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Chapter I.
INTRODUCTION

1. Background

Ever since China joined the World Trade Organization in 2001, it has achieved rapid
growth in its economy and exports. However, US and European economic recession
affected China’s economy leading to deceleration in the last few years. As a result,
China termed its growth as ‘New Normal’ to carry out the reform further with a focus
on sustainable economic growth. In this context, Chinese leadership envisioned a
grand project to connect China with the neighbouring countries. One Belt, One Road
and AIIB are two strategies that China conceived to expand its reach in the world.
About 60 countries are part of the One Belt, One Road region, with a population of
about 4.4 billion (63% of the world). AlIB is hoped to play an important role in
fulfilling the ambitions of China.

AlIB is projected to be an international financial institution like the World Bank and
the Asian Development Bank. On October 2013 Chinese President Xi Jinping, during
his Southeast Asian tour, proposed to support the basic infrastructure for Asian
developing countries, and declared that China would share half the basic capital (USD
50 billion). On October 24, 2014, 21 Asian countries have signed a Memorandum of
Understanding in the Great Hall of the People in Beijing.

According to the Asian Development Bank data, about USD 8 trillion will be needed
for infrastructure in Asia between 2020-2010. The size of estimated fund is more than
the combined fund of World Bank (USD 223.2 billion) and the Asian Development
Bank (USD 147 billion). So China as a G2 country, actively supports the development
of infrastructure in developing countries in Asia.

In this context, US raised the doubts on the transparency and fairness of the equity
structure and operation of AlIB. AlIB participating countries are in accordance with
their contribution to the GDP to exercise voting rights. Compared with the others
China has the largest GDP, 48% of voting rights is with China. The next is India with
19%. It is quite apparent that China plays main role in the operation and decision
making of AlIB.



To address such suspicion, China announced that AIIB would apply operating
procedures of international financial institutions such as World Bank and Asian
Development Bank. AIlIB Secretariat is headquartered in Beijing and Jin Liqun,
former Asian Development Bank Vice President, China International Finance
Corporation Chairman appointed as Secretary General of the Multilateral Interim
Secretariat of AlIB. He stated that AlIB will maintain an appropriate structure of the

international financial institutions.

2. Review of Literature
There is a growing body of literature on the subject. This is divided into three
sections. The first section focuses on China in Asia. The second one highlights the

studies on One Belt, One Road and the third section looks at studies on AlIB.

China in Asia

Samuel S. Kim in his article “China and Globalization: Confronting Myriad
Challenges and Opportunities” analysed Grand Globalization Strategy (GGS) of
China into three overarching interests; first, economic development to enhance
domestic stability and legitimacy; second, promotion of to China’s sovereignty and
territorial integrity in Asia; third, cultivation of China’s great power in global politics.
He also stressed how China strategically uses WTO to expand its influence in Asia
since it gained entry into the WTO in 2001.

Kim posited that “China has made revisions to nearly 3,000 internal legislations,
regulations, and department rules, persistently improved its foreign-related economic
legal system, and upgraded the accountability of national trade policies....and
increased its participation in regional economic cooperation. China successfully
completed the negotiation of the China-ASEAN (Association of Southeast Asian
Nations) Free Trade Area and has also initiated negotiations on other free trade areas.”

China is also an active and a pragmatic participant in the activities of Asia-Pacific
Economic Cooperation (APEC), the Sino-Arab Cooperation Forum, Asia-Europe
Meeting (ASEM) etc.



David M. Lampton in his article “The Faces of Chinese Power” describes that many
developing nations appreciate the deals Beijing offers because it doles out
investments without imposing conditions. To highlight this point, Lampton refers to
how China is expanding its power in Asia. “In late 2003, after securing a promise of
$500 million in loans, trades increases, and tariff reductions from Beijing, Pakistani
President Pervez Musharraf gushed, “The past belongs to Europe, the present belongs
to the United States, and the future belongs to Asia.”

At the same time, referring to the survey done by Pew Research Centre, he warned
that a rising power of China in Asia can dominate Asia. He argues that China extracts
resources from poor nations, bring its own laborer to low-income countries, tries
strong-arm regimes or cozies up local elites who alienate their own people. “China is
already surrounded by skeptics: according to a mid-2006 poll conducted by the Pew
Research Center, 93 percent of Japanese surveyed, 76 percent of Russians, and 63
percent of Indians thought that China’s growing military power was a “bad thing”...In
short, the rise of Chinese power generates global responses that Beijing cannot fully

control and that may not be in its interest.”

One Belt, One Road

In “The Longest Railway in the World is Stalled in Madrid”, Amanda Macias
highlights that the first cargo train ‘Yixinou’ from China’s Yiwu to Spanish capital
Madrid was launched on November 18, 2014. It’s route is more than 8,000 miles
which surpasses the world’s second and third longest routes, the Trans-Siberian

railways (5,772 miles) and the Moscow-to-Beijing (4,340 miles) train.

Andrew Browne, in his article “On Track or At Sea? Beijing Reopens Old Land
Routes”, interprets the purpose of China launching mainland railways as follows.
“Mr. Xi is driven by insecurity. China may be projecting an image of swaggering self-
confidence by grabbing reefs and constructing artificial islands in the South China Sea,
but the reality is very different. Beijing is looking westward precisely because the
view out toward the Pacific is filled with peril...China feels strangled by a chain of
American military alliances that extends from South Korea and Japan through the

Philippines and all the way to Australia. And even though China is rapidly building up
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its military strength, the U.S. Navy still rules the waves. In any conflict, American

warships and submarines could choke China’s economy with a naval blockade.”

Robert Kaplan, in his article “China’s String of Pearls?”” writes that the string of
pearls was never properly meant to imply naval bases perse. It is a far subtler concept.
In his trips to Gwadar, Hambantota and other Indian Ocean ports where the Chinese
have been active, he finds that a possible commercial, political, strategic and lastly
military venture, the constituent elements of which cannot be disaggregated.

Brahma Chellaney, in his article “A Silk Glove for China’s Iron Fist” also points out
that Gwadar Port can become naval base of China to restrain India, as well as extend
operational radius of China in Indian Ocean. “...China concluded a multi-billion
dollar deal with Pakistan to develop the port at Gwadar, owing to its strategic location
at the mouth of the Strait of Hormuz, which more than offsets the port’s limited
commercial potential...China has now embarked on a USD1.4-billion project to build
a sprawling complex roughly the size of Monaco on reclaimed land in Colombo- a
“port city” that will become a major stop on China’s nautical ‘road’”. He describes
China inviting India to join the maritime Silk Road is aimed at putting breaks on the

development of India’s strategic ties with the U.S. and Japan.

AllB

Geum-mi Shin, in her article “China-Led Asian Infrastructure Investment Bank: Is It
a Bridgehead or Global Financial Hegemon?” analysed four reasons for China in
establishing AIlIB despite US’s concerns. “First, AlIB can solve the oversupply
problem in China... China encourages domestic oversupply companies to ‘Zou chuqu
(Foreign Investment)’, it is considered to be of great help to solve overcapacity
problems too...Second, China aims to expand the trade market through AIIB...Third,
AlIB can be a platform that China take advantage to efficiently and reasonably use its
foreign exchange reserves...Fourth, through AlIB China hopes to achieve a focused
internationalization of RMB.” Essentially AlIB is not only a solution to penetrate of

U.S. network, but also closely associated with domestic economic factors of China.

Kent E. Calder in his book The New Continentalism: Energy and Twenty-First

4



Century Eurasian Geopolitics examines the growing geopolitical ties between natural
resources producers and consumers around the central Eurasian continent through the
New Silk Road. These ties are being institutionalized, and he terms it as the New
Continentalism. He also pointed out that energy relations in the New Silk Road world
lead to further continentalism and the transformation of political integration in various

regions.

3. Gaps in the Literature
Most of the analyses in literature reviewed emphasised on China’s rising power in
Asia region. Scholars have looked at the rising power of China leading to hegemony
in Asia, but they have ignored how China intends to penetrate Asia through One Belt,
One Road and AIIB. The tangible results of China’s strategies in Asia are missing in
these studies. The role and significance of AlIB and One Belt, One Road are not taken
into consideration in the analysis of China’s Win-Win strategy in Asia which this

study aims to address.

4. Definition, Rationale and Scope of the Study
Definition
The study defines the key concepts as follows
China in Asia - China’s aim to strengthen its foothold in Asia largely evolved at its
gradual, measured pace. China’s national goal of becoming great power in the Asia

region focuses on both the multilateral and bilateral dimensions.

One Belt, One Road - The “Belt” as a planned network of overland road and rail
routes, oil and natural gas pipelines, and other infrastructure projects that will stretch
from Xi’an in central China, through Central Asia, and ultimately reach as far as
Moscow, Rotterdam, and Venice. The “Road” is its maritime equivalent: a network of
planned port and other coastal infrastructure projects that dot the map from South and

Southeast Asia to East Africa and the northern Mediterranean Sea.

AlIB - 1t is focused on supporting infrastructure construction in the Asia-Pacific
region, an initiative by the government of China. It has 57 founding member countries.

(37 Asian countries and 20 Non-Asian countries.)
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Rationale

China is trying to strengthen its foothold in Asia through building transcontinental
railways and increasing the number of naval vessels. China is not only ensuring usage
of ports in Asia, but also beyond and to use these ports China has to balance political
and economic relations with the host countries. AlIB is another mechanism trough
which China promises to lend money to build harbours, roads and railways to firm up
its place in Asia.

This research focuses on “China in Asia” to understand its strategy to expand and

consolidate its hold over the countries that are close to the One Belt, One Road.

Scope

This research study will assess China’s place in Asia. It will also focus on AlIB and
One Belt, One Road. The study will endeavour to examine various aspects of AllB
and One Belt, One Rod strategy. There are many areas of convergence and divergence

in these initiatives.

5. Research Questions

What is China’s place and role in Asia?

How does China aim to use One Belt, One Road in expanding its footprint in Asia?
What are some of the key objectives of AlIB?

How do the Asia countries view China’s place in Asia?

AN o S

What are the perceptions of the countries that are closes to One Belt, One Road?

6. Hypotheses

1. Asia occupies a pivotal place in Chinese calculus.

2. One Belt, One Road and AIIB are intended to consolidate China’s hold over Asia
and beyond.

7. Research Methods
The study will use both the primary and secondary sources. Primary sources of data
collection include speeches of leaders and documents, statements, white papers issued
from multilateral organisations, foreign ministries of PRC and other countries.

Secondary sources for data collection include books, media articles and commentaries,
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reports and articles published by research organisations.

6. Structure of the Study
The first chapter, besides providing the background to the study, highlights review
of literature, gaps in the literature, definition, research questions, hypotheses and

research methods.

The second chapter examines Chinese perspectives, policies and strategies in Asia.
The key focus is on how China is striving to strengthen its hold over Asia. It looks at
how the state ensured legitimacy to the ideological shift in favour of market, by laying
the ground for reforms in the economy. It assesses how Asian countries have been
working on building mutual trust and creating a win-win environment for all. It
further studies the deliberations that went into the introduction of Chinese strategic
thinking toward Asia in order to assess the role played by diverse powers from West
to East.

The third chapter analyses One Belt, One Road and their dynamics in forging
robust ties between China and other Asian countries. It looks at many factors such as
economic development and levels of technology and education and their contribution
to great power status. It examines One Belt, One Road on the basis of China’s
geographical conditions to become a great power in order to strengthen and expand its
position in the region. In further highlights how relations are promoting core relations
between regional stability and prosperity. It particularly examines the Asian countries’
relations in influencing the economic corridors of China through One Belt, One Road

initiative.

The fourth chapter briefly discusses the economic diplomacy in the region, followed
by a focus on the background of establishing AlIB, and the Chinese global economic
agenda. It looks at the global multilateral development financial institutions in order
to examine China’s true motive of setting up AlIB. A further examination of China-led
regional initiatives and its influence in Asia region and its influence on the global
multilateral development financial institutions World Bank and Asian Development

Bank is done to provide insight into the evolving approach of China toward Asia.
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Conclusions form part of the last chapter. Some of the key findings of the study are
highlighted here. It also delineates the prospects and problems confronting China’s
place in Asia, One Belt, One Road and AlIB.



Chapter I11.
ASIA IN CHINA’S CALCULUS: BROAD CONTOURS

1. Introduction
In the first two decades of the twenty-first century, rise of China became one of the
most noticeable features in Asian politics. Since the outbreak of the 2008 world
financial crisis, China’s role in shaping regional economic-security structure has been

quite pivotal.

In this context, Chinese leaders have found new opportunity for a high profile
opportunity to restructure balance of power in Asia. From the ‘Tao guang yang hui’
concept which refers to changing the guidelines of hiding forces and biding time for
opportunities adopted by China since 1978 and the ‘peaceful and harmonious’ line in
international relations during the early years of Hu Jintao has moved to a new
trejectory under President Xi Jinping attempt to rejuvenation of the lost glory of Asia
in promoting second reform and opening up of China. Asia is the key to achieve
China’s Dream. A strengthened foothold in Asia will always support China to succeed
in strategic competition with other powers both inside and outside the region. While
cooperation is at the heart of big power relations on the surface, the strategic concern

is more intense in nature.

Asian countries have been working on building mutual trust and creating a win-win
environment for stability and economic development. Various incentives and
promises were put in place to attract Asian countries and create an environment to
strengthen mutual relations between China and other Asian contries. Asia countries
view China as a means to promote economic development and improve capabilities of

the workforce rather than as competitor and exploiter.

In the statement of a review announced by the United States Department of Defense
in 2012, President Obama’s fist sentence points out the long-term perception of the
future: ‘Our Nation is at a moment of transition’ the President continued, the United
States of America will remain the greatest force for freedom and security that the

world has ever known because of something that demands US leadership. This means
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complete make a change in the direction of the United States that ‘rebalance towards
the Asia-Pacific region’. President Obama, despite budget reduction for defence
emphasized that these ‘will not come at the expense of this critical [Asia-Pacific]

region.

A similar approach also developed by the Ministry of Defence in London. Its recent
report highlights that the world is in the middle of transformation. It declared among
the challenges in the coming decades are ‘the reality of a changing climate, rapid
population growth, resource scarcity, resurgence in ideology, and shifts in power from
West to East’.

With this brief backdrop, the present chapter examines China’s perspectives and
polices toward Asia region, particularly focusing on strategies of China to enhance its
foothold. The first section focuses on China’s perspectives and analyse of Asia. It
makes forays into the policy process, wit h particular emphasis on generation and
establishment of regional institutions, throwing light on the debates and discussions
assessing how China articulates it’s rising power in Asia. The second section
examines the comprehensive strategies of China. Its significance lies in two factors;
one, by the cooperation with India which is one of the major countries in Asia; two,
establishing New Development Bank (NDB) to maintain a strategic relationship with
Asian countries. It also throws light on the development of China’s relations with the
other BRICS countries. Cooperation with India as well as the significance of the
building up NDB are discussed to highlight how Asia occupies a pivotal place in

China’s calculus.

2. China’s Perspectives and Analysis of Asia
(a) Chinese Perspectives
The first step to discuss China’s perspectives on Asian region must begin with

China’s national strategy.

In 1987 Deng Xiaoping pointed out the need for “70 years of Peaceful International
Environment”. The main reason for such a lasting peaceful environment is that, China

will be able to complete the whole “Three-steps” of national strategy. According to
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this concept, in October 1987, the 13th National Party Congress initially established a
“Three-step Development Strategy” plan for modernization; First step is to double the
GDP by 1990 and resolve food and clothing issues; Second step, to double the GNP
by the end of the 20th century and bring Chinese people’s living standard to a higher
level of being “well-off”; Third step, to raise the per capita GDP to the level of
moderately developed countries by the mid-21st century, bringing Chinese people
richer lives and achieving modernization.

With the efforts of the CPC and people of all ethnic backgrounds, China successfully
completed the first and second steps of the “Three-steps”.
At its 18th National Congress, the Communist Party of China again specified China’s
goal of strategic development. China will strive to build a comprehensive, well-off
society by 2020 and a prosperous, democratic, highly civilized, harmonious modern
socialist country by 2049.

Graph 1.1. Chinese GDP per capita, 1990-2015 (USD)
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Graph 1.2. Chinese GNP per capita, 1990-2015 (USD)
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Final strategic goal of China is to build a modernized state, comprehensive
cooperation in every direction with reform and opening up policy are prerequisites to
achieve it. Therefore, China’s development strategy and policy toward Asia is an
important part of the national strategy.

Asia is a continent where concentrate on capital, technology, resources, huge
population has the possibility and potentiality to become an important part of global
society. Asia can facilitate economic revitalization in the rural and remote areas of
Chinese nation. Logically, to achieve overall national strategy, China aims to
significantly expand development and promote international cooperation with Asian

countries.

Accordingly, the Chinese leaders envisioned a number of strategies for Asian
countries. Bilateral and multilateral cooperation to strengthen their partnership,
friendship and set up East Asian Community (EAC); strengthen Association of
Southeast Asian Nations (ASEAN) for regional order; promote the ASEAN Plus
Three, ASEAN Regional Forum (ARF) and the East Asian Summit (EAS) are some of
the strategies which constitute this vision. In this scenario, the ASEAN countries
together with South Korea and Japan do welcome China into their network of

partnership.
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David C. Kang in his book China Rising: Peace, Power, And Order in East Asia
argues that not only do they not balance militarily against Beijing, they also
accommodate the Chinese mainland for their own interests. Kang believes that a
strong China at the apex of an Asian hierarchy of power has historically led to a stable
region and also provided material benefits to its neighbours. He suggests that Beijing
will possibly play this role again. East Asian countries, though are concerned about
china’s rise, do not perceive China as an enemy and China also reciprocate such
gestures by maintaining friendly ties with them. Moreover, China has not sought any
military bases beyond what is perceives as its borders in East Asia, a phenomenon

which is reassuring to its neighbours.

Since the mid 1990s China has been actively seeking to develop its relationship with
Southeast Asia through more cooperative approaches. This is particularly evident in
the period from the financial crisis of 1997-1998 to the present. The following
regional objectives for Southeast Asia are seen to stem from China’s larger
perspectives on Southeast Asian countries. China’s objectives remain largely
concentrated on engagement and accommodation given the staggering problems at
home. In this regard, Cheunboran in his article “China’s Soft Power in Southeast Asia”
analysed China’s current objectives in Southeast Asia and categorized as; First,
maintain a stable political and security environment, particularly on China’s periphery,
that will allow China’s economic growth to continue; Second, maintain and expand
trade route transiting Southeast Asia; Third, gain access to regional energy resources
and raw materials; Fourth, develop trade relationship for economic and political
purposes; Fifth, isolate Taiwan through the pursuit of a policy China calls “using all
economic and diplomatic resources to reward countries that are willing to isolate
Taiwan”; Sixth, gain influence in the region to defeat perceived attempts at strategic

encirclement or containment.

China and South Asian countries have maintained frequent high-level contacts and
exchanges, promoted cooperation in priority areas steadily, properly handled relevant
issues and maintained sound communication in international and regional affairs.

In May 2015, when President Xi Jinping meets with Indian Prime Minister, in his

speech particularly stressed that China maintains a close relationship with South Asia
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and actively supports the South Asian countries to maintain friendly relations among
themselves. China is willing to strengthen mutually beneficial cooperation with all
South Asian nations including India and together promote the peace, stability and
prosperity in the region.

Besides the multilateral initiatives, China has been pursuing bilateral mechanisms to
have a firm grip on Asian politics. For instance, during President Xi Jinping’s visit to
India in 2014, China and India reached an important consensus on promoting mutual
strategic partnership of cooperation for in-depth development and forging a closer
partnership of development. China-India relations are witnessing huge potential and
realistic conditions for achieving a leap-frog development. Xi Jinping stressed that
Prime Minister Narendra Modi proposal to push forward the China-India relations in
the spirit of “from an INCH (INCH, India China) to a MILES (MILES, Millennium of
Exceptional Synergy)”.

Also, President Xi Jinping has delivered a series of important remarks on the
relationship between China and Central Asian countries, which is of great significance
in promoting peace process of the regional countries and pushing forward China’s

relations with these countries.

On 9 May 2013, while meeting with Israeli Prime Minister Benjamin Netanyahu at
the Great Hall of the People in Beijing, President Xi Jinping said as world is
undergoing profound and complex changes, a new type of state-to-state relationship
should be advocated and established between nations, featuring equality,
inclusiveness and reciprocity and stressed only by protecting the legitimate rights and
interests of all countries, having respect for each other's concerns can there be true

realization of regional peace and stability,

On 13 March 2014, in a meeting with Saudi Arabia Crown Prince Salman Bin
Abdulaziz Al Saud in Beijing, Xi Jinping pointed out the Gulf region and Middle East
situation has a global impact and all members in the region share responsibility for
safeguarding Gulf security and stability. China has always backed the just cause of the

Palestinian people and will continue to facilitate peace talks as well as supports a
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nuclear-free Gulf and will continue to promote a long-term, comprehensive and

proper solution to the Iranian nuclear issue.

On 16 August 2014, when President Xi Jinping met with Secretary-General Ban Ki-
moon, he pointed out that recent situation in Asia has seen an escalation of conflicts
between different ethnic groups, religions and religious sects. He expressed that China
IS very concerned about the situation in this region and ‘violence against violence’
cannot solve the Palestine-Israel issue and concerted efforts are needed to promote

peace.

Xia Liping in his book Contemporary International System and Strategic Relations
among Major Powers analysed “The trend of multipolar world and stream of
democratization in the international relations closely connect Chinese national
awareness and common prosperity of human race. Peaceful coexistence clearly stated
cooperative development and common prosperity with international community is a

fundamental interest of China.”

There initiatives demonstrate that the concept of a harmonious world is forming a
very important principle in the overall strategy of China. In other words, China’s
perspectives on Asia are aimed at developing a system of harmony as the core.

(b) Asia as an Economic Hub
Asia is well placed to be an equal partner to many larger, more powerful
international economies that are leading global recovery. Asia has also contributed to
building one of the most dynamic economic-integration platforms in the world, and
now acts as a regional hub of wider-economic cooperation and integration.

Further, the recent global financial crisis has accelerated the power shift from North
America and Europe to East Asia and reinforced China’s rise in all dimensions of
national power. China’s growing economy and large markets have led to
intensification of economic and trade linkages that have led to a general blurring of
lines among the Asian countries. China continues to claim its ‘equidistance principle’
remains intact in its Asian relations.

The importance of China to the economies of Asia in terms of trade, investment,
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and tourism has also increased sharply.

Graph 1.3. Chinese Exports by Region, 2008-2014 (USD Thousand)
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Graph 1.4. Chinese Imports by Region, 2005-2014 (USD Thousand)
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In November 2004, Chinese Premier Wen Jiabao and ASEAN leaders signed the
Agreement on China-ASEAN FTA which entered into force in July 2005. The
establishment of China-ASEAN free trade area enhances the close economic and
trade relations between the two parties, and also achieved rapid economic

development as the above graphs highlight.

Graph 1.5. GDP per capita growth in ASEAN countries, 2005-2012

4,230

3,917

2005 2006 2007 2008 2009 2010 2011 2012

epscurrent USD

Source : Prepared using sources from American Mathematic Society, IMF World Economic Outlook

Joseph Nye, who coined the term ‘Soft Power’, argues that soft power is more than
cultural power, as it is generated when a state promotes its values abroad, takes into
account the interests of other states through international institutions, and fosters
common goals such as peace and human rights through its foreign policy.

Percival in his book The Dragon Looks South: China and Southeast Asia in the New
Century analyses Chinese “soft power” and says that it includes “economic benefits,
shared norms and values, cooperation on non-traditional issues, infatuation with the
new China, the mutual benefits of tourism and education, diplomacy and style, and
networking and reciprocal obligations within ethnic Chinese communities.”(pp.111-
112)
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China’s growing influence in Asia is mostly economic rather than military or
political. China’s growing ability to affect Asia as a major source of foreign aid, trade,
and investment is clearly visible for all to see China is a model for development and
ancient culture, and an emphasis on “shared Asian values.” In addition, overseas
Chinese communities have long played an important role in the economies, societies,
and cultures of Southeast Asian states. Along with offering economic inducements,
China has allayed concerns that it poses no military or economic threat, assured its
neighbours that it strives to be a responsible member of the international community,
and produced real benefits to the region through aid, trade, and investment.

Also, China attempts to solve comprehensive issues in Asia such as territorial
disputes and national competitiveness, set up international institutions with
cooperation of regional countries. In other words, to achieve China’s strategic goal in
the Asian region the Chinese leaders have been pursuing to build international level
cooperative institutions in Asia. China’s influence in the region is expected to grow as

China plays an important role in Asia economy.

Zhu Binbin’s point of view on building international level cooperative institutions
for Asia is noteworthy. In her article “Discussion on Institutionalization of Economic
Cooperation after Northeast Asia Crisis” highlights seven specific concepts for
institutionalization of the Northeast Asia regional economic cooperation on the basis
of ‘principle of era’, ‘principle of profit maximization’, ‘principle of value’ and
‘cooperation and common development’; First, develop a regional security
community; Second, develop a Northeast Asian energy community. This concept
refers to Russian energy supply resources to China, Japan, Mongolia and Korean
peninsula; Third, develop a currency community. The main purpose is to expand trade
between regions and prevent economic risk by setting up a regional monetary alliance.
Moreover, at the appropriate time through this currency community establish a unified
monetary system in Asia; Fourth, develop a free trade community. Free trade
community is the fundamental mechanism or international cooperation in Northeast
Asia region as well as the core interest of regional countries; Fifth, develop customs
union. Customs union is an important requirement to activate the economic exchange

as well as to strengthen competitiveness in the region; Sixth, develop a centralized
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standard system which aims at centralized management and manufacture standard
connecting regional economy and world to expand cooperation between countries;
Seventh, develop the Northeast Asia Economic community. This community aims at
achieving national level cooperation and institutionalization among the northeast Asia

countries.

Chinese perspectives on setting up international level cooperative institutions in
Asian region are quite comprehensive. As many researchers and governments found
out the advantages of Asia that accumulated superior ability in manufacturing and
high technology are manifold. Asia has immense potential with enormous industry
resources, huge population and large market. Chinese perspectives on cooperation
with Asian countries not only provide powerful driving force to development regional
economy but also springboard to become a hub of world economy.

China’s growing economic involvement in Asia is serving the dual purpose of
advancing its development and modernisation, and increasing its economic clout in

the region.

3. Chinese Comprehensive Strategies in Asia
(a) Neighbourhood Diplomacy

Joseph Nye defines soft power as the ability to get what you want through attraction
rather than coercion or payments. It arises from the attractiveness of a country’s
culture, political ideals and policies.

To strengthen foothold in Asia, China Joseph Nye’s definition is striving to put in its
relations with the Asian countries to use, in doing so, China is focusing on common
interest and win-win environment to promote development strategy with neighbouring
countries.

How China is going to deal with strategy-oriented complications of neighbouring
countries, and how China will reorient regional issues from collision and competition
to harmony and cooperation are some of the significant challenges that can shape the

future of Chinese strategy in Asia.

According to White Paper China’s Peaceful Development Road published in 2005,

China’s development is an important impetus for development of Asia-Pacific region
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and the rest of the world as well as to safeguard world peace and promote common
development. The document emphasizes China’s efforts and contribution for the Asia
region.

“To ensure a stable environment for the continuous development of its surrounding
areas, China overcame arduous difficulties at the time of the 1997 Asian financial
crisis, and stuck to the principle of keeping the value of the Renminbi stable while
expanding domestic demand, and helped to the best of its ability the victim countries
to weather the crisis. China played its role in finally overcoming the crisis. In the case
of the 2003 sudden outbreak of SARS, the Chinese government took decisive steps,
and cooperated with its neighbours in effectively curbing it. Upon the occurrence of
the Indian Ocean tsunami in late 2004, the Chinese government and its people offered
timely and sincere aid - the largest external aid in the history of New China - to the
suffering countries in their rescue and re-construction effort. The Chinese also
expressed great sympathy and extended assistance when South Asia was struck by
massive earthquakes in October 2005.” (Zhang, 2006)

Twelfth Five-Year Plan for National Economic and Social Development of the
People’s Republic of China (2011-2015) is goal to China’s pursuit of peaceful
development. Main themes of China’s Peaceful Development are: never seek
hegemony, cooperative development and effectively deal with growing global
challenges by constantly expanding mutual cooperation. The principles of China’s

diplomacy toward Asia remain more or less the same even today.

At the Twenty-Fourth ASEAN Ministerial Meeting in Kuala Lumpur, in July 1991
former Foreign Chinese Minister Qian Qichen expressed confidence in ASEAN. In
1994, China became a member of ASEAN Regional Forum (ARF), a mechanism
exclusively devoted to consultations on political and security issues of common
concern. In July 1996, China became a Full Dialogue Partner of ASEAN. Since 1997,
China has joined the ASEAN Plus Three alongside Japan and South Korea. Closer
economic relations with ASEAN have enabled China to build its geopolitical clout in
Southeast Asia and counterbalance the influences of Japan and the U.S. The swift
progress of the China-ASEAN Free Trade Agreement has hastened Japan as well as
the U.S, South Korea and India to propose economic cooperation arrangements with
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ASEAN as well.

The diplomacy surrounding the formation of the East Asian Summit (EAS) in 2005
is particularly noteworthy. The lack of U.S. involvement with the EAS contrasts
sharply with the central role that the United States has played in the Asia Pacific
Economic Cooperation (APEC) group. The formation of the EAS also demonstrated
the differing levels of comfort that ASEAN member states have with China. Some
ASEAN states preferred bringing in India, Australia, and New Zealand as a non-
American balance to Chinese influence. One factor that appears to be in China’s
favour is increased regional support for a “more Asia-oriented grouping.”
Movement in this direction can be traced back to former Prime Minister Mahathir
Mohammad of Malaysia who advocated an Asian state-only grouping through the
East Asia Economic Caucus.

Gradually, many Asian countries have regarded China as an engine of economic
growth and a stabilizer for the region. To strengthen this phenomenon further a
number of Chinese leaders have been inviting the region as Table 1 highlights.

Table 1.1. Chinese Leaders’ Visits to Southeast Asia, 2013-2014

Month and Year Visitors Countries

September 2013 | Mr. Liu Yushan Cambodia

October 2013 | President Xi Jinping Indonesia, Malaysia

October 2013 | Premier Li Kegiang Brunei, Thatland,
Vietnam

October 2013 | Vice-premier  Zhang Gaoli Singapore

November 2014 | Premier Li Kegiang Myanmar

December 2014 | Premier Li Kegiang Thailand

December 2014 | Chairman Yu Zhengsheng | Vietnam

Li Mingjiang in his article “China’s Gulf of Aden Expedition and Maritime
Cooperation in East Asia” argued that China has also taken an active role in the East
Asian maritime affairs. The People’s Liberation Army has made notable progress in
engaging the militaries of Asian countries in the form of joint search and rescue
exercises on the seas. In recent years, China has conducted exercises with India, South
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Korea, Japan and other regional countries. At the broader international level, China
has been participating in the United Nations Environment Program’ Global Meeting
of Regional Seas, the Global Program of Action for the Protection of the Marine
Environment from Land-based Activities, the East Asian Seas Action Plan, and the
Northwest Pacific Action Plan. China’s friendly engagement in Asia has brought it
much influence in the region. This increased willingness to act as a regional power in
Asia is in line with the changes President Xi Jinping is effecting in China’s foreign
policy. There’s a growing consensus in China that the passive foreign policy of the
rising years has to be upgraded to a pro-active approach that suits the country’s big
power ambitions. Chinese top leaders’ recent visit to Asia is the loudest statement yet

that China is ready to play a more active role in the region.

Michael Glosny in his article “Heading toward a Win-Win Future? Recent
Developments in China’s Policy toward Southeast Asia” pointed out political elites in
many countries in this region are more inclined to believe that Beijing is likely to

remain a benevolent power in the near future.

Table 1.2. Chinese Leaders’ visits to Central Asia, 2013-2014

Time Visitors Countries
_ S Turkmenistan, Kazakhstan,
September 2013 | President Xi Jinping _
Uzbekistan, Kyrgyzstan
November 2013 | Premier Li Kegiang Uzbekistan
August 2014 | Vice-premier  Zhang Gaoli Turkmenistn
September 2014 | President Xi Jinping Tajikistan
December 2014 | Premier Li Kegiang Kazakhstan

As Table 2 show, China’ top leaders have paid a series of visits to Central Asia for
past a couple of years. In September 2013, President Xi Jinping in his speech at
Nazarbayev University in Kazakhstan, expressed that China and Central Asian
countries are close and friendly neighbours and value friendship and cooperation to
improve relations as a foreign policy priority. He stressed both China and the Central
Asian countries need to enhance practical cooperation across the board, use good
political relations, geographical proximity and economic complementarities to boost
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sustainable growth, and build a community of shared interests and mutual benefit.
During his visit, he met with Kazakh President Nursultan Nazarbayev and agreed
on deepening the China-Kazakhstan Comprehensive Strategic Relationship, and
emphasised that the bilateral energy cooperation enjoys complementary advantages
and is a win-win situation; the two countries are long-term, stable and reliable

partners for energy cooperation.

China’s diplomacy has succeeded in institutionalizing China’s relations with the
Central Asian region through mechanisms like the China-Arab Cooperation Forum
(CACF) which was established in 2004 and became an important platform for
dialogue and cooperation between China and Arab countries. China also joined
relevant institutions like China-Gulf Cooperation Council (GCC) for economic, trade,
investment and technological cooperation. China’s pro-active participation in the
League of Arab States (LAS) that consists of 22 member states made China as a host
country of the Sixth Ministerial Conference of CACF in June 2014, and President Xi
Jinping delivered a speech at the opening ceremony, calling to deepen cooperation
between China and Arab countries by insisting on “Four Adherences”; First,
supporting Middle East peace process and safeguarding legitimate rights and interests
of the Arab peoples; Second, following a political solution and promoting peace and
stability in the region; Third, supporting Arab nations to explore the development
pattern independently and helping them; Fourth, promoting dialogue among

civilizations and advocating a civilized new order.

China has carried out different policies according to the regional dynamics. Basically,
China supports the stability of Asia and participates in the efforts of the international
community to try to resolve disputes and conflicts in the region. Key to Chinese
policy toward Asia is strengthening bilateral relations by increasing economic
cooperation. China, as the second largest economy in the world has a secure position
in Asia and neighbouring countries are important linkage to China expanding its
foothold to the world.

China’s policy towards Asia has focused on trade and economic development rather
than securing the strategic superiority. Such a non-political nature made neighbouring

countries to have a positive image of China.
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In the light of China’s economic development speed, the relations with the Asia

countries are believed to further improve in the future

(b) Growth of Asian International Institutions: Two Giants of Asia Dance

Together

In the past two decades, China has been strengthening its foothold in Asian
countries. As the centre of the world moves from West to East, institutions and
organisations that formalise relations across Asia are also coming into being. One of
the first institutions that aimes to facilitate political, economic and military
collaboration between Russia, Kazakhstan, Kyrgyzsta, Tajikistan, Uzbekistan and
China is the Shanghai Cooperation Organisation (SCO), which is currently
becoming increasingly influential and gradually turning into a viable institution.

2015 is a significant year for Shanghai Cooperation Organisation as it decided to
expand enhanced its power in Asia by welcoming India and Pakistan as member
countries. Since into establishment in 2001, it is the first time to invite new members
to SCO. On July 10, 2015, Vice Foreign Minister Cheng Guoping held a briefing to
introduce the 15th Meeting of the Council of Heads of State of the SCO Member
States and announced and passed the resolution on the procedure of accession of India
and Pakistan to the SCO. Many scholars and media personnel predicted and reported
when these two countries especially India come to join SCO, the international status
of China will improve. Some also projected that China would try to develop SCO on
the lines of North Atlantic Treaty Organisation (NATO), as four nuclear powers-
China, Russia, India and Pakistan join its body.

Apart from considering the existing tension between GCC countries and Iran, China
has been evolving a balanced diplomacy by pulling Tehran into the SCO as an
observer. Tehran has been attending the SCO meetings as an observer state since 2005

and has had wide-ranging cooperation with the group at all levels.
During a visit to Kazakhstan, President Xi Jinping in his speech stressed the

important role of SCO that reinforce trust and cooperation with the Central Asian

countries to combat the “three forces” of terrorism, separatism and extremism.
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Moreover, the SCO functions as a platform for further energy and strategic
cooperation between China and Asian countries. The members and observers of the
SCO are from Eurasia, South Asia and West Asia. By intensifying cooperation among
the SCO members China aims to create further space for development to expand
regional cooperation. The SCO has important energy consumers like China and India.
Its member states control about a quarter of the world’s oil supplies and are building
several pipelines across the region. The SCO has formed a working group to study
cooperation projects, cooperation orientation and the implementation of cooperation
projects in energy sector. Within the structure of SCO China strengthened the legal
basis to deepening security cooperation and coordinated positions on major

international and regional issues.

On 15 July 2014 at the Sixth BRICS Summit its member states announced the
signing of the Agreement establishing the New Development Bank (NDB), which is
also known as BRICS Bank, with the purpose of mobilizing resources for
infrastructure and sustainable development projects in BRICS and other emerging and
developing economies. In this summit they agreed the first Chair of the Board of
Governors from Russia, the first Chair of the Board of Directors from Brazil and the
first President of the Bank from India. The headquarters of the Bank is located in
Shanghai and officially operated service from 21% July 2015. The New Development
Bank Africa Regional Centre will be established in South Africa concurrently with the

headquarters.

The NDB assumed a role of World Bank and International Monetary Fund (IMF).
The NDB will have an initial capital of USD 50 billion to be equally funded by the
five members who will have equal voting rights. The capital will be expanded to USD
100 billion within the next couple of years.

NDB’s support for infrastructure projects will help ease long-running bottlenecks
faced by the emerging and developing countries, and help them speed up, adjust and
upgrade economic development that are being pitched as alternatives to existing

institutions such as the World Bank.

Since the establishment of NDB, it is expected to promote the development of
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industrial infrastructure construction and regional economy in developing countries. It

is not only to support in the economic sectors but also will deepen influence in

various projects such as social, environment, human rights etc. In particular, the

headquarters of NDB Africa Regional Centre is expected to make a significant impact

on the further development of Africa.

NDB member states also established a reserve currency pool worth over another

USD100 billion to aid their economy in case any currency crisis. China has pledged to
contribute USD 41 billion, Brazil, India and Russia each to contribute USD 18 billion,
while South Africa to contribute USD 5 billion.

Graph 1.. Initial Contribution of each BRICS member (USD billion)

Brazil

Russia

India

China

South Africa

10 20 30 40 50 60
South ) ) ) )
) China India Russia Brazil
Africa
® New Development Bank 10 10 10 10 10
E Contingency Currency Pool 5 41 18 18 18

Source: Treaty for the Establishment of a BRICS Contingent Reserve Arrangement (URL:

http://brics.itamaraty.gov.br/category-english/19-press-releases/220-treaty-for-the-establishment-of-a-

brics-contingent-reserve-arrangement-fortaleza-july-15)

NDB President Kundapur Vaman Kamath who is a former executive with India’s
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largest private bank ICICI Bank, said bank will issue its first loan in April 2016 in
Chinese Renminbi. In this scenario, Renminbi will become settlement currency for
foreign exchanges reserve or used to trade in many countries.

It will pave the way for Renminbi to become as a reserve currency of the world
economy within the next 10 years. If the Renminbi is accorded full convertibility
against other currencies, it will play for an important role in the international financial
system especially in East Asia. In addition, it will get the status as the reserve
currency of the world along with Euro and USD.

Important challenge for China’s development strategy in Asia is to gradually raise
the level of Asian regional cooperation. International cooperative communities such
as the SCO, the BRICS mechanism and its NDB implied China’s political strategy in
Asia to improve economic groupings. SCO and NDB give a positive impact not only
on the activation of the regional economy but also construction of international

cooperative political environment.

4, Summary
In the last three decades China has changed many aspects which include economic,
political, industrial and defence realms. China has been focusing on improving
national living standards to a higher level of being “well-off”, a final stage of the
“Three-steps Development Strategy”, which is driving its perspectives and policies in
Asia. More recently, as the trend of cooperation for development surpasses under the
impact of globalization, China is gearing up to lead the international order and

participate in international activities for mutual interest.

Currently China has more than USD 3 trillion in foreign exchange reserves, it can
afford to finance an entirely new institution that would have a majority Chinese stake
with other countries as minority shareholders. Moreover, China declared that it will
send its excess capacity in steel, concrete and pipes to support neighbouring countries.
These gestures will contribute to establish better international community through
economic cooperation. Chinese leaders under the aegis of “China’s Peaceful
Development” began to actively investing in the development of far-reaching

initiatives to advance various aspects of cooperation. China’s strategies and policies
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clearly demonstrated how creating a win-win environment could produce rapid
economic growth, technological advancement, and improvement of physical and

human resources.

China’s concerted efforts in Asia to promote multilateral cooperation is likely to
reshape the regional and international politics and economics in fundamental ways.
One of the consequences of this is that it will set the “rise of the rest” in motion.
Despite strategic mistrust and economic imbalance in the bilateral relations, China
and ASEAN states continue to hold massive potential for both sides on the foundation
of economic cooperation. China’s intention is to achieve economic development in
Asia region apart from following the Western economic model. As many scholars and
government predicted, transition of power from West to East has already arrived with

the acceleration of China’s rise in Asia.

What is critically important is not whether this cooperation and new institutions can
replace the existing global institutions, but rather whether they are developing in a
direction that is dedicated to search for meaningful alternatives over the course of the

next decade or so.
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Chapter I11.
ONE BELT, ONE ROAD: BUILDING BRIDGES

1. Introduction

All countries have geopolitical strategies according to the geographic location they
are placed in. As Robert S. Ross pointed out in his article “The Geography of the
Peace: East Asia in the Twenty-First Century”, although many factors such as
economic development and levels of technology and education contribute to great
power status, geography determines whether a country has the prerequisites of great
power status. Undoubtedly, China is equipped with perfect geographical conditions to
become a great power, but in order to strengthen and expand its position in the region
it must ponder over effective geopolitical strategy. Regional stability has been very
closely related to the existence and prosperity of the state. In other words, potentiality
of contradictions and crises in the regional environment could be a serious threat to

the existence and prosperity of the state.

Since reform and opening up in the late 1970s, China has recognized the importance
of geopolitical location. With propagandas of “Peaceful Rise” and “Revival of the
Chinese Nation”, China attempted to improve and develop extensive relations with
neighbouring countries. As a result, in 2013 when China have been entered Xi Jinping
era, proposed to construct “Silk Road Economic Belt” and “21% Century Maritime
Silk Road” Central Asia and Southeast Asia. This concept is a major development
initiative that runs through the continents of Asia, Europe and Africa, connecting the
vibrant East Asian economic circle at one end and developed European economic
circle at the other, and encompassing countries with huge potential for economic

development.

In the same year, President Xi Jinping, at a conference on the diplomatic work with
neighbouring countries, indicated strategic significance of neighbouring countries to
China. He also emphasized the need for China to be realize the great rejuvenation of
the Chinese nation and promote good external conditions for China’s reform,
development and stability, without compromising on China’s sovereignty. In other

words, the purpose of China’s diplomatic work is to guarantee a peaceful geopolitical
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environment for domestic modernization. From this point of view, One Belt, One
Road aims to build bridges between China and other countries in Asia and Europe

with serious long term geopolitical and geo-economic implications.

To this end, this chapter has been divided into two sections. The first section lays out
the factors following up to the background of the One Belt, One Road initiative and
its main contents in order to assess the development of China’s diplomacy in Asia,
particularly examine the Asian countries’ relations in influencing the economic
corridors of China. The second section looks at the different responses and distinctive
analyses of Asian countries on One Belt, One Road. It also examines Chinese steps to

counter the challenges One Belt, One Road initiative.

2. One Belt, One Road: Origin and Significance
One Belt, One Road initiative has two major components, namely New Silk Road

and Maritime Silk Road. This section delineates these two themes.

(a) New Silk Road

The 3rd Plenary Session of the 11th Communist Party of China (CPC) Central
Committee decided to reform the national economic setup from the establishment of
Special Economic Zones (SEZ) and gradually opened the coastal cities in China.
Thereafter in 1990s, as the world entered the post-Cold War era, Chinese policy
makers have been more focused on the implementation of overall reform and opening
to the outside world in all directions, particularly to improve the border security and
regional cooperation with neighbouring countries. China has clearly been successful

in resolving border disputes with most of its neighbours in a ‘win-win’ situation since

the 1990s. *

Given its economic might, China has been comprehensively promoting large scale of
infrastructure construction projects like railways, roads, ports, airports, pipeline etc.

along with regional development it aims to build well-off society by 2020. One the

! China sharing its 22,000km land borders with neighbours namely: North Korea (1,416km), Russia
(4,300km), Mongolia (4,677km), Kazakhstan (1,700km), Kyrgyzstan (1,100km), Tajikistan (414km),
Afghanistan (210km), Pakistan (523km), India (4,057km), Nepal (1,415km), Bhutan (470km),
Myanmar (2,185km), Laos (505km) and Vietnam (1,300km).
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basis of Great Western Development Strategy in late 1990s, China encouraged
infrastructure bonds for the development of ultra-border cooperation with Central
Asia, Southeast Asia and other neighbouring countries. Apart from Great Western
Development Strategy, China also executed Northeast Area Revitalization Plan in
2003 with various types of border infrastructural cooperation with North Korea,
Russia and Mongolia. Entering the 21 century, China initiated Mid-to-Long Term
Railway Network Plan to accelerate communication and connection between
domestic metropolitan regions as well as emphasized Eurasian Land Bridge
construction for the sake of success of Great Western Development Strategy and
Northeast Area Revitalization Plan. As a result, various Eurasian Land Bridges like
Trans-China Railway (TCR)? which pass through western part of China and Central
Asia and finally reaching Europe, south corridor of Trans-Asian Railway (TAR)?®
connecting Southeast Asia and South Asia with links to China’s Yunnan Province,
Trans-Mongolian Railway (TMGR)* which traverses Mongolia to Russia, Trans-
Manchuria Railway (TMR)® and etc. have been either connected, or in the process of
being connected. In 2014 at a dialogue on strengthening connectivity partnership, Xi
Jinping proposed five points to enhance cooperation for jointly building One Belt,
One Road initiative, highlighted transport infrastructure that include railway and
highway projects linking China to Asia and other neighbouring countries. Recently,
China-Turkey intermodal railway that designed to traverse Kazakhstan, Azerbaijan,
and Georgia as well as the Caspian and Black Seas, pushed One Belt, One Road
initiative forward across Asia. All these Land Bridges will further boost China’s
strategic importance and associated economic development as a conduit for trade
between China and Asia to Europe, and was recently expanded to connect Taiwan
with Europe via China, thereby linking the Pacific Ocean with the Atlantic Ocean

through the Eurasian continent.

2 Lianyungang-Rotterdam Railway from China to Netherland stretching over 11,870km, creating an
uninterrupted rail link that passes through Russia and central Asian countries.

® Promoted by United Nations Economic and Social Commission for Asia and the Pacific (UNESCAP)
to build a transcontinental railway network between Europe and Pacific ports in China, now comprises
117,500 km of railway lines serving 28 member countries.

* Approximately 2,210km in total length of Tianjin-Naushki Railway from China to Mongolia, of
which the main trunk line links with Trans-Siberian Railroad.

> Also known as Chinese Eastern Railway (CER) or Chinese Far East Railway runs 2,323km of line in
China, link to Russia. T-shaped line consisted of three branches: the western branch for Harbin-
Manzhouli Railway, the eastern branch for Harbin—Suifenhe Railway and the southern branch for part
of the Beijing—Harbin Railway.
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Ilustration 3.1. TCR Outline
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Ilustration 3.2. TMGR Outline
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Illustration 3.3. TMR Outline
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In addition, China has outlined its plan to connect the world by high-speed rail,
including an underwater link to the US running a total 13,000km through full-scale
promotion of Eurasian high-speed railway network plan that coupling with One Belt,
One Road. The ‘China to Russia plus the United States’® line proposed by the
Chinese Academy of Engineering in 2014, would run for 13,000km from the north
east of China, travel up through Siberia, down through a tunnel underneath the Pacific
Ocean, traverse Alaska and Canada to reach the contiguous United States. In 2015,
China has signed up to design for a high-speed railway between the Russian cities of
Moscow and Kazan, one of the first concrete examples of the ‘China to Russia plus
the United States’ line. From 25" Feb 2015 China has opened a cargo train service
linking eastern city port of Lianyungang and Almaty, the financial and technological
hub of Kazakhstan. All these are part of one of the most ambitious transport and
infrastructure projects in history as China under Xi Jinping chases new continental

dreams.

Although China began to build a high-speed railway for domestic demand in the
early 1990s, with One Belt, One Road initiative, it is aggressively promoting railway
and highway lines to neighbouring countries. Currently, China has the world’s longest
railway network with over 19,000 km of track in service as of January 2016 which
extends to 28 countries and 33 provinces and regions.” Moreover, a network length of
30,000 km is planned for 2020. In such circumstances strengthening cooperation with
neighbouring countries not only improves geopolitical environment but also provides

basic conditions to realize One Belt, One Road initiative.

On the other hand, 21*-Century Maritime Silk Road is being on the long sea lanes
format starting from the coastal city of China, through South China Sea, Indian Ocean,
East Africa, Mediterranean Sea and Red Sea leads to Europe. According to
preliminary statistics from the Secretariat of World Trade Organization (WTO),

China’s trade in goods accounted for about 12% of the world’s trade in goods in 2013,

® This US-China link would require around 200km of tunnels to cross the gap between Russia and
Alaska - four times the length of the Channel Tunnel. If completed it would become the world’s
longest underwater tunnel and take an unprecedented feat of engineering.

" Three sections are under construction: Yunnan (Dec. 2016), Hong Kong (2018) and Ningxia (2020).
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making China the worlds’ largest trading country. The total volume of China’s
imports and exports amounted to 4.16 trillion USD; volume of exports reached 2.21
trillion USD; volume of imports reached 1.95 trillion USD. In this process China
intends to expand the investment and development of the overseas port with the Go
Out Policy (Zou Chuqu)® and One Belt, One Road initiative at the national level.
China Merchants Holdings International (CMHI) ° driving force of Chinese
investment in overseas ports by engaging closely with shipping lines and the alliances
in order to bring new services at its terminals and ports. In 2008, CMHI began its
overseas expansion and the group now has interests in more than 320 berths in 29
ports in 15 countries and regions. It has invested in Belgium, Djibouti, France, Céte
d’Ivoire, Malta, Morocco, Nigeria, South Korea, Sri Lanka, Taiwan, Togo, Turkey,
and the United States. In China it has operations in Dalian, Hong Kong, Ningbo,
Qingdao, Shanghai, Shenzhen, Tianjin, Xiamen, Zhangzhou, and Zhanjiang.
According to managing director Bai Jingtao, CMHI is planning to invest in about 10
more overseas ports in several regions, including Southeast Asia, East and West
Africa, southern Africa, the Baltic Sea and Russia, as the state-owned company
continues its global expansion and implementation of China’s One Belt, One Road
strategy. New projects would be announced over the course of the next five years and
beyond, as CMHI locates suitable partners and deals which include investment as part
of a consortium in Turkey’s third-largest container terminal, Kumport'®. Colombo
International Container Terminals Ltd., (CICT) is a joint venture Company between
CMHI a listed blue chip company in the Sri Lanka Ports Authority (SLPA)*. Under a
35 year Build Operate and Transfer (BOT) Agreement with SLPA, Colombo’s third
container terminal with a 2.4 million TEUs capacity was constructed in the Port of

Colombo, Sri Lanka, under the Colombo South Harbour expansion project. At present,

® The first policy document that issued in 1999, intended to encourage Chinese enterprises to engage in
processing and assembly operations outside China. The first formal call for the implementation of a Go
Out Policy was taken in China to occur in the Chinese Communist Party Central Committee (CCPCC)
Opinion on the Formulation of the 10th National Economic and Social Development Five Year Plan
adopted in December 2000.

® CMHTI’s parent company is China Merchants Group, a conglomerate established in 1872, whose three
core businesses include Transportation (Ports and Related Services, Toll Roads, Energy Shipping and
Logistics), Finance (Banking, Securities, Funds, Insurance) and Property.

% The terminal has a capacity of 1.84 million TEU with room to expand to 3.5 million teu and can
handle vessels up to 18,000 TEU in size.

It was set up by an Act of Parliament in 1979 and administers and operates all specified commercial
Ports in Sri Lanka. The specified Port now includes Colombo, Galle, Trincomalee, Kankasanturai and
Point Pedru.
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CICT is the only South Asia’s terminal that equipped to handle the largest vessel’s
afloat. Likewise, Hong Kong’s Hutchison Whampoa Limited is one of the world’s
leading container terminal operators and a world leader in port services, holding
interests in 52 ports comprising 319 berths in 26 countries.

Currently, Chinese Overseas port development and investment projects are
concentrated in the major ports of the country which are located on the 21%-Century
Maritime Silk Road. Similar to the Chinese overseas projects already completed or
under way, the new projects are designed according to the requirements of the
countries and regions in which they are located. Middle East and ASEAN countries
that located in the Indian Ocean are primarily interested in the transport of safe energy
resources, while in some areas of the Middle East and East Africa ports are developed
for the military purposes. The specific content of Chinese overseas port investment

and development projects in Asian region are shown in Table 3.

Table 3.3. Chinese overseas port investment and development projects (Asia)

Port : Salalah Country : Oman
Relation with | Long-term stable and significant; China imports 250-300,000
China BPD of oil from Oman and is purchasing LNG
Chinese None yet; 10 PLAN counter-piracy task force visits through
Investment January 2010; Chinese unofficial media reports bilateral
in Facility negotiations to establish facility
Type Deep water; major container transhipment port for Persian Gulf
Development AIread;I/ WeII-(?s.tainshed; construction. of new .portside 1.‘uel

bunkering facility under way; massive container terminal
Status expansion plan contracted out
Port - Aden Country : Yemen
Relation with | Short-term but developing steadily; recent energy, trade, and
China commercial agreements
Chinese None vyet; visited by PLAN counter piracy task forces;
Investment reportedly considered for Chinese supply access; some security
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in Facility

concerns

Type

Container and bulk cargo

Development
Status

Modest port; berth extension palnned

Port : Djibouti Country : Djibouti
Relation with .
] Long-term stable and positive
China
Chinese None; home to French and US defence facilities, Japan
Investment permitted to base P-3C aircraft fro counter-piracy patrols;
in Facility visited by PLAN counter-piracy task force
- Principal port for Ethiopian cargo transhipment; containers and
ype

bulk cargo

Development
Status

Container terminal under construction

Port : Gwadar Country : Pakistan
Relation with _
China Long-term strategic
Chinese
Investment USD 198 million, technicians and skilled workers
in Facility
Large commercial port with conventional and container cargos
Type (operated by Port of Singapore on 40 year contract) + Pakistan

navy

Development
Status

Already well-established, but potential for further development

Port : Karachi Country : Pakistan
Relation with )

] Long-term strategic
China
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Chinese

Investment N/A
in Facility
Type Pakistan’s largest port

Development
Status

Already well-established; Bulk Cargo Terminal and other

expansion underway

Port : Hambantota Country : Sri Lanka
Relation with | Short-term strategic
China
Chinese o _ _
USD 360 million export buyer’s credit from China’s EXIM
Investment ) ) )
] . Bank “built by Chinese enterprises”
in Facility
Type Commercial; export of essential goods, vehicle re-exports

Development
Status

To be constructed in 3 stages over 15 years

Port : Chittagong Country : Bangladesh
Relation with )

) Long-term friendly
China
Chinese
Investment N/A
in Facility

Bangladesh’s main seaport: 6 general cargo berths, 11

Type

container berths (3 dedicated with gantry crane)

Development

Completed
Status
Port : Sittwe Country : Myanmar
Relation with ]
) Long-term strategic
China
Chinese Assisting (India helping too)
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Investment

in Facility

Type Large rice exporting port

Development
Under development over 3 years

Status
Port : Singapore Country : Singapore
Relation with ) ] )
) Long-term friendly, emerging strategic
China
Chinese
Investment N/A
in Facility
T Large, sophisticated, commercial port, busiest in world: 1
e
P terminal, 9 sub-ports. Military ports
Development . i
S Already well-established, but potential for further development
tatus

Source: Erickson, A. “Chinese Sea Power in Action: The Counterpiracy Mission in the Gulf of Aden
and Beyond”, ch.7 in Kamphausen, R. et al, Learning by Doing: The PLA Trains at Home and Abroad,
National Bureau of Asia Research, November 2012, p.342

The idea of One Belt, One Road initiative was first proposed in 2013 at Boao Forum,
when Xi Jinping provided analytical plan of its concept that China will promoting
regional cooperation and firming up regional financing platform to boost economic
cooperation by developing infrastructure in collaboration with neighbours. With the
rapid development of the Chinese economy and faster pace of industrialization and
urbanization has far exceeded its available supply of energy, also creating a serious
imbalance between supply and demand in Chinese industries. Especially in recent
years, high rates of economic growth, inefficient energy structures resulted in China’s
external dependency for oil has increased over time. Moreover, in a national
environment of increased political awareness of the dangers of the regional disparities
of western and coastal cities that could cause separatism, adequate provision of

railway facilities for reduction of geographical distance is crucial. Chinese President
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Xi Jinping, with the concept of “new normal”, proposed a crucial rebalancing that in
which the country diversifies its economy, embraces a more sustainable level of
growth, and distributes the benefits more evenly. At the centre of this effort, in March
2015, the National Development and Reform Commission, Ministry of Foreign
Affairs, and Ministry of Commerce of the People’s Republic of China jointly issued
“Vision and Actions on Jointly Building Silk Road Economic Belt and 21st-Century
Maritime Silk Road” with State Council authorization.*?

In 2015, Report to Congress of the U.S.-China Economic and Security Review
Commision analysed the initiate of One Belt, One Road aimed for three major
strategies; First, China intends to diversify its energy portfolio by gaining access to
Central Asian resources. Second, Beijing seeks to develop new markets for its
companies through construction of roads and railways which has an added corollary
of creating outlets for Chinese industries that experiencing overcapacity and
slackening domestic demand due to China’s economic slowdown. Finally, China
seeks to engender political goodwill and influence by fostering economically based
good neighbourly relations, especially doing so to gain diplomatic sway in Southeast
Asia for South China Sea and East China Sea dispute.

(b) China’s Diplomacy Trends of Asian Countries

As shown in the white paper “Vision and Actions on Jointly Building Silk Road
Economic Belt and 21st-Century Maritime Silk Road”, the core of One Belt, One
Road initiative is in mutual cooperation and communication with neighbouring
countries; policy coordination, facilities connectivity, unimpeded trade, financial
integration and people-to-people bonds as their five major goals, strengthening mutual
connectivity cooperation. Accordingly, ever since Xi Jinping ascended to power at the
18th Party Congress, he placed neighbourhood diplomacy as a key priority in foreign
affairs.

Table 3.4. Main Contents of Five Major Cooperation Priorities

12 Apart from Preface which describe the significance and purpose of initiate One Belt One Road, it
consisted in 8 sections; (DBackground, @Principles, 3®Framework, (@Cooperation Priorities, &
Cooperation Mechanisms, ®&China’s Regions in Pursuing Opening-Up, @MChina in Action and
Embracing a Brighter Future Together
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Main Contents

Policy

coordination

Countries along the One Belt, One Road may fully coordinate
their economic development strategies and policies, work out
plans and measures for regional cooperation.
Negotiate to solve cooperation-related issues.
Jointly provide policy support for the implementation of

practical cooperation and large-scale projects.

Facilities

connectivity

Transportation: Give priority to linking up unconnected road
sections, removing transport bottlenecks, advancing road safety
facilities and traffic management facilities and equipment, and
improving road network connectivity.

Energy: Build cross-border power supply networks and power-
transmission routes, and cooperate in regional power grid
upgrading and transformation.

Cable Network: Build bilateral cross-border optical cable

networks at a quicker pace and plan transcontinental submarine
optical cable projects to improve international communications

connectivity, and create an Information Silk Road.

Unimpeded

trade

Explore new growth areas of trade and promote trade balance.
Speed up investment facilitation and eliminate investment
barriers.

Push forward cooperation in emerging industries.

Welcome foreign companies invest in China, and encourage
Chinese enterprises to participate in infrastructure construction
in other countries along the Belt and Road, and make industrial

investments there.

Financial

integration

Expand the scope and scale of bilateral currency swap and
settlement with other countries along the One Belt, One Road.

Joint efforts to establish the Asian Infrastructure Investment
Bank and BRICS New Development Bank, conduct negotiation
among related parties on establishing SCO financing institution.

Set up and put into operation the Silk Road Fund as early as
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possible.

Support the efforts of governments of the countries along the
One Belt, One Road and their companies and financial
institutions with good credit-rating to issue Renminbi bonds in
China.

Qualified Chinese financial institutions and companies are
encouraged to issue bonds in both Renminbi and foreign
currencies outside China

Encourage the signing of MOUs on cooperation in bilateral

financial regulation

People-to-
people bond

Culture and Education: Provide 10,000 government scholarships

to the countries along the One Belt, One Road every year.
Jointly apply for and protect World Cultural Heritage sites.
Make it more convenient to apply for Chinese tourist visa.
Support to hosting major international sports events.

Medical hygienic: Improve capability to jointly address public

health emergencies. Provide medical assistance and emergency
medical aid to relevant countries, and carry out practical
cooperation in field of medical. Expand cooperation on
traditional medicine.

Science and Technology: Establish joint labs, international

technology transfer centres and maritime cooperation centres,
promote sci-tech personnel exchanges, cooperate in tackling
key sci-tech problems.

Source: “Vision and proposed actions outlined on jointly building Silk Road Economic Belt and 21st-

Century Maritime Silk Road”, National Development and Reform Commission, Ministry of Foreign

Affairs, and Ministry of Commerce of the People’s Republic of China, with State Council authorization.

(URL:

http://english.mofcom.gov.cn/article/newsrelease/significantnews/201504/20150400930817.shtml)

In March 2013, about a week after Xi Jinping assumed the presidency he made his

first foreign trip as President to Russia, Premier Li Kegiang paid a State visit to India

in the same year of May.
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Thereafter, Xi Jinping paid state visits to four Central Asian countries in September
2013 namely: Turkmenistan, Kazakhstan, Uzbekistan and Kyrgyzstan, and attended a
summit of the Group of 20 (G20) in St. Petersburg, Russia, and a summit of the
Shanghai Cooperation Organization (SCO) in Bishkek, Kyrgyzstan. During this trip,
Xi Jinping suggested the development of pragmatic cooperation on the lines of Silk
Road.

In October 2013, both President Xi Jinping and Premier Li Kegiang completed their
first official visits to Southeast Asia. Xi Jinping went to Indonesia and Malaysia and
attended Asia-Pacific Economic Cooperation (APEC) meeting at Bali, while Li
Kegiang attended 16™ ASEAN-China summit in Brunei and visited Vietham and
Thailand. Chinese leaders put forward a series of proposals to promote joint
cooperation to build the 21%-Century Maritime Silk Road that would take China-
ASEAN relations to the next level. Meanwhile, the prime minister of Russia, India
and Mongolia arrived in Beijing on the same day in October 2013, highlight the
Chinese leaders’ vigorous diplomatic relations with neighbouring countries. These

visits are sign growing importance of China in Asia.

On 24- 25 October 2013, the Chinese Communist Party (CCP) held an
unprecedented work forum on Chinese diplomacy toward neighbouring countries.
This was reportedly the first major meeting on foreign policy since 2006 and the first
forum specifically on periphery diplomacy since the establishment of the PRC in 1949.
Chinese media reported that it aimed to ‘“establish the strategic objectives, basic
principles, and overall setup of the peripheral diplomatic work in the next five to ten
years, and define the line of thinking on work and the implementation plans for
resolving major issues facing peripheral diplomacy.” In this forum, Xi Jinping and
other senior officials identified a four-fold approach to guide diplomacy toward
neighbouring countries, focusing on efforts to realize amity, sincerity, mutual benefit,
and inclusiveness. Chinese leaders highlighted that its destiny is linked with those of
peripheral countries in the sense of common destiny. The community of common
destiny refers to deepen the mutually beneficial cooperation with neighbouring

countries by strengthening cooperation for overall economy, defence, and culture.
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In March 2014, at the Second Session of the Twelfth National People’s Congress,
Premier Li Kegiang while delivering Report on the Work of the Government
suggested the need to intensify the planning and building of a Silk Road economic
belt and a 21¥-Century maritime Silk Road, and developing the Bangladesh-China-
India-Myanmar Economic Corridor and the China-Pakistan Economic Corridor. He
also stressed the importance of initiating a number of major projects with neighbours
to speed up infrastructure connectivity and open up new space for enhancing

international economic and technological cooperation.

On 27™ May 2015, member of the Standing Committee of the Political Bureau of the
Central Committee of the Communist Party of China (CPC) and Vice Premier Zhang
Gaoli attended the opening ceremony of the ASEM (Asia-Europe Meeting) Industry
Dialogue on Connectivity at Chongging and announced the construction of Six
Economic Corridors. He noted that as China’s development is closely linked with the
overall development in Asia and Europe, China will join the efforts with countries
along the route to actively plan the six major economic corridors, namely, China-
Mongolia-Russia Economic Corridor, New Eurasian Land Bridge, China-Central
Asia-West Asia Economic Corridor, China-Indochina Peninsula Economic Corridor,
China-Pakistan Economic Corridor and Bangladesh-China-India-Myanmar Economic

Corridor.

Meanwhile, Xi Jinping had a high level discussion on One Belt, One Road related
projects during his state visit to Kazakhstan, Russia and Belarus. During the visit to
Kazakhstan, Xi Jinping and Kazakh President Nursultan Nazarbayev agreed to align
the Silk Road Economic Belt initiative to Kazakhstan’s new economic policy of the
Bright Road"®, so as to achieve common development of infrastructure and promote
financial and energy cooperation. Later, in his talks with President Vladimir Putin of
Russia at the Kremlin in Moscow, the two heads of state agreed to connect the
construction of the Silk Road Economic Belt and Eurasian Economic Union (EEU),

signed and issued the Joint Statement to comprehensively deepen the strategic

3 In 2014, President Nursultan Nazarbayev launching a new economic policy called Bright Road
(Nurly Zhol) that aimed the modernization of the transport network within the country territory. It
designed for 2015-2019, to double the traffic volume of transit cargo through Kazakhstan by 2020.
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partnership of coordination as well as the Joint Statement on cooperation to connect
the Silk Road Economic Belt and Eurasian Economic Union (EEU). And in Belarus,
Xi Jinping and President Alexander Lukashenko signed an agreement for setting up
an Industrial Park** and to explore new opportunities for the development of the
China-Eurasian Economic Corridor. Likewise, Xi Jinping held the second meeting of
heads of state of China, Russia and Mongolia with President VVladimir Putin of Russia
and President Tsakhiagiin Elbegdorj of Mongolia.”® In the meeting, the three heads of
state approved the Mid-term Roadmap for the Development of Trilateral Cooperation
among China, Russia and Mongolia. Relevant departments of the three countries
signed the Memorandum of Understanding on Formulating Guidelines for
Constructing China-Russia-Mongolia Economic Corridor, Framework Agreement on
Cooperation in Creating Favourable Conditions to Facilitate Trade Development
among China, Russia and Mongolia and Framework Agreement on Cooperation for
the Development of Ports of Entry among China, Russia and Mongolia. Using this
opportunity, the Mongolian government decided to connecting the Silk Road
Economic Belt with the Prairie Road'® and Trans-Eurasian Belt Development to
boost the building of China-Russia-Mongolia Economic Corridor and promote
practical cooperation projects, fully paved Altanbulag-Ulaanbaatar-Zamiin-Uud
highway which had been delayed for decades by Mongolian policymakers for national

security reasons.’

China-Pakistan Economic Corridor(CPEC) proposed by Li Kegiang while delivering
a speech on Making New Progress in Growing China-Pakistan All-Weather
Friendship in Pakistan in May 2013. He pointed out that China-Pakistan Economic
Corridor is a pragmatic cooperation to develop a long-term plan of bilateral relations,
and on 8" April 2015, the Pak-China Economic Corridor Council (PCECC) was

launched in Islamabad. In the same year, on 20 April Xi Jinping visited Pakistan and

4" China-Belarus Industrial Park is located near the Minsk National Airport with a planned area of
91.5sq.km. It is the biggest project of Belarus to attract foreign businesses and investment, and it is also
the biggest economic and technological cooperation project between China and Belarus.
> The first-ever Russia-Mongolia-China trilateral meeting between the heads of state of Mongolia,
Russia and China took place in Dushanbe, Tajikistan, September 11, 2014, followed by a second
trilateral meeting in Ufa, Russia, July 9, 2015.

16 Also known as grassland road which Mongols term the “Steppe Road”.

" They believed that the Mongolian economy, which has been monopolized by China for the last 15
years, would never overcome this situation if such a road were built, so many promoted an east-west
“Millennium” highway across the country instead.
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signed and issued the Joint Statement on establishing an All-weather Strategic
Partnership of Cooperation to upgrade bilateral relations, and witnessed the signing of
51 bilateral cooperative agreements and among them more than 30 agreements worth
USD 46 billion are designed to boost the CPEC project. Xi Jinping in the speech at
Islamabad stressed the China-Pakistan Economic Corridor is a focal point of joint
efforts to achieve common development, and use economic corridor to promote
practical cooperation with a focus on Gwadar Port'®. According to the ‘Master Plan of
CPEC’ issued on July 2015, Pakistan has planned to develop approximately 2,395km
long CPEC connecting Gwadar to Kashghar and has also planned Kashgar, Xinjiang,
Khunjerab, Islamabad, Lahore, Multan, Sukkur, Karachi and Gwadar as the pivot
cities for CPEC. It is a typical case of strategically develop the One Belt, One Road to
secure transport routes of the energy resources. Currently, 60% of Chinese energy
resources are imported from the Middle East, in particular 80% of China’s oil imports
have to pass through the Straits of Malacca. Given that the bulk of China’s oil imports
pass through the Strait of Malacca which is vulnerable to piracy and geopolitical
uncertainties, a pipeline from Gwadar to China would provide an alternative for the
supply of oil from the Middle East to China’s western and central provinces in
particular. In CPEC project is complicated, oil can be transported to China through
Gwadar port and this reduce up to 85% of the energy transported through Malacca
Strait.

8 Gwadar port was completed in 2007, initially managed by PSA Singapore. Since PSA reported to
have abandoned the project on the plea, China has officially takeover the 40-year-port management
rights from February 2013. Finally, China entered into formal operation of Gwadar port from April
2015.
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Illustration 3.4. Chinese crude oil transportation network
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Source: Prepared by the author based on the following source (Yao, Wang and Jing, Lu (2015),
“Optimization of China Crude Oil Transportation Network with Genetic Ant Colony Algorithm”,
Information, June 12 2015, 2015 (6): 467-480)

3. Challenges and Future Prospects of One Belt, One Road
(a) Challenges

One Belt, One Road faced a number of challenges right form the inception given
the apprehensions that some countries have. Its future is also going through a
transition.Trans Asian Railway Network as the core, various types of transportation
infrastructure construction of Greater Mekong Sub-region economic corridors such as
railway, road, aviation, shipping etc. have been promoted by aggressive efforts of
ASEAN countries. In 1992, six countries—Cambodia, China (Yunnan Province), the
Lao People’s Democratic Republic (Lao PDR), Myanmar, Thailand and Vietnam—
established the Greater Mekong Sub-region Economic Cooperation Programme (GMS
Programme) as an activity-based sub-regional economic cooperation programme, and
approached the Asian Development Bank (ADB) to be the programme’s secretariat.
Since its inception, the programme has achieved noteworthy successes in fostering
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regional cooperation in the region. In 2013, to meet the objective of improving
railway connectivity and to promote efficient, safe, and environmentally-sustainable
transportation, the Greater Mekong Railway Association (GMRA) was established. It
also aimed to develop railway institutional capacity in respective GMS countries as
well as support railway connectivity and inter-operability.’® Likewise, China has
played important roles in the economies, societies, and cultures of Southeast Asian
states. China has allayed concerns that it poses no military or economic threat along
with offering economic inducements, assured its neighbours that it strives to be a
responsible member of the international community, and facilitate real benefits to the
region through aid, trade, and investment. Hence, ASEAN countries are more and
more concerned about the excessive economic and trade cooperation with China.
Moreover, Chinese full-fledged investment in Asian countries as part of the One Belt,
One Road could be leading to economic nationalism that would cause anti-China riots
in the region. For example, Sri Lanka as the hub of the 21*-Century Maritime Silk
Road in Asia, under an MOU signed by SLPA with China Communications
Construction Company Limited (CCCC)® at total investment of 1,500 million USD
conducted the Colombo Port City development project®* with approximately 230
hectares of water front sheltered by the new backwater reclaimed with the investment
of foreign investors. During Xi Jinping’s visit to Sri Lanka in 2014, he launched the
Colombo Port City project with the former Sri Lankan President Mahinda Rajapaksa
that expected to be completed in 39 months, after commencement of work in
September 2014. However, due to too heavy reliance on Chinese investment Mahinda
Rajapaksa faced criticism domestically and lost his bid for a third term in the general
elections in January 2015. This project was suspended after Maithripala Sirisena came

9 Its outputs include: support for the technical working groups on railway connectivity in the GMS;
preparation of a capacity development program for GMS member countries railway bodies; and
facilitation of dialogue with private sector involvement in GMS railway development.

2 1t is the largest port construction, city development and design company of China that currently has
34 wholly-owned or controlled subsidiaries and having earned an eminent reputation in over 100
countries and regions in Asia, Africa, Middle East and South America in the past 20 years. Also, it has
been the principal contractor in Sri Lanka since 1998 executing massive construction projects, such as
the Southern Highway, Outer Circular Highway, Magampura Mahinda Rajapaksa Port, Mattala
Rajapaksa International Airport and Colombo South Container Terminal.

2! The construction was set to begin in March 2011 but due to several circumstances the project was
stopped. In mid 2012, SLPA announced that the construction of the Colombo Port City project would
commence on 17 September 2014. It is the largest single foreign direct investment of around 1.5 billion
USD for the land development that has potential to attract around 5 billion USD from all over the
world.
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to power. The Sirisena government expressed serious reservations over the clause in
the agreement to hand over land to the CCCC on freehold basis with complete rights.
In April 2016, when Sri Lankan Prime Minister Ranil Wickremesinghe visited China,
both sides called for fast-tracking negotiations over the USD 750 million second
phase of the Hambantota port?® which is part of the 21%-Century Maritime Silk Road.
Also, both sides agreed to speed up the construction of the Colombo Port City project.
But many analysts have predicted that despite pledges to resume the project, Sri
Lanka would not actively engage China.

A similar thing occurred in the case of China—Kyrgyzstan—-Uzbekistan railway. If it
realized, it is expected to become the shortest railway link connecting the modern
“factory of the world” with the oil rich Middle East and the enormous European
market via Central Asia. On December 16, 2013, Kyrgyzstani President Almazbek
Atambayev at a press conference stating that the railroad would be beneficial only to
China and Uzbekistan, than Kyrgyzstan and that Kyrgyzstan and therefore would not
participate?®. The future of this railway project began to appear more uncertain after
Kyrgyzstan joined the Russia-led EEU, in May 2015. Since Kyrgyzstan joined the
EEU, its trade with China dropped 90 percent drop in re-export-related activity at
Bishkek’s Dordoi market in Kyrgyztan—a hub for the re-export of Chinese goods.
(EurasiaNet, 16 June 2014). Moreover, Kyrgyzstan rejected the “Resources for
Investments” scheme whereby China would get access to a number of mineral
deposits in Kyrgyzstan in exchange for a government loan to build the railway
estimated at 2 billion USD, the equivalent of approximately 74 percent of
Kyrgyzstan’s GDP, based on the official exchange rate. (www.tazabek.kg, 17 May
2012).

As part of the initiative, the Chinese government is keen on promoting its relations
with India. Viewing Chinese enthusiasm the Indian Prime Minister Narendra Modi

attaches great importance to economic cooperation with China and agreed to jointly

%2 The first phase was completed in 2014 at a cost of USD 361 million. During the meeting, they also
discussed the construction of an industrial park in Hambantota.

% But in January 2015, Xi Jinping’s envoy Yang Jiechi visited Atambayev, prompting the Kyrgyz
leader to change his attitude toward the project. If that visit truly bears fruit, it will allow the
Uzbekistan-Kyrgyzstan-China railway to move beyond a concept stage.
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promote in-depth development of China-India strategic and cooperative partnership.
India expressed its positive attitude towards the construction of the Bangladesh-
China-India-Myanmar (BCIM) Economic Corridor®*, which is expected to develop
gradually before more ambitious goals are achieved. However, list of documents
signed during the State Visit of Xi Jinping to India for having bilateral summit, there
was no reference to the One Belt, One Road. The reason for Indian government’s
passive standing on One Belt, One Road appears in the articulaion of the Indian Vice
President Mohammad Hamid Ansari when he visited China in end-June 2014. During
the Indian Vice President’s visit to Beijing, 21°-Century Maritime Silk Road in the
Indian Ocean was met with a passive response. While acknowledging Chinese leaders’
sincere approach, Ansari requested for more details on the project to help reach an
early decision, saying that “the discussions in the last two days the subject has been
mentioned. We have asked for more details to be able to study the proposal in all its
fullness... In a framework of friendship and cooperation we should be clear in
spelling out our views so that there are no misunderstandings between interlocutors”
While BCIM connecting India’s north-east with China’s Kunming city close to
Myanmar border was received well by India, the strategic objectives of 21%-Century
Maritime Silk Road raised questions as China is steadily expanding its influence in
the Bay of Bengal and Arabian Sea by building ports in Sri Lanka and acquiring the
Gwadar Port in Pakistan, much to the disquiet of India. Many Indian and Western
analysts believe that China is pursuing a clear-cut long-term naval strategy to
dominate the Indian Ocean. In 2005, the U.S. consulting firm Booz Allen Hamilton
came up with the “string of pearls” hypothesis, which posits that China will try to
expand its naval presence by building civilian maritime infrastructure along the Indian
Ocean periphery. Those ports in turn could be put to dual use eventually and serve as
naval ports for ships of the People’s Liberation Army Navy (PLAN). According to
this view, the Indian side recognizes One Belt, One Road initiative as a Chinese
geopolitical strategy to ‘reorder Asia’ and ‘undermine American alliances’ in the
region. Of course, there are variety of views on China’s One Belt, One Road initiative

in India, however, most of the researchers interpret that China is trying to create trade

# 1t will link Kolkata with Kunming, the capital of China’s Yunnan province, passing through
Myanmar and Bangladesh, with Mandalay and Dhaka among the focal points. The focus on linking
provinces and States — in this case, Yunnan and West Bengal — seems to have given a new impulse
to galvanising the plan.
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and economic relationships with ASEAN countries through trade, port and continental
land bridges to countervail the United States’ influence and to draw the Indian Ocean

Region littorals within its sphere of influence.

On September 2014, while Xi Jinping attended the 14th Meeting of the SCO Heads
of State Council and paid state visits to Tajikistan, Maldives, Sri Lanka and India, he
expressed the hope to Indian Ocean Region littorals woul actively participate in the
construction of the 21°-Century Maritime Silk Road. On 14 September 2014, in the
meeting with Maldives President Abdulla Yameen, Xi Jinping pointed out that
Maldives is an important link of the ancient Maritime Silk Road, sharing profound
historical relationship with China. On 16 September 2014, he arrived at Sri Lanka and
stressed that long-lasting bilateral strategic cooperative partnership of both countries
is standing at a new starting point with broad development opportunities move
forward on the Maritime Silk Road of the 21st Century.

This is evidenced by the fact that India’s Prime Minister Narendra Modi launched a
new initiative designed to compete with China’s One Belt, One Road, known as
Mausam Project and Spice Route Project®. It is considered India’s most significant
foreign policy initiative designed to counter China. Like China’s One Belt, One Road,
Project Mausam would boost regional commercial and cultural linkages — but where
the One Belt, One Road would have all roads leading back to China, Project Mausam
seeks to return India to its role as the centre of Indian Ocean trade. To try and assuage
Indian concerns, on April 2015 at 7th Annual Defence and Security Dialogue between
China and India, China has expressed its vision of linking two Indian projects with its
One Belt, One Road initiative. Chinese Ambassador to India, Le Yucheng in interview
with the Indian press pointed out that India is China’s natural and significant partner
in promoting the ‘Belt and Road’ initiatives, China is willing to strengthen
communication and coordination with India, to link the ‘Belt and Road’ initiatives

with India’s ‘Spice Route’ and ‘Mausam’ projects,

Meanwhile, Central Asian leaders and key administrators have acknowledged that

 The Mausam project aims to re-connect and re-establish communications between countries of the
Indian Ocean Region, enhancing understanding of cultural values and concerns. The Spice Route
project meanwhile focuses on an India-centered linkup of historic sea routes in Asia, Europe and Africa.
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the construction of One Belt, One Road would have positive effect on economic
development of the Asian region, and expressed their intention to participate in the
cooperation projects. On January 17, 2014, at the Third Round of China-Gulf
Cooperation Council (GCC) Strategic Dialogue, Chinese Foreign Minister Wang Yi
co-chaired the dialogue with First Deputy Prime Minister and Foreign Minister Sabah
Al-Khalid Al-Hamad Al-Sabah of Kuwait, the rotating president of the GCC. Wang
Yi expressed that China is willing to work with the GCC to strengthen the bilateral
political relations, to jointly push forward the construction of the One Belt, One Road
initiative. GCC also noted that it attaches great importance to developing friendly
relations with China, and is willing to enhance political mutual trust with China. In
addition, Mongolia sees China’s One Belt, One Road initiative as a real opportunity to
enhance regional economic integration. In Mongolia, it is being discussed at various
levels to build 3 vertical corridors and 3 horizontal corridors and they expect its
economic corridor providing a favourable condition for not only trilateral cooperation,

but also regional economic cooperation.

Some military and civilian observers clearly raise military-related strategic
implications of the One Belt, One Road initiative for China, including the need to
strengthen the security of maritime and land transport routes, to reduce territorial
disputes, enhance anti-terrorism efforts, and deepen the joint exploitation of strategic
resources. For example, in Asia’s Cauldron: The South China Sea and the End of a
Stable Asia Pacific, Robert Kaplan forecasts rising tensions in the Pacific, with
growing Chinese naval capacity.

Kaplan starts out from some basic economics that more than half of the world’s
annual merchant fleet tonnage (including four-fifths of all the oil used in China)
passes through the South China Sea. His analogy aims to explain what this will mean
in the 21st century: “China’s position vis-a-vis the South China Sea,” he suggests, “is
akin to America’s position vis-a-vis the Caribbean Sea in the 19th and early 20th
9926

centuries.

In a rather similar way, the South China Sea now links the trade between the Pacific

% Between 1898 and 1914, the United States defeated Spain and dug the Panama Canal. This allowed
Americans to link and dominate the trade of the Atlantic and Pacific Oceans, transforming the meaning
of geography. It gave the United States effective control of the Western Hemisphere, which, in turn,
allowed it to affect the balance of power in the Eastern Hemisphere.
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and the Indian Oceans; “were China to ever replace the U.S. Navy as the dominant
power in the South China Sea — or even reach parity with it — this would open up
geostrategic possibilities for China comparable to what America achieved upon its
dominance of the Caribbean.” That said, it is certainly possible that the One Belt, One
Road concept could prompt China’s leaders to move toward the acquisition of naval
and other capabilities that extend beyond a limited, largely commercial-oriented

access to military bases.

(@) Future of One Belt, One Road

China conceived various measures to ensure the success of One Belt, One Road.

First, as a response to the neighbouring countries’ concerns China diluted the
strategy of the geopolitical aspects of One Belt, One Road but emphasizes the image
of economic cooperation initiatives and mutual prosperity. Chinese Vice Minister of
Foreign Affairs Zhang Yesui emphasised “One Belt, One Road as a cooperation
initiative and China has no particular geo-strategic intent to seeking regional
dominance or leadership in the region and will not interfere in other countries’
internal affairs.” As following the development of the peripheral diplomacy, the
strategy of the neighbouring countries is very important. In this situation, China has
deliberately avoided the use of the expression of strategy, rather using the more soft
concepts such as initiative or economic cooperation.

Second, as a response to the outside powers- United States, Russia, European Union,
etc., China emphasizes the collaborative and inclusive nature of One Belt, One Road.
Correspond to China’s One Belt, One Road initiative, major powers have proposed a
series of regional cooperation initiatives, such like United States” New Silk Road
plan? | Russia’s Eurasian Economic Union (EEU)?, multilateral economic

cooperation under the SCO frame, Central Asia Regional Economic Cooperation

" 1t was first envisioned in 2011 as a means for Afghanistan to integrate further into the region by
resuming traditional trading routes and reconstructing significant infrastructure links broken by decades
of conflict. With multiple transitions underway in Afghanistan, the United States and its allies can
bolster peace and stability in the region by supporting a transition to trade and helping open new
markets connecting Afghanistan to Central Asia, Pakistan, India and beyond.

8 Treaty was signed on 29 May 2014 by the leaders of Belarus, Kazakhstan and Russia, and came into
force on 1 January 2015. In 1994, the President of Kazakhstan, Nursultan Nazarbayev, first suggested
the idea of creating a “Eurasian Union” during a speech at Moscow State University. Numerous treaties
were subsequently signed to establish the trading bloc gradually. Many politicians, philosophers and
political scientists have since called for further integration towards a political, military and cultural
union.
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(CAREC) Programme? that promoted by ADB and the transportation and energy
initiative of EU-Central Asia®.

In addressing opposition to One Belt, One Road, the Chinese government
emphasizes One Belt, One Road as a way for win-win cooperation that promotes
common development and prosperity and a road toward peace and friendship by
enhancing mutual understanding and trust, and strengthening all-around exchanges.
The Chinese government advocates peace and cooperation, openness and
inclusiveness, mutual learning and mutual benefit. China is open to link One Belt,
One Road with other initiatives and projects. This open up the possibility to cooperate
with the existing initiatives and projects within the framework of relevant multilateral
organizations such as UN, World Bank, ADB, etc., creating a conducive atmosphere
to participate in the construction process of One Belt, One Road.

Third, as a response to the concerns expressed by certain countries, China in
focusing on in specific areas and on mutual benefit and equality. For such an
important neighbouring country like India, China has been emphasizing the joint
projects and close communication and coordination under the mechanisms of BRICS
that shared broad agreement and maintained good cooperation on major international
and regional issues. China is actively exploring mutual intersection with India for an
in-depth exchange of views on issues of shared interest, including regional security
situation, military-to-military relations and the respective development of the defence
forces of the two countries.

In particular, China is trying to properly handle the sensitive issues that are related to
construction of One Belt, One Road with disputing countries. Taking the South China
Sea dispute as an example, through cooperation and mutual prosperity of the South
China Sea as well as execution of the 2+7 cooperation framework, China is
strengthening mutual trust with ASEAN countries.

At the ASEAN-China Summit in Brunei on October 9 2013, Chinese Premier Li
Kegiang put forward the 2 + 7 cooperation framework as a new policy declaration on

# programme has established in 1997 to encourage economic cooperation among countries in the
Central Asian region. It has focused to date on financing infrastructure projects and improving the
region’s policy environment in the priority areas of transport, energy, trade policy, and trade facilitation.
% The dependency of the EU on external energy sources and the need for a diversified energy supply
policy in order to increase energy security open further perspectives for cooperation between the EU
and Central Asia, the Representatives Committee of the European Union has organized The EU and
Central Asia: Strategy for a New Partnership” meeting on May 2007.
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developing ASEAN-China relations over the next decade. It consists of a two-point
political consensus and seven proposals for cooperation. The two-point political
consensus held that the basis for promoting cooperation is deeper strategic trust and
good neighbourliness, saying that the key to deepening cooperation is focusing on
economic development and expanding mutual benefit. The seven-point proposal
included some interesting ideas for further cooperation, including inking a treaty on
good-neighbourliness, upgrading the China—ASEAN Free Trade Area (CAFTA) to
raise trade to one trillion dollars by 2020, setting up an Asian Infrastructure

Investment Bank to finance mushrooming regional connectivity projects, and building
a 21st-century Maritime Silk Road.

Accordingly, ASEAN countries accepted 2+7 cooperation framework and decided to
promote relations with China. Thus, on August 2014, Thailand Secretary for Foreign
Affairs Sihasak Phuangketkeow declared that he would looked forward to the
Diamond Decade® on advancing partnership and ASEAN welcomed China’s
proposals under the so-called 2+7 cooperation framework such as the establishment of
the Asian Infrastructure Investment Bank (AlIB), the upgrading of ASEAN-China
FTA which will be a building block of Regional Comprehensive Economic
Partnership and enhancing maritime cooperation. In this regard, ASEAN also
welcomed China’s concept of maritime silk route of the 2Ist century and the
convening of the informal ASEAN-China Defence Ministerial Meeting.

And in the economic realm, the birth of Six Economic Corridors of One Belt, One
Road could change the global landscape, shifting the focus of strategy and commerce
to the Eurasian landmass from the waters surrounding it. One Belt, One Road
initiative is a key for promoting national economic development by boosting exports,
enhancing access to natural resources, and providing support to important domestic
industries. While it has the potential to reduce political and ethnic tensions both
within China’s ethnic regions and among Central Asian and Middle Eastern states,

and to strengthen political ties with Central Asia which is energy-rich.

4. Summary

%1 On September 2013 at the ASEAN—China Expo, Chinese premier Li Kegiang described the past
decade of ASEAN-China relations as a Golden Decade and said both sides have the power to create a
Diamond Decade in the next ten years
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As indicated above, Chinese leadership emphasizes that One Belt, One Road
initiative is not intended to dominate, intimidate, or generally leverage or manipulate
other states involved in the undertaking. The Chinese scholar Shi Ze denounced the
Western criticism of the initiative and maintained that the policy of Three Nos: non
interference in the internal affairs of other nations; not to seek the so called ‘sphere of
influence’; and not to strive for hegemony or dominance equally apply to the One Belt,
One Road initiative. “In promoting regional collaboration, we insist on the Three Nos,
we are not seeking a sphere of influence or pursuing selfish interests, but rather
seeking mutual benefit and mutual progress for the international community and, in

particular, for the countries along the belt.”

Regarding the challenges and problems confronting the One Belt, One Road
initiative, the apparent complementarity between the needs of the other developing
countries that comprise the One Belt, One Road region and China’s huge financial
resources and extensive experience in undertaking infrastructure projects is a positive
sign of success. In fact, many countries expected to obtain the aid of fund and
technology for their economic construction from China, at the same time export this
products to Chinese consumer market. On the other hand, their concern about
domestic expansion and Chinese investment could lead to a scenario of becoming too
dependent on China with disastrous economic and political consequences for them.
Thus, the success of One Belt, One Road is dependent on both China and the

countries that are part of the initiative.
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Chapter IV.
AlIB: FIRMING UP FINANCIAL HOLD

1. Introduction

Asian Infrastructure Investment Bank (AlIB) is a remarkable initiative and
expected to become a major success 21st century Asian economy, alongside long-
standing US-led global economy and ASEAN-led regional economy. The idea of the
AlIB was first presented in October 2013 when China’s President Xi Jinping
announced the creation of the AIIB just before the APEC meeting in Bali, Indonesia.
Premier Li Keqiang, following Xi Jinping’s lead, rearticulated China’s AIIB proposal
at the Boao Forum for Asia in April 2014 by unveiling details of the AIIB’s launch. Li
Kegiang proposed that the AIIB be established in October 2014 through an
intergovernmental memorandum of understanding among participating states.
Subsequently, the first general meeting of the AlIB was held in Beijing on October 24
the same vyear. Initially, 21 states signed the MOU. They include Mongolia,
Uzbekistan, Kazakhstan, Sri Lanka, Pakistan, Nepal, Bangladesh, Oman, Kuwait, and
12 ASEAN countries excluding Indonesia. Indonesia announced its intent to join the
AlIB on November 3 2014. Among G7 countries for the first time United Kingdom
has decided to join AIIB. Since then Australia and France are also been actively
considering to join AlIB. Recently New Zealand declared to join AIlIB. As this
phenomenon accelerated, it has the potential for re-shaping the long-term geo-
economic and geopolitical landscape in Asia. Taking advantage of regional
interconnection, Asian countries hope to improve their regional economic integration
and to develop potential markets. Southeast Asian region has enormous resources and
potentiality to be developed, while it also experts enormous investment. In this
context, the establishment of the AlIB is essential, especially when global economic

downturn is still a cause for concern.

This chapter aims to address the following questions. In what ways and how China-
led regional initiatives will influence Asia states? What are their likely impacts on the
multilateral development financial institutions in the region such as Asian
Development Bank. Also, how regional multilateral development financial institutions

should respond to this seemingly unstoppable trend and what will be the pros and
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cons for the moves?

2.Birth of AIlIB: Relation between Infrastructure and Economic
Development

Infrastructure investment is one of the new sources of growth outside the trade.
However, the availability of infrastructure has become one of the key issues of
economic development among the Asian countries. Problems of development and
infrastructure investment have been discussed at the APEC Summit Vladisvostok in
2012. Leaders of APEC countries have realized that the development of regional
infrastructure is quite an important key to economic development and regional
connectivity. According to Asian Development Bank, infrastructure investment is
required in Asia over the period 2010-2020 is estimated at USD 8 trillion. World
Bank also reported that the infrastructure needs of developing countries is estimated
to reach USD 1.5 trillion every year. Meanwhile, according to the OECD, the funding
needs for infrastructure includes telecom, highways, railways and electricity up to
2030 is expected to reach 2.5 percent of world GDP, or approximately USD 118
billion. In 2010, OECD estimated the funding for energy infrastructure (such as gas,
oil and coal) reached USD 71 trillion. A number of governments are in the process to
find a source of funding to solve the increasing needs of infrastructure. The
infrastructure funding source continue to rely on traditional finance such as the
government budget. Due to growing public demand for social spending an areas of
security and others, use of traditional finance is difficult to acquire. Therefore, there is

a growing demand for alternative sources of investment.
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Graph 4.1. ADB and Its Sectoral Allocation Projections
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http://www.adb.org/sites/default/files/publication/29823/infrastructure-supporting-inclusive-growth.pdf)

Meanwhile, the international financial crisis in 1997 caused havoc for the
development of the infrastructure in Asia. It is encouraging to find effective ways and
development models that help to mobilize regional and domestic savings to facilitate
sustainable economic growth and promote regional integration. Investment in
infrastructure has a strong economic spillover effects. Every USD 1 investment in
infrastructure can result in the need to invest USD 3 - 4 in other economic sectors.
According to ADB estimates, investment demand for infrastructure development in
Asian countries between 2010 and 2020 to touch USD 8 billion with an additional
USD 290 billion for regional projects. In Asia, every USD 1 billion investment in the
infrastructure sector creates 18,000 employment opportunities. The need of huge
infrastructure in the region and the financing gap in infrastructure financing, boost
China to initiated the establishment of AlIB. AlIB expected to play an accelerator of
economic development and integration of Asia through the promotion of investment
in the infrastructure sector. As a follow up to the above initiatives, discussions among
Prospective Founding Members (PFMs) on the establishment of AlIB commenced
with the 1st Chief Negotiators’ Meeting (CNM) have been organized in Kunming,
China, in November 2014. After a series of discussions about the proposed Articles of
Agreement (AOA), they were fine tured at the second CNM, which was held in
Mumbai, India, in January 2015. The AOA was discussed further at the 3rd CNM
meeting that was held in Almaty, Kazakhstan, in March 2015 and at the 4th CNM
meeting which took place in Beijing in April 2015. And the final text of the AOA was
adopted on May 22, 2015 at the 5th CNM held in Singapore.

AlIB has the potential for competition for influence and market share among
financial institutions. Currently various financial institutions such as Japan Bank for
International Cooperation (JBIC), and the Asian Development Bank (ADB) are
engaged in financing infrastructure projects in Asia.

3. Significance of AlIB
China proposed AIlIB to be a regional institution on the lines of the New

Development Bank and SCO Development Bank. AlIB is prominent for the potential
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impact of China. China’s development is closely related to the world of opportunities.
Basic orientation of AIIB is to facilitate participate in multilateral development. In
essence, AlIB provides funds and grants countries to inside and outside of the region,
an important sign of the development of financial might of China.

Graph 4.3. AlIB Share allocation (%)  Graph 4.4. AlIB Calculation of
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AIlIB is an outcome of the relationship between China and the global community. In
1776, Adam Smith in his book Wealth of Nations analysed: “China seems to have
been long stationary, and had probably long ago acquired that full complement of
riches which is consistent with the nature of its laws and institutions.” But the
situation is completely different from the past. In the era of globalization, the Chinese
went abroad to see the world. China is also through its unique development model
affect the trajectory of the international system, more and more deeply involved in
shaping international norms and international trade, finance, security as well as
construction of the international system in the field of climate change. With the ideas
of peace, development, cooperation and win-win concept, China attempts to integrate

global community in the name of “community of destiny”, which is fundamental
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mission and philosophy of the AlIB.

After Reform and opening up with impressive economic growth China accumulated
a lot of experience. With the initiative of AlIB China emphasized sharing its own
experience will help spur growth and prosperity to other developing countries. Since
its concept proposed by China, AIIB received a wide support outside the region.
Among the Group of Seven, Germany, France, Britain and Italy have joined; among
the Group of Twenty 14 member states have joined; among OECD members 21
countries have joined; all members of BRICS have joined; all six members of the
SCO have joined. Particularly, it is noteworthy that all the countries they have South

China Sea dispute with China have joined AlIB.

Hence, AIIB hired or consulted experts of International Monetary Fund (IMF),
World Bank and other institutions. The key purpose is to establish AlIB with
professionalism the transparency and democratic principles. In this regard, IMF mode
of operation is used as a standard.

China shows willingness to participate in shaping the international financial order
and ability to start from passive to active participants in the global leader of change.
Former US Treasury Secretary, Lawrence Summers pointed out that through the
combination of the proposed AIIB, a new development bank and mushrooming
bilateral arrangements, China is slowly building small pathways to bypassing the
longstanding institutional arrangement. No wonder the US is worried about the
erosion of the existing Western-dominated multilateral system (in this particular case,
the World Bank) where its influence is still considerable, if not diminishing. At the
moment, China is still in the stage of development. From the perspective of economic
globalization, China’s economic reform and opening up has made great achievements
for decades, but also helped China to adapt the actual US-led international economic
order built the village for decades. For China, there is no urgency to actively defeat

the system.

The timing of the establishment of the AIIB is important to understand. Since the

establishment of AIIB, it not only influenced the financial and economic issues, but
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also widely affected the international political system. The existing international
economic system, one of the US-led force is weakened, the European recession

further dcepened the critisam.

4. Future of AlIB
In 1966, when the Asian Development Bank was established there was suspicion
about the need for ADB. At that time, Japan believed that the presence of ADB has
three logical bases: the first is poor and backward countries in Asia who need funds;
the second is the world’s neglect of national interests in Asia and other institutions,
and the unequal distribution business in Asia; the third is the need to establish a body
with the Asian with the Islamic Development Bank founded in 1959 and the African
Development Bank founded in 1963, there was an absence of development finance
institutions in Asia is particularly prominent. ADB was established to give generous
support to the World Bank the United States and Japan became the ADB’s two largest

shareholder countries.

Nearly half a century later, when China proposed the establishment of AlIB, not too
many countries have questioned the need for the establishment of the bank. Britain,
France and other European countries are also actively invited to become founding
AlIB member States. Since the creation of ADB the need for a new Asian investment

banking institution is a sign of healthy competition.

Although some Asian economies have been developed there are several others
lagging behind. Particularly infrastructure investment is yet to effectively meet its
infrastructure demand. On the other hand, the World Bank and other international
agencies still do not give enough attention to Asia and other emerging economies.
United States and Europe remain the key members of the major international
economic institutions. ADB was once considered an important milestone in the
development of the Asia-Pacific region changing doctrine, but ADB has increasingly
become the political tool of promoting United States Asia-Pacific strategy. South
Korean media criticises of ADB as “Japan forward, but in reality the US-led

mechanism”
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Graph 4.5. Voting Structure of World Bank (%0)
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Since the ADB’s departure from the original objectives, China rejected the US and
Japan on the establishment of China-led infrastructure investment fund within the
ADB proposal. Xi Jinping at the 2014 CICA Summit announced that Asian problems
should be solved by Asian people as he outlined his vision for regional stability at the
opening of an international security summit in Shanghai. The question boils down to
rely on Asia to deal with the people of Asia. He emphasised that Asia should keep up
with the changing times, and cannot allow it to happen that your body has entered the
21st century but your mind still sticks to the old era of Cold War and zero-sum
mentality. Asia needs a real departure from the Asian investment bank, as a shared
development opportunities development finance institutions, will stimulate the vitality
of the existing multilateral development banks to push back the original purpose of
these institutions, pay more attention to economic development, to develop a more

reasonable payment standards.

ADB and the World Bank and other development banks varied deficiencies of
various defects, however, get to see them play an important role in the areas of
poverty alleviation, mature processes and experienced management personnel. China
as a member of the World Bank and ADB, will learn from these good experiences of
multilateral development banks, also learn to improve the transactions within the
AIlIB. Currently, the World Bank, the IMF and other multilateral finance institutions
in Asian region are willing to cooperate with AlIB, in the realms of share knowledge,

capacity building, exchange of personnel and projects.

In sharing knowledge, multilateral development banks could provide funds to focus
more on sharing development experiences. With cooperation from multilateral
development banks China can effectively promote Asia and other regions. On the
other hand, the beneficiaries do need to comply with international rules. In November
2014, the World Bank Group and IMF joint African Development Bank, the Asian
Development Bank, the European Bank for Reconstruction and Development, the
European Investment Bank, the Inter-American Development Bank, Islamic
Development Bank issued a statement on infrastructure issues, emphasizing the

realization of investment in infrastructure revitalization the key obstacle is not a lack
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of funds but the lack of implementation. They reported that banks have a strong
record of cooperation on infrastructure. At the policy level, they work together to
develop global public goods and knowledge sharing tools, including standard
documentation covering project identification, preparation, procurement, monitoring
and supervision, and capacity-building. China has been promoting a harmonized
approach among banks to project preparation and supervision, including through the
use of standardized procurement policies and documents and environmental and
social safeguards; similar requirements for ex-ante cost-benefit analysis and project
“executability” assessments; and the use of concrete metrics to monitor and report on
development effectiveness. The IMF is developing a set of concrete guidelines on
strengthening public investment management practices across countries at differing
levels of development. (World Bank, 2014)

Hence, AIIB aims to enhance the existing cooperation with the multilateral
development banks. AIIB focuses on regional infrastructure, ADB and its
development of the “Strategy 2020, also puts the infrastructure as a long-term
strategic focus in the business sector. In addition, AlIB will develop infrastructure
hardware construction of road transportation, energy, communications, etc., pay more
attention to the construction and infrastructure closely related to software, including
help developing members countries’ build capacity as well as infrastructure
management systems and mechanisms. Knowledge sharing in the area of
infrastructure construction is important for AlIB. Infrastructure development must be
in line with the relevant national development strategies. Given the long investment
cycle of infrastructure projects should have multiple channels to expand revenue

sources to obtain economic benefits to ensure debt sustainability.

Competition and Cooperation with ADB and other existing multilateral development
banks is conducive to enhancing the quality of regional and international public goods
to promote infrastructure in Asia. In order to carry forward the development of China
and the development of other countries in a multi-polar world China needs to ensure

adequate adherence to in the institutional rules of the initiative.
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5. Challenges and Criticism of AlIB
AlIB has been facing several challenges besides criticism from several questions.
However, within 4 months, 57 countries had become a founding members. According
to the bank’s website, AIIB is expected to complete the negotiations on the
Constitution at the end of June 2015 and pending approval of the members and will be

operational before the end of the year.

AlIB aims to promote the development of Asian infrastructure and has a clear
framework of development. This not only will guide AIIB in the future, but also
facilitate its expansion. As a multilateral development institution, it intends to
contribute to the development of developing countries. While doing so, it must take
into account the as specific circumstances and characteristics of developing countries
such liberalization, marketization and privatization to measure the value of

investments in infrastructure and other areas of financing.

To form a compatible set of practical international experience in Asia, AlIB is
promoting the application of aid recipients and the integration of interests to help
developing Asian economies to improve their infrastructure and upgrade
communication, thereby bringing forward the overall concept and vision of the
development of Asian region.

Currently, AlIB gained support from 37 regional and 20 non-regional PFM, all of
which have signed the Articles of Agreement that form the legal basis for the bank. In
other words, AIIB members consist of both important contribution and countries that
need infrastructure development. Naturally the expectation of AIIB members is
different, active efforts and good communication among the members is very
important. China had one of the most successful track records of development
cooperation with the World Bank and other multilateral development institutions.
This overall combination and specific projects experiences of China become
guidelines for AlIB operation. At the same time, China as the largest contributor to
the AIlIB, will also be obliged to promote the development of the concept of

communication, development discourse system and the interests of all members.
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Asian infrastructure market is broad. ADB report in 2010: Infrastructure is a prime
element in a nation’s development and a crucial factor in many regional cooperation
efforts in Asia and the Pacific. Infrastructure investment is a key determinant whether
Asian economies will continue their remarkable success that has brought millions of
people out of poverty. The region has the potential to match Europe’s current standard
of living by 2050. However, this will require an acceleration of the infrastructure
development that has supported the region growth over the last few decades. To
maintain the growth momentum, for instance, Asia needs to invest around $8 trillion
in infrastructure over 2010-2020. The challenges are therefore enormous, particularly
for the poorer countries that must increase their infrastructure development to
accelerate their economic growth to catch up with the others. According AlIB’s initial
idea, the bank authorized capital will reach USD 100 billion, and initial capital
contribution was about USD 30 billion. In terms of the degree of demand and supply
of funds available AIIB has a bright futures. Therefore, before the formal operation
AlIB needs to identify market segments, in order to determine how profitable and
what is the key to effectively realize and operate.

AlIB is focusing on the national infrastructure development among the Asian
countries’. For a long time, the infrastructure construction between China and other
Asian countries witnessed a number of the bottlenecks restricting the development of
nations, while is one of the reasons that caused serious problems in the regional
cooperation. AlIB aim to drive the Asian infrastructure network to reduce transaction
costs in international economic exchanges and enhance scale cluster development in

Asian countries.

While, financing the project at the national level, AlIB must factor the existing
infrastructure and the economic structure to rightly invest in the economic
development and promote structural transformation. This requires AlIB to be
problem-oriented and carry out market research to find out the location of the
project’s feasibility. Meanwhile, AlIB in the process of project selection should try to
avoid crowding out private investment. Also need to take care of the requirements of

the bank’s own profit making, long-term and difficult logistics in Asia.
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Hence, AlIB must deal with the governments and markets. Common features of
developing countries in Asia are: high government involvement and low
marketization. However, in specific stages of development, the role of the government
cannot be ignored. Therefore, AIIB must go beyond the existing multilateral
development institutions. It is not only necessary to evaluate the assimilation and
absorption of international rules and norms, but also consider the characteristics of

developing countries.

AlIB also should develop and handle the relationship with the existing multilateral
development agencies. In most areas, these institutions determine the future of AlIB.
In view of this, AlIB should uphold the open graded system and collaborate with the
other with the multilateral development agencies competing to build healthy

relationships.

Firstly, other multilateral development institutions demand and draw upon this
historical experience. For example, the negotiations over the past few decades
Western governments insight on long-term requirements of confidentiality. Former
IMF External Relations Chair Thomas Dawson has been asked to assist the ministers
to conceal the truth for 25 years. Now the parties are asking AlIB achieve immediate
high standard of transparency, as a prerequisite for cooperation. This aspect can be
considered both multilateral institutions and spread out the development ladder of
AlIB. On the other hand, non-transparent policy may lead many projects in to
difficulty.

Secondly, AIlIB aims to cooperate with the existing multilateral institutions and
enlarge advantage. Currently AlIB is in the planning stage lacking operational and
management experience. Existing multilateral development institutions have
developed deep business networks, connections and project resources. On the basis of
those experiences AIIB intends to focus on the operation and management
coordination, communication, even collaborate on specific projects, and to
accumulate relevant experience. AlIB is not only conducive to achieve growth across

time, but also striving to evolve its own characteristics.
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Third, healthy relationship with other multilateral finance institutions requires
rational treatment of healthy competition. In May 2015, at the annual meeting of the
ADB, ADB President Takehiko Nakao declared that 80% of ADB projects it will
focus on infrastructure projects. Thus, AlIB as a multilateral development institution
and a latecomer to the field, although very unique and professional, will inevitably
compete with existing institutions. This also requires investment banks in Asia in the
process of development experience to explore and participate in the development of
global multilateral development institutions.

6. Summary

On March 31 2015, AIlIB accepted all 57 countries who became founding member
countries. The basic focus of AIIB is on Asia and infrastructure development. The
significance of AlIB in the international community is expected to be more than just
an infrastructure investment institution. There are two major issues to be highlighted.
First is the political aspect of AlIB. It does pose a threat to the existing financial
institutions led by Japan and United States. Second, Asian infrastructure market has
become attractive that made pro-U.S. countries such as the United Kingdom to join.
The research report of ADB in 2010, it has been well-documented that Infrastructure
is a prime element in a nation’s development and a crucial factor in many regional
cooperation efforts in Asia and the Pacific. The reason for primary purpose of ADB is
to eliminate poverty and sustain the interest in infrastructure investment in Asia,
because infrastructure development has an important element for the improvement of
quality of life and economic growth. Asia has a massive infrastructure funding gap,
AIIB would help reducing this gap. China’s own geopolitical and commercial
interests in expanding its economic reach and trade networks in Southeast Asia, South
Asia and Central Asia. AlIB, which will focus chiefly on infrastructure development

would help enhancing China’s promotion of infrastructure imports.

However, Japan’s hold in Asia seems to be declining with the establishment of a new
mechanism to support infrastructure investment in Asia. Voting structures in the
World Bank and ADB are unevenly distributed and the reform progress is still
insufficient. AlIB could be used as a channel to leverage China’s high foreign

currency reserves to promote the internationalization of RMB.
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Attractiveness of Asia’s infrastructure investment has inspired several countries,
including some Western countries that did not have political interests. After all, the
reason that they are supporting AlIB is clear. Large infrastructure needs of the Asian

region has a high possibility of future development.
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Chapter V.
CONCLUSION

Since the implementation of Reform and Opening up policy, China has
dramatically transformed its economy, politics, industries and defence. This in turn
has led to a paradigm shift in China’s place in global politics paving the way for

greater involvement in various international processes.

The year 2008 was significant in China’s rise. As the global financial crisis unfolded
in this year, Chinese leaders, under the project of “China’s Peaceful Development”
started to actively investing in the development of various initiatives. China’s leaders
declared strategies and policies to create a win-win environment that could produce
rapid economic growth, technological advancement, and improvement of physical and

human resources. Of these initiatives, One Belt, One Road and AlIB stand out.

Despite strategic mistrust and economic imbalance in the bilateral and relations,
China and Asian countries continue to hold massive potential for both sides on a

foundation of economic cooperation.

What is noteworthy to is not whether these new institutions can replace the older
institutions, but rather whether they are developing in a direction that is meaningful
over the course of the next decade or so. As one of President Xi Jinping’s key policies,
the One Belt, One Road initiative aims to connect China with 60 countries, setting up
potential trade with 4.4 billion people. The economic implications are enormous,
valued at USD 21 trillion, boosting China’s GDP by 25%. China is investing a hefty
sum in the “One Belt, One Road initiative to boost integrated economic growth
between Eurasia through mega infrastructure projects. The OBOR project includes 6
corridors under two roads, the New Silk Road Economic Belt running west towards
Europe through Russia and Central Asian and the 21st Century Maritime Road
focuses on reaching Europe through South Asia and Southwest Africa. Many scholars
and governments view that the, transition of power from West to East has already
arrived with the acceleration of China’s rise in Asia. On the other hand, many scholars

predicted that Chinese leaders’ attempt to promote One Belt, One Road initiative
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could eventually lead to a situation in which Europe would be integrated with Asia

and dependent on the Chinese locomotive.

The birth of a transcontinental economic corridor, as envisioned by the Chinese
authorities, could change the global landscape, shifting the focus of strategy and
commerce to the Eurasian landmass from the waters surrounding it and reducing the
significance of U.S. naval supremacy. Vice Premier Zhang Gaoli announced the
construction of six economic corridors which are major projects aiming to promote
Asia-Europe connectivity. These corridors could further intensify intra-European
divergences over Asia policy, cause deep differences between the United States and its

European allies, and sharpen commercial rivalries.

The 6 corridors highlighted below run between: China-Mongolia-Russia Economic
Corridor (CMREC); New Eurasian Land Bridge (NELB); China-Central and West
Asia Economic Corridor (CCWAEC); China-Indo-China Peninsula Economic
Corridor (CICPEC); China-Pakistan Economic Corridor (CPEC); and Bangladesh-
China-India-Myanmar Economic Corridor (BCIMEC). Especially, China-Pakistan
Economic Corridor (CPEC), one of the first of the 6 corridors to start construction is
receiving USD 46 billion and a further injection of USD 1.6 billion agreed in August
2015. The China’s investment is almost 20% of Pakistan’s GDP. Construction of the
CPEC is already well received and the 502km length road was already constructed.
With an expected completion date of 2017 it has been given priority and a fast track.
It should have a positive effect on the economy creating railways, roads, power plants,

and hence jobs and investments.

However, Infrastructure construction of One Belt, One Road initiative has a
number of potential risks. The most direct influence of government-business relations
is the level of corruption. The World Bank has identified corruption as ‘The single
greatest obstacle to economic and social development’ and has taken the lead in
promoting ‘good governance’ as a key strategy to combat corruption. According to
Corruption Perceptions Index (CPI) data of Transparency International in 2014,
average score of the 41 One Belt, One Road countries recorded 35 marks, which

much lower than the average of the total CPI data covered 175 countries- 43 marks.
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This means that the perceived levels of corruption in these countries are more severe
than the global average. Apart from corruption, investment environment also affect
government-business relations, in particular, on the political risk. United States PRS
Group provides International Country Risk Guide (ICRG)*. ICRG political risk
rating includes 12 weighted variables covering both political and social attributes,
namely: Government Stability, Socioeconomic Conditions, Investment Profile,
Internal Conflict, External Conflict, Corruption, Military in Politics, Religious
Tensions, Law and Order, Ethnic Tensions, Democratic Accountability, Bureaucracy
Quality. According to January 2014 data of ICRG’s political risk classification on
these 34 countries, admittedly, from a simple analysis can infer that in the key areas

of One Belt, One Road are high corruption and high risk area.

One of the reasons for China pushing forward its initiatives, despite these challenges
is that they are key to determine China’s national development and security. Some
military and civilian observers already raised military-related strategic implications of
the One Belt, One Road initiative for China, including the need to strengthen the
security of maritime and land transport routes, to reduce territorial disputes, enhance
anti-terrorism efforts, and deepen the joint exploitation of strategic resources. One
Belt, One Road could prompt China’s leaders to move toward the acquisition of naval

and other capabilities that could have major implications for security in Asia.

Hence, Chinese leadership emphasizes that One Belt, One Road initiative is not
intended to dominate, intimidate, or generally leverage or manipulate other states
involved in the undertaking. In promoting regional collaboration, China insists non
interference in the internal affairs of other nations, not to seek the so called ‘sphere of
influence and not to strive for hegemony or dominance. The challenges and problems
confronting the One Belt, One Road initiative are real but the complementarity
between the needs of the other developing countries that comprise the One Belt, One

Road region and China’s huge financial resources and extensive experience in

%2 ICRG provides ratings for 140 countries on a monthly basis, and for an additional 26 countries on an
annual basis under a different title. Its rating comprises 22 variables in three subcategories of risk:
political, financial, and economic. The Political Risk index is based on 100 points, Financial Risk on 50
points, and Economic Risk on 50 points. The composite scores, ranging from zero to 100, are then
broken into categories from Very Low Risk (80 to 100 points) to Very High Risk (zero to 49.9 points).
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undertaking infrastructure projects are greater in surmounting them.

In 2015, AIIB accepted all 57 countries as founding member countries. Basically
AIlIB seeks to expand infrastructure development funding for the Asian region. The
initial achievement of AlIB is a diplomatic success of China. The motives behind the
establishment of AIIB are analysed highlighting issues such as: challenging the
international financial powers; securing geopolitical power; promoting economic
advantage. Upon examination of the economic relationships between China and the
rest of the world, the birth of Chinese leading international development institution
AlIB, is aimed at asserting its political and diplomatic influence in Asia and the world.
Through AIIB, China hopes to assuage the fears about Chinese Threat from other
Asian countries’ — especially ASEAN countries, by providing economic profits to its

partners through multiple channels.

But even if the motive of AIIB is to promote China’s interests as the new rising
power in Asian region, it does certainly improve multilateralism and to strengthen the
global economic architecture. Demand for infrastructure investment is high enough to
accommodate both the established as well as the emerging financial institutions like
AlIB. However, AIIB could present a risk of establishing divergent investment
standards. On this issue, AlIB founders should maintain a harmonized, consistent, and
multilateral framework of rules and standards that help integrate, rather than fragment,
the world economy. Given the high economic growth potential of Asian countries,
they need to generate adequate resources in the short-to-medium term. Accordingly,
AlIB emphasises on improving cooperation in economic and trade related issues to
sustain high growth rates in the future, by facilitating more investment opportunities

and closer connectivity among Asian countries.

In 2016, Chinese President Xi Jinping, while delivering the address at the
inauguration ceremony of AlIB, declared that AIIB will have governance structures
and operation policies designed on the basis of principles of openness, inclusiveness,
transparency, responsibility, and fairness, and it will avail itself of the benefits
gleaned from the experiences of existing international developmental institutions.

Further, in order to avoid the pitfalls of the existing systems, it will endeavour to
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reduce costs and increase operational efficiency. China wants to meet the demands
and expectations of Asian countries that the AlIB have robust governance structure
and fair organizational operations. Australia and other developed countries decided to
join the AIIB because they were impressed by China’s efforts to address other

countries’ concerns.

In 1941, Fortune Magazine founder Henry Luce described the 20th Century as an
American century, predicting that by 2041 the 21st Century will be Asia’s. Indeed
there is now a clear recognition of Asia’s growing importance in the international
arena, yet the region faces severe infrastructure deficit often resulting in stunted

growth performance.

In the final analysis, China-led initiatives in the form of One Belt, One Road and
AlIB have the potential to redefine the Asian architecture. There is an element of
mutuality between the two. AIIB is China’s broader regional development strategy
embodied in the One Belt, One Road, and as one of several sources of financing for
One Belt, One Road to promote regional and international trade. One Belt, One Road,
in keeping with the goals of AIIB, encourages to develop connectivity and
cooperation among Asian countries through an elaborate network of land and sea
infrastructure. One Belt, One Road could benefit more than 60 per cent of the global
population and contribute USD 2.1 trillion to global GDP. In fostering development in
Asia in the 21st century, China conceived One Belt, One Road and AlIB to further the
global agenda for sustainable development as envisaged by the UN in its framework
of Sustainable Development Goals. If these two initiatives succeed, they will
contribute to the strengthening process of China’s foothold in Asia. It remains to seen
how One Belt, One Road and AlIB will contribute to China’s hold on Asia and the
development of Asia and the world in the years to come.
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