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Foreword: A Rationale for a Strategic and Economic Policy on 
the New Silk Road in the Three Seas Area 
 

- a foreword to the study - 
 
 

A Three Seas Institute and the Bucharest Forum 
 
The region connecting Europe, Asia and the Levant is also the very point where 
geopolitical tectonic plates of the world meet. It has often been said that the 
region has suffered from too much history. One can surely add that it also 
benefited too little solid policy.  
 
Intentionally there is no clarification in the title of whose economic and strategic 
policy we are referring to. There are too many countries and too many powers 
converging in this region to start an intellectually ambitious mapping effort with 
too narrow a focus. At the same time, the region’s political and economic 
geography and its security dynamics are shaped by a few obvious forces. This is 
the starting point for the authors of the present study.  
 
We actually started this process by questioning its fundamentals. As, for 
example, is there enough substance to calling the geographical area between the 
Adriatic, Black and Caspian seas a region? The team that undertook this 
exploratory work believes so, but plenty of water will flow on the Danube into 
the Black Sea and on the Volga into the Caspian before a definite answer is given 
and accepted.  
 
For this very reason we decided early on that the approach will mix the 
theoretical analysis of the western anchor of the New Silk Road in the Three Seas 
region, with practical questions designed to address the needs of governments 
and businesses in the region. This is also in response to the needs of the 
Bucharest Forum, the international annual gathering that has prompted this 
collaborative effort and inspired the creation of a Three Seas Institute.  
 
Bucharest Forum is the public event platform of the Aspen Institute Romania. It 
is organized annually in partnership with the German Marshall Fund of the 
United States - Black Sea Trust, the New York Forum and the National 
Development Committee with the support of the Government of Romania, The 
Ministry of Foreign Affairs of Romania and the Romanian Parliament. The need 
for high quality analytical content relevant to political and business decision 
makers attending the Forum had become evident even prior to its first edition in 
2012. 
 
In the discussions following the first international edition as well as during the 
early preparatory work for the 2013 edition of the Bucharest Forum, the 
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organizers agreed to support the creation of a think tank focused on the strategic 
and economic specifics of the Three Seas region. Straddling Europe, Asia and the 
Levant this is Eurasia’s hinge. 
 
The present study is the very first product that the Three Seas Institute offers to 
its stakeholders and the public. The project brings together experts from 
Romania, the US and Germany and includes a diversity of backgrounds. The 
Aspen Institute, The German Marshall Fund of the United States Black Sea Trust, 
the National Development Committee as well as experts from a number of 
academic institutions in private capacity have joined forces for a long-term 
effort.  
 
This is very much a work in progress. As I write this, the Three Seas Institute is 
about to get a permanent academic partner in Bucharest and will start 
developing its own set of priorities connected but less dependent on what Aspen 
Institute Romania and GMFUS Bucharest do on a daily basis.  It is our hope that 
from this study onwards its work will become a reference for practitioners, 
experts and academics interested in the region. Ultimately, we see this as a set of 
analytical tools for strategic public and private sector decision makers.  
 
Romania’s region suffers unpredictable changes. Some of these are threatening 
the country’s and the region’s security and stability. Others can potentially define 
the economic opportunities in the region for the future decades. It is important 
for Romania, the EU, and NATO as well as for the countries in the region to create 
a set of compatible polices addressing the threats and using the opportunities.  
 
Romania, as well as the other countries in the Three Seas area can play a decisive 
role in long-term regional security and stability through sustainable economic 
development. The visions of the countries in the region and those of major 
international powers that project their interests here are not necessarily aligned. 
Quite often they are perceived as competing or incompatible. This is what both 
the Bucharest Forum and the Three Seas Institute are focusing on. The first, as a 
space for open and inclusive debate among decision-makers, and the latter as a 
major source of analysis. 
 
The conduit that we are using to measure, align and hopefully influence policies 
of the major public and private actors is the New Silk Road. Ever since its 
resurfacing as a US State Department policy during Hillary Clinton’s mandate, 
this concept enjoyed a renewed attention as well as considerable flack. It is 
suitable enough to inspire imagination, yet its many challenges are daunting 
enough to intimidate concrete and immediate actions.  
 
Despite the obvious difficulties and the real complexity of the issues that overlap 
in this inter-region, the New Silk Road offers long-term solutions for economic 
growth but also for peace and security. Unlike the experts who authored the 
following chapters, I am also a politician. This means I cannot resist the 
opportunity offered by the inspiring team that works for this study, the 
establishment of the Three Seas Institute and the Bucharest Forum to give my 
reading of why the Three Seas region and the New Silk Road are critically 
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important.  
 

The Trans-Atlantic and the Eurasian perspectives connect on the New 
Silk Road 
 
Against all difficulties and the acute impression of stagnation, the region of the 
Three Seas is in fact linked to important emerging opportunities. Trade and 
investment east of the European Union’s current borders come with risks but 
also carry the potential of the biggest source of growth for Europe. In this 
respect, the launch this summer of the Trans-Atlantic Trade and Investment 
Partnership (TTIP) negotiations is the most important development.  
 
The toxic mix of austerity policies and lack of strategic vision has hampered 
Europe’s dynamism, and also seriously limited its effectiveness. The current 
approaches tend to be shortsighted and there is an obvious gap between the EU’s 
economic presence and its ability to influence regional outcomes and 
developments even in its own region.  
 
Under the weight of its growth and employment crisis, that also hides a deeper 
identity crisis, Europe appears paralyzed. The launch of TTIP negotiations is 
historic and shows to some extent the return of big ambitions. This process also 
opens new perspectives for Europe’s cooperation with the countries in its 
vicinity and along the New Silk Road corridor.  
 
Europe will undoubtedly remain a political and economic force. However, for the 
time being, its predicament has no easy solutions. Growth will remain low and its 
policies are still hampered by a lack of vision and by strategic indecision. The 
intergovernmental mode that dominates the EU since the Lisbon Treaty entered 
force limits not only its evolution but also its effectiveness. 
 
2013/2014 could be the time when the EU and its member states turn the page. 
This stands true for Romania. Notwithstanding its structural and circumstantial 
vulnerabilities, Romania is a EU and NATO member in the very region that holds 
the access to major economic and strategic opportunities. The three seas region 
between the Adriatic, the Black Sea and the Caspian can serve as conveyor belt 
for Europe’s Eurasian ambitions.  
 
Europe’s economic growth and employment crisis is the result of prolonged 
structural imbalances regarding productivity and competitiveness. Institutional 
and policy hesitations have compounded the issues despite leading to a nominal 
financial stability even in Europe’s vulnerable south. The European leadership 
crisis remains evident. This is not as much about individual politicians at 
national or European level but rather about the lack of a joint perspective of the 
way ahead. 
 
In Romania these parallel crises were only made worse by its own domestic 
tribulations over the past few years. This worrying reality may become a trend, 
further hindering on the country’s development. Despite Romania’s effective 
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economic integration with the EU, its real economy has relatively little impact on 
EU’s economic development. This comes at a cost, both political and economic. 
For example, decisions on strategic infrastructures in energy and transport are 
taken not only based on strategic preferences and realities, but also on economic 
and commercial alignments. The NABUCCO vs TAP decision on the trajectory for 
Azeri gas to Europe serves as a potent example.  
 
Currently, US –EU trade totals more than 2 billion EURO a day. The TTIP 
agreement would potentially bring cost cuts s of hundreds of millions of dollars 
for companies on both sides of the Atlantic. It would also generate hundreds of 
thousands of new jobs. EU GDP will increase by 0.5%.  
 
The TTIP free trade area would cover 1 billion people and would include the 
most advanced technology, educational and R&D platforms in the world. In 
terms of science and intellectual property this would be a gigantic powerhouse. 
Even in manufacturing, by combining EFTA and EU the West would be again a 
significant power in making physical goods. Via TTIP the West would return as a 
global leader in growth, innovation and development.  
 
Yet important changes also happen at regional level. Some are economic while 
others are strategic. The three seas area is stable and secure but that will remain 
so only through active policy and not inaction.  
 
The Anti-Missile Shield developed by the US and NATO and deployed on Turkish, 
Romanian and Polish territory ensures a continuous US military presence from 
the Baltic to the Black Sea. In the Balkans changes include Croatia, membership 
in the EU this past summer, and the agreement between Serbia and Kosovo and 
implicitly Serbia’s EU accession negotiations. These point to a return to an 
integrative dynamic in the region.  
 
At the same time, Russia is losing slowly but inevitably its economic and political 
predominance in the region. To some extent this is linked to changes in the 
global energy economy. Shale gas and tight oil revolution, LNG transport and the 
renewable and energy efficiency policies, energy infrastructure interconnections 
all irreversibly change the global oil and gas market. Russia will remain Europe’s 
dominant gas supplier for a few more decades, yet this will be a decreasingly 
important factor in maintaining its regional clout. Its current pricing and 
strategic choke policy proves counterproductive. The recent G20 meeting in 
Sankt Petersburg showed the serious difficulties Russia faces in exporting high 
quantities of gas to China. Infrastructure investment costs are exceedingly high 
and China is quite capable of pushing for substantiality lower prices. Russia can 
keep being bullish in Europe and its former Soviet space yet this will ultimately 
backfire.  
 
This does not mean that Russia will play a lesser role, or that it has to indefinitely 
play the global spoiler or regional boogieman role. Its part in the Syrian crisis 
only serves to underline the long tail of its policies. Few doubt this is the sign of a 
Russian return to Middle East power politics. Yet it still remains to be seen if this 
is sustainable or if it delivers according to Russian expectations.  
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The loss of strategic hold on EU gas markets and price may provide the 
opportunity for a change for the better in Russian EU relations. This may now 
seem unlikely given Russia’s resurgent attitude in Eastern Partnership countries. 
A reset depends not only on Russia but also on the EU’s ability to create the 
strategic space for it without sacrificing its fundamental objectives.  
 
Turkey remains another major regional player. Despite its significant economic 
growth and its spectacular development, its internal dynamics and obstacles and 
failures in its regional policy require a new approach. After the protests this 
summer, and its foreign policy miscalculations, Turkey has now to regain 
international credibility.  
 
In Central Asia, the US and NATO Afghanistan post 2014 strategy combined with  
America’s Asian pivoting give the sense of a strategic vacuum. For Europe and 
Romania this creates a set of challenges that need to be seriously considered.  
 
The New Silk Road partially addresses some of the strategic imbalances across 
Eurasia. Its actual development is impossible without a significant European 
contribution. Herein lie Romania and the Three Seas region’s unique role.  
 
Even if the conditions are right and the NSR develops in line with its huge 
promises, Romania may not necessarily be a winner. Absent a proper alignment 
of Romania’s governmental and private commercial and investment policies in 
the region east of the Black Sea with the European ones, there is an actual risk 
that the energy and trade infrastructure connecting Europe and Asia will 
circumvent Romania.  
 
This implies that Europe needs a framework for infrastructure development 
towards Central Asia. In a joint logic with the US but also with its Asian partners 
like Japan, India, South Korea, Europe needs to contribute to re-establishment of 
this major Eurasian trade corridor.  
 
Between the TTIP and the competing regional alternatives of an Eurasian 
Economic Community and the matching expansion of the Russia Belarus 
Kazakhstan Customs Union there is a narrow window of opportunity. An eastern 
economic perspective could serve as a catalyst to Europe’s emergence as a global 
power.  
 
In this context the Three Seas Area and the western anchoring of the New Silk 
Road offers substance and clarity for a Romanian contribution to the European 
endeavor. This serves Romania’s national interest, but also benefits regional 
stability and development and advancement of EU’s larger agenda. This 
contribution has to be credible. Romania’s participation in an emerging EU 
strategy for a Eurasian trade and investment corridor needs to go hand in hand 
with preparation of an ambitious follow up to the Vilnius Eastern Partnership 
Summit in November 2013.  
 
Timing of its engagement with Russia and Central Asia and advancing the 
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Eastern Partnership Accession Agreements will be a test of Europe’s stamina and 
clarity of purpose. Providing substantive content for all these is the other side of 
the coin.  
 
Current relation between EU and Central Asia is bound by the physical limits of 
the existing infrastructure but also by legal and governance issues hindering 
commerce and investments. An economic strategy of the Eurasian corridor 
includes ports, railroads, logistic hubs, highways but also institutional and virtual 
networks that are essential for both the physical economy and the digital one.  
 
Europe and the UE are not the only players in this competition aiming for global 
relevance. China plays an increasingly ambitious role and is willing to invest 
significant resources. Equally active are the Gulf countries. Investments without 
conditionality are only apparently cheaper. On the long term Europe needs to 
convince that its investments, hand in hand with EBRD, WB and EIB contribute 
not only to economic growth but to social and economic development.  
 
The future of the region depends on the quality of the economic and strategic 
investments. Europe and Romania via the Three Seas Area represent an 
economic engagement platform for Eurasia. A Trans-Atlantic cooperation agenda 
in the region that is attractive to regional actors like Turkey and Russia may 
change the post-cold war dynamics into a new growth and stability perspective. 
 
For Romania and Europe this is a winning option. Finding the language and 
conditions to make this equally appealing to regional actors is the very task that 
The Tree Seas Institute, this paper and the Bucharest Forum and its organizers 
hope to contribute to.  
 
 
Mircea Dan Geoana, Senator, President of the Aspen Institute Romania, former 
Minister of Foreign Affairs 
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Methodological notes   
 
The scope of the current study is to provide an overview of the socio-economic 
and political integration of countries bordering the Black Sea, the Adriatic Sea 
and the Caspian Sea, and along the New Silk Road. At the same time the project 
team was to analyze the interplay with five global or regional powers that can 
influence the evolutions and outcomes: the EU, the US, Russia, Turkey and China. 
The project will provide not only a basic understanding of the interconnections 
between the countries on the 'new silk road' but it is meant to also create the 
core of an ongoing research effort, put together by the Three Seas Institute, at the 
initiative of experienced researchers and vocal civil workers in the field of 
international relations.  
   
Objectives   
1 Establish main problems and main opportunities for the development 
patterns in these countries  
2 Establish main relationships and priorities on relationships within the region 
3 Establish major sectors (not projects) where investment calls are likely to 
appear  
   
The papers in the current study cover the first phase of the project. First paper 
conducts a thorough analysis of Russia’s and Turkey’s roles in the region. The US 
and the EU have also been included in as much as the regional dynamics are 
linked to NATO and to EU association agreements, as well as to trade and 
investment developments.  
 
The next paper is an in depth econometric analysis of the economic potential of 
the region, and it serves as a yardstick for what is possible in the region in terms 
of trade and growth. It looks at potential GDPs for countries along the NSR, 
forecasting their evolution until 2018 and the influence variations in potential 
GDPs of major economies (the EU, the US, Russia and Turkey) has on the 
economies of the countries in the region.   
 
The third paper looks at the role the EU and the US play in the region, their 
influence on the countries along the NSR and their potential contribution to the 
development of the Road.  Each paper lists reflection topics for both businesses 
and governments that need addressed going forward.  
 
Consequent papers of the Three Seas Institute will analyze China’s growing role 
in the region, as well as the role countries along the Road play for each other, and 
in furthering the NSR concept to fruition. 
 
The authors of the study hope this will serve both as a basis for a lively debate 
during the Bucharest Forum 2013, and as an informative reading for policy 
makers and business people with an interest in the New Silk Road.  
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1. A Western Narrative for the New Silk Road and its implications 
for Romania 

 
 

1.1 The West is not about geography but about a persistent perception  
 
Many think Marco Polo single headedly invented the West by “discovering” China 
and thus projecting it into the European imaginary. Real or not, his journey on 
the Silk Road drew, for the first time since the Roman Empire, the place of 
Europe in a global geography and economy.  
 
Europe’s great powers’ competition in the Mediterranean received an eastern 
dimension. The contest for resources and access suddenly opened towards a new 
geography. The economic and commercial emergence of European powers has 
taken the form of competition for access to the Silk Road.  
 
The East became suddenly not only a source of threats but also a source of 
prosperity and development. The Ottoman and Russian Empire were perceived 
as existential competitors to “the West” but after 1680 and after Peter the Great 
that too changed slightly. Somehow the frontiers of “the West” and its interests 
continued to move towards the East, as the East continually shaped Europe’s 
values, its prosperity and its identity. Napoleon, two world wars and the Cold 
War did little to change that.  
 
The “discovery” of the Americas only confirms this geopolitical evolution, 
offering Europe an Atlantic West balancing its strategic outlook. The rest is what 
we call the modern history of the West. Besides the great force of ideas, from the 
very beginning, trade was the main instrument of the western influence over the 
world.  
 
Three centuries of Euro centrism are coming to an end. They made democratic 
liberalism and scientific thinking essential paradigms but also shattered the 
world in conflicts of unprecedented scale. In a deeply interconnected world with 
shrinking distances and time needed to cover them, geography matters less but 
continues to play a significant role. The West needs to adapt to this changing set 
of perspectives and include in its geo-strategic outlook a more universal view.  
 
Today, the most important threat for the Occident lies as much within the West 
as outside it. Migration, demography, economical evolutions, all these modify the 
political and ideological landscape. The impact of globalization and development 
realigns the center of economic and political gravity towards Asia. This requires 
a matching strategic shift to Asia. Western businesses from Mercedes and 
Renault to Starbucks were quick to react to that. So are today Washington’s 
strategic planners, while Brussels however appears stuck in a loop.  
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For the West this reassessment leads to a parallel change in the importance and 
the role of NATO, which for the past decades represented the main instrument 
for the organization and the political alignment of the West. NATO’s role in the 
next decade will change dramatically and we will see an adjustment of the 
definition of West.  
 
Post Afghanistan and Iraq wars we witnessed a change of perspective and 
dynamic for the West, as the current Syrian crisis shows with utmost clarity. The 
ongoing American pivot to Asia, and Europe’s lack of desire and ambition to act 
like the global power it actually is, create a serious gap in the West’s strategic 
ability to address global and regional challenges. This is copiously demonstrated 
by its clumsy response to the political transformation of the Arab world.  
 
The US will remain the dominant world power for a good time to come. 
Meanwhile, Australia, New Zeeland, South Korea, Japan and, to some degree 
India, will play the same role that Great Britain, France and other European allies 
of the US played in the 20th century. These are Pacific powers and they will 
provide diplomatic, military and to some extent economic support aligned with 
the US in Asia. The problem with this stems from the fact that neither the 
Mediterranean and the Levant nor Eurasia will suddenly decide to be predictable 
and amiable to western long term perspectives and interest. Europe will need to 
learn how to operate and prevail not as the lesser allies of the US but as a global 
power. This in turn raises the issue of leadership in Europe and the future of 
European integration.  
 
At the same time, the prolonged crisis following the Arab Spring and especially 
the conflict in Syria, the instability in Egypt, the Iranian problem as well as the 
peace process in the Middle East all show to what degree the US interest remain 
anchored in the region. To address all these will necessitate a a new coherence in 
the western political and military approach to the region. Meanwhile, current 
realities make Europe’s inertia and hesitation evident, and only deepen 
American frustrations. 
 
The prolonged crisis of the US budgetary deficit and the strategic decision of a 
shift towards Asia Pacific make the decrease of US role in the region inevitable, 
but also relative. This is matched by Europe’s own economic and structural 
difficulties that hide the chronic lack of a strategic vision. The deep economic 
vulnerabilities and the hesitations when it comes to strategic issues make the 
Trans-Atlantic relationship less and less prominent yet not less relevant.  
 
The one area escaping this decline is economic cooperation. With the launch of 
the Transatlantic Trade and Investment Partnership (TTIP) negotiations, the US 
and Europe have signaled that the West remains as relevant as ever. 
 
Europeans prefer to use the US policies in the regions surrounding the 
Mediterranean and Eurasia as excuses for their own strategic lapses. In fact, 
Europeans have failed to present their own vision for the Mediterranean. Half-
baked policies and spurs of idiosyncratic action in Libya or Mali do not count for 
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much. Europe’s strategic policies towards the regions east of its borders also 
remain murky. The Eastern Partnership (EaP) and the negotiation processes 
over association agreements are too unpredictable and still vulnerable to 
spoilers.  It remains to be seen if these efforts amount to a credible policy with 
lasting impact on the strategic, political and economic options of its immediate 
neighbors. The ongoing beauty contest between Russia and the UE over the EaP 
countries will not be decided at Vilnius, but the Summit in November will 
certainly play a role.  
 
Europe’s ability to act as a confident and influential regional player is critically 
important. This requires a fundamental strategic reassessment. Until then 
“Europe as a global power” is apparently more interesting for the Americans 
who need to pass on responsibilities than for the European who would need to 
take on responsibilities.  
 
There are 2 scenarios one can imagine in the context of a reduced presence of 
the US in Europe and the region:  

(1) the EU and the European allies of NATO replace the US and restart (with a 
specific twist) the ambitions and the strategic Euro-Atlantic engagements 
in the Balkans, the Mediterranean, Black Sea and South Caucasus; 

(2) this alternative scenario will be defined by a steady decline and ultimately 
irrelevance of the West from a strategic point of view.  

 
In the Eurasian continuum reassignments of allegiances and preferences are not 
stagnant. The region itself remains deadlocked, with governments constantly 
switching sides between East and West in order to to survive.  
 
The area bordered by the Black Sea, the Caucasus and the Adriatic remains the 
meeting point of various tectonic plates whose movements dictate the global 
seismic outlook. A resurgent Russia remains permanently on the brink of 
structural crisis, but equally well placed upon its energy resources. These 
increase its capacity of being a local and global spoiler, while keeping Russia 
from impersonating the partner the West was expecting and courting with 
various reset policies. This does not preclude Russia from continuing to play an 
important role in support of or aligned with select western interests and 
objectives. This has translated in varying degrees of cooperation, depending on 
perspectives, on issues of importance from Afghanistan to Syria.  
 
For Russia, US remain the strategic partner. Europe is considered less important 
and in fact easily to placate, block or simply ignore. From a regional point of view 
the competition resembles a beauty contest and it may be just as brutal as a 
pageant. Notable examples include the ongoing race l of signing DCFTAs with the 
EU by various countries from the region over joining the customs union between 
Russia, Belarus and Kazakhstan, heralding an oncoming Eurasian Customs 
Union. Dmitri Rogozin’s recent visit to Moldova and Armenia’s agreement to join 
the customs union, despite the absence of a physical border with its member 
countries, signal this growing tension. The EU and Ukraine are expected to sign 
the Association Agreement and, with it, the free trade agreement this fall in 
Vilnius. Moldova will most likely follow the same path despite the recent trade 
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war opened by Moscow via the banning of Moldovan wine imports.   
 
Turkey is the only regional power daring to follow its own path, but the political 
and economic realities of the Levant and the Mediterranean constantly foil its 
plans despite Ankara’s strategic depth Turkey’s internal situation is not less 
complex. To put it shortly, the massive demonstrations that erupted in Gezi Park 
and Taksim Square causing further unrest in tens of other cities proved that 
Turkey is still struggling with its own internal competition between the eastern 
and western lifestyles, between European and Islamic tradition. 
 
In Romania, the problem is related to both the substance of external events and 
internal political speech. The use of pro-Americanism and Euro-Atlanticism, as a 
badge of honor has become a trademark of public speech. The same goes for 
charges related to “deviationism”. Polls, including the recently presented Trans-
Atlantic Trends issued by the German Marshall Fund of the US (GMFUS), show 
Romanian public retains a majority of supporters for both the US and Europe. 
However, for the first time the poll shows a drop in that support. These 
perceptions are influenced not only by the economic reality and international 
affairs but also by the domestic political discourse. When talks are being held in 
Bucharest in terms of pro-East or pro-West not only mythologies are being 
created but public opinion as well. This will have long-term effects on Romanian 
politics and its potency.  
 
The cultural and political separation between Romania and the West is a 
constant subject of debate not only by the elites but also the general public. In 
fact this revolves around the failure of constructing a pluralist, developed and 
prosperous society. If the sense of belonging to the Western world is threatened, 
it is because of the chronicle weakness of good governance. At the same time the 
economic environment seems incapable of generating general well-being and 
prosperity. This profound inequality and the failure of any social justice also 
undermine Romania’s democratic development.  
 
Furthermore, with a European Union lacking clarity of vision in external politics 
and a leadership unwilling to conduct global politics, Romania seems at times a 
captive of Europe’s strategic drift. The long lasting delay of Romania’s Schengen 
accession also serves to fuel public disenchantment with both its political class 
and Europe. 
 
For the last 15 years there has always been a fundamental strategic agreement 
within a large part of the political class and the government. On one hand, there 
was the belief that Romania benefited strategically from being part of the 
Western world. On the other, it was obvious that there was a necessary 
connection between the political and economic development and the EU and 
NATO integration. This perspective was opposed less by a counter-model of 
values than by a set of economic interests which are threatened by the norms 
nominally acquired by accession. Surprisingly, both have coexisted and 
collaborated successfully. The economic success of a great part of the Romanian 
political class at local and national level stands as proof of this.  
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In fact, the political class has failed in its attempt to build a new identity for post-
NATO and post-EU Romania. As a consequence, this has facilitated the 
appearance of an instrumented competition between pro-Americanism and 
Euro-Atlanticism with no actual substance. Public opinion is a reflection of this 
lack of values and ideas but most of all of solutions.  
 
The European Union’s growth and financing crises and the USA’s engagement in 
conflicts the public perceived, as elsewhere, dictates by choice rather than 
necessity, took a toll on their popularity. The promise of prosperity and of better 
governance following membership to NATO and the EU materialized to a lesser 
degree than the public had hoped for. Economic polarization and the large share 
of multi-national and foreign companies in the GDP sharpened the feeling of 
alienation.  
 
This is outlined by the political crises in Romania and throughout the entire 
region. People want to assign blames and the ongoing series of environmental 
protests has clearly shown that they blame both the political class and Europe’s 
crass indifference.  
 
These shifts nonetheless indicate the existence of real costs when it comes to 
formation and influence of public opinion. The politicians’ profound incoherence 
is a factor that accentuates public reaction. Regarding the general public, this 
vestigial pro-Americanism is not doubled by a favorable evolution of attitude 
related to open society, democratic values and participation. This is changing 
and paradoxically the emergence of a “civic class” makes it more critical of the 
West as it is currently, while it is more western in its values. The change agent 
that the political factor and a dynamic economic environment should represent 
is missing. Just like the West is the concept that grants ideological substance to 
Euro-Atlanticism and in a certain measure to pro-Americanism, distrust in the 
West is caused not by what Romania’s allies do or do not but by domestic 
failures. 
 

1.2. Maintaining the western narrative in Romania and the region. 
 
What options are there to maintain the western narrative in Romania and in the 
region? If the internal answer is tied to good governance then the external 
answer is related to a country profile for Romania within its economic and 
strategic western alliances. Today its profile within NATO is defined less by 
participation in the conflicts the West is involved in, and more by NATO missile 
defense system it hosts on its national territory. Statements made by officials 
from Bucharest, Washington and Brussels confirm the importance and finality of 
these phases and, thus, the role Romania will continue to play in western missile 
defense. It is a strategic role and it is symbolic for Romania’s importance as an 
ally and the trust placed on it. What applies to Romania largely applies to the 
region as well. Any coherent strategic proposition by the West for its eastern 
perspective needs to include the EU, NATO and the countries that straddle this 
invisible and much debated border between East and West.  
 
Probably the most ambitious proposition rests with a new economic and political 
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engagement towards Eurasia and the Levant.  For the Three Seas area between 
the Adriatic, Black and Caspian Seas this means serving as anchors to the 
western pillar of the New Silk Road. For thousands of years it has represented a 
significant percentage of world GDP and at a certain point even a third of world 
trade. The west was born in some measure as a destination of the Silk Road and 
it redefined itself in order to be able to efficiently manage the wealth that this 
economic corridor generated. 
 
The political, economic and strategic concept of a New Silk Road was once again 
launched as an economic and security axis during Hillary Clinton’s term at the 
State Department. The concept, presented by Under Secretary of State for 
economic growth, energy and environment Robert Hormats, and since then 
supported by numerous interventions of American officials required a European 
answer. But caught in its own travails Europe lacks the institutional will and the 
political leadership required to provide a credible answer.  
 
This is the main task for the countries in this region: to work with the EU and 
NATO in developing the practical elements for a European policy towards the 
New Silk Road. Coming back to the previous statement regarding the strategic 
challenge of the “empty space” left by the Asian pivot of the USA, there is an 
obvious opportunity here for both the EU and Romania. If it is not used, this 
opportunity will inevitably become a cost and the strategic void a threat.  
 
The strengthening of the European Union’s new approach in the space between 
Europe and Asia is just as important as the stabilization and the anchoring of the 
Eastern Partnership and Mediterranean spaces. It is in fact an option for a new 
Trans-Atlantic security logic: a continuum of security and prosperity on a north-
to-south axis and an economic and commercial opening towards Asia through 
the western anchoring of the Silk Road, both backed by jointly building the 
capacity to respond to new forms of strategic threats. 
 
The fact that this anchoring requires more of a political and economic logic and 
is less dependent on military might is ideally suited for Europe’s civil power 
profile. Europe will not succeed if it remains focused on managing its 
institutional failures and captive to a limited and populist political narrative. 
There are reasons to hope this will change in the near future. The opportunity 
cost is too great for Europe not to do it. 
  
Coming back to what the region and Romania can and should do, the issue of 
anchoring the Silk Road offers a clear to do list. On one hand there are 
governance measures and reforms that need to be implemented to facilitate the 
countries’ mainstreaming in the EU. On the other there are practical challenges 
that need to be addressed in a systemic way. These include issues related to 
regional security, the legal fracturing of the continuum between the three seas 
and Central Asia impacting intra and trans-regional trade and investment, the 
difficult issue of imagined spheres of influence but also technical difficulties. 
 
Economic data show to what degree the countries in the region, and in particular 
those that belonged to the Soviet Union are hindered by its economic governance 
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legacy. The radial nature of infrastructure still blocks effective intra-regional 
commerce. The lack of strategic infrastructures diminishes the impact of 
investments. This is why cross regional projects need to focus on physical and 
virtual infrastructures that address these divisions.  
 
Investing strategically in the New Silk Road can and will have a major impact in 
GDP growth in the region. Already important investments flow to the region in 
infrastructure developments designed to link it East to China, South to India and 
West to Europe. It is not by chance that China is a leading provider of financing 
and transport infrastructure development projects. Whether to access 
commodities or to spread out its products the large economies of the region can 
see how the shortest East West axis can impact profit and competitiveness. 
 
Asian countries such as China, India, Japan and Korea are investing in various 
components of these connecting networks. Participation in this corridor is 
viewed as strategic. The potential trading volume of energy or commercial goods 
on this route is automatically creating competition. In fact, we are actually 
witnessing an intense rivalry for control and access favorability across the entire 
Silk Road route. This is as much about politics as it is about energy resources and 
trade routes. China and Russia are already investing aggressively in railways in 
this region. Countries in Central Asia, Caucasus, and also Turkey and Western 
companies are now rewriting the logic of the energy trade inside and across this 
region. 
 
The evolution of the decision-making processes, especially referring to gas 
transport from the Caspian region to Europe, indicates the primacy of economic 
logic. It is not that strategic considerations are irrelevant but rather that the 
economic interest of states and those of their business proxies have become 
strategic. It used to be that energy was the only game in this region. For a couple 
of decades this appeared to be the central issue and the global and regional 
powers vied for influence. Today, the global shale gas and tight oil revolution is 
changing matters from a competition on control to a competition for the best 
price. The decrease of U.S. consumption on the world gas and oil markets and the 
discovery in the Black Sea and in Romania of new gas and oil sources are 
impacting the priority and profitability of long distance transport networks. 
Finally European investments in the community interconnection systems and its 
energy policy packages are changing the rules. 
 
Energy transport still has strategic impact but this set of transformations has 
moved the issues from the world of national interest to that of national economic 
and commercial interests. Now while these are hardly easily separated, they are 
also not always one.   
  
A gradual move from the political logic to an economical one is perfectly possible 
for the entire region. However, this will not reduce the strategic competition in 
the region, on the contrary, it will make it grow. The contribution of the West will 
remain decisive not only via NATO but through investment and trade policies.  
 
If this region is to remain strategically relevant after the US Asian rebalancing 
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and post the economic crisis phase, a more ambitious engagement must be 
proposed. This paper argues that with the region, Romania can play the part of a 
platform for western anchoring in the area created by the Adriatic, Black and 
Caspian Seas. But this will not happen automatically. Romania must also want 
this and convince its allies and the region that this investment is justified and 
cost effective. First and foremost it must also convince its European allies from 
the EU and NATO that it can play this part. 
 
This approach means ambition. Yet it also means compromise and negotiation, 
and Romania is rarely capable of generating this kind of internal consensus. 
Behind the formal convergence there often exist distinct preferences dedicated 
to internal positioning and not necessarily coming from an ideological logic or 
coherence. The articulation of an influential voice at the EU and NATO level that 
uses geography and exceeds economic and structural limitations must stem from 
assuming a regional role.  
 
If Romania remains vulnerable on the inside and its political discourse is divided 
on these issues, these ambitions for the country and the region are difficult to 
materialize. Even if together we do create a European logic for the western 
anchoring of the New Silk Road, this does not necessarily mean Romania will 
automatically benefit.  
 
To become an important player on the Silk Road one needs clear decisions and 
investments in transport infrastructures, logistical platforms, multi modal 
centers and regionally integrated commercial logic. First of all, there is a need for 
coherent policies and positions. Companies and governments alike should align 
themselves with a common concept of national interest, and not just at a 
rhetorical level, but in decisions that have a real impact on profit, profitability, 
investments and commerce.   
 
Such a regional role for Romania must not rest on preeminence but effective 
cooperation and a mutual agreement on a collaborative approach for the region. 
Economic components related to transport, commerce and energy will play a 
role equally important to the ones played by the military and security 
components. 
 
A Western Narrative for the New Silk Road requires a continued dialogue, of the 
type suggested by the Bucharest Forum.  One can hope that this body of work, 
covering strategic but also economic decisions, will ultimately be influential not 
only in shaping the European and American options but also those of decision 
makers in the region and Romania.  
 
All this is not new for the region. Marco Polo was a Venetian citizen, probably 
born on an island of the Dalmatian coast. His hometown, Venice, was where the 
Silk Road had its Western beachhead. Venice’s competitors, the Genovese, rebuilt 
and maintained the Byzantine stronghold of Enisala in order to maintain the 
continuity and security of the Silk Road on the shores of the Black Sea. Despite 
their fierce competition, the logic of commerce with Asia has provided reasons 
for cooperation. Today the West is not much different. In this region, again we 
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are asked to maintain a gate that ensures prosperity to a space that we want to 
belong to, both culturally and strategically. 
 
Andrei Tarnea, executive director of the Aspen Institute Romania  

2. Jamming competing traffic: The Russian Approach to the New Silk Road 

The NSR is currently one of the most interesting and promising areas in the 
world: its allure lies in its substantial natural resources (such as oil, gas, gold, 
silver, rare earths), and its geopolitical potential of linking trade routes.  Russia’s 
attitude towards the countries on the New Silk Road (NSR) stems from history, 
and is nurtured by its strategy on foreign policy, accommodating both short and 
medium term constraints and long-term goals. In Russia’s view, international 
influence and investment in the region translate into competition. 

‘Eurasia’ is a key concept of Russian foreign policy, widely disseminated during 
the last decade. Yet will the ‘Eurasian’ dream become reality or does it shatter 
the perspective of ‘privileged interests’? How does Russia manage to secure 
stability and growth in the corridor from the Caspian Sea to the Adriatic Sea? 
Which instruments are used to do so and is the nexus of political, economic and 
cultural stimulation successful in uniting the NSR and maintaining Russian 
influence? These are several questions this paper will address. 

Since the fall of the Soviet Union, Russia has been under pressure to retain its 
former privileged position of power and to shield its neighboring countries from 
any foreign influence, thereby effectively obstructing them from both gaining 
international relevance and attention, and achieving sustainable economic 
development. Competition from other international actors and potential 
investors in the NSR changed Russia’s relation with the countries along the Road 
from a hierarchical to a more complex and diverse one. Mimicking its 
competitors and recognizing the benefits of regional cooperation the EU model, 
Russia shifted from Yeltsin’s straight approach to neighbors to Putin’s multi-
layered, skillfully manipulative approach.  

2.1. Distinct Features of Russia’s Foreign Policy  

During the last two decades, Russia foreign policy has been influenced both by 
regional dynamics and internal transition. A new expanding global and 
multilateral world forced Russia to constantly revisit its foreign policy strategy 
to make sure it served the Russian national interest as it appears at the 
beginning of the XXIst century – the resurging power.  

Ideologies and factions shaping and supporting Russian foreign policy range 
from ultra-Nationalistic to pro-Western, with several diversifications. Whereas 
one group stresses the importance of a ‘Great Russia’, the other advocates for 
further integration with Western organizations or a harmonious relationship 
with the US, and yet another emphasizes the link with and importance of the 
other Slavic peoples and nations. 



20 
 

Although the Slavic faction is relevant in matters related to countries of Slavic 
language in the Balkans, to the countries in Central Asia and South Caucasus and, 
to some extent, to the Black Sea littoral countries, the Russian political debate is 
dominated by the “Eurasians”. Their discourse is primarily based on a 
geographical view of Russia, Central Asia and South Caucasus countries as an 
entity, and on the common political past during the Soviet Union. 

 Whereas the Eurasians have not been of immense importance during the Yeltsin 
government, mainly influenced by pro-Western lobby, Putin, followed by 
Medvedev, brought about a revival of Eurasianist thinking.  Neo-Eurasianists also 
aim at a Russian formal and informal sphere of influence in the former Soviet 
states. They go even further, advocating for what neither the Tsarist Empire nor 
the Soviet Union managed to achieve: unification of Slavic and Turkic people as a 
strong counterbalance to the West. 

In 2010, then Prime Minister Putin initiated a heavy debate on the increasing 
shift to Neo-Eurasianist aspirations in Russia’s foreign policy. He launched the 
idea of a ‘Eurasian Union’ by 2015, modelled after the European ideal of political 
and economic integration. During a meeting of the United Russia party in 2011, 
political scientist Dmitry Orlov suggested that membership in the Eurasian 
Union should be extended not only to the neigboring Central Asian countries, but 
also to countries both ‘historically or culturally close to ’or  ‘loyal’ to Russia . This 
led many to believe that Putin’s Eurasian concept may well aim not only at 
establishing an actual international organization, but also at expanding Russia’s 
sphere of influence. (Neo-)Eurasianism remains the leading concept for Russian 
involvement in the region, along the NSR.  

2.2. Russia’s involvement in the region – from Yeltsin to Putin  

Whereas Yeltsin focused was on isolating the former Soviet republics from 
international interests, his strict policy of economic sanctions and blockade of 
potential advancement achieved the opposite. Countries in the South Caucasus 
reached out to attract potential international investors. Former communist 
countries like Romania and Bulgaria as well as states from former Yugoslavia 
positioned themselves close to the European Union and most of them aimed at 
integration or at least cooperation with NATO.  

The shift from Yeltsin to Putin was marked by the creation of institutions for 
multilateral international cooperation at Russia’s initiative. The Eurasian 
Economic Community and the Collective Security Treaty Organization (CSTO) 
are the results of a new strategy of mirroring Western behavior. The first 
organization remains relevant only for strategic economic relations between 
Kazakhstan, Belarus and Russia, while the structure and evolution of the latter 
displayed trends Russia would follow in its consequent approach to its 
neighboring countries. Putin’s strategy is based on a concept of soft power; he 
presents himself as a supportive and reliable partner in diplomatic and economic 
issues. Yet to his flattering behavior, as the one he currently displays with the 
Central Asian republics, he opposes a harsh, aggressive one, as  with those 
countries in the  South Caucasus trying to escape the Russian influence. The 



21 
 

culmination of the latter attitude has been the Russian-Georgian war of 2008. It 
is in the context of this conflict that, President Medvedev introduced the regional 
concept of ‘privileged interests’. He said: “...there are regions in which Russia has 
privileged interests. These regions are home to countries with which we share 
special historical relations and are bound together as friends and good 
neighbors. We will pay particular attention to our work in these regions and 
build friendly ties with these countries, our close neighbors.” 

Figure 1. Muscovy’s Geographical Challenges – Russia’s Privileged Interests?  

 

source: www.Stratfor.com  

The concept of “privileged interest” defines Russia’s policy of establishing and 
supporting, in an open manner, its sphere of influence. Understanding this 
concept helps analyze Russia’s influence on the New Silk Road countries, 
considering both of its roles: that of  initiator of a new international organization 
meant to counterbalance the West – the Eurasian Union -, and that of main 
influencer of the internal politics of the countries in question. The term was 
introduced by then President Dmitry Medvedev in an interview given to 
Television Channels Channel One, Russia, NTV on August 31, in the wake of the 
recognition of South Ossetia and Abkhazia as independent states. He said: 
“...there are regions in which Russia has privileged interests. These regions are 
home to countries with which we share special historical relations and are 
bound together as friends and good neighbors. We will pay particular attention 
to our work in these regions and build friendly ties with these countries, our 
close neighbors. Later on, in his speeches, he underlines that while Russia will 
not draw ‘boundaries on the map’, as “the countries on our borders are 
priorities, of course, but our priorities do not end there.”  Foreign Minister 
Sergey Lavrov expanded this approach at the end of 2008 with an article in the 
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Diplomatic Yearbook on Russian Foreign Policy and a New Quality of the 
Geopolitical Situation in which he emphasized the ‘unique relations’ between 
Russia and the CIS-states and described it as a ‘civilizational unity’.  

The five principles of Russian foreign policy stipulated by Medvedev  in 2008 are 
still shaping the current Russian strategy . The Concept of the Foreign Policy of 
the Russian Federation approved by President Putin this year, while maintaining 
the same principles, replaces the term of “privileged interest” with those of 
“regional priority’ and ‘priority area’. This adds nuances of both renewed focus 
and urgency on behalf of Russia towards what it defines to be its sphere of 
influence, most of these countries geographically positioned on the New Silk 
Road.   

Are these concepts just nostalgia or do they continue to shape Russia's policy? 
How does Russia influence the NSR and what are her real drives? Does a sphere 
of ‘privileged interests’ still exist, and how seriously do China, Turkey or the 
European Union challenge it? 

2.3. Methods of Russia’s Activism 

According to the international theory of realism, Russia is currently aiming to 
regain its hegemonic position through increased influence over the countries on 
the New Silk Road, bordering the three seas: the Caspian Sea, the Black Sea and 
the Adriatic Sea. This guides its political and economic diplomacy as well as 
cultural or socio-political interactions. 

I. Political Diplomacy 

Russia employs three methods of forging political alignment: 

(1) unlimited support to pro-Russian governments, as in Kazakhstan and 
Armenia;  

(2) use of the advantage offered by the former Soviet policy of economic 
specification and the lack of interstate railway transportation to  limit 
multilateral relations and trade to neighboring countries other than Russia to a 
minimum, throughout the region; 

(3) strong support to separatist, pro-Russian movements through both symbolic 
and practical actions. In the case of Abkhazia and South Ossetia Putin took a 
public vow to protect the two separatist territories from any “attempts at 
revenge or military escapades”, deployed military troops and made an infusion 
of Russian investment in the two territories. Although modern Russia prefers to 
use more subtle ways of expanding its influence, military cooperation and the 
deployment of troops and weapons remain an option, as the Georgian crisis of 
2008 stand proof. 

After the collapse of the Soviet Union, Russia put a strong emphasis on regional 
organizations that fostered political, economic and military cooperation. The 
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Commonwealth of Independent States (CIS), created in 1991, aims at regional 
integration on military issues. It established a Council of Ministers of Defense in 
1993 and a Joint CIS Air Defense System in 1995. Currently, CIS coordinates 
parts of air defense units and elements from Armenia, Belarus, Kazakhstan, 
Kyrgyzstan, Russia and Tajikistan, with the Moscow Headquarter mostly funded 
by Russia. For Putin’s resurgent Russia CIS became insufficient, as it did not 
cover the whole Central Asia nor all three South Caucasus countries, and did not 
provide complete harmonization of all Air Defense Systems of its members. 
Therefore Russia complemented it with bilateral agreements, which it 
successfully implemented with Belarus in 2009 and Kazakhstan in January 2013. 

In 2002 the Collective Security Treaty Organization (CSTO) was founded to 
ensure strategic cooperation among former Soviet states, after Georgia and 
Azerbaijan left the CIS Collective Security Treaty in 1999. CSTO covers a wide 
range of activities, from joint military exercises to the establishment of a 
Collective Rapid Reaction Force. One major goal was reached in December 2011, 
when Russia gained the right to veto the establishment of new foreign military 
bases in the member states, in clear reference to NATO bases related to the 
ongoing Afghanistan war. Uzbekistan withdrew in 2012, so CSTO membership is 
limited to that of the Joint CIS Air Defense System, plus the new observers Serbia 
and Afghanistan. 

Romania, Bulgaria and Turkey are NATO members, Georgia is an ‘aspirant 
member’ since 2011, and Azerbaijan intends to remain neutral, cooperating with, 
yet not joining either, the CSTO or NATO. As such, Russia’s only military options 
around the Black Sea remained alliances with either Moldova or Ukraine. 
Moldova remains true to its declared neutrality, and the issue of the Russian 
Black Sea Fleet hosted by Ukraine caused several disputes between the two 
countries, and strengthened competing military cooperation as the Black Sea 
Cross Border Cooperation, to which Russia is not a participant.  

As strategic alliances proved limited in helping Russia regain its influence, she 
shifted to the more subtle ways of improving bilateral relations through 
economic instruments. 

II. Economic Diplomacy  

Russian regional policy under Putin is guided by (1) the principle of national 
sovereignty that lies at the core of Russian foreign policy, and (2) the strategy of 
regaining spheres of influence through a combination of political and economic 
stimulation. This is outlined in the new Concept of Russian Foreign Policy: 
“creating favorable external conditions for a steady and dynamic growth of the 
Russian economy and its technological modernization with a view to putting it 
on the innovation-based development track” as the second point, right after 
‘security of the country’ and ‘territorial integrity’. 

Russia is determined to extend the reach and effectiveness of its ‘soft power’. 
Military pressure, while not excluded, gave way to economic related diplomacy, 
with gas exports and financial investment as its main tools.  
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This explains Russia’s goal to be part of international organizations, like the 
World Trade Organization. While its WTO accession has only been successful in 
2012, Russia participated in other international organizations since early 90s. Its 
participation in the Shanghai Cooperation Organization as one of the Shanghai 
five founding members (China, Kazakhstan, Kyrgyzstan, Russia, Tajikistan) and 
in the Eurasian Economic Community served the goal of staying engaged in 
international and regional organizations focusing on economic coordination. 

Regional economic cooperation is paramount for Russian economic growth, as 
the Caspian as well as the Black Sea states either hold natural resources, of 
increased relevance in the perspective of a decline of those in-country, or their 
cooperation is needed for the transport of oil and gas to the Western markets, or 
both. To ensure regional economic cooperation, Russia initiated the Eurasian 
Economic Community (EurAsEc) in 2000 with Belarus, Kazakhstan, Kyrgyzstan, 
and Tajikistan. Uzbekistan suspended its membership in October 2006, and 
Armenia, Moldova and Ukraine hold observer status.  

Figure 2. Eurasia Union – Russia’s Customs Union 

 

Source: www.stratfor.com  

The official position towards multilateral economic cooperation is mentioned in 
the new Russian Foreign Policy Concept: “Russia sees as a priority the task of 
establishing the Eurasian Economic Union aiming not only to make the best use 
of mutually beneficial economic ties in the CIS space but also to become a model 
of association open to other states, a model that would determine the future of 
the Commonwealth states”.  Yet Putin’s much acclaimed Eurasian project faces 
serious obstacles and strong competition. Most notably Ukraine, standing against 
the Eurasian Customs Union and for an EU-Ukraine Free Trade Agreement, 
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proves that further extension of Russian influence runs into serious competition 
with other international actors. Following its economic diplomacy approach of 
rewarding the loyal, and punishing the drifter, Russia took recent restrictive 
measures against Ukrainian imports, consequently presented by Kremlin loyal 
media as unnecessary were Ukraine part of the customs union .  

The Western Balkans are of strategic importance for Russia as their cooperation  
is required in the sector of transportation,  trading routes, ports and pipelines. 
Countries in the area are also consumers of Russian crude oil, highly needed for 
their national economies. As they are not included in a regional multilateral 
arrangement, Russia focuses on bilateral agreements, as the Free Trade 
Agreements she has with Serbia and Montenegro.  

Furthermore, Russia decided to ‘eliminate restrictions to international 
investment and improve clarity for investors’, although it didn’t join any 
international investment agreements recently.   Although its capacity of FDI 
outflow in 2012 (31.0 USD Billion) was only half of that in 2008 (55.6 USD 
Billion), the FDI outflows as a percentage of GDP in 2012 (1.6%) are still 
comparable to Germany (2.0%) or the US (2.2%) and higher than China (0.8%), 
India (0.4%) or Turkey (0.5%).  Geography of Russian FDI outflow between 2007 
and 2012 including the first quarter of 2013, according to the Bank of Russia, 
focuses in the Three Sea countries of Armenia, Belarus, Bulgaria, Kazakhstan, 
Montenegro, Serbia and Turkey.  The highest investments have been made in 
Turkey, Bulgaria, Kazakhstan and Belarus. Bosnia is also enjoying sustained 
Russian investment since 2007, mainly as energy and energy infrastructure 
facilities. There are also minimal Russian FDI outflows towards the Kyrgyz 
Republic, Turkmenistan, Uzbekistan and Macedonia. Investments in Azerbaijan 
and Kazakhstan are resource-oriented, whereas those in Turkey and the 
Western Balkans are asset-oriented. The low labor costs of Central Asian 
countries attract efficiency-oriented investments.  

Direct relation between political disagreements with certain countries and the 
consequent decrease in Russian direct investment in the respective country is 
obvious. Of note is the significant drop of investments in Kazakhstan, 
Turkmenistan and Ukraine in 2010, following settlement of various bilateral 
agreements of these countries with the US. The application of debt instruments 
in the Three Sea countries follows the same pattern as the rate of foreign direct 
investment. 

Besides foreign direct investments, trade is also an effective instrument Russia 
uses to exert its influence. After the financial crisis of 2008-2009 and the 
consequent heavy decrease of exports, they began to rebound tremendously to 
an export rate of 40 or 50 thousand USD Million per month and a stable trade 
balance of around 15 thousand USD Million per month. Main exported goods to 
countries in the three areas in question – Central Asian countries, Black Sea 
countries and Western Balkans are oil and natural gas (58%), but also metals 
(nickel, palladium, iron), chemical products, as well as defense equipment. 
Imports consist of food, agricultural products, machinery, transport equipment 
as well as chemicals   
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Although Russia’s main trading partner is the European Union, Turkey holds a 
significant position and is highly dependent on Russian energy imports. In April 
2013 both countries announced a boost to their bilateral trade volume which is 
to reach 100 billion dollars. 

In Central Asia, Russia’s monopoly as a primary trade partner has been 
challenged by China, which already took over the lead trade position in 
Kazakhstan, Kyrgyzstan, Turkmenistan and Tajikistan. In the South Caucasus, 
Armenia remains highly dependent on Russia, whereas Azerbaijan has a more 
diversified trade balance. 

In the Western Balkans, Russia has been competing with the European Union in 
establishing influence in the region. The Russian Foreign Policy Concept  states 
that “Russia aims to develop comprehensive pragmatic and equitable 
cooperation with Southeast European countries. The Balkan region is of great 
strategic importance to Russia, including its role as a major transportation and 
infrastructure hub used for supplying gas and oil to European countries”.  Russia 
is keenly aware of the EU current economic problems and their impact on the 
Western Balkans economies. While during the early 2000s the countries in the 
region were adopting policies in support to their EU integration, since the 
Eurozone crisis they started looking for a relief of their dependence on the 
European Union. Moreover, aware of the EU enlargement fatigue, they had to 
find ways to get anchored in the global economy on their own, and develop 
friendly relationships with the regional powers. The Russian investment in the 
region has thus focused on both stressing the ties with the traditional ally, 
Serbia, but also increasing Russian presence elsewhere. Russian investment in 
Croatia has been vigorous, with several high level talks on further potential 
cooperation. Bosnia and Montenegro have also maintained a good investment 
inflow from Russian companies while discussions between Skopje and Moscow 
have also intensified during the last few years.  

Indicators of foreign direct investments and volumes of trade clearly show 
Russia’s use of economic incentives to regain influence. The performance of 
private actors such as transnational companies (TNC) is also adding to this. In 
particular the ongoing involvement of state-controlled or state-loyal companies 
such as Gazprom, Rosneft or Lukoil describes a new Russian strategy: staying 
strategically involved in important branches, energy in particular, by using soft 
power. Russian TNCs are among the leading players and hold a main share of 
Russia’s outward investment. They are the most important energy suppliers to 
countries on the NSR as well as Western Europe and have an exceptional 
standing in international export capacities. On the way towards Western 
markets, they form regional networks of strategic partnerships with national 
companies and intent to hold transportation routes and pipeline projects under 
their influence. Technology and investment need but also strategic cooperation 
in these fields will likely continue. Since October 2012, the Russian petroleum 
company Rosneft is the global leader of exploration and production of oil and 
gas, leaving behind the American multination Exxon Mobil Corporation. 
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 The geographical allocation of state-controlled TNCs indicates a strong 
connection with the political diplomacy. In particular Gazprom, Russia’s former 
monopolist for extraction and export of natural gas, appears prominently around 
the Caspian, the Black and the Adriatic Sea. By Gazprom’s own account, it is 
undertaking various projects around the Caspian Sea, aiming at the restoration 
of gas facilities and further development. The Black Sea is of crucial importance, 
as it needs to be crossed on the way towards Western markets, passing the 
regional energy hub, Turkey, and then spreading transportation routes through 
the Western Balkans towards Austria, Italy or Greece. 

The traditional multinational enterprises are also benefiting from political 
support, for example through protectionism in Belarus or “investments/assets 
for debt” swap as in Armenia 2002 . Russia succeeded to create a system where 
neither political influence nor economic success can be achieved one without the 
other.  

 III. Cultural Diplomacy 

Taking into account the increasing importance of cultural and socio-political 
interconnectedness in a globalized world, Russia is stressing the shared history, 
language, faith and culture with countries along the NSR. Cultural diplomacy as 
‘soft power’ is officially recognized as a possible “comprehensive toolkit for 
achieving foreign policy objectives building on civil society potential, 
information, cultural and other methods and technologies alternative to 
traditional diplomacy, is becoming an indispensable component of modern 
international relations” as outlined in the Foreign Policy Concept of 2013. 

The fraction of Russian ethnicity in Central Asia – from Kazakhstan (23.7%) to 
Tajikistan (1.1%) – is much higher than that in the South Caucasus (between 0.5-
1.5%), but Russia succeeded to reach to these minorities with repatriation 
programs or dual citizenship. In the Western Balkans, Russia’s close connection 
with Serbia and Bulgaria on a political and economic level can be partly 
interpreted through the common Slavic language and Orthodox belief.  

Although the factor of widespread Russian language cannot be diminished, 
Russia does not foster education specifically and has no institutionalized cultural 
institute in the NSR, unlike Turkey. But the role of media, information and pop-
culture should not be underestimated, including intensive activities from 
Russian transnational companies in the sector of telecommunication. 

This assessment is supported by the visa-free regime Russia provides for citizens 
of the post-Soviet space. Russia’s booming economy and the widespread lingua 
franca is a main motivator for many citizens of the region to migrate to Russia. 
Officially there are about three million people of these countries working in 
Russia, yet their real number is suspected to be about four times higher.  

Taking into account official statistics by the OECD, around half a million people 
migrated from Kazakhstan, Ukraine and Uzbekistan to the Russian Federation 
between 2000 and 2011. In total, emigration to the Russian Federation is a 



28 
 

significant issue for Central Asia (scaling down Kazakhstan, Uzbekistan, 
Kyrgyzstan, Tajikistan and Turkmenistan) and the Slavic CIS countries (Ukraine, 
Belarus, Moldova). The small, but stable migration from Bulgaria is in contrast to 
nearly non-existent migration of Romanian citizens. The increasing numbers of 
Turkish citizens migrating to Russia, which tripled from 2010 to 2011, can be 
eventually explained by a mutual visa-free travel agreement signed in April 
2011.  

Armenian and Azerbaijani citizens are also benefiting from visa-free regimes like 
the Central Asian states, unlike Georgian citizens. Migration from Georgia is only 
half migration from Azerbaijan and the numbers have been especially low, only a 
fourth of Armenia, in the years after the 2008 crisis, when both countries broke 
all diplomatic relations.  

Kazakhstan is also a source of emigration to neighboring countries. 

Although the total number of Kazakh immigrants to Russia has slowed down 
during the financial crisis, it picked up and now reaches 324.568 people per year, 
nearly the same amount as in 2000. 

The international remittances from labor migrants form the main share of the 
national GDP of many countries of origin, as  in Moldova (2007:36,2%) or 
Tajikistan (2008:49%). This furthers their dependence on Russia’s economy and 
on favorable political conditions that allow migration to Russia. 

As the Russian population is shrinking and working age population declines, the 
labor migrants are welcomed to fill up gaps in low-paid and labor-intensive 
sectors. Yet high number of immigrants triggers social issues as the spread of 
stereotypes and xenophobic outrages, the rise of illegal migration of those   
staying longer than the legal period, or their dependence on Russian social 
benefit system. 

The Russian government is well aware of this problematic situation, as stated in 
the Concept of State Migration of the Russian Federation through 2025, adopted 
in June 2012.  It also stresses the importance of deepened labor migration, 
preferable from Russian-speaking, well-educated young professionals. This 
political demand connects very well with the cultural diplomacy used in Central 
Asian and South Caucasian states. Immigration is a key issue and is used as a 
form of active diplomacy and influence, not only through agreements with the 
foreign governments, but also as a tool to directly reach out to the people in 
neighboring countries. 

2.4. Russia’s Relations with the Countries of the Three Seas  

Although the regions the NSR crosses are generally described as either a 
coherent post-Soviet space or a space with a high Soviet influence, Russian 
involvement as well as its relations with the countries referred here differs 
tremendously by case. The importance of a country or a region for another 
country is given by one’s security and economic needs. In security both military 
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alliances and political influence, as well as geographic proximity matter. 
Generally, one’s neighboring countries are more important than those in various 
buffer zones. For Russia, for geopolitical reasons, secure borders implied 
existence of buffer zones, which she always sought to create and expand. This is 
why, for instance, the Western Balkans are of critical importance to 
understanding the ways Moscow projects its influence.  

Economic importance is given by trade dependencies, trade routes as well as 
investment policies. Taking geography into account, a good assessment of 
Russian foreign policy towards the NSR requires a categorization of sorts.  

First, the countries at the Caspian Sea, which share a common border with and 
are highly dependent on Russia. Although their value to Russia varies according 
to the nature and size of their natural resources, their economic success and 
political system, they are the post-Soviet countries that depend on Russia the 
most. In these countries, either Russian energy imports or transfer of knowledge 
and/or investments in the mining and transportation sectors are highly required 
in order to promote economic recovery. Their political systems also show the 
persistent link to Russia, as many Central Asian political elites and leaders, for 
example the presidents of Kazakhstan and Uzbekistan or the former president of 
Turkmenistan Saparmurat Atayevich Niyazov, have been brought to office by the 
Soviets.  

In particular countries with valuable natural resources, such as Kazakhstan and 
Turkmenistan, cooperate with Russia and benefit from high Russian investment 
and strong presence of Russian TNCs. They set an example of economic growth 
supported by Russian involvement the neighboring republics might decide to 
follow. Their relation to Russia has a clearly positive connotation and is 
reinforced by their economic upturn. This attitude is highly appreciated in 
Russia and rewarded, as Putin, as well as Medvedev, chose Central Asian 
countries as the destination for their first official foreign visits abroad. Yet one 
should not mistake these relations for static, since Kyrgyzstan, following the 
military presence of NATO troops and political reforms in the country, proved 
how strained a good relation with Russia can become once Russia’s supremacy 
challenged. 

Russia perceives its geographical position as vulnerable; it cannot provide 
sufficient defensive instruments as the shared border with Kazakhstan is simply 
too extensive to guard. A strategic alliance with all the Central Asian countries 
satisfies the Russian need to build a clear buffer between its territory and China. 
But the emerging self-consciousness of the Central Asian states demands 
something in return, as the Chinese involvement gradually becomes an 
alternative to Russia. At current, economic stimuli such as trade relief and duty 
remission give Russia a possibility to continue binding these countries. Absent 
these, it remains to be seen how the Central Asian republics would react to a 
better offer from China. 

The next category are the countries at the Black Sea. On the one hand, the former 
Soviet states Georgia, Armenia and Azerbaijan, on the other the states now 
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members of the European Union, Romania and Bulgaria. The latter do not pose 
any security or regional stability risks to Russia. However, they have been 
traditionally regarded by Russia as part of its European buffer zone in Central 
and Eastern Europe, so it now tries to take advantage of the current economic 
problems of the European Union to increase its influence in these countries (as 
well as in other countries in the traditional European buffer zone). Moreover, all 
of the countries around the Black Sea are important for Russia’s energy business. 
Discussion on pipeline routes transiting these countries to Western Europe has 
always captured the attention of the media and Russia’s interests have been 
traditionally linked to the topic. In these countries Russia competes for influence 
with the West (EU and NATO, as well as the US) and with Turkey.  

Figure 3. Russian-European gas networks 

 

source: www.Stratfor.com  

The Black Sea countries in the South Caucasus pose an excellent case study of 
Russia’s range of relations with countries it considers in its sphere of influence.  
The difficulties and strains generated by the secessionist movements in the 
Northern Caucasus and the existence of de-facto entities such as South Ossetia, 
Abkhazia and Nagorno-Karabakh are a major factor in the fragmentation of the 
region, used by Russia to justify its strong involvement.  
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The Russian-Georgian war in 2008, triggered by Georgia’s ambition to join 
NATO, shows that the competition between Russia and the West is more open 
and confrontational in the South Caucasus, on both political and military levels, 
than in Central Asia, where subtle engagement in economic affairs is preferred.  

At the same time, due to their wealth of natural resources, Georgia and 
Azerbaijan developed a gradual independence from Russia; they even withdrew 
from the CSTO in 1999, and are well aware of their geopolitical importance.  

An effective pipeline system from the Caspian Sea to the European markets 
needs the support of Azerbaijan in particular, so Russia engages in energy 
diplomacy while trying to keep transportation in this part of the region under its 
influence. 

Russia’s support to Armenia is still unchallenged since Armenia is isolated in the 
region, in result of its historical and political problems with Azerbaijan and 
Turkey. The country also lacks natural resources, and its isolation left it with 
virtually no trade and little access to information. As Armenia holds no 
significant position for international investment, Russia has no economic interest 
in the country, yet its constant support serves the important symbolical purpose 
of a Russian strong hold in the South Caucasus. Hence the interest in having 
Armenia as a member of the Customs Union, a move the South Caucasus country 
has recently made. 

The next category, the Western Balkans, is a region of specific interest for Russia 
in its policy towards the West. The geographic position of the Western Balkans 
as a link between Central Europe and North Africa, between Western Europe and 
South Eastern Europe and ultimately the Middle East has made it a region where 
regional and global powers collided throughout history. Since the disintegration 
of former Yugoslavia and the Kosovo war in 1999, the success of the conflict 
management operations in the region led by the EU in particular and the West in 
general depends on the accurate understanding of Russian interests and, as 
Turkey advances in becoming a regional power, also of Ankara’s policies towards 
the countries in the region.  

The Concept of Foreign Policy of the Russian Federation introduced by President 
Vladimir Putin in February 2013 states that while the “ability of the West to 
dominate the world economy and politics continue to diminish”, the world is 
“experiencing a period of transition during which a new polycentric 
international system is forming, which opens the possibility for new economic 
and financial systems, new alignments in collective security and shift in political 
development”. It made clear that economic diplomacy has become the center of 
gravity for Russian foreign policy in general, and economic reasoning dictates 
and cements security military and political alliances. 

Among the countries in the region, Serbia has the closest relation with Russia, 
and the two established a free trade agreement. In 2013 Serbian government 
initiated discussions with Moscow on modernization of Serbia’s  air defense 
capabilities, including the procurement of multi-purpose MIG-29M/M2 fighter 
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planes, S-300 anti-aircraft missile systems, surveillance radar systems, as well as 
transport helicopters. According to Prime Minister Ivica Dacic, the Russians 
would give Serbia the loan this modernization requires, but only after an 
arrangement had been made with the IMF. In general, in the last few years 
Russia succeeded to become closer to Belgrade than the West currently is, 
mainly because of the economic problems of the European Union.  

2.5. The Russian Vision for the NSR 

The issue of a post-2014 Afghanistan brought to the international agenda the 
need for stability in the region, including efficient state building and creation of a 
reliable economic situation. It opened the debate on different visions for the 
region and alternative strategies to achieve stability and prosperity. The NSR is 
just one of these options, albeit in our view the most promising one.  Russia’s 
official involvement in the actual implementation and promotion of this concept 
remains unclear, as the term NSR is not used in official communication. However, 
Hillary Clinton’s initiative is perceived as an external interference and, as 
Alexander Lukashevich, Russian MFA spokesperson, pointed out in his briefing 
on the 2011 Istanbul Conference, Russia considers that  “the Istanbul forum has 
shown the regional states’ growing desire to shape the political landscape of the 
region on their own, without outside interference.”  

 The Russian agenda for ‘Eurasia’ focuses on the countries’ dependence on 
Russia, as well as on a Russian sphere of interest in the region. Ideas like a 
Greater Central Asia therefore clearly threaten this plan by allowing the states 
referred the possibility to form a regional power on their own, bringing them to 
a balanced international standing similar to that of the ASEAN countries. Any 
congregation of sorts would diminish Russia’s role as main provider of stability 
and prosperity. Russia is relying on the fact that the states of the Caspian Sea as 
well as in the North and South Caucasus are too different from each other in 
terms of their economic, geographical and socio-political realities to forge and 
hold a strong alliance.  

On the contrary, for Russia a centrifugal process is better, as it allows it to target 
each country individually, a strategy that benefits Russia as it can propose 
diverging treaties and benefits by local frailties. This is a long practiced method 
in Russian foreign policy, and is also currently used towards the former 
members of the Warsaw Pact and towards Western Europe, as the selling prices 
for natural resources set by Gazprom for each of these countries vary widely. 

The Caspian as well as the Black Sea countries are of strategic importance to 
Russia and, because of the obvious non-existence of any defensive natural 
borders, they are perceived by Moscow as a form of protection against foreign 
influence, as well as a shield against threats such as drug trafficking and 
terrorism. According to the United Nations Office on Drugs and Crime, 
production and transportation of drugs from Afghanistan westwards follows the 
NSR. In particular heroin producers from the ‘Golden Crescent’ of Afghanistan 
use it to reach the markets in Western Europe and in the Russian Federation. 
Therefore, on the one hand the Central Asian republics of Tajikistan, Uzbekistan 
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and Kazakhstan are transit states for drugs going to Russia, and on the other 
hand Iran, Turkey and the Western Balkans are crossed towards Western 
Europe. Whereas this path carries around 160 tons of heroin yearly of an 
approximate value of 650 million USD, the northern route only transports 90 
tons of heroin a year.    

Drug trafficking is a major security challenge for Russia. The Russian Security 
Council lists it after terrorism and illegal migration as one of three main security 
threats. To combat drug trafficking, the annihilation of heroin supplies as well as 
detection of trade routes can only be accomplished through a targeted, 
multilateral cooperation. Time is short, as the departure of troops from 
Afghanistan could cause further instability in the region, but the Russian 
government is determined to engage multilaterally in “practical steps towards 
eliminating the drug threat”. 

2.6. Conclusion  

Russia as a regional power and a resurgent global power projects its influence 
over what is called the New Silk Road, and in particular on the countries littoral 
to the Three Seas. During the last five years, we have observed a shift in Russia’s 
foreign policy from Medvedev’s ‘privileged interests’ in 2008 to Putin’s ‘regional 
priority’ in 2013 – establishing a strategic framework towards the three areas, 
and thus defining the increasing importance of the countries in the region. We 
also observed a more focused approach to each country in the area, in an effort 
to  keep neighboring regions under Moscow’s influence and to ensure strategic 
buffer zones. 

Increasing the importance of economics and including it in its foreign policy 
agenda, Russia is now using investments as a tool to both support its own 
growth and also increase its power in the region. The focus on military strategy 
now comes second, even if it remains in the picture – the idea and concept of 
‘Eurasia’ as defined by Russian foreign policy still includes it, following political 
and economic means. Gas and oil diplomacy, foreign direct investments, trade 
relations and the diverse activities of transnational companies are all part of the 
economics involved in the foreign policy agenda for the three regions analyzed. 
Together with the use of cultural diplomacy, economic diplomacy is key for 
establishing sustainable economic growth for Russia and binding the regions 
into a coherent sphere of influence.  

Russia is not the only one using these tools to ensure its influence over the 
countries surrounding the Three Seas. International competition on investments 
and influence along the New Silk Road benefits the countries on this route as 
long as they respond with foreign policy agenda aimed at economic growth and 
development. Positive outcomes for all players may come from enhanced 
regional cooperation, including on specific areas such as infrastructure, energy 
and trade.  

In consequent papers the authors will look at:  
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- the evolution of the ‘Neo-Eurasianist’ policy driven by Russia: key pillars – 
Eurasian Union, CSTO; 

- the concept of ‘privileged interest’ in action: key pillars – Russian political 
and economic diplomacy and countries’ reactions to both, in the 
context of international competition on the New Silk Road as defined 
in the current assessment.  

Important reflection topics for policy makers:  

- Will the Eurasian Union be able to fill the organizational gap between an 
Economic Common Space and the CSTO and balance Chinese 
investment and US foreign policy? 

- Will Russia take the leading role in the post-2014 Afghanistan or benefit 
from the deployment of Western presence? 

- If Russian influence will be challenged in Central Asia, will it strengthen 
the grip towards the Black Sea and Balkans to hold them under its 
influence? 

Important reflection topics for businesses:  

- What are the important industrial sectors that the Russian companies will 
become more active in investing throughout the News Silk Road 
(besides energy)?  

- How does Russia define the business infrastructure of foreign investment 
going further? (How is my company affected?) 

- What are the major risks for the expansion of Russian business on the 
New Silk Road? (How do those affect my company?) 
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3.  Historical Width and Depth: the Turkish approach to the New Silk 
Road  

Turkish involvement in the regions surrounding the Three Seas has undergone 
strong changes in the last two decades as the country evolved from a 
strategically isolated nation to a model of economic development for 
neighboring states, and finally to a regional power aiming to bring peace, 
prosperity and stability to its sphere of influence. With diversification of 
transportation, upcoming competition of other international actors in the region 
and  regained independence of the Black Sea countries, it is not yet clear how 
Turkey will manage to influence the three sea countries as it has done in the 
past.  

3.1. Important features of Turkish foreign policy – in the past and today  

Analyzing Turkish foreign policy after the fall of the Iron Curtain, one notes three 
obvious trends: geography is used to create comparative advantage, the game of 
influence learned through the history of the Ottoman Empire continues to be 
used, and the country aims to position itself as a regional leader. 

Turkey stands at the crossroads of continents, as a gateway to Central Asia, the 
Caucasus as well as the Middle East – and a transportation hub for some of the 
resource-richest areas of the world. Although it does not possess any valuable 
natural resources and is highly dependent on imports of gas and oil, it is the most 
stable, developed and reliable country in this part of the world. The fact that 
neighboring countries, all rich in natural resources and important sources of 
these for both the West and the East, are less stable internally and experience 
internal and external conflicts has allowed Turkey to leverage its position and 
develop the foreign policy of a regional leader. This also stems from two 
historical realities: the structure and fall of the Ottoman Empire, and the century 
long competition between Turkey and Russia in influencing the borderline from 
Central Asia through the littoral of the Black Sea, and into the Balkans. 
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Figure 4. Ottoman Empire 

 

source: www.Stratfor.com  

The Ottoman Empire at its peak covered an area of 5,200,000 km², 
accommodating a diverse population of Eastern Europeans, Western Asians and 
North Africans. Although modern Turkey still holds the Sea of Marmara, the old 
core of the Ottoman Empire, the Turks have lost the fertile plains, the authority 
over the Danube, a major transportation route towards the Black Sea, and were 
forced to retreat into mountainous Anatolia. In many ways, the fall of the 
Ottoman Empire relates to its expansion strategy and explains much of modern 
Turkey’s foreign policy towards the other regional powers. The latest territorial 
additions to the Ottoman Empire – covering Western and Southern Balkans but 
also the Caucasus and Mesopotamia - didn’t serve any economic role, but were 
important in containing the Western, Russian and Persian powers. In its current 
area of influence Turkey continues to compete with the modern version of the 
same powers: the EU, Russia and Iran. 

The wealth of the Empire was based on trade and vigorous economic 
development, and the same path to national prosperity was chosen again at the 
end of the Cold War. Currently Turkey still holds control over modern overland 
and maritime transport, and develops a trade policy based on economic 
liberalization.  

The relation with Russia was shaped in the Ottoman times, and continued 
unfriendly after the foundation of the Turkish republic in 1923. In both World 
Wars, as well as in the bipolar times of the Cold War, Turkey and Russia have 
been archrivals, although they shared a common border for nearly four 
centuries. Turkey`s Russian policy of today avoids public confrontation, as 
proved during the Georgian War in 2008 in particular. Turkey develops 
competition and sometimes cooperation at the economic level, maintaining a 
neutral or even friendly relation. Due to the Turkish dependence on Russian gas 
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and oil, an open dispute would have serious consequences, and it would also 
throw the entire region in turmoil.  

In contrast to the other players in the new “Great Game”, Russia, China, the U.S. 
and the European Union, Turkey is only a regional power and has no open 
aspirations of becoming a global one. Nevertheless the influence it can have upon 
the states along the NSR, on a political as well as economic and social level, 
places it into a key role.   

3.2. Historical opportunity 

At the beginning of the 90s, Turkey found itself in extraordinary circumstances. 

Isolated and encircled by hostile states for fifty years, it was now in the center of 
political and economic evolution: the foundation of new states in the South 
Caucasus and Central Asia, withdrawal of Romania and Bulgaria from the 
Warsaw Pact, and the painful separation of the Balkan states in former 
Yugoslavia. Turkey took what was then a volatile situation as a ‘historic 
opportunity to become a regional power’, as President Turgut Özal declared in 
1991. He announced one year later, with great enthusiasm, that the next century 
would be a Turkish century.  

The end of the Cold War brought an interesting development in the relation 
between Russia and Turkey. After the collapse of the USSR, the recently gained 
independence of the countries in Central Asia and the Caucasus brought 
completely new dynamics to geopolitical drives of both countries, which called 
for new foreign policy instruments. The disintegration of the Soviet Union left a 
power vacuum in Central Asia that Turkey was eager to fill, as it was ready to 
start a new balancing between Russia and Iran and build its influence in the 
neighborhood. Contrasting the Soviet approach towards its vassal states, 
characterized by a hierarchical and strict policy, Turkey presented itself as a 
partner, emphasizing the shared history, language and culture. 

3.3. Pan-Turkism 

Turkish foreign policy is shaped by three main traditional supranational ideas: 
Islamism, Turkism, and Westernism. Each of these ideologies pushes for a 
different perspective on the region of the three seas. Whereas Islamism focuses 
on the connection with states and societies who value Muslim belief, such as 
Uzbekistan, Tajikistan and Turkmenistan, with a predominantly Muslim 
population, Westernism switches the focus to the European Union and the US 
and strives for an even further Western integration. Turkism aims at uniting and 
liberating Turkic peoples and at fostering Turkish language and culture. There 
are around 50 Million ethnic Turkic people around the Caspian and Black Sea 
and in South Eastern Europe. 

Although Atatürk rejected Pan-Turkism, it proved to be a relevant tool for 
modern Turkey today, aiming at integrating multicultural populations. 
Expanding Turkism towards Central Asia and Caucasus was a reliable method, so 



38 
 

Turkey created an active diplomacy to nurture Pan-Turkism in the newly 
independent states. Especially the five predominantly Turkic states – Azerbaijan, 
Kazakhstan, Kyrgyzstan, Turkmenistan and Uzbekistan – were welcomed with 
great enthusiasm as 'brotherly republics'. 

3.4. The revival of the Pan-Turkism as a pragmatic tool  

The early visits of President Özal to Azerbaijan and Kazakhstan in 1990 were 
part of the new Pan-Turkish foreign policy. Turkey did not limit its approach to 
symbolic activities, but also initiated various institutions and fora for multilateral 
cooperation. 

The Turkish International Cooperation and Development Agency (TIKA) was 
established in 1992 as a method to implement and coordinate Turkish foreign 
policy and initially only focused on the five Turkic states. It now includes the 
Balkan states, the Black Sea littoral countries, Afghanistan and the Middle East in 
its portfolio. TIKA carries out very different projects on the political, economic 
and social dimension, including for example the establishment of an effective 
public administration, self-government, law and judicial systems, the promotion 
of education, culture, science and economic liberation as well as knowledge 
transfer in the area of health, technical issues and infrastructure. 

The variety of project areas and the extension of countries in the twenty-first 
century make TIKA not only a development organization, but also a door opener 
for Turkish investment and trade, as well as an advocate for a positive attitude 
towards Turkey. This strategy further developed with the creation of specialized 
institutions such as the International Organization for Turkic Culture (TÜRKSOY) 
in 1993 or, even more formal, the Parliamentary Assembly of Turkic Speaking 
Countries (TURKPA) in 2008. Due to its good connections with and its strong 
standing in Western and International organizations, Turkey also acted as a 
spokesman for the integration and international acceptance of the former Soviet 
Republics.  

Despite many efforts and an enthusiastic beginning, the project of Pan-Turkism 
can only be assessed as semi-successful. Although Turkey still holds a prominent 
role in education and culture in these countries, a deeper integration in highly 
relevant aspects such as trade and military cooperation did not develop. 
Turkey’s influence could not surmount that of Russia, cemented in Soviet times, 
especially in terms of exports of natural resources, transportation routes built to 
serve Moscow’s interests, and Russian as the lingua franca of the region. The 
newly independent former Soviet republics suffered from structural dependency 
to Moscow as the result of lack of national economic diversity, so Turkish 
statements were well received in the beginning of the 90s. As consequent years 
showed that Turkey’s limited capital could not ensure or support growth and 
prosperity in the new states, these turned to alternative, new and old, patrons.   

This led Turkey to revisit its Pan-Turkism strategy, which focuses today on 
cultural and social linkages, uniting not only a limited number of countries in a 
formal organization, but also a variety of peoples through educational 
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institutions, the foundation of Turkish universities and exchange programs for 
students.  The multilateral approach to unite all Turkic republics was replaced by 
bilateral one, apparent in the development of massive bilateral trade, military 
and financial agreements and treaties.  

3.5. Turkey between “zero problems with neighbors” and “strategic depth”  

In  2002 Turkey initiated a new foreign policy based on the proactive diplomacy 
of the past, and the ‘zero problems with neighbors’ policy. This approach, linked 
to Kemal Atatürk’s agenda of ‘Peace at home, Peace in the World’, points out the 
significance of regional stability for national prosperity. Turkey’s foreign policy 
under the Erdogan government follows the slogan of ‘zero problems’, avoiding 
open hostilities, pushing bilateral investment and even trying to reconcile with 
long-term foes such as Armenia.  Although this strategy couldn’t avoid complex 
political problems such as the international isolation of Iran or erase historical 
isolation completely, it was rewarded with massive economic improvements for 
Turkey. 

 The Turkish GDP growth rate increased from 5% in 2003 to 9% in 2004, and 
although it dropped to -5% in 2009, it bounced back to 9% in 2010 and 2011. 
Simultaneously, the Turkish government debt in percentage of GDP halved from 
67.7% to 36% in 2012. Turkish main exports are manufactured goods of textiles 
and clothing, automotive, iron and steel, white goods and chemicals and 
pharmaceuticals. As Turkey is highly dependent on the import of natural 
resources for the energy-intensive production of these goods, economic boom 
implied a further increase of oil and gas imports, mainly from Russia, and 
therefore impairing the Turkish trade deficit.  Turkey was able to increase 
foreign direct investment into its national economy, but it also multiplied its 
foreign activities trough foreign direct investment outflows, from 0.06% of the 
national GDP in 2002 to 0.35% in 2008.  

Turkey wants to present itself as a mediator between underdeveloped but 
resource-rich countries at the Caspian and Black Sea, the Middle East and 
Western hemisphere, making itself a significant actor for multilateral and 
international cooperation. It also wants to remain the main hub for transport to 
and from these countries. This way, Turkey addresses the growing energy needs 
of its own population as well as of the European Union, thereby improving its 
political standing as a possible candidate and responsible partner for the 
European community.  

The Turkish strategy is concentrated on its geopolitical position and friendly 
relations with neighbors, with a significant role for transnational commerce and 
transportation.  Is this sufficient to participate in the Great Game of tomorrow? 
Or is Turkey endangering itself, as it might become a replaceable energy hub? 
Projects like the South Stream show that a southern corridor can be obtained 
without Turkish approval, so this strategy could backfire, pushing Turkey out of 
the great game. As the Russian resources of crude oil are decreasing, LNG will be 
the most important factor in the future of energy exports. The existing gas 
pipelines through Belarus, the Ukraine or the North Stream could support the 
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Western markets, so the pressure on the southern corridor would shrink. 
Furthermore, the costs to build a cross-country gas pipeline are much higher 
than a pipeline underneath the sea, which would make similar projects like the 
South Stream even more attractive and therefore shrink the importance of 
Turkey as an energy hub.    

Turkey’s geographical position is both a blessing and a curse. While it may 
render the country international significance, the location between Western 
democracy and Asian-Arabic autocracy is not ideal. The South Caucasus region 
remains a highly conflictive area, where the Russia-Armenia-Iran axis faces the 
partnership between Turkey-Georgia-Azerbaijan.  The presence of three 
countries with presumably at least access to nuclear weapons could threaten the 
fragile balance in the area.  

The logic of Turkish good neighbor policy advises for a good relation with Iran. 
Although Iranian as well as Iraqi natural resources are much less significant than 
those in Kazakhstan, Turkmenistan and Azerbaijan, their import would cover 
Turkish needs, and therefore they remain an easily accessible alternative, as well 
as a good negotiating chip.  

Ahmet Davutoglu, current Turkish Minister of Foreign Affairs, answered the 
concept of ‘zero problems with neighbors’ in 2009 with the catch-phrase of 
‘strategic depth’. Emphasizing the historical experience of the Ottoman Empire, 
he pushed for an even further pro-active diplomacy and political and cultural 
cooperation in the region. In the same year on October 16 he promised to ‘(…) 
make the Balkans, the Caucasus and the Middle East, together with Turkey, the 
center of world politics in the future. This is the objective of Turkish foreign 
policy, and we will achieve this. We will reintegrate the Balkan region, the Middle 
East and the Caucasus, based on the principle of regional and global peace, for 
the future, not only for all of us but for all of humanity.’ 

3.6. Turkey and the Western integration  

During the Cold War, Turkish foreign policy was aiming at integration with the 
West as the only option to balance the threat of the neighboring Soviet empire, 
which led to a fast and broad integration into the North Atlantic Treaty 
Organization (NATO) in 1952. Turkey is now the second largest active group of 
armed forces after the United States.  During the Cold War being an active 
member of an international military alliance that was formalized and ensured 
protection has been one of the most important foreign policy goals of Turkey. 
Complementarily, the country also established a close partnership with the 
European Union aimed at serving the country’s economic interests.  As an 
accession to or a membership in the European Economic Community as well as 
in the European Community was not negotiable at the time given the pending 
Kurdish conflict, Western Europe welcomed Turkey’s European choice and 
granted it accession to different, less integrative organizations, as the Council of 
Europe (1949), the EC Association Agreement (1963), the KSCE/OSCE (1973) 
and finally the European Customs Union (1996).  
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The long-lasting argument about membership in the European Union and the 
Cyprus issue greatly disappointed the Turkish politicians and diminished their 
hopes and, as indicated by recent statements, desire to integrate further into the 
EU in the near future. Consequently, Turkey decided to strengthen its 
connections with neighboring countries, gathering new allies and establishing 
itself as a regional power, concluding in the “zero problems” policy under the 
Erdogan government.  

Especially in the current domestic context and given the trend toward 
regionalism in its foreign policy, Turkey is less willing to play the game of 
European membership. Although the European Union is still Turkey’s most 
important export and import partner, this in fact means trade with Germany, 
Great Britain and France. Germany was the biggest trading partner of Turkey in 
2012, while Turkey is a highly attractive destination for German companies and 
investment, with a total value of 550 USD Million in 2012. Trade with other 
European countries is negligible. The other main trading partners of Turkey are 
Russia and Iran, both non-West countries.  

The Turkish Ministry of Economy’s economic outlook of August 2013 indicates a 
projected growth rate of GDP higher than that of the Euro zone, US, Brazil or 
Russia. An export-oriented economy like Turkey needs to open new markets for 
the consumption of its goods, for example in also prosperous India, China or 
Vietnam.   

In the period from 2012 to 2013, Turkish exports to the Turkic republics 
increased by 20.9%, taking the lead position as the fastest growing export 
market, in a clear contrast to the European Free Trade Zone, where Turkish 
exports decreased by 34.9%. The shift of exports towards growing markets 
generates the need for diversification of economic stimuli such as free-trade 
zones and market access strategies, and thereby diminishes the importance of 
agreements like EFTA. The political and economic arguments against Turkish 
membership, as well as alternative options such as a ‘deepened partnership’ do 
not display a vision for Turkey in the European Union in the near future, and 
encourage its regional approach. 

The change of relationship between Turkey and the European Union has an 
international impact. When the bipolar world of the Cold War expanded into a 
multilateral environment, the international as well as regional options for 
Turkey increased tremendously. Hence the increasing importance of a region 
where Turkey is the crucial trading point, and plays a central role that helps it 
improve its international standing and its bargaining power with its Western 
allies. Turkish refusal to install NATO bases in the South Caucasus because it 
could threaten Russia, or the new interest in the Shanghai Cooperation 
Organization (SCO) are important moves towards Turkey’s regional supremacy.. 

Nevertheless, the promise of Western integration has been crucial for the post-
Soviet states in the recent past, so it influenced the relations between these 
countries and Turkey. Understanding this, Turkey acted as an ambassador for 
regional interests in the international community. It supported the involvement 
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of Central Asian and South Caucasian countries in international organizations 
and arrangements. Turkey supported the countries’ membership to NATO 
Partnership for Peace Program, the accession into the World Trade Organization 
or disarmament treaties. 

3.7. Turkey’s relationship with the states of the Three Seas 

Since the dreams of a multilateral, highly intertwined Pan-Turkish Union proofed 
unachievable, Turkey switched to bilateral engagement with selected partners, 
although its main paradigm of ‘zero problems’ remained visible in all of its 
activities. After his re-election in 2011, Prime Minister Erdogan announced in his 
victory speech ‘I greet with affection the peoples of Baghdad, Damascus, Beirut, 
Amman, Cairo, Tunis, Sarajevo, Skopje, Baku, Nicosia and all other friends and 
brother people (…). Today, the Middle East, the Caucasus and the Balkans have 
won as much as Turkey (…)’. This speech is the layout of the new foreign policy 
and indicates a shift in Turkey’s priorities, as he points to the relation with 
Bosnia and Herzegovina, Macedonia, Azerbaijan and Northern Cyprus, and does 
not mention the formerly preferred Turkic states in Central Asia. 

Around the Caspian Sea, Turkish influence has been more or less accepted or 
welcomed, and the relations these countries developed with Turkey vary. While 
relations with Kazakhstan and Kyrgyzstan are positive, marked by multiple 
treaties, symbolic declarations of partnership, official loans and grants and 
mutual interest in extending trade, those with Uzbekistan and Turkmenistan are 
frozen. 

In the beginning of their independence, both Uzbekistan and Kyrgyzstan voiced 
the embracement of the ‘Turkish model’ in their own state building. Yet after 
Turkey hosted the leaders of the Uzbek opposition movement, and then 
condemned the 2005 Andijan massacre, the Uzbek-Turkish relation became 
colder. Turkmenistan intends to stay neutral, is not interested in joining regional 
organizations, and, in general, avoids interactions that could generate conflicts. 
Turkey’s political engagement in this country focuses on development aid and 
cultural cooperation. Its economic engagement focuses on telecommunications, 
and transportation issues, especially international connecting flights, visibly 
aiming at a spill over to other commercial relations. 

In the Southern Caucasus Turkey is an exceptional partner with Georgia and 
Azerbaijan, but still struggles through historical difficulties with Armenia. Due to 
the similarity in culture and language with Azerbaijan, the relationship is 
officially described as ‘one nation, two states’. Georgia’s President Mikheil 
Saakhasvili described Turkey as a friend and ‘the window opening to Europe’, 
and even if the relation became colder in 2008, when Turkey’s well preserved 
low profile upset the Georgian government, it consequently regained strength. 
Cooperation in the military and security dimension has been achieved through 
initiatives like the Caucasus Peace and Stability Platform, as well as the Black Sea 
Naval Force or Black Sea Harmony alliance.  
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The amount and geographic distribution of Turkish direct investment outflows 
display the country’s interests in and ties it with particular regions and partners 
around the Three Seas. As the Turkish economy is focused on trade, not 
investment, the overall bulk of DI outflow is very low in comparison to Russia, so 
its concentration in a foreign economy shows a significant commitment. In 
Central Asia, Turkish DI is found in Kazakhstan, where a volume of 78 and 80 
USD Million was reached in 2007 and 2011. Only a minimal amount can be found 
in outstanding years in Uzbekistan, Kyrgyzstan and Turkmenistan. This is a 
further proof that while alignment of the Turkic republics is still a preferred goal, 
economic instruments are only secondary to the use of cultural methods in the 
Turkish foreign policy. 

The situation in the South Caucasus also adapts to this logic. Turkish FDI 
outflows towards Armenia are non-existent, in contrast to the small, but 
increasing investment in Georgia, which started in 2006. Nevertheless, the main 
focus in the South Caucasus is clearly the fifth Turkic republic, Azerbaijan. In the 
regions surrounding the Three Seas, Azerbaijan takes by far the leading position 
for Turkish investment, peaking at around 500 USD Million in the year of 2005. 
This is particularly impressive when compared to the second largest amount 
invested in a foreign county, 127 USD Million in the Islamic Republic of Iran in 
the year of 2006. This concentration of FDI is not only influenced by the political 
diplomacy of ‘one nation, two states’, but also by the energy hunger of the 
Turkish economy, as main imports from Azerbaijan are natural and petroleum 
gas, as well as coal and petroleum products. 

Around the Black Sea, the investment in the Russian Federation holds the main 
share, followed by important transit countries of Bulgaria and Romania.  

Although the total amount of Turkish investments around the Black Sea and 
Adriatic Sea is still lower than those in the Caspian Sea, the rate is considerably 
increasing in the last few years, perhaps motivated by an increasing importance 
of trade routes through these countries. 

In the Adriatic Sea, a tremendous boom of Turkish FDI is registered in Croatia. 
Whereas only 2 USD Million have been invested in 2010, the number raised to 48 
USD Million in 2011. Furthermore, increasing investment can be found in the 
European Union countries of Italy and Greece, as well as in Bosnia and 
Herzegovina. As the Turkish economic strategy is not based on the construction 
of transportation routes to reach Western markets beyond its national territory 
and neighboring countries, unlike Russia, a further spread of investment 
throughout the whole Western Balkan regions can’t be found. 

3.8. Relations between Russia and Turkey – cooperation of competition? 

Whereas in the last decades Russia’s political domination over the former Soviet 
States weakened and it started experiencing economic deterioration and political 
insecurities, Turkey experienced a significant boom of its economy and of living 
conditions. These changes put the two states on nearly equal footing at the end 
of the 90s, which helped trigger the idea of 'Eurasianism'.  
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This geopolitical concept has a certain appeal for both actors, but it is 
questionable if they can pursue it in parallel, as they look for two completely 
different geopolitical outcomes. Whereas the Russian model favors the 
integration of Slavic and Turkic peoples into a 'supra-national empire' led by 
Russians, Turkey believes in a 'Turkish World from the Adriatic Sea to the Great 
Wall of China' as former Turkish President Süleyman Demirel described it.  

Although these hegemonic visions will probably never become reality, political 
instruments towards their implementation have been created. For example the 
Eurasian Economic Community founded in 1996, to which Turkey was an 
observer in the beginning. 

The relation with Russia is ambivalent as the two countries compete in their 
access to natural resources and in gaining regional influence, yet they also 
developed a tight commercial partnership. Bilateral trade balances show that 
Russia is the leading importer of Turkish goods while Turkey is highly 
dependent on Russian exports of gas. This creates a strong economic bond, 
which could be the basis of a Eurasian free trade zone. 

The High Level Cooperation Council between Russia and Turkey founded during 
Medvedev in 2010 included a Joint Strategic Planning Group, a Social Forum and 
a Joint Economic Council, all aiming at an extensive cooperation to solve regional 
political, economic, social and security problems. In 2012 these arrangement got 
promoted to a 'strategic partnership', and one year later in April 2013 the 
Russian Ministry of Foreign Affairs declared a strategic partnership to Turkey in 
the field of energy in particular. Although the multilateral transportation projects 
at the Black Sea benefited from this development, the situation in the Caspian 
Sea remained unchanged.  

The main emphasis of Turkish involvement in the region lies in energy 
cooperation. As Turkey possesses neither relevant gas nor oil resources, its new 
strategy is based on using its geopolitical position to pressure and influence the 
transportation of natural resources to the Western markets. It is also aiming to 
diversify its energy sources, and to diminish its structural reliance on Russia. To 
illustrate the latter, Turkey’s intention to generate more nuclear energy is also 
conditioned by imports of Russian-built reactors and radioactive material.  
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Figure 5. Southern Corridor Natural Gas Pipelines 

 

source: www.Stratfor.com  

Despite historical competition and current diverging political concepts, Russia 
and Turkey face similar internal challenges: radical separatist groups in 
Chechnya and in the Kurdish areas, the re-emergence of religious influence on 
politics as well as an upcoming social rift. Both countries perceive the separatist 
movements as ‘terrorist groups’ that threaten their national integrity and are a 
major security issue for domestic as well as foreign policy. Unfortunately, this 
did not lead to a unification of forces in the mutual war against terrorism, but 
quite the opposite. The Kurdish Worker Party (PKK), internationally declared as 
a terrorist organization, is not listed as such in the Russian official register, as it 
does not pose a threat to Russia’s national interest. This despite the fact that 
both the PKK and the radical separatist groups are suspected to hold elements of 
their strategic units in each other’s country.  

Both Putin and Erdogan are continuously criticized for their strong personalized 
leadership by the West and both face similar increasing religious influence on 
state matters from the Orthodox Church and Islamists respectively.  The 
widening gap between traditional or modern, religious or tolerant and 
nationalistic or open-minded attitudes is prevalent in both societies and it 
remains unsure how these issues will shape the foreign policy of tomorrow.  
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3.9. Conclusion 

Turkey is crossed by the New Silk Road and it directly influences the countries 
littoral to the three seas. This translates into a relationship of both mutual 
understanding of a common destiny and of power. Turkish history and 
geography both make it aware of opportunities and risks the New Silk Road 
possesses.  During the past two decades, Turkish economy has grown and made 
the country a resurgent regional power. While having its internal problems to 
address, in both socio-political and economic spheres, Turkey needs to secure its 
own prosperity by exerting regional influence in order to preserve stability, 
foster conflict resolution efforts and support the formation of new trade routes. 
By using Pan-Turkism as a new diplomatic tool, Turkey switched from the 
concept of “zero problems with neighbors” to “strategic depth” in foreign policy, 
with the current goal of ‘(…) making the Balkans, the Caucasus and the Middle 
East, together with Turkey, the center of world politics in the future”. .  

As the surrounding regions are dealing with rapid changes and unexpected 
shocks – the Arab Spring, the Syrian Civil War, the Euro Crisis – Turkey could use 
these windows of opportunity to strengthen its role as a regional hub. To achieve 
this Turkey would need to continue to enjoy a relative social-economic stability 
that would allow for an active strategy towards the New Silk Road countries. So 
far, Turkey’s approach has been sustaining a network of bilateral and 
multilateral relations with the countries surrounding the three seas and with the 
main global influencers, the EU, the US, Russia and China. With the principle of 
“strategic depth” at the core of its foreign policy, we should soon start to see 
Turkey focusing on particular players in the region. However, considering all the 
events within Turkey and in its immediate neighborhood as well as the 
multitude of factors influencing the countries on the New Silk Road, it is still 
early to say how soon a plan will be put in action by Ankara and there is only a 
vague indication of what such a plan may contain. For instance, whereas Russia’s 
preferred method of influence through economic diplomacy is investment, 
Turkey has chosen to build a trade network it centers.  Moreover, the relation 
between Turkey and Russia remains of paramount importance in understanding 
Turkish steps towards the countries in question. 

In a consequent study we will be looking at:  

- evolution of the concept of pan-Turkism in relation to the core foreign 
policy pillar of “strategic depth”; 

- Turkish socio-economic stability and how potential internal problems 
change foreign policy plans in the short and medium term  

Important reflection points for policy makers:  

- What are the indicators for Turkey implementation of pan-Turkism to 
support its resurgence as a regional power, and how does this 
integrate with its policy towards the EU, the US and towards Russia?  

- Are there indicators of Turkey focusing on different regional policies for 
Central Asia and the Caucasus, the Black Sea countries and the 
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Western Balkans or does the bilateral/multilateral approach still 
stands?  

- How do regional socio-economic and political turbulences (from Arab 
Spring to the euro-crisis) affect Turkey internally and what are the 
implications on Ankara’s foreign policy on the short and medium 
term?  

Important reflection points for businesses:  

- What are the main sectors of economy where Turkey trades mostly with 
the countries on the New Silk Road and who are its competitors?   

- What are the main trading routes that make Turkey a hub regionally, on 
the New Silk Road? What are the specific risks and opportunities 
related to those routes?  

- What are the main economic downsides of Turkey’s current internal 
problems that are likely to affect its trade flows?  

Silvia Steininger, researcher at Heidelberg Institute for International Conflict 
Research (HIIK) 

Antonia Colibasanu, VP International Marketing, Stratfor & Associate Professor at 
the Academy of Economic Studies, Bucharest – coordinator and reviewer 
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4. Anchoring the New Silk Road in the Three Seas Area - the economic 
dimension: measuring potential and mapping opportunities 

 
The common Soviet past as well as geographical proximity led to a high 
interdependence between the economies of the countries in the region. In the 
last two decades, they started being exposed to economic influences of major 
economies in the world, while still dependent on both the Russian economy and 
its economic diplomacy. The study includes a paper that analyzes Russian 
influence in the region from a geopolitical point of view. The current paper 
complements this analysis with an econometric approach to the issue of regional 
influence, looking not only at Russia but also the world major economies. To 
conduct this analysis the author estimated the evolution of the potential GDP of 
these countries and analyzed the correlation of their economies with the main 
economies of the world (US, Euro Area, China), but also with the key actors in the 
region (Russia and Turkey).  
 
Potential output represents a fundamental indicator, relevant both for the 
financial market perspective, and for assessment of the state of development of a 
country. Potential output is taken into account in decisions on monetary policy. 
When calibrating monetary policy Central Banks pay attention not only to 
inflation, but also to the output gap. As mentioned, potential output is important 
in the analysis of the a country’s state of development. For instance, a high 
potential GDP may indicate a converging process of an economy to a developed 
state. Last, but not least, a low level of potential GDP may indicate the need to 
implement measures in support of the aggregate supply.  
Potential GDP captures the dynamics of trade flows and of investments in an 
economy, including foreign investments. In the view of the author, the analysis of 
this variable is even more important given statistical problems of the countries 
in the region (the lack of historical data for trade flows and investments). 
 
For the analysis in in this paper the author used annual observations of real 
GDPs for the period 2001-2012 from IMF Database (World Economic Outlook 
April 2013). In order to have a better sample, IMF forecasts for the period 2013-
2018 were incorporated in the analysis. All computations have been performed 
with the Eviews 4.1 software package. 
 
The countries along or directly impacted by the NSR were divided in three 
groups, based on their weight of GDP (based on the evolution of the yearly 
nominal GDP – absolute values): 
Group I: Italy, Greece, Romania, Bulgaria, Croatia and Slovenia 
Group II: Serbia, Montenegro, Albania, Kosovo, FYR Macedonia, Bosnia and 
Herzegovina 
Group III: Ukraine, Moldova, Georgia, Armenia, Azerbaijan 
Economies of Turkmenistan and Kazakhstan were analyzed on their own.   
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The evolution of potential GDP for each group and for Turkmenistan and 
Kazakhstan respectively were estimated further, in parallel with those of US, 
Eurozone, China Russia and Turkey. Finally OLS regressions were applied to 
determine the economic interactions between each group of countries and the 
five major economies influencing the region. 
 

4.1. Interpretation of the results 
 
Group I: Italy, Greece, Romania, Bulgaria, Croatia and Slovenia 
 The dynamics of the potential GDP in Group I is positively dependent on the 
potential GDP of Eurozone and, to a less extent, Turkey. This comes as no 
surprise, as all economies of this group are integrated in the European Union, 
and three of these countries are members of the Eurozone (Italy, Greece and 
Slovenia). To a lower extent, this group is also dependent on the evolution of 
Turkish economy, due to both geographic position and historical relations 
According to these results, an increase of the potential GDP in the Eurozone by 1% 
determines the potential GDP of Group I to rise by 1.81%. At the same time, an 
increase of the potential GDP of Turkey by 1% leads the potential GDP of Group I to 
rise by 0.49%. Results are visible in the table below.  
 
 
 

Table 1. The 
evolution of the 
potential GDP 
in Group I 
 
Dependent 
Variable: 
GROUP1TREN
D 

    

Method: Least 
Squares     

Date: 
09/10/13   
Time: 06:22 

    

Sample(adjuste
d): 1993 2012     

Included 
observations: 
20 after 
adjusting 
endpoints 

    

Variable Coefficient Std. Error t-Statistic Prob.   



50 
 

USTREND -0.368791 0.049766 -7.410521 0.0000 
EZONETREND 1.810695 0.054561 33.18689 0.0000 
CHINATREND -0.275287 0.033521 -8.212464 0.0000 
RUSSIATREND -0.046478 0.004435 -10.48083 0.0000 
TURKEYTREN
D 0.490815 0.070857 6.926835 0.0000 

R-squared 0.998316     Mean 
dependent var   

Adjusted R-
squared 0.997867     S.D. 

dependent var   

S.E. of 
regression 0.038065     Akaike info 

criterion   

Sum squared 
resid 0.021734     Schwarz 

criterion   

Log likelihood 39.86746     Durbin-
Watson stat   

 
Group II: Serbia, Montenegro, Albania, Kosovo, FYR Macedonia, Bosnia and 
Herzegovina 
As results outlined in table 2 indicate, the potential GDP of Group II is highly 
dependent on the evolution of the potential GDP of the Eurozone. These 
countries have been integrating in terms of international trade with the EU 
member countries since the end of the conflicts in former Yugoslavia. Their 
economies are even more dependent on the Eurozone than economies of EU 
member countries in group 1. This is determined by geography as well as by EU’s 
vigorous involvement in the area following intervention in Kosovo. Interestingly, 
they are also positively influenced by China’s economy, while their counterparts 
in group 1 are not. In econometric terms, an increase of the potential GDP by 1% 
in the Eurozone leads to a rise of the potential GDP of this Group of countries by 
2.1%, and an increase of 1% of China’s potential GDP leads to an increase of 0.28% 
of potential GDP of group II. 
Table 2. The evolution of the potential GDP in Group II 
 
 
Dependent 
Variable: 
GROUP2TREN
D 

    

Method: Least 
Squares     

Date: 
09/11/13   
Time: 05:33 

    

Sample(adjuste
d): 2001 2012     

Included     
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observations: 
12 after 
adjusting 
endpoints 
Variable Coefficient Std. Error t-Statistic Prob.   
USTREND -0.279811 0.089587 -3.123327 0.0168 
EZONETREND 2.130224 0.139641 15.25505 0.0000 
CHINATREND 0.282288 0.027092 10.41947 0.0000 
RUSSIATREND -0.008006 0.049701 -0.161076 0.8766 
TURKEYTREN
D -0.293402 0.116156 -2.525936 0.0395 

R-squared 0.999926     Mean 
dependent var 3.665577  

Adjusted R-
squared 0.999883     S.D. 

dependent var 1.168066  

S.E. of 
regression 0.012629     Akaike info 

criterion -5.611245  

Sum squared 
resid 0.001117     Schwarz 

criterion -5.409201  

Log likelihood 38.66747     Durbin-
Watson stat 1.491785  

 
Group III: Ukraine, Moldova, Georgia, Armenia, Azerbaijan 
This group is by far the most interesting of the three, as it is, as expected, 
positively dependent on both Eurozone, Russia and Turkey, at different degrees.  
Table 3 presents the results of the OLS regression for this group. An increase of 
the potential GDP of Russia by 1% determines the potential GDP of Group III to rise 
by 1.3%, while an increase in the potential GDP of Eurozone determines a rise of 
0.9% and that of Turkey 0.48%. Group III is composed by countries of the former 
Soviet space that continue to be economically integrated with the Russian 
economy. Yet, as results show, their dependence on the Eurozone is also high, 
and expected to be higher once Deep and Comprehensive Free Trade 
Agreements will enter force. Econometry, as well as geopolitics, explains Russian 
determination to keep these countries in its sphere of influence and the current 
pressures it puts on them to change their path to deeper integration with the EU.   
Table 3. Evolution of the potential GDP in Group III 
 
Dependent 
Variable: 
GROUP3TREN
D 

    

Method: Least 
Squares     

Date: 
09/11/13   
Time: 05:45 

    

Sample: 2000     
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2012 
Included 
observations: 
13 

    

Variable Coefficient Std. Error t-Statistic Prob.   
USTREND -0.940485 0.046081 -20.40929 0.0000 
CHINATREND -0.206469 0.019629 -10.51831 0.0000 
EZONETREND 0.912073 0.066522 13.71078 0.0000 
RUSSIATREND 1.270616 0.021529 59.01942 0.0000 
TURKEYTREN
D 0.487373 0.066939 7.280866 0.0001 

R-squared 0.999941     Mean 
dependent var   

Adjusted R-
squared 0.999912     S.D. 

dependent var   

S.E. of 
regression 0.012758     Akaike info 

criterion   

Sum squared 
resid 0.001302     Schwarz 

criterion   

Log likelihood 41.41040     Durbin-
Watson stat   

 
Kazakhstan 
 
The evolution of the potential GDP in this country is mainly dependent on the 
Russian economy, on US economy and to a lower extent on China economy. 
According to the results, an increase of the potential GDP of Russia determines the 
potential GDP of Kazakhstan to rise by 1.29%. At the same time, the increase of the 
potential GDP of US by 1% determines the Kazakhstan potential GDP to rise by 
0.5%, and an increase in China’s potential GDP by 1% leads to an increase of 
0.18%. Kazakhstan may be considered a commodity economy (to some extent), 
being attractive for foreign direct investments (for instance, at the end of 2012 
the US foreign direct investment stock in this country was estimated at USD 11.4 
bn). Economies of the Eurozone and Turkey have no positive influence over that 
of Kazakhstan.  
Table 4. The evolution of the potential GDP in Kazakhstan 
 
Dependent 
Variable: 
KAZAHSTANTR
END 

    

Method: Least 
Squares     

Date: 
09/11/13   
Time: 05:50 
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Sample(adjuste
d): 1993 2012     

Included 
observations: 
20 after 
adjusting 
endpoints 

    

Variable Coefficient Std. Error t-Statistic Prob.   
USTREND 0.509901 0.047593 10.71383 0.0000 
RUSSIATREND 1.287097 0.004241 303.4957 0.0000 
CHINATREND 0.183260 0.032057 5.716691 0.0000 
TURKEYTREN
D -0.113701 0.067763 -1.677920 0.1141 

EZONETREND -0.870654 0.052178 -16.68618 0.0000 

R-squared 0.999969     Mean 
dependent var 3.957408  

Adjusted R-
squared 0.999961     S.D. 

dependent var 5.802408  

S.E. of 
regression 0.036403     Akaike info 

criterion -3.576040  

Sum squared 
resid 0.019877     Schwarz 

criterion -3.327107  

Log likelihood 40.76040     Durbin-
Watson stat 0.738452  

Turkmenistan 
 
As in the case of Kazakhstan, the potential GDP of this country is also dependent 
on the potential GDP of Russia, China and the United States, yet in a higher 
degree. An increase of the potential GDP of Russia by 1% determines the potential 
GDP of Turkmenistan to rise by 1.97%. At the same time, the increase of the 
potential GDP of China by 1% determines the Turkmenistan potential GDP to rise 
by 0.71%, and of an increase of the potential GDP of US by 1 % leads to an increase 
of 0.66% of Turkmenistan’s potential GDP.  
 
 
 
 
 
 
Table 5. The evolution of the potential GDP in Turkmenistan  
 
Dependent 
Variable: 
TURKMENISTA
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NTRE 
Method: Least 
Squares     

Date: 
09/11/13   
Time: 05:51 

    

Sample(adjuste
d): 1993 2012     

Included 
observations: 
20 after 
adjusting 
endpoints 

    

Variable Coefficient Std. Error t-Statistic Prob.   
USTREND 0.668449 0.242206 2.759833 0.0146 
RUSSIATREND 1.970541 0.021583 91.30258 0.0000 
EZONETREND -1.199888 0.265542 -4.518643 0.0004 
CHINATREND 0.714355 0.163142 4.378728 0.0005 
TURKEYTREN
D -0.907208 0.344855 -2.630691 0.0189 

R-squared 0.999651     Mean 
dependent var 7.287683  

Adjusted R-
squared 0.999558     S.D. 

dependent var 8.814145  

S.E. of 
regression 0.185257     Akaike info 

criterion -0.321826  

Sum squared 
resid 0.514803     Schwarz 

criterion -0.072893  

Log likelihood 8.218258     Durbin-
Watson stat 0.635702  
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We included a macroeconomic forecast scenario for 2013-2018 in our analysis. 
The forecasted indicator is the potential GDP for each group and for Kazakhstan 
and Turkmenistan. These forecasts are presented in the following graph. 
 

 
 
There is a clear divergence between the forecasted evolution of Group I and 
Group II (gradually improving) on the one hand and Group III (gradually 
deteriorating) on the other hand. At the same time, in the case of Kazakhstan and 
Turkmenistan the forecasted potential GDP is significantly higher (at around 6% 
yoy and 10% yoy, respectively), yet the two economies also have a negative 
trend of their growth rate 
 
These evolutions should not surprise. On the one hand, the potential GDP of 
Group I and Group II is more dependent on the Eurozone economy, for which a 
recovery is forecast, after the worst economic and financial crisis in the short 
history of the Monetary Union. On the other hand, Group III is more dependent 
on Russian economy, a country where the potential GDP is forecasted to 
gradually decline over the following 5 years. However, the potential GDP pace in 
Group I and Group II is very low at present, evolution that may be explained by 
the negative impact of the current Great Recession on the investment climate. As 
shown in the graph 1 and graph 2 the foreign direct investments (as % of GDP) 
have been on a descending trend since 2007 (in 2012 the level is close to the 
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lowest level since the second half of the 1990s). 
 
Graph 1 Net FDI in Group I (% GDP) 

 
 
 
 
 
 
 
 

 
 
 

Source: IMF, World Bank 
Graph 2 Net FDI in Group II (% GDP) 

 
 
 
 
 
 
 

 
 
 
 

Source: IMF, World Bank 
 
Group III is more dependent on Russia economy, a country where the potential 
GDP is forecasted to gradually decline in the following 5 years. However, the 
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potential GDP pace in this Group is higher compared to that registered in Group I 
and Group II, an evolution determined by the resilience of the FDI flows during 
the period of the Great Recession (despite the decline, the net FDI as a % of the 
GDP maintained above the level of 5, as can be noticed in Graph 3). This 
resilience may be explained by the continuity of the process of integrating these 
economies in the world economy. The countries are very competitive in terms of 
production costs and are also in the center of the trade routes between Europe 
and Asia.  
Graph 3: Net FDI in group III (% of GDP) 
 
 
 
 
 
 
 
 
 
 
 

Source: IMF, World Bank 
 
The economic interests of US and China (the biggest economies in the world) in 
Kazakhstan and Turkmenistan are reflected by the high level of the potential 
GDP in these two countries (among the highest in the world) (an evolution 
supported by the incoming net FDI flows over the past years, as can be noticed in 
Graph 4, flows that may intensify in the following years as these countries join 
the WTO). 
 
Graph 4 
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Conclusion: 
 
Countries along the NSR are economically dependent on the Eurozone, the US, 
China, Russia and Turkey, yet at different degrees. Moving from West to East, the 
influence of the economy of the Eurozone decreases, as Russia’s, and to a less 
extent Turkey’s and China’s increase.  Yet in countries of group III, Moldova, 
Ukraine, Armenia, Georgia and Azerbaijan, hence the Eastern Partnership 
countries, economic influence of the EU is considerable compared to that of 
Russia. Expected DCFTAs with these countries could have a major impact on 
economic balance in Ukraine, Moldova and South Caucasus. Keenly aware of this, 
Russia intensifies its efforts to keep these countries away from deeper economic 
integration with the EU. As the economy of the Eurozone is forecast to pick up on 
its pace, a deeper integration of these countries’ economies with the EU could 
keep them from a negative evolution of the rate of their potential GDP. Eastern 
Partnership summit in Vilnius and the consequent developments will show how 
this economic balance will evolve.  
 
At current, Kazakhstan and Turkmenistan are out of the reach of Eurozone 
economy, and are positively influenced by those of Russia, China and the US. 
Turkmenistan economy is strongly influenced by these, while Kazakhstan’s to a 
lesser degree. In an evolution with these dependencies unchanged, the 
economies of these two countries will see a negative trend in their growth rate. 
Unlike countries of the Eastern Partnership, Kazakhstan and Turkmenistan have 
no immediate offers from the EU, so a change of the forecasted negative trend 
driven by economic integration with the EU is not expected in the short term. 
This change could still come from the development of the NSR, which would 
improve trade and investments in these two countries, as well as in others along 
its path. 
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Countries whose economies are integrated with that of the Eurozone, in group I 
and II in our analysis, have a forecasted upward trend of their growth rate. 
Undoubtedly, they would also benefit from a developed NSR, as their dependency 
on economies forecasted to slow down in their growth would diminish and they 
would also benefit a boost in trade and direct investments. 

Methods for potential output estimation 

The literature distinguishes several methods employed in order to determine the 
potential output. According to Brandner et al. (1998) there are three main 
methods used in determining the potential output: the OECD approach, the IMF 
approach and the European Union approach.  

The OECD distinguishes between the values added by the private sector and by 
the government sector, with the potential output obtained as the sum of these 
components. In this approach, the value added of the private sector is estimated 
from a Cobb-Douglas function, under the following form: 

Yt =  Nt + (1- )Kt + Ut               (2.1) 

where Yt represents the logarithm of the value added of the private sector, Nt 
represents the logarithm of the labour input, Kt represents the logarithm of the 
capital stock,   represents the elasticity of output with respect to labour and Ut 
represents the error term, seen as the total factor productivity.  

Then, the potential output of the private sector is obtained from the following 
relation: 

Yt* =  Nt* + (1- )Kt + Ut*         (2.2) 

where Yt* represents the potential output of the private sector, Nt* represents 
the potential labour supply (NAIRU), Kt represents the capital stock and Ut* 
represents the trend rate of the productivity factor (obtained by applying the 
Hodrick-Prescott filter). Then, the potential output of the economy is obtained by 
adding the potential output of the government sector to the business sector 
potential output. 

According to the same source, the IMF approach does not apply a uniform 
method in computing potential output across the member countries. In some 
cases the potential output is “… related to equilibrium in the labour market as 
given by NAIRU and estimated within the framework of a Cobb-Douglas 
production function …”. One of the differences when compared to the OECD 
approach consists of the fact that the elasticity of output with respect to labour 
(as we saw in the above case,  ) is approximated with the level of wage to GDP 
ratio. According to Brandner et al. (1998), “in other cases, estimates of the 
potential output are based on statistical estimates of trend output”. 

The European Union has its own method of determining potential output, 
different from the approaches of the OECD and IMF. According to Brandner et al. 



60 
 

(1998), the approach of the European Union for estimating the output gap 
consists of directly applying the Hodrick-Prescott filter to real output. 

Hodrick – Prescott methodology 

One of the methods employed by the literature in order to estimate the potential 
output is the Hodrick-Prescott (HP) filter. This methodology distinguishes 
between a cyclical component and a trend component of the GDP (Yt = Yt* + Ytc). 
The cyclical component of the GDP is obtained according to the following 
mathematical relation:  
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where Yt represents output, Yt* represents the trend of output,   is a measure 
of smoothness, so that the lower the value of this parameter, the closer potential 
output follows actual output.  

In the extreme case when   = 0, then the trend would equal actual output. 
Hodrick-Prescott suggests a value of 1600 when working with quarterly data 
and 100 for annual data. However, some other contributions in the literature 
suggest the use of other values for  . Bouthevillain et al. (2001) evidence some 
studies where the value chosen for this parameter is 400 for annual data. On the 
other hand, they mention other contributions where for a value of 1600 for 
quarterly data corresponds to a value of 6 to 8 for annual data.  

There does not exist any ideal filter for the decomposition of output into trend 
and cycle. According to Bouthevillain et al. (2001), the Hodrick-Prescott filter 
presents the advantages of simplicity and transparency, which explain the fact 
that it has been one of the most widely employed filters in the analysis of the 
macroeconomic series. Two problems they mention are the compression and the 
leakage effects. The compression effects might appear, as a consequence of the 
fact that “the cycles that should belong to the cyclical component” are not 
completely included in the cycle, and thus the “variability of the cyclical 
component is underestimated”. These effects have impact in the assessment of 
the public finances because of the volatility of trends and also might make it 
difficult to determine the expansionary fiscal policies especially during the boom 
periods as “they potentially suggest an overall positive assessment of fiscal 
policies”. The leakage effects consist of the fact that “cycles that should belong to 
the trend are not in fact included in the latter” and consequently the “variability 
of the trend is underestimated”. Beyond this, they do not take into account 
possible “jumps in productivity growth”. In the case of the Hodrick-Prescott 
filter, the magnitude of these effects depends on the choice of  . According to 
these authors, the compression effects diminish with the increase of the value of 
 . Pointing to the trade-off between the two effects, they conclude that the 
lower the value of  , the lower the leakage effects. In fact, choosing the value of 
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  while applying the Hodrick-Prescott filter, one should take into account the 
costs of these effects and weight them.  

Andrei Radulescu, Senior Investment Analyst SSIF Broker 

 

 


