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Money Matters: Discussing the 
Economics of the INSTC 

ABSTRACT

INTRODUCTION  

India, Iran and Russia have decided to begin using the part-ready 

International North-South Transport Corridor (INSTC), a multimodal 

network of sea, rail and road routes between India, Iran, Central Asia and 

Russia. As the broader politics in the region undergo new configurations 

that may put to question the project's prospects, and the evolving security 

situation demands continuous appraisal, it is time to refocus discussion on 

the economics of the INSTC initiative. Not only is this a factor easier to 

evaluate—which will determine ground implementation as well as the 

corridor's present and potential scope—it is also, as this paper contends, 

the ideal angle with which to pursue the initiative. This paper examines the 

commercial advantages of a transport corridor and discusses factors that, 

if taken into consideration, strengthen INSTC's economic case. The paper 

concludes by juxtaposing the potential economic merits of the corridor 

against the broader geopolitics of the region.  

India agreed to start shipping cargo along the 7,200-km International 
1North-South Transport Corridor (INSTC) in December 2016.  Latest 

media reports indicate that the Indian public sector companies are to be 
2the first users of the part-ready corridor.
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Agreed upon in 2000 and ratified in 2002 by the three founding 

members, India, Iran and Russia, the original multimodal route—from 

Mumbai in India to Bandar Abbas and Bandar-e-Anzali in Iran, then across 

the Caspian Sea to Astrakhan, Moscow and St. Petersburg in Russia—had 

not seen much traction given sanctions on Iran. Recently, however, the 

INSTC project has moved forward with Tehran back in the international 

fold and the 2016 agreement on Chabahar port ― which will likely be 

tapped as a second, or alternative, to the Bandar Abbas port. Countries that 

have subsequently joined the regional project, in particular Azerbaijan, 

have been eager to connect to the INSTC and are pursuing projects that 

seek to diversify the original route. A dry run conducted in 2014 pointed to 

an alternate route using Azerbaijan's capital, Baku, as a transit point 

between Iran and Russia. Trial runs conducted in August 2016 also ran 

through both Iran and Azerbaijan. Goods will be shipped to the southern 

Iranian port of Bandar Abbas and will arrive in Russia through Azerbaijan 

via trains and trucks, avoiding the need to be shipped across the Caspian 

Sea as planned initially. Baku is being developed as a transport hub. 

Figure 1: The new route versus the old 
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The Azerbaijani and Iranian rail networks are in the final stages of 
3 4being linked together  after an agreement  was recently signed by the 

leaders of Iran, Russia and Azerbaijan to establish a transport corridor 

linking the three countries. Earlier in March 2017, the three countries 

agreed to cut tariffs in a bid to encourage trans-border trade via the INSTC. 

Other routes through Kazakhstan and Turkmenistan are also under 

consideration (among them, the Kazakhstan-Turkmenistan-Iran railway 

link). Countries in the region are also building bilateral railway 

connections, as is the case between Armenia and Iran. Further, with India 

linking up with Myanmar and Thailand by road with the development of 

the Trilateral Highway, there exists a likelihood for a longer transport belt 

that connects Southeast Asia to Europe through the INSTC. Equally 

noteworthy is the interest in developing the INSTC in the western 

direction: the German railway company Deutsche Bahn has expressed 

interest in using the INSTC to deliver goods from Europe, though 
5Azerbaijan, to Iran.  More recently, in January this year, Estonian Foreign 

Minister Sven Mikser also expressed interest in joining the INSTC; his 
6office has already begun negotiating with current members.

7Figure 2: The connectivity mosaic across Eurasia  
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Effectively, there are several existing, planned and under-construction 

routes, some of which link up to the original INSTC, that are forming a 

network of connectivity across the Eurasian landscape (Figure 2). 

This emerging, larger mosaic of routes and railways means a greater 

web-like connectivity in Central Asia that India will finally be able to access 

through Iran. India's decision in March 2016 to accede to the Ashgabat 

Agreement, which aims to establish an international transport and transit 

corridor linking the Central Asian countries to Iranian and Omani ports, 
8will “synchronize [New Delhi's] efforts to implement the…INSTC”  and is 

testament to its desire to 'Act West' and enhance trade and commercial 

interaction with the landlocked region. Specifically, India will gain access 

to raw materials and be able to enhance energy ties that could help 

diversify its imports and advance its long-term interests vis-à-vis crude oil 

and natural gas. India will also have the opportunity to fulfil the potential 

of current markets and cultivate future ones. Importantly, the INSTC will 

allow India to bypass Pakistan, a neighbour with which it has contentious 

relations and is not currently, nor in the near future, a viable option as a 

transit country. 

Moreover, in November 2016, the first Chinese shipment of goods 

successfully passed from the north to the south of Pakistan before being 

shipped from Gwadar port towards destinations in the Middle East and 

Africa. It is likely that the launch of the first set of goods from Gwadar, a 

competitor to Iran's Chabahar port that India is invested in, played a role in 

the decision to officially begin using the INSTC. (Given that the INSTC 
9

found but mild mention in the joint statement  issued following the Modi-

Putin meeting in early November 2016, it is likely that the Gwadar port was 

a major determinant in India's decision to start using the INSTC the very 

next month.) The link between Chabahar port and the INSTC is explored in 

latter sections of this paper.

These advantages and motivations for India underscore the need for 

New Delhi, as the country begins to use the INSTC, to fully evaluate the 

4
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economic rationale of a venture that primarily speaks to commercial 

reason. Two contextual factors heighten the necessity: 1) regional 

connectivity in previously less-connected spaces, such as Asia, is being seen 

as a means to continue domestic development as traditional heavyweight 

trade partners in the West continue their slow and uncertain recovery; and 

2) as the evolving politics in the region push New Delhi to re-examine what 

tangible geopolitical capital it stands to gain from this initiative, it may be 

the smarter option to recommend the INSTC on its economic merits. 

The following exercise will help understand the present and potential 

scope of the INSTC, and thus its long-term prospects; strengthen 

arguments for or against its use and further expansion; and allow for a 

greater appreciation of the extent the economics of the project need to play 

a role when deliberating on the INSTC. 

The paper first looks at the commercial advantages of a transport 

corridor, seeing where the INSTC holds up and where it falls through. It 

then discusses key factors that, if borne in mind, strengthen the INSTC's 

economic rationale for India. The last section sets the conversation in the 

context of broader regional and global politics and what they mean for 

India's strategic gains via the INSTC and Chabahar port. The paper 

concludes that in an international context filled with uncertainty—and 

especially as none of the INSTC stakeholders have the economic 

wherewithal to shoulder a commercially unviable venture—the INSTC 

should be nurtured as a commercial project and the focus should be on 

reaping its economic advantages. 

A transport corridor fundamentally connects “major sources of 

trips” population centres and centres of economic activity through a 
10general directional flow.  The economic case for a transport corridor, 

therefore, lies foremost in facilitating transit and enhancing access to 

markets. The INSTC, for instance, will provide India more direct access to 

THE ECONOMIC ADVANTAGES OF A TRANSPORT CORRIDOR 

— —
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Central Asia and Russia. At the same time, it will allow Iran and Azerbaijan 

to become regional transit hubs. A second factor is the creation of regional 

supply chains—or a “consumer-producer network” across Eurasia that 

seeks to reverse, in time, the traditional model of the East as producer and 
11

the West as consumer.  Asia is projected to account for 66 percent of the 

world's middle class by 2030, who are expected to possess considerable 
12spending power.  The development of Asia as a strong consumer market 

will take time—currently, exports remain heavily westward-focused along 

existing transport routes across Eurasia. For instance, only a few China-

Europe railway routes operate in both directions, and on such routes, trains 

are returning from European cities with significantly lighter loads. In fact, 

the Chongqing-Xinjiang-Europe freight route, or the Yuxinou train, only 
13began bringing back goods two years into its service.  Returning empty 

containers along the INSTC (north to south direction) is a key concern 

recognised by various stakeholders. However, as Gleb Ivashentsov of the 

Russian International Affairs Council notes, there is a lack of information 
14 about the Indian market among Russian businesses. Moreover, 

household consumption in South Asia has increased by 130 percent more 

than the overall global figure between 2001 and 2013, and the region has 
15added more than the entire population of France as urban citizens.  

Consumer demand is thus present, and bridging the knowledge and 

communication gap could make the INSTC a true two-way connectivity 

route.

A third economic advantage comprises of shorter distances and faster 

deliveries, which translate to lower capital and overall costs: the Yuxinou 

train cited above takes on average only 14 days from departure to arrival, 

one-third the time it would take to transport the goods by sea, and one-

fifth the cost of sending goods by air. The INSTC, too, has equal grounds on 
16which to stake such commercial merit—the 2014 dry run  showed the 

newer route to be 40 percent shorter and 30 percent cheaper than the 

traditional route taken through the Suez Canal. Other available figures 

indicate that it would take half the time from Mumbai to Europe and Russia 

on the INSTC than along the sea route, and savings amount to the tune of 
17

$2,500 for every 15 tonnes of cargo.  What is more, existing railway 
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connectivity between Iran and Turkey mean that distances between 

Istanbul and Delhi, too, could be reduced (by two weeks) using the inland 

route. Turkey has already offered to provide information to link the INSTC 

secretariat to the Organisation of the Black Sea Cooperation, a regional 

grouping that, among other things, fosters trade links.   

Given cheaper costs of transportation, increased competitiveness is 

another factor that makes an economic case for transport corridors. The 

INSTC is expected to boost the competitiveness of India's trade. With 

easier access to unfulfilled markets, there is potential for not just India but 

other INSTC members to increase production and lower costs. The chances 

of this happening are higher, given the more level-playing field among 

India and the other INSTC members, than compared to, say, China's 

trading strength—especially given its current overcapacity— versus those 

of most of its trading partners around the world. And yet, as Oleg Larin of 

the Russian Institute of Strategic Studies points out, it is unclear whether 

the price of Indian goods that arrive in Russia will be cheaper than Chinese 
18

goods that still retain manufacturing competitiveness.

Another aspect of competitiveness is that of the entire route against 

other emerging overland transport corridors if missing links (such as the 

Qazvin-Rasht-Astara rail link) are built and non-infrastructure-related 

hurdles are overcome. The INSTC could compete with other corridors (such 

as China's Silk Road Economic Belt) as a transit route between Southeast 

Asia and Europe, for example. ASEAN and the EU are each other's third- 

and second-largest trading partners, respectively; the INSTC will 

functionally buttress the bilateral FTAs that have been concluded or else 

are in the pipeline. 

Lastly, shorter, faster and cheaper transport corridors could mean an 

increase in goods and services traded, which in turn implies the 

strengthening of trade and, overall, of bilateral ties between countries and 

regions. For example, the Yuxinou train that began in 2011 as a weekly 

service from Chongking to Duisburg now makes the trip eight times a 
19

week; German-Chinese trade  has doubled approximately every five years 
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between 2004-2014. The upcoming Belt and Road Summit in May this year 

will see an assessment of the direct impact of operational China-Europe 
20

trains.

It would be extremely useful to similarly calculate what impact using 
21

the INSTC will have on bilateral and inter-regional trade.  At present, 

trade volumes between India and several other countries/regions are 

dismal; often cited as a reason is lack of connectivity. For example, India's 

share of exports to the Commonwealth of Independent States (CIS) region 

is currently less than one percent (Figure 3). However, bilateral trade 

between India and the CIS region has been inching upward—from $8 
22billion in 2010-11 to $11 billion in 2014-15.  Discussions are ongoing on a 

free trade agreement between India and the Eurasian Economic Union; 

such an FTA potentially advances the transport corridor's utility in 

facilitating trade. India's primary export promotion body has already 

identified potential export sectors that will immensely benefit from the 

INSTC (Figure 4).

   23  Figure 3: Share of imports from India to countries in the CIS region    

24
Figure 4: Potential export sectors identified for India
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�Agri and Allied-(Coffee, tea, spices, Edible fruits, Cereals, Fish)

�Articles of apparels, not knit

�Engineering-Aircraft and parts thereof

�Organic Chemicals

�Rubber and articles

�Optical, photo and medical instruments

�Project Exports pertaining to the petroleum, Heavy Engg and Hydrocarbon sectors
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Furthermore, initial forecasts on freight traffic along various stretches 

of the INSTC show growth potential (Figure 5). 

Figure 5: Forecast on freight traffic between                                                      
25Kazakhstan-Turkmenistan-Iran (in thousand tonnes)

   

However, worryingly, the volume of trade between India and Russia fell 
26by more than 10 percent in 2016  (at $3.4 billion, for comparison, this was 

27
less than a 1/10 of the value of China-Russia trade in the same period ). 

Moreover, freight railway transportation along the proposed INSTC routes 

on segments that are already in place has seen a 1.8 percent dip from 12.6 
28

million to seven million tonnes from 2007 to 2014.  In May 2016, Russian 

Trade Representative to India Yaroslav Tarasyuk identified “[t]he very 

complicated logistics” as the primary obstacle to trade with India, and 
29 

subsequently expressed the hope that the INSTC starts operating soon.

At the same time, it may seem counterintuitive to deduce that the 

availability of direct, faster routes will encourage growth in the volume of 

goods traded: these routes may still not provide sufficient stimulus if 

depressing trade trends become the norm. 

Having said that, both hard and soft infrastructure development in 

emerging markets is expected to stimulate aggregate demand and generate 

growth. Various studies have shown quantifiable, significant increases in 

9
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trade flows for both exporting and importing economies in Asia with 
30

improvement in transport infrastructure, particularly road and port.

 

The earlier section showed that overland transport corridors offer a host of 

economic advantages and that the INSTC stands in good stead. There are 

valid concerns, however, regarding expected throughput volumes that will 

negate the benefits of a shorter, faster route. INSTC countries must enforce 

policy measures such as financial support mechanisms and agreements to 

settle trade in national currencies to boost both investments for developing 

missing links, and exports. This section discusses the tangible, non-policy-

oriented factors that, if addressed, will help make an economic case that 

India and the other INSTC stakeholders can pursue. 

Rail freight versus maritime shipping 

A conscious consideration of this first essential will help in defining the 

economic potential of the INSTC. Around 90 percent of current world 

trade passes through sea lanes of communication; transport corridors 

should therefore complement sea shipping, with the aim of keeping 

sufficient traffic on the roads and rail tracks to remain economically viable. 

31
In May 2016, the Global Times reported  a supply glut in the global 

shipping industry, which has meant that companies have been forced to 

slow down their ships to cut costs. Longer periods spent at sea, in turn, 

have led to the maintenance of larger inventories, freezeing up more assets 

and shortening the shelf-life of products. More recently, The Economist 

confirmed that the global shipping industry is seeing its worst slump in 
32three decades due to oversupply and shrinking trade volumes.  Even as 

overland transport routes offer more timely delivery with less inventory 

costs, any such comparative advantage is eroded by the cheaper rates 

shipping liners are offering in the face of a slump in demand. It is therefore 

NOT A ROAD TO NOWHERE: MAKING THE ECONOMIC CASE  FOR 

THE INSTC
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still  approximately five times cheaper to ship via oceans than by iron silk 
33

roads.  It has been estimated that the entire Silk Road Economic Belt, with 

its network of transport corridors and rail routes, will only account for one 

to two percent of overall freight traffic; INSTC, as it stands at present, is 

only one particular workable route which will obviously move a 

significantly lower level of container trade. Available estimates peg the 

volume of container trade expected in the first phase of the INTSC at four 

to 10 million tonnes, which is likely to increase to 25-26 million tonnes per 
34

annum in the future.  There is also a more conservative estimate of five 

million tonnes of cargo per year in the initial phase, increasing to a low 10 
35million tonnes “with further expansion of transportation.”  This volume 

of goods is nowhere near that being transported from South and Southeast 

Asia to Europe via the admittedly overloaded Suez Canal (Figure 6). 

Further analysis is necessary to examine what percentage of deflected 

volume from the Suez Canal will incentivise the use of the INSTC. 

Figure 6: Volume of goods from Southeast Asia/South                                                           
36  Asia to Europe via Suez Canal

Recognising this clear obstacle of a lack of volume will encourage the 

INSTC member states to look to other commercial justifications for the use 

of the corridor. It is worth discussing, for instance, the possibility of 

stimulating local industry and manufacturing along the way, and thus 

eventually transforming the transport corridor into a developmental 

corridor. Creating industrial parks, or special economic zones to develop 

sectors of mutual interest, such as pharmaceuticals and agriculture, will 

add commercial and substantive value to the INSTC. The development of 
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local logistics hubs that will feed into the INSTC (such as Nagpur and 

Bhiwandi in the Indian state of Maharashtra, home to the Mumbai port) 

are a step in this direction. 

Type of goods 

Another point of consideration that can help justify using the INSTC is the 

kind of goods that are to be transported along the corridor. Railroads 

provide an optimal medium between slow and cheap, and quick and 

expensive. As officials running various train services from China bound 

westward recognise, there is an opportunity to become part of the “modern 

supply chain… characterised by smaller orders, multiple dispatches and 
37high-delivery frequencies.”  Perishable goods are a good bet, which can be 

moved timely at lesser costs, and the first containers with perishable goods 

have already started making the journey across the Caspian Sea to the 
38

Astrakhan region.  Given that the European Union (EU) is the destination 
39of over 50 percent of India's total export basket of fruits and vegetables,  it 

makes commercial sense to use the shorter INSTC route to transport such 

perishable items, as well as meats, seafood and foodgrains, from where the 

goods can be quickly sent along to the UK, Netherlands, Germany, Belgium 

(major export destinations) and the rest of the EU. Goods with inelastic 

demand, such as the coffee being sourced from Vietnam, processed in 

China and shipped to Europe, are also viable commodities to transport by 

railways. 

So are higher-value items like ATMs, industrial printers, 3D printers 

and robotic assembly arms, which no longer need to be waited upon to be 

transported in bulk. Along the weekly train from Suzhou to Warsaw, for 

example, DHL is able to ship one ATM at a time or as per their customers' 

requirements: 

“If you have an ATM out of order the customers start to complain 

and you have to replace it as soon as possible, so you can only fly it. 

One ATM machine is 800 kilos, so that's going to cost you a lot of 

money. Now, you can ship by our service and in three to four weeks 
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[as compared to the traditional six to eight weeks] you can have 

the ATM machine ordered and installed. They don't have to wait 
40for a whole container load, they can ship just one ATM machine.”

While China's development of westward-bound connectivity 

infrastructure is being strategically linked to the planned transition of its 

economy from low-end to high-end manufacturing, the same cannot be 

said of the INSTC and the involved stakeholders. Trade between India and 

both Russia and the CIS is still inclined towards primary commodities and 

lower-end manufactured products. Yet indicators such as the top Indian 
41

export commodity to Russia pharmaceutical products provide some 

existing platform for India to invest in a higher-end manufacturing 

industry such as pharmaceuticals at home. Furthermore, Russia's 

deteriorating relationship with the West already led the Indian commerce 
42

ministry in 2014  to identify items for export to Russia that the latter has 

traditionally imported from the US or the EU. These include higher value-

added goods like vehicles, aircraft and spacecraft, optics and electrical 

machinery. An improvement in the quality of trade will galvanise the use of 

the INSTC. 

Even more interesting is the potential of expanding e-commerce 

delivery through rail. Even as global e-commerce remains a small 

percentage compared to domestic e-commerce, it is flourishing while 

global trade growth has been slow to pick up. Cross-country e-commerce is 

a trend that is here to stay, particularly as internet connectivity 

proliferates across the regions that are adding the most citizens both 

online and in a consuming middle class (Figure 7). Take, for instance, 

Russia, where cross-border e-commerce is growing faster than domestic e-
43 

commerce. Business-to-consumer cross-border e-commerce market is 
44estimated to reach $1 trillion by 2020.

International postal services as well as local companies that drum up 

international business electronically could therefore become viable 

sources to keep transport corridors financially healthy. With national 

priorities including a focus on domestic digitisation (for instance, the 

— —
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Indian government's ‘Digital India’ initiative) and plans to increase digital 

connectivity in and across regions, e-commerce as a good that is 

transported via the INSTC holds significant potential in the coming years. 

India will need to significantly scale up its logistics to become a 

consequential player. As of now, Aurangabad in Maharashtra has been 

identified as having the potential to emerge as a hub catering to e-
45

commerce firms.

Lastly, energy as a transportable commodity can also be discussed. 

While energy infrastructure is not a part of the connectivity project, 

pipeline infrastructure that either runs along railway tracks or 

complements the multimodal transport corridor is not too difficult to 

imagine. Important to cite here are the proposed Iran-Oman-India 

pipeline and India's interest in importing crude oil from Kazakhstan. 

Shorter distances will strongly play into the calculations. So will the fact 
47

that it is generally twice or even three times cheaper  to transport crude oil 

by pipeline than by railway, and that conversely, railways offer a significant 

speed, and thus time, advantage. As Iran's railway system is developed, and 

as negotiations progress for the undersea pipeline, some thought should 

be spent on recalibrating the overall economic worth of the INSTC venture, 

keeping in mind potential energy transports and an increasing energy 

demand in the Asia-Pacific region. 

46Figure 7: Cross-border e-commerce is flying high
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Non-tariff barriers: Customs

Another criteria that can significantly curb trade barriers and streamline 

the flow of goods relates to the technical and regulatory trade barriers. 

These include customs, changes of gauge, lack of IT and digitisation, and 

the absence of a single multimodal operator and therefore single tariff rate. 

On the customs front, there has been some movement by the INSTC 

countries who have approved a draft transit and customs agreement. The 

green corridor arrangement between India and Russia which will exempt 

from regular customs inspections goods from entrepreneurs and 

companies party to the arrangement will also smoothen the passage of 

cargo at borders. A test run may soon be held along this green corridor to 

commemorate 70 years of Indo-Russia diplomatic ties. Customs 

infrastructure that can handle bigger consignments along various stretches 

of the route should be a priority agenda item: as the Vice Chairman of the 

Indian national freight agency charged with conducting the 2014 dry run 

pointed out, “the infrastructure was available and the security was not a 

real concern, however streamlining and co-ordinating [passage of cargo] 
48

with some of the allied agencies was the major concern.”

There are several recourses available to improve cross-border transit 

being used by other trans-regional corridors that can be adopted by the 

INSTC countries. These include green channels; 24-hour customs 

clearances that can be utilised through prior appointment; special 

declaration channels; digital technologies for one-stop custom 

declaration, checking and clearance; and adoption of 'declare at home, 

release at port' model. 

International treaties, such as the UN trucking treaty TIR (formally the 

Convention on International Transport of Goods Under Cover of TIR 

Carnets), are also further options to streamline the passage of cargo. A 

further advantage, as has been evident from Turkey's case, is that being 

part of the TIR will help develop the competitiveness of domestic road 
49transport industries.  Becoming a member of the TIR will allow customs-

—

—
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sealed vehicles and freight containers from India to pass through the 

Eurasian landmass all the way to Ireland without having to be subjected to 

border checks (save random ones). Like China last year, India too recently 

decided to sign the only global customs transit system in existence (in what 

has been understood as proof of Indian resolve to use the INSTC). It will 

soon become the 71st signatory. Oman will then be the only INSTC 

member not part of the convention. 

Meanwhile, India's accession to the Shanghai Cooperation 

Organisation (SCO) in June will likely include it having to ratify the 

intergovernmental sub-regional road transportation facilitation 

agreement that the SCO drafted for itself in 2014. More efficient 

transportation through common border crossing rules boosts INSTC's 

financial viability, particularly given the overlap between SCO and INSTC 

members. With India's eventual accession to the Ashgabat Agreement, the 

scope expands for synchronised customs rules, regulations and practices in 

Central Asia. 

Non-tariff barriers: Change of gauge

Change of rail gauge is another barrier worth mentioning in some detail. 

Like customs, this is also a hurdle being experienced by other cross-border 

railways. For instance, the standard rail gauge used by China is smaller 

than the broad gauge in use in the Commonwealth of Independent States 

and Russia. This means that freight moving from China westward has to be 

transferred from one rail track to another of varying width using cranes, 

which is more difficult with containers. Even as time to transport a 

container overland is cut by at least half of what it would take by sea despite 

different railway gauges across the journey, there is scope for 

improvement. To this end, China is planning an entirely separate, parallel 

route—the China-Europe Silk Road Railway—using the standard gauge 

preferred by China and Europe. The objective is to establish a seamless 

track for a high-speed all-standard gauge rail service, which will be cleared 
50by customs just once and will arrive from one to the other in just 3.5 days.
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Coming to the INSTC, goods were to be originally transported by rail in 

Iran before being shipped cross the Caspian Sea to arrive at a fresh set of 

rail tracks in Russia. Now, railway linkages that connect to Central Asia and 

Russia are to be used, going through Baku, and perhaps eventually through 

other Central Asian options on the table. This means the INSTC, too, will 

face break of gauge problems, seeing as the railway gauge in Iran differs 

from what the former Soviet space has in place. It has been suggested that 

combined rail terminals with change of gauge facilities be constructed at 
51 

international borders to ease transfer from one railway track to another.

What makes the conversation geopolitically sensitive is the fact that Iran is 

at the crossroads of the INSTC and China's Silk Road Economic Belt. Iran 

currently has less railway track laid down than the UK, a country seven 

times smaller. The end of UN sanctions on Iran has seen it being courted by 

European companies, as well as Russia and China, to help Iran modernise 

and expand its railway system. China's high-speed standard gauge line 

running through Central Asia “would slice a knot of broad gauge lines in the 

states of the former Soviet Union, and speed up the flow of goods to 
52Europe,”  reinforcing movement of goods east to west, potentially at the 

expense of the north-south pathway. 

Financing and returns on investment 

Another key factor that will determine the economic rationale of the 

INSTC is the financing. Securing it will involve, among other things, 

keeping in mind what returns on investments to expect. 

The INSTC is currently a precise project in its scope. Different stretches 

of the transport corridor and other complementary routes are being 

funded by different stakeholders instead of being dependent principally 

on one actor. For instance, the crucial missing Rasht-Astara railway link 

that connects Iran to Azerbaijan is estimated to cost just over $1 billion; of 

this, $500 million will be provided through a loan from Azerbaijan. Iran 

and Azerbaijan are now looking to secure the rest of the money. Another 

actor is the Asian Development Bank, which is to provide a loan worth 
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$200 million for the construction of the Baku-Yalama (in Russia) rail link 

(although the bank has “postponed consideration of the possibility of 
53allocating” this sum to this year ). The ADB and the Islamic Development 

Bank have both contributed loans to the Kazakhstan-Turkmenistan-Iran 

railway link, which is otherwise being funded by the governments of the 

three countries. India will invest $500 million to develop the Chabahar 

port, as well as provide a line of credit to make berths at the port. 

Interest evinced by Japan to invest in the Chabahar port indicates that 

non-INSTC members such as Southeast Asian countries which would 

directly benefit from an alternate trade route could be tapped to 

successfully implement the transport corridor to its fullest potential. 

Japan's foreign ministry has now twice expressed that it would seriously 

consider proposals to improve connectivity between Iran, Afghanistan and 
54

Central Asia,  and the Chabahar port was discussed specifically at Modi 

and Abe's meeting in November 2016:

“The two Prime Ministers welcome the prospects of cooperation 

between the two countries for promoting peace and prosperity in 

South Asia and neighboring region, through both bilateral and 

trilateral cooperation, inter-alia, in the development of 
55infrastructure and connectivity for Chabahar.”

Slow-moving funds could prove to be a real obstacle, however, despite 

the involvement of a number of countries and international institutions. 

This is a real worry given that the involved countries are looking for foreign 

investments themselves, and face the challenge of balancing several 

imperatives all at once. Importantly, Russia is still under sanctions— 

although it is debatable how much this has affected business in 

reality—and infrastructure involves significant investment that may not 

be readily forthcoming in an environment of global economic 

stagnation—ironically, the very constraint such transport corridors would 

like to alleviate. 

—
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To provide some situational awareness, albeit loosely, given the larger 

scope of China's Belt and Road Initiative, Chinese officials have privately 

admitted that they expect to lose 80 percent of their investment in 

Pakistan, 50 percent in Myanmar and 30 percent in Asia, even though 

there are promises of long-term returns of six to eight percent on Belt and 
56

Road infrastructure.  A more specific cautionary tale is that of the Chinese 

Wuhan province, where the local government has implemented a five-year 

subsidy programme to cover the losses of a state-run enterprise operating 

a Wuhan-Xinjiang-Europe container route. 

Will political imperatives override the capacities of government to 

subsidise efforts of national entities brought into the initiative to 

participate? The kind of losses China expects to bear with its planned 

economic corridors in different regions underscores the need for INSTC 

member countries, who do not have the necessary deep pockets, to secure 

reliable funding on the grounds of strong financial merits. Focusing on the 

factors outlined in this section could go a long way in doing so. 

The above discussion illustrates that the INSTC is an economic project 

worthwhile pursuing, especially if it carves out a niche for itself in the long 

term as a transport corridor by diligently dealing with the above- identified 

factors. 

The commercial consideration is of course only one part of the 

equation. There are, critically, security risks to be considered—whether in 

terms of a rise in militant activity in Afghanistan; the spread of the Islamic 

State eastward or local groups expressing affiliation; domestic political 

situations; or transborder crime, such as drug trafficking. These, 

incidentally, also weigh into the economics of the project, and thus its 

viability in the longer run. A comparative illustration is that of the railway 

from the Chinese city of Haimen to Hairatan, Afghanistan, that began 

plying in August 2016. The project has run into roadblocks: Uzbekistan is 

STOPPING THE BUCK AT ECONOMICS
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refusing to allow passage to Afghan goods on their way to China because of 

fears that the cargo trains could be used for drug trafficking, cementing 
57criminal and terrorist elements in the area.  While the extent to which the 

security situation in Central Asia may endanger the functioning of the 

INSTC is beyond the scope of this paper, any conversation on the INSTC 

necessitates the recognition that it needs to tackle a broader question of 

tactics and strategies to deal with security theatres and threats. Will the 

INSTC adopt the approach that the Belt and Road Initiative has, of 
58achieving internal security through development?  The situation on the 

ground, i.e., the specificity of the security challenges the INSTC faces, 

needs to be understood to better determine the cause-and-effect 

relationship between a development project, like the INSTC, and security. 

This, in turn, will help provide the way forward in terms of approach and 

managing spoilers.

Of greater pertinence to this paper's focus on economics are the politics 

surrounding the INSTC. Proliferating connectivity projects can also 

advance geopolitical agendas. Nowhere is this clearer than China's 

development of Pakistan's Gwadar port in the Arabian Sea: as the first 

shipment from the deep-water port charted its course to the Middle East 
59

and Africa, experts noted  that the port's size and current cargo 

throughput will likely result in limited gains. Energy security is a key 

reason Beijing cited for pursuing this project, yet the medium-sized port's 

capacity is insufficient to handle China's annual demand for petroleum 

products. As one independent shipping industry analyst has point-blank 

stated, “Gwadar will not become China's main trade hub with Persian Gulf 

countries, not to mention serve as an alternative route to the Malacca 
60Straits.”  Whether an economic logic exists or not although its lack 

accentuates China's geopolitical gambit it is clear that, given the port's 

location, a primary objective is for Beijing to gain a strategic foothold in the 

Indian Ocean. 

For India, the advantages of using the INSTC are clear: access to Central 

Asian markets and resources that frees it from being dependent on its 

—
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immediate neighbour Pakistan, with whom India has a fractious 

relationship. The Chabahar agreement signed between India, Iran and 

Afghanistan, which will connect, by rail, Chabahar to Zahedan in Iran and 

further on to Zaranj and Delaram in Afghanistan, not only provides India 

with direct access to Afghanistan where it has significant economic and 

security interests, but, when linked to the INSTC, suggests gains vis-à-vis 

regional ambitions, balance and stability. Afghanistan is integrated into 

the region, which fosters its development and links it to an alternative 

connectivity network that decreases its dependence on not only Pakistan 

(at the time of the signing of the agreement, Modi noted that “Afghanistan 

will get an assured, effective and a more friendly route to trade with the 
61

rest of the world” ) but also China. At the same time, it allows India to 

project its power via pursuing a project in the country that it can 

comfortably champion, with all its attendant costs. The Great Game in 

Mackinder's Heartland remains an open theory; in the coming years, it will 

be critical for Indian interests that any power vacuum in the area not be 

filled only by China. 

Geopolitical geometries that include China provide significant impetus 

for India to push forward its presence in the region via the INSTC. Given 

China's rise and regional aspirations and what they mean for the balance of 

power in Asia and globally, the vagaries of India-China ties, warming 

China-Iran relations and the up-and-running Gwadar port (which provides 

China access to the western Indian Ocean, as noted earlier), are warning 

signals for many. The Gwadar port is thus often pitted against the 

Chabahar port, and the INSTC against the China-Pakistan Economic 

Corridor and even China's broader Belt and Road Initiative. As one 

commentator put it, “India's humble but important version of China's One 
62Belt One Road plan.”  For some, regional connectivity is clearly another 

arena witnessing Sino-Indian competition the “sleepy outpost” of 

Chabahar is often compared to not only China's speedy implementation of 

the Gwadar port, but also Beijing's expanding reach along the coastline 

with deals like the one signed to build and operate a container terminal in 
63the UAE.  The potential of Russia and Iran coming onboard the China-

—
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Pakistan Economic Corridor adds to the sense of competition. Thus the 

advocacy of pursuing the INSTC, linked to Chabahar port, as a geopolitical 

asset. 

Ambition and geopolitical reasoning, however, will not be the fuel on 

which the multimodal transport corridor runs. Firstly, for India to be a 

player in Afghanistan and in Central Asia, it must have more than a token 

presence. That means getting the commercial aspects of the INSTC correct, 

which neither New Delhi nor any of the other stakeholders have the luxury 

of ignoring. Indeed, all parties to the INSTC have recognised the need to 

drum up private business interest to export along the corridor, and to 

provide an environment in which private sector players can interact. 

Secondly, China's warming relationship with Iran need not be considered 

at the detriment of India-Iran ties. Some degree of perspicacity to keep 

things in balance will of course be necessary on New Delhi's part, but not at 

the altar of zero-sum strategic reasoning. (Indeed, Iran calls Chabahar and 

Gwadar “sister ports,” and is interested in connecting the two. It has 

invited both Pakistan and China to be a part of the “not finished” Chabahar 

agreement. It would be wise to take another look at the extent Chabahar 

yields geopolitical benefit.) Likewise, the New Silk Road does not 

necessarily need to be at cross-purpose to the INSTC: it could effectively 

use some of the pathways that form part of the more expansive Chinese 

overland tranche. Taking advantage of the inevitable geographic 

complementarity makes both economic and logistical sense for India and 

other INSTC stakeholders (and may even advance a political détente 

between India and China). Gains beyond a narrow prism of geopolitics 

should be considered: first and foremost are the economic benefits to reap, 

if the factors laid out in the second section of this paper are assiduously 

dealt with.  

One can also frame the INSTC amidst the larger, current global 

flux owing in particular to dramatic, high-impact events that especially 

characterised 2016 which has introduced greater political uncertainty, 

and thus risk, into world politics. Recalibrations abound, whether actual, 

—
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indicated, or called for. India, Iran and Russia coming together to develop 

the INSTC heralded a natural, common desire to take advantage of regional 

opportunity and multiply trade options and routes. Today, this venture 

faces politicking that calls into question what real leverage India stands to 

gain from being a stakeholder in the project. 

The event of a Trump presidency has spawned several questions as to 

how the new US administration will handle ties with Iran and Russia. The 

more aggressive stance Trump seems to be taking vis-à-vis Iran (witness 

the fresh set of sanctions slapped on Iran following its failed medium-

range ballistic missile test at the end of January) raises concerns about the 

future of the Iranian nuclear deal—and the impact it will have on Indian 

businesses and investments in Iran, particularly those staked in the 

Chabahar project. It would be pertinent to engage analysis on what are the 

implications if Chabahar is taken out of the conversation on the INSTC. 
64Vis-à-vis Russia, a president who seems uncritical of Putin,  and an 

unraveling of the Trans-Atlantic security alliance mean, for one, a strategic 

shift between Russia and the EU. Already, Russia's ban on food imports 

from the EU increases the attractiveness for Indian foodgrains exports 

being delivered to Russia via the INSTC, but what does a changing Russia-

EU equation mean for the INSTC developing links westward in the future? 

More critically, as India increasingly realises the need to be the torchbearer 

of democracy and liberal values in the current era of global shuffling, are 

there any reputational costs it may end up incurring with continued 

association with countries that may choose to play spoiler or disruptor in 

the region? 

Political equations between the key INSTC stakeholders themselves 

also come into play as the international order evolves and multiple actors 

attempt to come into their own. Even as Russia and Iran find common 

strategic ground in the Middle East, Iran's push to become a regional 

energy hub may not be seen benevolently by Russia, which has for years 

retained a monopoly as an energy supplier. The India-Russia relationship, 

too, is facing a reset, given Russia reaching out to China and Pakistan and 
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India's rapprochement with the United States. What does a China-

Pakistan-Russia bonhomie mean for Afghanistan and the Central Asian 

space—and what consequences will it have on India's advancement in the 

region? And to what extent will the INSTC be a pivot in these 

recalibrations? 

The above questions need deliberation and analysis to ensure that a 

conducive political environment is fostered in which to not only pursue the 

INSTC but realise its full potential. But the fact remains that at the very 

least, enhancing trade ties and tapping new or underutilised markets 

remains a converging interest for all stakeholders. Pursuing the INSTC as 

an economic project, therefore, may be a smart move given the uncertainty 

surrounding the players, politics and the region. And it will make for a 

stronger case to continue using the transport corridor in the event India-

Russia ties face a significant political setback, or Iran is put back into the 

proverbial international dog-house to recall here is India's defence of its 

continued, albeit limited, trade with Iran during the nuclear deal 

negotiations. (Indeed, a key imperative should be to strengthen direct 

banking channels between India and Iran to circumvent any future US 

sanctions that affect Indian economic engagement in Iran). As uncertain 

or unclear (geo) political gains appear for India, focusing on the economic 

known knowns and known unknowns of overland cross-border transport 

infrastructure—such as those delineated in this paper—should be the 

priority for India. 

—
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