply. With
incomes, urbanization, and trade all trend-
ing upwards, demand can only increase.
Moreover, climate change calls for the
building of more resilient infrastructures
that will undoubtedly be more costly.

Enter BRI

With so much talk of infrastructure in the
air, China’s BRI is seen by many as adding to
the pool of resources available to narrow the
infrastructure gap in some areas—mainly
transport and power generation. The scale
of BRI-related spending proposed by the
Chinese has contributed to the buzz about
the initiative. A trillion dollars, much of it
from Chinese sources, is a number that has
been frequently aired—although according
to some, the actual spending might exceed $4
trillion. Even the lower figure would be far in
excess of the Marshal Plan, which in current
dollars amounted to about $130 billion.

The intention to create a Land bridge
through Central Asia has generated high
expectations both in China and in the close
to 70 participating countries. By helping to
reduce the infrastructure shortfall in the
economies along the envisaged routes,! the
Silk Road Economic Belt could significantly
reduce shipping time costs, enhance con-
nectivity, and, over time, spur economic
growth. Sea-borne freight from China that
takes 30 or more days to reach a Northern
European port could be sent by rail to des-
tinations in Germany and beyond within 15
to 20 days. The cost per container would be
much higher, but with time-sensitive goods,
shortening the time to market confers com-
petitive advantage.
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Substantial sums have already been
committed by the Chinese government, by
policy banks such as the China Develop-
ment Bank (CDB), by China’s provincial
entities, and by the state enterprise sector.
Altogether, more than $400 billion might
have been committed, although how much
is specifically for BRI projects launched since
2014 is unclear. Unlike the monies disbursed
by the Marshal Plan, which took the form of
grants and required recipients to undertake
reforms, BRI projects are financed through
loans, usually backed by sovereign guaran-
tees (Makocki 2017), with few if any strings
attached. The absence of explicit condition-
ality (including the awarding of contracts
to Chinese firms that make use of Chinese
labor and support for China in international
fora) is attractive to borrowers. However, the
obligation to service the loans could easily
become burdensome if projects generate low
returns—and not only for borrowers.

Starting with an initial shipment by
Foxconn from Shenzhen to Europe in 2008,
rail services have increased in frequency.
A weekly service from Shanghai to Duis-
burg that commenced in 2009 was followed
in 2011 by another weekly service from
Chongging transporting container loads of
laptops, printers, and auto parts (Hillman
2018b). Since then the rail traffic along the
Belt has boomed, with a number of routes
being tested. By the end of last year, the Land
bridge connected 35 cities in China with 34
European cities, with daily service between
Chongging and Duisburg. In 2017, there were
1,470 direct freight services between China
and Europe and 730 going in the opposite di-
rection. Along with increased frequency of
rail shipments, there has been growth in the
volume and variety of goods transported in
heated or refrigerated wagons.

Growth in traffic can be traced to a
number of factors. One is the emergence
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of Eurasian value chains for electronic
products, transport equipment, and others.
High-value parts continue to be air shipped
but there is an intermediate range of prod-
ucts that can be cost-effectively transported
overland. The relocation of some manufac-
turing from China’s coastal region to its
central provinces has encouraged produc-
ers to seek alternative transport corridors
to China’s principal trading partner, the
EU. Once the viability of the land route
was established, costs have been whittled
down by the rising number of scheduled
rail services and the volume of shipments.
Chinese subsidies ranging from $1,000 to
$7,000 per container have cut costs even
more. Trade facilitation by countries all
along the Land bridge have brought down
delays at border crossings, although there
remains room for improvement as reflected
in the low Logistics Performance rankings
of countries along the Silk Belt.
Intermediaries such as freight forward-
ers and couriers have contributed to the
efficiency of shipping services by arranging
partial container loads and multi modal con-
nections to destinations throughout Europe.
This has vastly expanded the catchment area
served by the Land bridge (Pomfret 2018).
There is a body of research that broadly
endorses a positive relationship between
transport infrastructure and growth. Im-
provements in transport can enable regions
to tap global growth opportunities. For
landlocked countries, transport takes on
an even greater importance. However, such
investment has not always delivered, as is
evident from the experience of southern
Italy, other parts of southern Europe, and
China. As the development of the Land
bridge proceeds, it is clearly vital for both
China and its Asian partners to carefully
identify the benefits over the short term
and the long haul and also weigh the costs.
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BRI through China’s Lens

From China’s perspective, BRI is attractive
on several counts. It enables China to utilize
surplus capacity in its construction sector,
including industries that produce construc-
tion materials, transport, telecommunica-
tions, and power-generating equipment. By
one count, 89 percent of all Chinese-funded
contracts have gone to Chinese companies
(Hillman 2008a). This production and
increased exports to Central Asia can help
sustain growth at levels targeted by the Chi-
nese government. Moreover, some of these
investments will generate demand for ser-
vices, parts, and upgrades far into the future.

BRI enables China to diversify and
secure its supplies of petroleum products.
Newly built transport infrastructure shaves
the time required to ship goods to markets
in the Middle East and Europe, which en-
hances the competitiveness of China’s exports.
It could also facilitate the industrialization of
China’s Western Provinces and multiply the
number of better-paid jobs for the poten-
tially restive Uighur local population.?

By tightening connectivity and trad-
ing links with countries participating in
the initiative, China builds reputational
capital, brands its investments throughout
the Eurasian region, and promotes the in-
ternationalization of the renminbi. Down
the road, BRI can be a valuable means
of accumulating ‘soft power” by way of
cultural and educational exchanges® and
multimedia cooperation. BRI in conjunction
with China’s many bilateral and multilateral
engagements—including the creation of
two multilateral banks—can further raise
China’s profile on the global stage.

There are longer-term strategic gains
to be derived from BRI as well. The link-
ages, alliances, and transport corridors
created by BRI could erase China’s sense of
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encirclement and enlarge its sphere of influ-
ence. A string of port facilities? leased by
Chinese companies will permit the Chinese
navy to maintain a presence in the Indian
Ocean, safeguard the passage of maritime
traffic bound for China,® and extend its
reach to East Africa and the Middle East.
These are some of the benefits that
China could realize from BRI. But some
downsides are becoming apparent as proj-
ects proceed in several countries. These
include regulatory bottlenecks, rising costs,
problems of land acquisition, the slow
disbursement of funds, issues with project
execution, uneven observance of environ-
mental safeguards, workforce issues related
to wages and work environment, a change
in the political receptivity to Chinese invest-
ment (Voices on Central Asia 2018), and local
resistance to Chinese presence (Economic
Times 2018).° Rising external indebtedness
is already a worry for some Asian countries.
The Lao People’s Democratic Republic, Sri
Lanka, Pakistan,” Myanmar, the Maldives,
and even Malaysia could struggle to service
their loans from Chinese institutions a few
years hence.® In other words, the up-front
cost of BRIis large and the long-term payoff
is uncertain, both economic and political.’
From China’s perspective, as Doig (2018, p.
59) observes, “Strategic projects aren’t neces-
sarily designed to turn a profit—they may
be written off as loss leaders in service of a
longer-term goal. For China, these losses are
baked into the budget. But for the poorer
countries partnering with China to build
them, the debt amassed when big dreams
become white elephants can be ruinous.”
Through its widening involvement in
so many countries, China might be risking
overreach and underestimating the associ-
ated economic and political costs (Chellaney
2017, Chang 2018). It is a middle-income
country with an aging workforce that is
transitioning towards a slower-growing,
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services-centered economy. Although high
domestic savings plus trade and current
account surpluses provide China with the
resources to finance its overseas activities,
there are a few worrisome clouds on the
horizon. Rapid growth of credit fueled
in part by shadow banks, a high level of
domestic indebtedness (Lan 2017), and an
overheated housing market are contributing
to the fragility of the banking sector (Bloom-
berg News 2017). Growth of global trade
that partially underpins China’s economic
performance has slowed and could slow
further were trade barriers to rise. Under
these circumstances, an accumulation of
nonperforming external assets could tip
the financial system into crisis (Chan 2018).
Chinese foreign investment and deepening
overseas presence has political and social
implications as well. It can give rise to pres-
sures and expectations that China’s firms
and government will have to cope with. The
frictions that can arise are already apparent
from the disputes with regard to trade, FDI,
acquisition of agricultural land in Central
Asia, real estate, and labor practices.

How BRI Could Impact Central
Asia: External Factors

Ultimately the success of BRI will depend
upon the gains accruing to participating
countries. Infrastructure development that
pulls in domestic and foreign investment
could lead to higher and sustainable levels
of growth plus increased export earnings. If
50, China’s loans to BRI participants will be
repaid and its reputation will soar. If returns
are meager and many projects are delayed
or prove to be costly failures, all parties
could suffer both economic losses and high
political costs. The outcome will depend
upon external developments and others
that are internal to Central Asian economies
and to Pakistan, which is a focus of a large
volume of BRI-linked investment.!
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One external development of conse-
quence will be the volume of merchandise
trade between Central and East Asia and
the EU. This will hinge upon the growth
of European demand for the sort of goods
that can be cost effectively shipped by rail.
The rapid aging of populations in European
countries and stagnating factor productiv-
ity suspends a question over future rates of
GDP growth, and of material consumption
that could support rising imports from Asia.

Second, some of the evidence com-
ing to light suggests that global value
chains (GVCs) are likely to shrink as both
China and the European countries local-
ize the production of some intermediate
manufactures aided by advances in factory
automation. China’s 2025 Plan envisages
the increasing localization of a range of
hi-tech and medium-tech products, which
will reduce its imports. Quite possibly this
development will be paralleled by similar
import-substituting measures in other
countries. Under a worst-case scenario, this
and other international tensions could very
well lead to a reversal of globalization with
East-West trade stagnating or even entering
a decline. Other scenarios based on recent
trends project a continuing rapid increase
in freight volumes.

A third development is the likely trans-
formation of automobility once autonomous
vehicles come into widespread use and
car ownership becomes less desirable or
necessary. The era of autonomous, largely
electric vehicles and the commodification
of the auto sector could result in the entry
of new producers and greater localization
of auto production. Electric vehicles use a
third as many parts as do cars that rely on
combustion engines. Many of these parts,
the storage systems, and the software can
all be produced locally, in western countries
or China, and would depend less upon
transcontinental value chains.
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A fourth development that could af-
fect the traffic of goods across the Land
bridge—albeit modestly—is the opening of
the Northern Arctic Route. Year-round traf-
fic along this route will be feasible once the
polar ice thins and melts, more icebreakers
are put to work, and ships certified for the
Northern passage are brought into service.
This route cuts the time required for a ship
sailing from Shanghai to Rotterdam to less
than 10 days. The shallow bathymetry of
this route and few ports along the way
means that the volume of freight traffic is
likely to be limited, but it will emerge as a
competitor to the Land bridge (Maritime
Holland 2018).

Fifth, the spread of digital technology
is impinging on international trade as well.
More business is being conducted online
and digital platforms enable small and me-
dium enterprises (SMEs) to offer a widening
array of products and services to customers
abroad." These include the digital transfer
of books, games, magazines, and music, as
well as the marketing of other products.
Numerous services are also offered online:
payment, financial, IT, educational, medical,
and engineering services. Advances in data
collection and analysis are allowing services
providers to add more value to tradable
manufactures. For instance, post-sale pre-
dictive monitoring, troubleshooting, and
software patches that enhance efficiency
can now be delivered online.

Finally, digitization is improving the
logistics and resilience of GVCs (Meltzer
2017). Cross-border digital trade!? has risen
by orders of magnitude since 2010. McKin-
sey estimates that about 12 percent of global
trade in goods is conducted via e-commerce
(Manyika et al. 2016). Assuming that restric-
tions on Internet access and cross-border
data flows can be contained,’® digitization
should boost the trade of both goods and
services and facilitate the entry of firms.
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In short, external developments could
have both positive and negative effects on
the flow of trade along the Land bridge and
the nature of this trade.

BRI Seen from the Inside

Factors internal to Central (and South) Asian
countries, along with external develop-
ments described above, will determine the
benefits from BRI investments. Experience
has repeatedly demonstrated that the bank-
ability of transport and energy projects is
often difficult to assess ex ante, which is
why attracting private investment in the
absence of government guarantees and
subsidies is so difficult. Forecasting demand
and revenue streams far into the future is
tricky, and past experience is not a reliable
guide especially when there is so much tech-
nological change in the offing. During the
construction phase projects can lift growth,
but this can fade soon after. Research shows
that the average infrastructure project is
unlikely to deliver a positive risk-adjusted
return (Ansar et al. 2016).

China’s own experience is instructive.
Counties and cities along historical trade
routes have higher levels of GDP. Massive
investment in surface transport starting in
the 1990s has helped to integrate the domes-
tic economy, decentralize manufacturing,™*
and reduce the cost of transport and logis-
tics from over 20 percent of GDP to under
15 percent. But the impact of additions to
transport infrastructure on GDP has been
small and hard to disentangle from other
factors (Banerjee, Duflo, and Qian 2010).

In the Chinese case, transport sup-
ported the manufacturing economy and
exports. But few if any countries are likely
to grow their manufacturing industries the
way that China did. It would seem from the
several recent reports and academic publica-
tions that the heyday of manufacturing has
passed. While it can contribute to economic
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performance, manufacturing will play a
modest role as a share of GDP and a source
of growth. At its peak in 1980, manufactur-
ing accounted for close to 40 percent of
China’s GDP. It is currently 29 percent and
gradually declining. The share of manu-
facturing in Kazakhstan is 12 percent, 16
percent in Kyrgyzstan, and 13 percent in
Pakistan and the Russian Federation.'> The
downward trend is global. Few countries
and in particular mineral-rich countries are
likely to imitate the export-led performance
of East Asian economies and ship large
volumes of manufactures to their neighbors
and advanced countries.

Extracting Value from BRI

In light of these trends four questions come
to mind. First, how might the Land bridge
created by BRI linking China with Europe
and the Middle East benefit Central Asian
countries? Second what sort of spillover
effects could one expect from the new
rail, road, and pipeline infrastructure that
connects Central Asia with many cities in
Europe and China? Third, what sort of ac-
tivities could be clustered at hubs along a
transport corridor? And fourth, how might
policy actions facilitate the emergence and
growth of firms producing tradables that
would exploit the opportunities created by
the Land bridge? These questions are key
because the real payoff from BRI would be
the emergence of new tradable activities that
add substantial value and give rise to export
revenue streams.

There is no doubt that the faster move-
ment of goods and a decline in costs result-
ing from improved rail infrastructure would
be a plus when supplemented by facilitation
at border crossings that cuts delays.!® This
is already happening in Kazakhstan, which
moved up the Logistics Performance Index
(LPI) from 88 position in 2013 to 77" in
2016.17 Parallel improvements in countries
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along the BRI corridor would further reduce
shipping delays.

The extent to which BRI-linked invest-
ment expedites shipments from Central
Asia is unclear. However, a payoff becomes
more likely as the network connections
in Europe, the China—Pakistan Economic
Corridor (CPEC), the Middle East, and
eventually Southeast Asia multiply (Pomfret
2018). About a quarter of world trade is be-
tween countries sharing a land border and
one half of all trade is between countries
within a 3,000 km radius (Li and Schmerer
2017). The one catch that raises costs is the
imbalance in trade between China and Euro-
pean countries, which results in a backhaul
problem as one half of the containers return
empty. Chinese subsidies of up to $7,000
per container offset the additional cost to
the shippers. This problem will not recede
soon and it undermines the competitiveness
of rail transport. Once the Northern Arctic
route is available for shipping for most or
all of the year, the advantages of using the
rail corridor will diminish for Chinese firms
along the coastal belt.

Logistics Hubs with
Industrial Clusters

For Central Asian economies and Pakistan,
larger gains would accrue from spillovers
that lead to cluster formation at hubs. For ex-
ample, in the EU, every job in the rail trans-
port sector gives rise to more than one job
in other activities such as manufacturing,
finance, food, wholesale, and construction.

Successful logistics clusters can play an
important role in local economic develop-
ment. Examples are the cluster in Zaragoza,
Spain and the cluster that has grown around
FedEx’s hub in Memphis, Tennessee (Sheffi
2012). Thriving clusters have emerged in
these locations for a variety of reason,
including a central geographic location.
Zaragoza is equidistant from Spain’s four
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largest cities and close to Spain’s Atlantic
and Mediterranean ports. Memphis likewise
is strategically located in close proximity
to major population centers along the east
coast of the United States. Moreover, both
Zaragoza and Memphis enjoy good weather
year-round.

Both hubs stand at the intersection
of major transport routes that confer the
advantages of multimodal options for ship-
pers. Thanks to FedEx (and UPS), Memphis
Airport now handles more cargo than any
other U.S. airport. Memphis is also a rail,
truck, and barge hub, the latter because of its
flood resistant central location. Zaragoza is
likewise well served by major highways and
rail lines that connect with pan-European
networks.

Neither city would have become a hub
without the initiatives taken by local au-
thorities to work with logistics companies
to build physical infrastructure, make avail-
able land for warehouses and businesses,
and offer incentives for major anchor firms to
locate near the airport. Zaragoza was able to
attract the garment giant Zara and Memphis
has pulled in companies such as Flextronics.
Collaboration among firms that can gravi-
tate to a logistics hub has the making of a
virtuous spiral because so many activities
are common to many firms. Such activities
go beyond the moving of boxes and include
the picking, sorting, and loading of goods,
as well as transporting, tracking, unloading,
and delivery.

Manufacturing and trade are becom-
ing more services intensive. As a result,
logistics hubs have begun attracting many
value-adding activities beyond freight for-
warding, courier, and related services. For
example, hubs can stage the assembly, repair,
or refurbishment of equipment. Retailers
can get their products tagged, packed, and
prepared for display at the hub. Garments
manufacturers can undertake post-produc-
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tion operations following bulk delivery,
including kitting, labeling, and packaging.
Food products can receive specialized pack-
aging and labeling at hubs; concentrating
such operations in a central location can be
a draw for firms that manufacture packag-
ing material.

Once a logistics cluster takes off, the
impact on the local economy can be large.
For example, the airport contributes $24 bil-
lion or more to the Memphis economy and
directly or indirectly is responsible for a
quarter of the jobs.'® And as a cluster grows,
the variety of jobs increases and there are
greater opportunities for career mobility.

Harnessing BRI’s Potential

How might Central Asian countries use BRI
to diversify their economies and evade the
resource curse? Consider the example of Ka-
zakhstan, the largest country in the region in
terms of land area. As noted above, the gains
could arise from the emergence and growth
of value-adding tradable activities, whether
atlogistics hubs or elsewhere in the country.
The Khorgos Dry Port’ on Kazakhstan’s
border with China (close to the Khorgas in
China) and its adjacent industrial park is a
start at creating a logistics cluster. Rapidly
increasing rail traffic through Altynkol sta-
tion is encouraging as is the prospect of
greater truck traffic. But currently much of
the activity at Khorgos involves the transfer
of containers between Chinese and Kazakh
railcars.?’ These need to be complemented by
higher-value services and more diverse ex-
ports. When Kazakhstan begins exporting
a variety of non-resource-based products, it
will maximize the time-saving gains from
the Land bridge.

The challenge for Kazakhstan and other
Central and South Asian countries is to
exploit the opportunities presented by BRI
to diversify into higher-value tradable prod-
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ucts and services. Currently, the freight con-
tainers heading westwards carry electronic
equipment, auto parts, garments, and other
consumer items largely from China. Some
fraction of these are destined for markets
in Central Asia and Iran. Looking ahead,
it is the traffic in high-value, time-sensitive
goods for European markets that will deter-
mine the growth and profitability of trade
along the Land bridge.

Actions taken to maximize the spill-
overs from BRI investments will be critical.
Transport infrastructure can crowd in new
activities but generally this requires comple-
mentary measures by governments that
make it easier for firms to enter and existing
firms to grow.

The Land bridge is creating opportuni-
ties for Central Asian economies to diversify
their tradable activities and lessen their
reliance on the export of resource-based
products. Exploiting these opportunities
calls for a coordinated, strategic, and hard-
nosed approach to developing transport and
other infrastructures. This should factor in
the likely future trends in urbanization, in
particular with reference to the major cities
where most of the economic activity will be
concentrated. A clear division of responsi-
bility between the public and private sec-
tors that enlarges private participation can
stimulate entrepreneurship and mobilize
capital as well as expertise.

The state can improve planning, gov-
ernance, project execution, and delivery of
infrastructure services by making full use
of new tools to gather and analyze data.
Digital technology can strengthen govern-
ment’s capacity to extract the maximum do-
mestic value from opportunities presented
by BRL It can also minimize the likelihood
that resources will be wasted by building
infrastructure in the wrong places—e.g. in
areas that will be depopulating for example.
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SMEs as Growth Enablers

The real measure of success at exploiting
investment in transport and logistics will
be the entry and growth of firms producing
tradables, be they goods or services. In this
context, the SME sector has rightly attracted
attention. It has potential but development
has lagged, particularly of SMEs producing
for export. For example, in both Russia and
Kazakhstan, SMEs account for about a fifth
of GDP with a focus on retail trade, services,
and agriculture—mostly low-value-adding,
low-risk activities (Ministry of Economic De-
velopment of the Russian Federation 2015).
There appear to be few so-called gazelle
firms that are fast growing, have entered
the international market, are innovative, and
generate net employment.

Because SMEs account for the major-
ity of firms and can serve as the drivers of
growth as infrastructure bottlenecks are
eased, it is vital to enhance their dynamism.
The slow growth of Southern Europe?! is in
part due to the low and stagnant productiv-
ity of SMEs.?? Encouraging new entry and
raising productivity and innovativeness of
SMEs should be the priority. Improved in-
frastructure services including broadband
can boost productivity. Digital technologies
and access to cloud computing has already
lowered barriers to entry and enabled more
start-up activity with the minimum of
capital investment. Online retailing and the
collection of data from countries along the
Belt will also confer advantages.

Greater access to financing is another
key enabler. Financing receives a lot of at-
tention in reports by multilateral agencies
and others. It is a problem that is common
to many if not all countries almost irrespec-
tive of the state of the business environment.
Small firms in the U.S. complain of access to
financing as they do in European countries.
Most SMEs rely on own resources and those
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of family and friends. The spread of Fintech
suitably incentivized (and regulated) and the
ability of lenders to assess risk using Big Data
will ease constraints, as it is doing in China.

SME competitiveness and the growth of
firms into regional or global players is also
hampered by three other factors: manage-
ment, skills, and innovation capacity. A great
deal of research suggests that firm-level
productivity is closely linked with manage-
rial capability. A McKinsey study of firms in
Europe, India, and China concludes that a
single-point improvement in management is
equivalent to a 25 percent increase in a firm’s
workforce or a 65 percent increase in invested
capital (Bloom et al. 2005). Management
quality also explains 25 percent of the dif-
ferences in firm-level productivity between
the United States and European countries
(Bloom 2014). Increasing managerial pro-
fessionalism would seem to be one way of
making SMEs more competitive and better
prepared to pursue opportunities abroad.?

Managerial professionalism needs to
go hand-in-hand with the upgrading of
in-house skills and the use of specialists
drawn from consulting firms and univer-
sities to efficiently assimilate technology.
Most SMEs do little or no in-house training.
The wages, benefits, and career prospects
they offer frequently do not suffice to at-
tract skilled workers. As a consequence,
productivity suffers; so also does the ability
to utilize superior production methods and
digital technologies. Subsidies and publicly
funded vocational training programs offer
partial solutions. And of course, professional
management can enable SMEs to escape
low-level traps.

Deliberate efforts to cultivate innovation
may be needed in order to create a subset of
SMEs that are export oriented, and that could
grow into gazelles or even unicorns similar
to the German Mittelstand. The essential
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ingredients of a system that can nurture
an innovation culture are reasonably well
understood. These include an internation-
ally connected, large urban center with a
deep labor market, research universities,
supportive local governments providing
good-quality public services, the presence of
an industrial base that can serve as a foun-
dation for the emergence of other activities,
a financial network that can be a source of
risk capital, an open and diverse social en-
vironment, and the presence of one or more
anchor firms, domestic or foreign. The list
is long, and not all of these conditions need
to be satisfied simultaneously. Even when
most of them are met, it is not inevitable that
an innovation spiral will ensue. Yet looking
ahead, Kazakhstan’s long-term growth per-
formance will rest on the innovativeness of
its firms, the ones exporting digital products
and services via the Internet and others
exporting goods both East and West along
the Silk Road Belt.

Concluding Observations

The correlation between transport infra-
structure and economic growth, at least
during the construction phase, raises expec-
tations for growth from the Silk Route Land
bridge. By connecting a host of cities in Eu-
rope and Asia, the Belt promises to support
the growth of trade and the development of
urban hubs along the way. These hubs could
become the focus of clusters producing
exportable goods and services. How much
development takes place will be a deter-
mined by external factors that will influence
the demand for exports from Central, South,
and East Asia. Although the growth rate of
trade projected by several commentators is
optimistic, some of the trends and the likely
evolution of GVCs point in the other direc-
tion. But I could be wrong.
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Irrespective of whether export prospects
are bright or only average, the Land bridge
will deliver the desired growth outcomes
only if projects are carefully selected and
complementary measures are taken that
stimulate private investment in productive
activities. One important source of growth
will be a subset of trade-oriented SMEs that
are well managed, relatively skill intensive,
and innovative. There is no foolproof policy
formula to create dynamic SMEs, some
of which can mature into gazelle firms.
Fortunately, international experience has
identified a number of policy directions.
With the help of transport infrastructure,
these policies could enable countries along
the Silk Road Belt to diversify industry and
sustain a higher growth rate.

Whether such traffic does indeed grow
will depend on developments that could
transform key manufacturing industries
such as autos, electronics, medical devices
and implants, garments, and aerospace.
Automation, 3D printing, and the industrial
Internet of things could lead to much more
localization of production in European
countries, an emphasis on just-in-time de-
livery, and a sharp decline in inventories as
aresult of advances in additive manufactur-
ing. Competition from the Northern route
and air transport could also intensify.

Longer-range thinking is needed about
which industries to incentivize. The best
choices would help fill the containers trav-
eling in either direction along the transport
corridors created by BRI and provide sup-
porting services. When it was announced
five years ago, BRI promised a welcome boost
to growth and trade. But the enthusiasm for
globalization is beginning to ebb and new
technologies are transforming both produc-
tion and distribution. It is therefore desirable
to take a harder look at BRI projects to ensure
that they generate a high-enough return.
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the Maldives. (See Japan Times 2018; Manning
and Gopalaswamy 2018).

5. The traffic in energy and raw material is the
focus of China’s interest as its dependence on
Middle Eastern and African sources increases.
Energy security is a constant in China’s overseas
diplomacy (Pearcy 2013).

6. More recently, the newly installed Malaysian
government of Mahathir Mohamed has proposed
to cancel a number of expensive transport projects
and review other Chinese investments (Ming and
Tan 2018; Shukry and Ho. 2018).

7. Faced with a foreign currency crisis in mid-
2018, Pakistan is reluctant to turn to the IMF
because it would need to divulge the terms of its
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CPEC contracts and the outlay involved —expendi-
ture (and terms) that it would have difficulty justify-
ing given the uncertain benefits and the state of the
country’s finances (Bokhari and Stacey 2018, p. 4).

8. Morris (2018); see also Silk Road Briefing
(2017), which conveys warnings for China about
significant risks in BRI-participating countries.

9. Central Asian countries also have to worry
about the “resource curse” —that is, increasing
dependence on resource-based exports—as well
as dependence on Chinese capital.

10. The China Pakistan Economic Corridor
(CPEC) calls for investment of over $60 billion in
transport and energy infrastructure.

11. Manyika et al. (2016) assert that in 2016,
flows of data and information generated more
economic value than the global goods trade.

12. Lund and Manyika (2016) explore how
digital trade is both facilitating and transforming
globalization.

13. The demand for data localization is grow-
ing as countries become increasingly wary of
data breaches and how data transfer could affect
privacy, law enforcement and security.

14. See Baum-Snow and Turner (2017) and
Baum-Snow et al. (2015).

15. https://data.worldbank.org/indicator/
NV.IND.MANF.ZS?locations=CN-KZ-RU-UZ

16. Relative to air shipping, intercontinental
railways are 40 percent cheaper.

17. https://lpi.worldbank.org/international/
global. However, the ranking for the Russian Fed-
eration has slipped from 90 in 2014 to 99 in 2016.

18. http://www.inboundlogistics.com/cms/
article/top-10-us-cargo-airports/

19. http://multimedia.scmp.com/news/china/
article/One-Belt-One-Road/khorgos.html

20. The increasing use of automatic gauge
changing technology (first introduced in 1969)
will mean that the transfer of containers will no
longer be needed from standard gauge (1,435
mm) Chinese wagons to wide gauge (1,520 mm)
Kazakh/Russian wagons (O’'Dowd 2016; Nico-
lae et al. 2015). China is incorporating gauge-
changing technology into its high-speed trains,
including new models that can reach speeds of
400 kph (GCR 2016; Wang 2016.)

21. Pellegrino and Zingales (2017) blame Italy’s
low productivity on the slow pace of technology
assimilation by SMEs, especially of ICT. See also
Bugamelli et al. (2018).

22. The failings of the public sector might be
another cause (Giardano et al. 2015).

23. Professional management could also lead
to the growth of small businesses into larger firms
(Hurst and Pugsley 2011).
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