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Executive Summary
1. Belt & Road
overview

Un v eiled in October 2013, the
Belt & Roa d (B&R) initiative is a
dev elopm ent framework
pr om oting Eurasian trade and
in t egration


A t errestrial ‘Silk Road
Econ om ic Belt’ and a
‘Ma r itime Silk Roa d’



In st itutions supporting the
in itiative include AIIB



A v ast infrastructural network
con n ecting China t o Europe
v ia South, Central Asia and
t h e Middle Ea st

T h e B&R r egion spans three
con t inents and includes a total of
6 6 countries

2. Review of capital
project and deal activity
in the countries that fall
under the Belt & Road
Initiative in 2016

3. CEE transport
infrastructure
dynamics

4. Outlook

5. China Business
Group in CEE

Pr ojects and deals generated a
com bined $494bn in value in
2 01 6. A t hird of B&R pr oject
a n d deal value g enerated in
2 01 6 was in China

In fr astructure as the key
fa ctor for com petitive growth
in CEE, but the inadequate
in frastructure supply creates
a g r owth barrier in CEE

T h e Belt & Roa da Initiative
cou ld have significant
im plications for CEE

B&R GDP g r owth decelerated
in 2 016, expanding by 4.6%.
B&R g r owth outstripped
g lobal output (3.1%). China’s
GDP for 2 016 came in at 6.7%,
g r owth outperformed
ex pectations in Q4

Fin ancial n eeds for further
t r ansport infrastructure
dev elopm ent in CEE h as
been estimated at
EUR 6 1 5 bn through 2025

Cen tral & Ea stern Europe
in t egrates the languages and
cu ltures of sev eral countries. T o
bet t er meet the r equirements of
clients with v arying cultural
ba ckgrounds and languages both
in China and CEE, we have set up
a CBG t eam in Central & Ea stern
Eu r ope t o prov ide you with
cu stom ized services

2 01 6 saw a rise in project
dollar value, a s g ov ernments
ba t tled to r evive growth.
A v ailable data points t o a drop
in M&A

Six t echnologies t hat we
believe will impact t ransport
in frastructure
dev elopm ent：drones, 3D
pr inting, Internet of T hings,
A u gmented Reality,
a u tonom ous vehicles and
sm art cities/grids

T r ans-Eurasian rail
n etworks and China Ra ilway
Ex pr ess will dramatically
r educe t he t ime between
Ch ina and Europe & CEE
con sumer m arkets
W e see m ore project
a n nouncem ents across B&R
in 2 017 a s g ov ernments
con t inue to t ackle econom ic
slow down. Many of these
w ill com e from China

2 6 0 partners, 9000 em ployees to
su pport your investment in CEE.
CBG t eam com bines deep
u n derstanding of Chinese culture
w ith t echnical skills and language
flu ency. W e have successfully
h elped Chinese clients entering
in t o CEE m arket
3
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Belt & Road
overview

Belt & Roa d: resurrecting the ancient
silk r oute

T h e B&R r egion spans four continents
a n d includes a t otal of 66 countries…
fr om Lithuania to In donesia

PwC’s Digital Services
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Belt & Road: resurrecting the ancient silk route
Unv eiled in October 2013, the Belt & Road (B&R)
initiativ e is a dev elopment framework promoting
Eurasian trade and integration
 Includes two complementary components :
a terrestrial ‘Silk Road Economic Belt’ and a
‘Maritime Silk Road’

 Underscores China’s drive to play a greater role in
global affairs. Institutions supporting the initiative
include Asia Infrastructure Investment Bank (AIIB)
 A cornerstone of the proposed initiative is a v ast
infrastructural network connecting China to
Europe v ia South, Central Asia and the Middle East
 Seeks to unlock investments for priority projects in
a number of ‘economic corridors’
Si l k Road Economic Belt (SREB)
Source: Wikimedia,
PwC proprietary research

Mari time Silk Road (MSR)
Th e travels of Marco Polo (1276-1291)
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The B&R region spans three continents and includes a total of
66 countries… from Lithuania to Indonesia
Cen tral &
Ea st ern Europe

Cen tral &
W est ern Asia

Ea st A sia

Central & Western Asia

Central & Eastern Europe

A rm enia

A zerbaijan

A lbania

Bela rus

Geor gia

Ka za khstan

Cr oatia

Czech Republic Est on ia

Hu ngary

Ky rgyzstan

T a jikistan

La tv ia

Lit huania

Ma cedonia

Moldov a

Mon t enegro

Pola n d

Rom ania

Ru ssia

Ser bia

Slov akia

Slov enia

Ukr aine

T u rkmenistan Uzbek istan

East Asia

Bosn ia

Bu lgaria

South East Asia

Ch ina (incl. Hong Kong
a n d Macau)

Br u nei

Ca m bodia

In don esia

La os

Mon g olia

Ma laysia

My anmar

Ph ilippines

Sin gapore

T a iwan

T h ailand

V ietnam

South Asia

Middle Ea st

Sou th Asia

Sou th Ea st Asia

Pl ease contact Guillaume Barthe-Dejean for further methodological
c l arifications at guillaume.barthe-dejean@hk.pwc.c om

Middle East

A fghanistan

Ba n gladesh

Bh u tan

In dia

Ba h rain

Eg y pt

Ir a q

Isr a el

Ir a n

Ma ldiv es

Jor dan

Ku wait

Leba non

Om an

Nepa l

Pa kistan

Pa lestine

Qa t ar

Sa udi Arabia

Sy ria

T u rkey

UA E

Y em en

Sr i Lanka
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Review of capital project
and deal activity in the
countries that fall under
the Belt & Road
Initiative in 2016
Pr ojects and deals generated a
com bined $494bn in value in 2016

A t h ird of B&R pr oject and deal v alue
g en erated in 2016 was in China

A v erage project size in China r ose
by 14% in 2016

PwC’s Digital Services
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A word on assumptions, definitions and data compilation methodology
Our analysis relies on data from proprietary and
publicly available data sources

Our in-house definition of infrastructure and
industry classification standards

Corporate disclosures are not an ex act science. Statistics
contained in this presentation may differ from previous PwC press
releases and external data sources, as data is constantly updated
and as deals / projects are confirmed and disclosed. Sometimes at
a considerable lag

Our in-house project definition comprises four key sectors
(utilities, transport, construction and social). Our deals definition
includes a further three sectors (telecommunications, energy and
env ironmental)

Our analy sis should be v iewed as a ‘best-effort’ synthesis of trends
and av ailable data points, at a particular moment in time
 We hav e reconciled, supplemented and enriched our analysis
with deals and project datasets from Thomson ONE,
Bloomberg and BMI
 We consider only deals that are completed in any giv en year.
We consider only projects that are announced in any given year

We group all project and deals sub-sectors according to the Global
Industry Classification Standard (GICS)

Utilities

Transport

Construction

Social

Elect ric utilities

A irport services

Con struction

Edu cation

Ga s u tilities

Hig hway & r ail

Rea l estate

Hea lthcare

W a ter utilities

Ma r ine ports

Gov ernment

 We consider all deals and projects in the B&R geographical
grouping and exclude outbound flows to non-B&R countries

Telecoms

Energy

Environment

A lt ernative carriers

St orage

 All prices series are in nominal terms unless stated otherwise

In t egrated services

T r ansportation

W a ste
m anagement
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2016 saw a rise in project dollar value, as governments battled to revive
growth. Available data points to a drop in M&A
 Regional growth moderated in 2016 on the back of weaker
Chinese demand

Deals and project dollar value vs. B&R GDP growth
Projects

 Available data suggests infrastructure project spend tends
to be counter-cyclical, correlating negatively with
economic activity. M&A activity is driven by investor
confidence and is typically pro-cyclical
 M&A activity points to a decline in volume and dollar
value. Disclosures for 2016 are however still trickling in,
meaning that there is still (limited) scope for more upside

Source: BMI, Thomson ONE, Bloomberg, PwC proprietary research

B&R GDP growth
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Deals and projects tend to move against one another
Projects

Y -o-Y growth in value

 Public expenditure on projects remained strong, however.
China’s ‘silk road’ is materializing and driving investments
across B&R

US$bn

 Rising oil and commodity prices fed into construction
costs, heaping further pressure on sector profitability

Deal s

500

Deal s

6 0%
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2 0%

+2 .1 %

0%
-2 0 %
-48.7%

-4 0 %
-6 0 %
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9

Focus on new projects saw value rising 2.1% at the expense of M&A activity
Projects: countercyclical strength

Deals: pro-cyclical weakness

 Provisional numbers for 2016 see total new announced project
value rising 2.1% to roughly US$400bn

 Economic headwinds were not as kind to deal activity, with
available data pointing to a 49% fall in dollar value

 Final numbers could see 2016 value rising by as much as 10%

 The drop partly reflects peak levels reached in 2015, when
deal activity rose to a record $180bn
 China domestic deal value is also down, according to
available data, but up 15% from 2014

Total project dollar value in B&R markets
Oth er i nto B&R

Ch i n a related

Oth er i nto B&R

500

378.6

400
300

282.9

31 3.6

393.0

401 .3

-48.7%

250

+2.1%
385.2

432.3

274.4

200

Ch i n a related

200
US$ bi l lion

US$ bi l lion

600

Total deals dollar value in B&R markets
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Source: BMI, Thomson ONE, Bloomberg, PwC proprietary research
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Equity infrastructure underperformance reflects downward M&A trend
A subdued performance

After a bumper year in 2015…

 Infrastructure equities trended at an average 4.1 percentage point (pp)
discount to the Shanghai composite index, an average 6.9 pp discount to
GDP, and a 12 pp discount to the MSCI China Index

In dex: Jan-15 = 100

 After two bumper years that saw the Shanghai infrastructure index surge
by 85% between 2014-2015, the index rose only by a modest 9.9% in 2016

MSCI Ch i n a

SSE Com posi te

SSE 180 In fra

GDP growth (Y-o-Y 6.7%)

170
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1 00
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SSE 180 infrastructure index vs SSE composite
2015

5-y r ave.

In dex: Jan-16 = 100

2016

Ran ge (2011-2016)

+1 0 %
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-2 0 %
Jan

Feb

Mar

A pr

May

Ju n

Ju l

A ug

Source: IMF, MSCI, National Interbank Funding Center, Bloomberg, PwC proprietary research
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…infra equities underperformed in 2016
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Rising average project value points to a ‘flight to quality’
A multi-year trend of rising value

Average B&R project value by sector
Con struction

 Available data sees average project value rising 47% in B&R and
14% in China, and suggests more value was generated despite an
absolute drop in projects

A l l sectors

Tran sport

5 00
US$m

 The trend was at play in all sub-sectors, with noteworthy rises in
utilities and transportation

Soci al In frastructure

En ergy & Utilities
6 00

4 00
3 00
2 00
1 00

 Rising average project value is the flipside of growing
uncertainty and feeble growth in regional markets, with
investors and public authorities pooling investments away from
riskier, non-essential ventures

0

201 2

201 3

201 4

201 5

201 6

Average China project value by sector
Con struction

Soci al In frastructure

En ergy & Utilities
2 ,0 0 0

A l l sectors

Tran sport

1 ,5 0 0
US$m

 Available data suggests average value has been on the rise since
2013, with a CAGR of 33% for B&R and 27% for China

1 ,0 0 0
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0

201 2

201 3

201 4

201 5
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The macro picture

PwC’s Digital Services

13

Government policy across B&R was bullish for projects but bearish for deals
M&A bears

Sagging fundamentals

 Monetary policy is fuelling lending and likely
generating a real estate bubble. This weighed on
inv estor sentiment

 Construction costs bounced back on rising
crude and steel. This was bearish as reflected
global markets and domestic production cuts
more than rising domestic demand

 Real lending rates fell but were high for much of 2016
 The y uan weakened in 2016, moderating China’s
appetite for foreign acquisitions. This was
compounded by lengthy regulatory approvals

Project bulls
 Monetary policy in China remained
accommodative. Base rates hovered at their lowest
lev el in two decades. New loans reached record highs

 Loosening fundamentals. Freight volumes, port
throughput and industrial power demand fell.
Ov ercapacity drove down fixed asset
inv estments
 Sov ereign debts suffered a couple of
downgrades in 2016 (although the picture is
broadly stable)

 Fiscal policy continued to fuel growth in China and B&R

 GDP growth rates soften across the region. This was a bullish
driver for projects in 2016 as governments scrambled
inv estments to offset declines
14

B&R GDP growth moderated in 2016 but trended high above global output.
China exceeded expectations in Q4
A challenging growth environment

B&R growth rates by key regions

B&R GDP growth decelerated in 2016, expanding by 4.6%
against 5.2% in 2015 and a 5-year average at 6.1%

12%

Ch i na

1 0%

Sou th Asia

 In 2016 South Asian output fell for the first time in three
years. The IMF downgraded India on the back of Modi’s
rupee note ban
 Countries with trade exposures to China have seen cooling
demand for exports

8%

B&R

6%

Sou th East Asia

4%

C. & Western Asia

2%

M. East & A frica

0%
-2 %

E. A si a (ex China)

2011

2012

2013

2014

2015

2016 C. & E. Eu rope

Source: IMF, PwC proprietary research

China is slowly bottoming out of its multi-year decline

Trending GDP forecasts for China
Hi storical GDP forecasts for 2016

B&R growth outstripped global output (3.1%) and that of
advanced and emerging groupings at 3.4% and 3.6% respectively

8 .5 %

 China’s GDP for 2016 came in at 6.7%, within the government
6.5-7% target range. Growth outperformed expectations in Q4

7 .5 %

 IMF forecasts have been firming up since Oct-15
 The Caixin PMI registered its fastest rise in 3 years in December

+4.6%

8 .0 %

7 .0 %
6 .5 %
6 .0 %
A pr-13 Oct-13 A pr-14 Oct-14 A pr-15
Source: IMF

Oct-15 A pr-16 Oct-16
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A few downgrades did not destabilize the B&R sovereign debt environment
 Europe and MENA saw some downgrades on the back of
political instability (e.g. Turkey and Poland) but was
more upbeat overall. Russia was upgraded from BB+
negative to stable in September (S&P)

Sovereign rating reassessments: Europe & MENA vs. Asia (S&P)
Upgrade

Pri me

Upper m edium

N on -i nv. grade

Hi gh ly spec.

Down grade

Hi gh grade

Lower m edium

specu lative

Defau lt
Hon g Kon g

 Asia saw some downgrades in Central Asia, but the credit
environment was otherwise stable

Sl ov akia
Ch i n a

Sl ov en ia
Sau di Arabia
Pol and
Hu n gary

Kazakhstan

Ru ssia

B&R regional ratings crude average (S&P)

In don esia

Tu rkey

A zerbaijan

Jordan
East Asia

Serbi a

Sou th East Asia

A l bania

M. East & A frica

Ukraine

Sri Lanka
Pakistan
Mon gol i a

C. & Eastern Europe

C. an d Western Asia
Sou th Asia
Q4-16

Q3-16

Q2-16

Q1-16

Q4-15

Q3-15

Q2-15

Q1-15

Q4-16

Q3-16

2016

Q2-16

Source: Standard & Poor’s, PwC proprietary research
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2014
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Q2-15

2011

Q1-15
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China’s fiscal stimulus announcements and infrastructure spending had
another bumper year in 2016
Infrastructure remained a policy lever of choice

 Beijing announced a series of fiscal stimulus measures in
infrastructure, including 4.7 trillion yuan package for
transportation in June
 In December, the Government announced plans to invest 3.5
trillion yuan in railway networks from 2017-2020 to connect 80% of
China’s major cities
 We believe infrastructure spending growth will come in at 14% for
2016, which is down slightly from an average five-year growth rate
at 14.5%

15

2016

Ran ge (2011-2016)

2015
5-y r ave.

10
5
0
Jan Feb Mar A pr May Ju n Ju l A ug Sep

Oct N ov Dec

Source: National Bureau of Statistics of China, PwC proprietary research

Infra spending growth remains robust
In frastructure
30

25
Tri l lion yuan

 Infrastructure spending will continue to grow robustly, however we
expect its relative share to decelerate over time

20

Tri l lion yuan

Total spending is expected to reach 20 trillion yuan this year, which is
more than 10% over that of 2015 and 40% more than the 5-yr average

Cumulative Government expenditure

20
15
10
5
0

Oth er

1 9.4

1 7.6

1 5.2

8 .6

+1 0.4%

+1 5.9%

+18%

1 0 .1

+14%

1 1 .6

6 .6

7 .5

7 .8

2014

2015

2016

Source: CEIC, PwC proprietary research
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Construction costs rise on the back of materials and wage inflation
Input costs recover from multi-year declines

Crude and steel are up 70% since January

Rising input prices increased pressure points on the infrastructure
value chain

 Domestic steel prices surged on construction demand, shrinking
inventories and Beijing removing 45 million tonnes in capacity.
Rebar prices rose higher still on Beijing moving to close coal mines

 Indices for industrial and building materials bottomed out in 2016
and expanded for the first time in five and three years respectively

$/bbl

US$ In dex

Ch i n a steel index
130

50

120
110
1 00
90
80
70

40
30
Jan Feb Mar A pr May Jun Jul A ug Sep Oct N ov Dec

Source: Bloomberg, ICE, MyspiC steel index

Key construction costs are rising
Bu i lding materials

In du strial materials

2%

Cem en t
340

320
3 00
280
260
240
220

0%
-2 %
-4 %
-6 %

CN Y / tonne (cement)

 Nine provincial regions raised minimum wages in 2016. Construction
wages will have risen somewhere between 5-8% in 2016

Bren t futures

In dex

 Crude prices rebounded on the back of global tightening
fundamentals and the US dollar trended low up until the December
Fed rate hike

60

Jan Feb Mar A pr May Jun Jul A ug Sep Oct N ov Dec
Source: National Bureau of Statistics of China, Bloomberg, PwC proprietary research

18

03

CEE transport
infrastructure
dynamics
In fr astructure is the key factor for com petitive
g r owth in CEE, but the inadequate infrastructure
su pply creates a growth barrier in CEE
EUR 6 1 5 bn is needed to develop the
t r ansport infrastructure in CEE

How t o build for t he future? T he im pact
of t echnology and a digital future on
tPwC’s
r ansport
infrastructure
Digital Services
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Infrastructure as the key factor for competitive growth in CEE, but the
inadequate infrastructure supply creates a growth barrier in CEE
Business leaders still believe that inadequate
infrastructure is a substantial barrier to business
growth in CEE
 In the WEF Global Competitiveness Report, CEE ranks
significantly lower in the infrastructure index than Western
Europe
 Infrastructure is the 4th most significant barrier for growth in
Bulgaria, and 7th in Poland and Romania
 Poland – world’s 36th most competitive country, ranks only
53th when it comes to infrastructure

GCI (2016/2017) – Infrastructure Rank in CEE
Albania
Romania

Estonia
6

5
4

Moldova

3
2

FYROM

1

Russian
Federa…
Slovenia

Czech
Republic
Lithuani
a

0
Ukraine

Latvia

Montene
gro

Poland

Serbia
Bulgaria

Hungary
Slovakia
Georgia
Infrastructure Rank EU 15

Source: WEF, PwC proprietary research
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With the support of EU, CEE Infrastructure has significant progress to date,
and there is still ground to cover

 Over EUR 150 billion has been spent from EU Structural Funds
only
 Additional money made available from the Connecting Europe
Facility and the European Investment Bank who invested almost
EUR 30 billion in transport in CEE over last 10 years
 European Fund for Strategic Investment (part of Juncker Plan)
plays increasingly important role in CEE – by mitigating risks
and offering attractive financing

Infrastructure Investments in EU11 (EUR million)
2 0 ,000

1 5 ,000

1 0 ,000

5 ,000

0

1 995
1 996
1 997
1 998
1 999
2 0 00
2 0 01
2 0 02
2 0 03
2 0 04
2 0 05
2 0 06
2 0 07
2 0 08
2 0 09
2 01 0
2 01 1
2 01 2
2 01 3
2 01 4
2 01 5

 Almost EUR 210 bn has been spent on transport infrastructure
in CEE EU Member States over the past 20 years. This equals to
over EUR 100 spent per capita in each year

Source: OECD, PwC proprietary research
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However, CEE needs further investments to reach the EU15’s level of
competitiveness
Quality of transport infrastructure
 After decades of underinvestment, ploughing money
into new routes and modernising
and maintaining the existing
transport system across the
region remains crucial for
achieving sustainable economic
growth and maximising the
region’s competitive potential

Roads
infrastructure

countries ranked 7.0–5.7

Railroad
infrastructure

countries 5.6–4.0

Port
infrastructure

Air transport
infrastructure

countries below 4.0 .

Rating based on a survey by the World Economic Forum, using a scale from 1 (extremely underdeveloped) to 7 (extensive and efficient) .
Source: World Economic Forum
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EUR 615 bn is needed to develop the transport
infrastructure in CEE
How can infrastructure to be financed ? Where to find money?

Fu n ding

T a xpayers

User s

Ot h ers
• Ca pturing land value

Gr a nts, especially:

• Com m ercial a ctivities
• ESI fu nds
• CEF g r ants

Fin ancing

Pu blic finance

Pr ivate finance

Na t ional

In t ernational, incl.

• Com m ercial banks

• Na t ional budgets

• EIB/EFSI

• In du stry investors

• Pu blic borrowing

• MDBs

• Fin ancial investors

Financial needs for
further transport
infrastructure
development in CEE*
has been estimated at

EUR 615 bn
through 2025, which
equals to just below EUR
170 to be spent per
capita in CEE each year.

• Ot h ers
* Br oa dly defined CEE, including Ba lkans
a n d Eurasia

Source: PwC proprietary research
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CEE region is land of opportunity, but what is the balance of risk and
reward?
Infrastructure Risk-Reward Index

CEE risk / reward balance is
generally less attractive than
in Western Europe

90

Low reward

Switzerland

Low risk

Norway

Estonia

80

Latv ia

Slov akia

60

High reward

Germany
Denmark
Austria

Ireland

Finland
Belgium

Lithuania

70

Risks

 This chart makes it clear that CEE
countries will have to compete
with Western European
economies, which are generally
perceived as more attractive. Still,
the scarcity of “ready-to-finance”
infrastructure projects globally
and the enormous liquidity
awaiting investment opportunities
might play in favour of CEE,
provided there is a pipeline of
well-prepared projects, and risks
are mitigated
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Scores out of 100. Higher Scores = Lower Risk
Source: BMI Risk, PwC proprietary research
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How to approach financing– key recommendations
1. Commercially attractive, revenue-generating

2. Projects of key economic impact with lower

projects, with a sound financial rationale.

financial returns. Such projects include:

Such projects include:

 Large greenfield projects with unproven traffic and
revenue generating potential

 Infrastructure of critical importance to the European transport
network
 Brownfield projects – upgrade / enhancement of infrastructure
capacity and performance, with proven traffic / revenue
generation potential
 Investment with relatively smaller CAPEX component in
relation to commercially attractive service provision (e.g.
terminals, toll roads with attractive traffic forecast)

 Several cross-border connections (esp. railways) which are
necessary as the relieve key bottlenecks in networks
 Inland waterway navigability improvements which
typically require significant financial investment, including
significant environmental works

 Some large-scale projects developed by smaller or poorer
countries – e.g. Rail Baltica (Baltic States with project
value of EUR 5.9 billion) or the Gdansk-Odessa Motorway
(Ukrainian section)
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Global private capital already in CEE
Some of the global top 10 construction companies as
VINCI, Skanska, Hochtief and Bouygues and the largest
infrastructure funds have invested billions of euros in
key transport projects in Poland, Slovakia, Hungary
and Croatia

Examples of privately financed motorways
A1 and A4 in Poland
R1 and D4/R7 Slovakia

M5 and M6 in Hungary

There is lots of liquidity
in the market and
private investors are
interested in investing
more in well prepared
projects with a balanced
risk-reward profile
26

How to build for the future? The impact of technology and a digital future
on transport infrastructure

75

Six technologies will impact transport infrastructure development

2050 does not exist today


Autonomous v ehicles

% of the infrastructure that will exist in
A ugmented reality

New technologies will impact not only the way transport
infrastructure will be designed, built and operated, but also the
demand for transport services

3D printing

2020
outlook

Drones

Internet of Things
(IoT)
Smart transport
Source: PwC proprietary research
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Outlook

T h e Belt & Roa d In itiative could have
sig n ificant im plications for CEE

Belt & Roa d and CEE countries
- M&A in frastructure could rebound in 2017

Mor e br oadly, we see five key themes
sh a ping the outcom e for 2017
PwC’s Digital Services
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The Belt & Roada Initiative could have significant implications for CEE
 Of the six economic corridors outlined in the B&R initiative, the
most relevant for CEE and the rest of Europe is the New
Eurasian Land Bridge, which connects China to Europe via
Central Asia, past Russia and through to the Netherlands. China
plans to strengthen connectivity and speed up freight transport
along this route

Proposed routes of the Belt and Road initiative

Euro pe

Ce n t ral Asia

Euro pe

 The initiative offers new opportunities to broaden and deepen
trade and investment cooperation between China and CEE.
Moving from being export destinations to becoming investment
partners in production, technology, ﬁnance and infrastructure
development, the CEE countries are likely to see new trade
patterns emerge with China

China

M e di terranen Sea
Persian Gulf

S o ut h China Sea

W est ern Asia

S o ut h Asia

Indian Ocean
Southeast Asia
S o ut h Pacific Ocean

Source: PwC proprietary research
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CEE is expected to outpace Western Europe over the next 5 years with
construction market growth of 3.1%
Construction Market Growth
Con struction Industry Value, Real Growth, % Ch g y-o-y
4

CEE is expected to outpace Western Europe
over the next 5 years with construction
market growth of 3.1%。This creates good
opportunities for domestic and international
companies and investors

3
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Western Europe

Source: European Commission, PwC proprietary research
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Trans-Eurasian rail networks and China Railway Express will dramatically
reduce the time between China and Europe & CEE consumer markets
Tran s Siberian
Bai kal-Amursk Mainland
Eu ropean Rail Shuttle
Tran s-Eurasian

Ch i n ese Transcontinental Network
N ew Eu rasian Land Bridge

At the heart of China’s Belt & Road initiative is a
planned network of railways connecting China to
Western Europe & CEE
 Beijing hopes to complete this project within a
decade
 The planned rail network will deepen economic
integration in some of the word’s most densely
populated regions
 Once completed, it will provide a high capacity
alternative for bulk-consumer good
transportation. It will offer valuable freight time
savings over ship transport
 In January this year a freight train arrived in
London after completing a 12,000 km fro Yiwu,
China, via Kazakhstan and Russia and France
Source: NATO Association of
Canada, PwC proprietary research
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Belt & Road and CEE countries - M&A infrastructure could rebound in 2017
China: domestic and inbound

B&R and China outbound deals

We see potential for a rebound in domestic activity driven by a
maturing and consolidation of the Chinese economy

New regulation and capital controls will act as a drag on overall
China M&A outbound transactions

 Infrastructure will outperform on countercyclical spending and
as investors shun manufacturing and industrial sectors with
lower potential for organic growth

 The infrastructure sector is considered strategic. Transactions
will not be subject to inhibitive levels of scrutiny

 We do not expect a sharp rise in inbound M&A given rising
interest rates and the accumulation of risks in overseas
markets. Outbound restrictions will boost domestic M&A
 Key signpost for 2017 is the Communist Party 19 th Congress.
Investors will weigh up the risk of new regulations

 Outbound investments that dovetail with strategic objectives
will instead be encouraged. Chinese investors with dollar
reserves will have an advantage over pure Yuan players
B&R markets will continue to offer riskier but more attractive
returns with higher potential for organic growth

 B&R region remains politically volatile, however, and subject
to adjustments to external pressures, current account
imbalances and currency movements
 Should the risks dashboard deteriorate we could see more
sovereign downgrades affecting project economics
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We see five key themes shaping the outcome for 2017
Political leadership
unveiling
ambitious goals

Future-proofing
against
obsolescence

Sustainable
infrastructure for
the long term

Commodity-rich
regions prioritize
infrastructure

CEE is important
part of B&R
initiative

W e see more project
a nnouncements across B&R in
2 017 as governments continue
t o t ackle economic slowdown

Ra pid urbanisation, climate
change, shifts in global
economic power,
dem ographic changes, and
t echnological breakthroughs
– ca n cause even traditional
a ssets to lose relevance
qu ickly

W e see a growing push to
decarbonise economies,
im plement green construction
m ethods, and make cities
m ore ecologically sustainable

B&R Countries rich in natural
r esources have suffered from
t h e fall in commodity prices,
w ith government budgets
t a king a hit.

W e do foresee increased
Ch inese investment in CEE,
especially in infrastructure area.

Con flicts will of course arise
between the green agenda and
con cerns about costs to
con sumers. These conflicts
w ill be most apparent in
countries where pressures
fr om fast rising populations
a n d urbanisation are the
h ighest

Ma ny of these countries
however see infrastructure as a
w ay to maintain growth,
su pport vulnerable sectors of
t h e economy, and eventually
t ransition away from
commodity-dependent growth
m odels

Ma ny of these will come from
Ch ina, as Beijing will need to
su pplement current
a nnounced packages to keep
u p the pace of investment and
dr ive momentum behind its
silk road ambitions

A m bitious infrastructure goals
br ing new challenges for
policymakers. Spending will
likely run up against budgetary
con straints, and, even with the
in flux of private capital, there
m ay not be enough to meet
n eeds

A s a result of these trends,
in frastructure (which was
t raditionally seen as a
con servative asset class) now
fa ces new risks. T o futurepr oof their infrastructure
spending, governments and
inv estors will need new
a ssessments and skills to
pr epare for emerging
opportunities and challenges

T h e key question is whether
g ov ernments prioritise shortt erm cost savings over longert erm benefits that come with
su stainable development

Ch ina investors should monitor
t h e key issues learned from
ot h er Chinese and non-Chinese
in frastructure investment in
CEE, especially on the
coor dination of multiple
a uthorities, preparation of
fea sibility study and adopt
st akeholder consultation
pr ocedures.

W e think governments will
in creasingly consider
in novative private financing
opt ions and turn to the private
sector to support these plans
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06

China Business
Group in CEE

2 6 0 partners, 9000 em ployees to support
y our investment in CEE

T h e CBG specializes in the challenges faced by
com panies with business t ies involving
Ch ina and CEE. W e focuses on Assurance, M&A,
T a x & Legal and Advisory services

Ch inese speakers t o support your
in v estment
PwC’s Digital Services
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China Business Group in CEE

29

260 pa rtners 9 000
em ploy ees t o support your
in v estment in CEE

Countries
Estonia

A sin gle point of contact for your
in v estments in 29 countries

Belarus

Latvia

Ch inese speakers coordinate and deliver
pr ofessional services

Lithuania
Poland

Russia

Czech Republic

Slovakia

Ukraine

Kazakhstan

Ex perienced consultants who understand
Ch inese business culture and have experience
w or king with Chinese clients

Mongolia

Hungary
Slovenia

Croatia
Bosnia
Montenegro
Serbia

Turkmenistan
Azerbaijan

Moldova
Macedonia

Kosovo

Albania

Romania

Bulgaria

Armenia

Kyrgyzstan

Tajikistan

A ccess t o business
oppor tunities in 29 countries
a cross CEE

Uzbekistan

Georgia

W or king closely with PwC
Ch ina t o enhance service
qu a lity
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Pw C Poland

T.: +48 51 9 504 625

T.: +48 51 7 140 537

E.: dar r en.chong@pl.pwc.com

E.: agni eszka.gajewska@pl.pwc.com

Par tner, CEE Capital Projects and Infrastructure Leader

Michał Kobosko
A tlantic Council Poland
Di r ector
T.: +48 606 343 394
E.: mk ob osko@AtlanticCouncil.org
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